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H O L I D A Y
he happy greetings that are exchanged so merrily this
month again remind us of the immemorial ties that hind
our world together. Seasonal cheer and goodwill are common
currency and courtesy. The fellowship that prevails yeararound within our Association glows in the community at
large.
T � j hen we pause amid the rush and tumult of everyday
life to reflect upon our lives and friends, it is good to
remind ourselves that the Association is not entir ely an organization dedicated to the dissemination of cold, hard business facts. It is more. It is an organization of men and women
who in the process of increasing their knowledge make new
friendships and cement old ones.
n the microcosm of NAA membership, we have managed
to nurture and increase the goodwill among members.
As citizens and members of our communities we ought to
pledge ourselves to a similar commitment toward our fellow
men, just as all members of the Association share a stake in
the objectives of NAA, so do all men share a stake in a
peaceful world. As businessmen, educators, and professionals, we have a unique role to play, demonstrating how rational men in a spirit of cooperation can solve problems.
he ideal is set forth again, ever-new, this season. With
good will and charity toward our fellows, let us rededicate ourselves to a better,
kindlier world. In that spirit
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By John P. Fertakis
The function of controllership lies neither in operations nor in management.
Rattler, it serves as a catalvst, thus promoting favorable interaction between
these two sectors.

T HE ACCOUNT ANT ' S ROLE IN MANAGEMENT —A COMPANY'S
11
EXPE RIE NCE By Robert E. Sexton
The accounting function has assumed an active role in the management
process.

W H I C H I N F O R M A T I O N F O R STOCKHOLDERS?
13
By Benjamin P. Hamilton, Jr.
Partial differences
jerences in information needs do not justify the widespread divergence between stockholders reporting and management information.

ACQUISITIONS —AND THE MANAGE ME NT ACCOUNT ANT
15
By Donald H. Denholm
There are few business opportunities which offer so many pitfalls. The authors
outline a plan of thorough investigation. The key tool is an acquisition matrix.

T O W A RD EFFECTIVE CO1\'IPUTER UTILIZATION By Frank Brumit
19
Discussed here are four areas which, the author believes, contain the most
opportunities for improving our computer utilization.

COMPUT E R IM PACT O N ST A NDARD COST S By Don P. Newt on
24
The greatest benefit of computerized standard costs lies in the extreme flexibility of the data on file. A review of the mechanics is also included in the
article.

IS E VE RYT HING UNDE R CONT ROL? By Robert D. Arnett and
27
Edwards R. Fish
Adequate controls are essential if benefits instead of problems are to result
from application of the computer to data processing.
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Comment
The most frequent rejoinder to a professor's statement that he was engaged
in research about the ethics of businessmen was: Do they have any? This reaction points up the negative image of
businessmen that the public seems to
of the
hold. It also emphasizes the
problem facing today's executives and
managers in improving the image of
businessmen.
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Businessmen Say About Ethics in Business, goes far toward clarifying some of

the issues involved in business ethics. As
Author Raymond Baumhart states, busiEDITOR
ness is the backbone of this country and
Stephen Landekich
in a large part no group has more influence
than businessmen. True, the influASSISTANT EDITOR
ence
is not as great as in the late 19th
Albert Cohen
Century when business and government
FEATURE EDITOR
were almost inseparable in the eyes of
Robert F. Randall
many, but most will admit that the
business community still exerts considEDITORIAL ASSISTANT
erable power throughout our culture.
Debbie Rienzi
Few writers have examined the probPRODUCTION MANAGER
lem of business ethics from an empirical
Erwin S. Koval
standpoint. We have seen numerous
opinion surveys of students and non CIRCULATION MANAGER
businessmen but how many pollsters
Michael R. Cloney
have asked the businessman himself
about ethics? Professor Baumhart did
Advertising Representative: Mead Irwin As- this through a series of personal intersociates, 520 Fifth Ave., New York, N.Y.
views and a detailed questionnaire sur10036, (212) 986 -9781.
vey. The results indicate that the image
Associate advertising representatives: E. W. of the businessman may be greatly disCarlson, Union Trust Bldg., Pittsburgh, Pa. torted.
15219, (412) 471 -1410; James K. Milihouse,
Students who readily confess to occa919 N. Michigan Ave., Chicago, Ill. 60611,
sionally cheating on exams point an ac(312) 642 -6625; Thomas P. Galavan, Gala cusing finger at the businessman for
van, Hatfield 6 Kittle, Inc., 2322 W. 3rd St.,
Los Angeles, Calif. 90057, (213) 385 -3991; committing unethical acts. It seems
Edward Spasek, Galavan, Hatfield 6 Kittle, much of the problem is related to covInc., 681 Market St., Suite 798, San Fran- erage by the press. A stock scandal or
a price -fixing case receives extraordinary
cisco, Calif. 94105, (415) 781 -5815.
coverage; the day -to -day activities of
Second class postage paid at New York, N.Y.
millions of honest businessmen go unTo ensure uninterrupted mail service, please
notify us immediately of any change of reported. Hence, the image "through a
address. Send present address label and new glass darkly."
There is no question, after the thouaddress, including Zip number, to Member
Relations Department. Allow six weeks for sands of words which have been written,
change. Price $1.25 per copy; $10.00 per that business does have a negative image
year. Subscriptions available only to NAA in this country. There is some evidence
members and to college -level accounting showing that accountants in general are
students.
respected for their integrity. This may
be because, as the author found, it is
Copyright © 1968 by the
easier to be ethical in jobs involving
National Association of Accountants
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fiduciary relationships. The feeling
expressed by the respondents to the survey was that it was much harder to succeed in jobs like the salesman's or purchasing agent's without being a little bit
unethical.
Together with the ethical question,
another concept mars the image of the
man in the gray flannel suit: that he
doesn't care about the problems of poverty, slums and pollution. Of course, this
generalization is just as distorted as the
one about business ethics. For decades
businessmen have contributed to worthy
causes, served on community fund
drives, and volunteered their assistance
in social programs. Currently, businessmen and their corporations have stepped
up their participation in such programs.
In California, for example, many companies agreed to loan their executives to
the state government for a period of
time to help solve some of the pressing
problems of that state. Many other examples could be, and are, cited in a recent National Industrial Conference
Board study.
A predictable lag between the reality
and the image will continue to exist,
and it is obvious that businessmen will
continue to have a bad "press." It is
also true that although most businessmen are more ethical today, there is
much room for improvement. One point
made in the study of business ethics
may be relevant to NAA members in
their business lives. When a boss is consistently ethical in his business dealings,
his subordinates find it much easier to
be honest and are more likely to be so.
Another point brought out by the study:
businessmen are very defensive about
justifying actions taken on principle
alone. Isn't it time for business to make
its case before the public? Every businessman can cite ethical actions that he
has taken which were not justified from
a profit- making standpoint. The problem is that the public doesn't know and
idealistic students don't know. Intent on
promoting and selling their products to
consumers, businessmen have neglected
to emphasize the basic integrity that
pervades the marketplace.
3
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New AICPA Presi d en t
Fo cu s es o n S o ci al Prob l em s
Ralph E. Kent, the newly - elected president
of the American Institute of CPA's,
urged members of the accounting organization to make their specialized skills
more readily available to ghetto
enterprises. In his inaugural address
at the AICPA annual meeting, he said
that the accounting profession must provide more jobs for disadvantaged groups
and increase its efforts to facilitate the
entry of young people into the profession
itself. Mr. Kent, managing partner of
Arthur Young & Co., is an NAA member
affiliated with the New York Chapter.

1968
P.O. Box 68, Fair Haven, N.J. 07701.
Price: $20.

Profile of Ch ief Fin an ci al Offi cer

The average chief financial officer is
a CPA with a college degree, between
50 -59 years old, who has been with his
present company ten years or longer and
who is a member of at least one technical
or professional society — most frequently
the Financial Executives Institute,
AICPA or NAA. This is the profile of
the chief financial officer which emerged
from a survey of 163 such officers
conducted by the National Industrial
Conference Board. Almost half of those
surveyed were on their corporation's
board of directors, pointing up the
La wle r S u c ceed s Care y at AICPA
broadening of the financial officer's
At the AICPA annual meeting in Washington,
responsibilities. Another finding: two
D.C., Managing Director John Lawler was
factors which have recently affected
named administrative head of the
the financial function are the merger professional society. He succeeds John
acquisition trend and introduction of
L. Carey as administrative vice president.
electronic data processing facilities.
Mr. Carey, who has been chief staff head
of AICPA for more than 30 years, will
N. Y. An al yst s on D i sclo su re
remain at the Institute as advisor to
In the wake of recent decisions conMr. Kent.
cerning corporate disclosure, the New York
Society of Security Analysts issued this
S y s t e m s & Proc ed u res A ss n .
statement: "We welcome the broader
Changes Name
dissemination of corporate information
The Systems and Procedures Assn. has
called for by recent rulings as measures
changed its name to Association for
which will aid analysts in their assembly
Systems Management. The new name was
of information. We believe, however,
chosen, according to President Allen M.
that required widespread dissemination
Motter, to give the broad role of systems
of major items of corporate news should
its proper perspective and to emphasize
not be construed to hinder proper corits position as a management and executive
porate response to Security Analysts'
function. The Association's bi- monthly
inquiries regarding other aspects of
magazine, The Systems and Procedures
corporate affairs. We trust that
Journal, will become a monthly next year.
corporate managements will continue to
make every effort to sustain the
New sp a p er C on t rol lers Is su e M a n u al
open discussions that help analysts
A 56 -page manual, "Reporting to Newspaper
evaluate the facts in the public domain,
Management," has just been issued by
and we believe there is clear evidence
the Institute of Newspaper Controllers &
that they are doing so."
Finance Officers. The manual features
more than two dozen model accounting
AF IP S Na m es E xe c u t i v e D i rec t o r
reports covering the whole range of news- Dr. Bruce Gilchrist has been appointed
paper publishing, based on a hypothetical to the newly established position of
company's performance. The manual is
executive director of American Federation
available from G. K. Dahl & Co.,
of Information Processing Societies.
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Toward aSystems- Oriented
Concept of Controllership
GREATER KNOWLEDGE OF MANAGEMENT SCIENCE AND MODERN TECHNIQUES OF PRODUCTION IS ESSENTIAL

By John P. Fertakis
An important ingredient of the practice
of management has been the ability to
select from the organizational environment the kinds of information necessary to the decision process. As organizations grow and develop, so do the
quantity and quality of information
grow and develop. Today the manager
stands in a virtual flood of potential
communications and reports.
A computer -based technology of management now exists in which the orderly
development and dissemination of information has become one of the primary ingredients of the management
process. The integration of the information system with the management system has in the past been the the task of
the controller, operating primarily
through the accounting system. The
changing nature of information and the
systems employed to generate and synthesize it are certain to have organizational consequences. Such organizational changes can easily be haphazard and
troublesome unless accompanied by and
accomplished through an integrative organizational approach. The subject of
this paper is the development of an organizational approach to administrative
management and control incorporating
the information function and controllership.
Nature of Controllership
General agreement exists that the
controllers function involves records
and reports, though interpretations
range from controllership being a quite
MANAGEMENT ACCOUNTING /DECEMBER 1968

narrow function to it being almost a
pervasive organizational role. Two of
the leading texts on the subject of controllership define the functions of the
controller as follows:
... it becomes apparent that the really
essential duties of controllership are all
aspects of one basic function— designing and operating the records of the
business and reporting and interpreting
the information which they contain.'
and,
The controller is chiefly a staff executive whose primary function is to gather

JOHN P. FERTAKIS
is Assistant Professor of Business Administration, Washington State University, Pullman, Wash. Dr. Fertakis
holds a B.A. degree from Eastern
Washington State College and M.B.A.
and D.B.A. degrees from the University of Washington. A frequent speaker on topics relating to accounting
and its uses by management, Dr. Fertakis has also published previously in
accounting journals.

and interpret data which will be of assistance to other general and functional
executives in the determination of sound
policies and their successful execution.2
The first concentrates upon the information and its origin, while the second
considers the role of information in the
management context. However, the essential focus of both views is upon the
system of records and reports. Note that
neither source limits the scope of controllership to accounting records or accounting -based reports.
The Committee on Ethics and Eligibility Standards of the Controllers Institute of America, in its suggested six
"ideal" 3 functions of controllership, goes
far beyond the passive connotation of
the preceding quotations. For example,
the controller is ". .. to measure and
report on the validity of the objectives
of the business and on the effectiveness
of its policies, organization structure,
and procedures in attaining those objectives."
A lack of agreement with respect to
the role of the controller thus is apparent. Prior attempts have been made to
circumscribe the controllership function
by enumerating the things in which he
should be involved in carrying out his
role. These enumerations fail to clarify
the controller's functions, being based
upon an insufficient conceptual notion
and lacking systematic analysis.
David R. Anderson and Leo A. Schmidt, Practical Controllership, revised edition, Richard D. Irwin, Inc., Homewood, Ill., 1961, p. 12.

I

= J. Brooks Heckert and James D. Willson, Controllership, second edition, The Ronald Press Company, New York, N.Y., 1963, p. 21.
Anderson and Schmidt, p. 9

Nature of Information
Information is defined for purposes
of this paper as that data which
is relevant to the intelligent making of
choices by individuals. Data will refer to
knowable things, individually or collectively. Semantic differences in the
terns are beyond the scope of this paper, but data relevance is the key concept underlying information.
To clarify the role of the controller
in relation to information and to the
organization in an integrative manner,
it is useful to utilize a "systems" approach in the analysis. A system is defined as:
1. an assemblage or combination of
things or parts forming a complex or
unitary whole. 2. any assemblage or set
of correlated members . . . 6. due
method, or orderly manner of arrangement or procedure.4
In systems in which human beings play
a part, unity, correlation, arrangement
and orderliness imply interaction. Interaction, in turn, may reasonably be assumed to involve a transmittal of knowledge or directions among the component parts of the system. The usefulness
of the systems approach in the present
discussion lies in its contribution to orderly thinking about the job of managing.•'

The basic elements of the organization, when viewed from a systems approach, might be visualized as illustrated
in Exhibit 1. These elements will be referred to as "sectors" or "clusters" when
associated with their respective subsystems. The management function is the
formulation or approval of plans, the
allocation of resources for their implementation, and the follow -up and evaluation of results. As resources are made
available, operations are initiated which
are intended to lead toward the fulfillment of management's plans. At this
stage, data is being generated and management is faced with the need to refine
the data for future decisions and follow up activity.
The increasing degree of specialization and technological sophistication
found in the operations sector often

6

Richard A. Johnson, Fremont E. Kast and James
E. Rosenzweig, The Theory and Management of
Systems, McGraw -Hill Series in Management, McGraw -Hill Book Co., New York, N.Y -, 1963, pp.
58 -64.

Exhibits 1 and 2 allows an integration of
the two concepts as shown in Exhibit 3.
The area shown as "Controller" may be
likened to the "feedback loop" in cybernetic systems.
Feedback is essentially information to
a controller about a controlled condition. A feedback loop is information
about deviations from a position of
equilibrium within a system which has
equilibrium as a goal.? The concept is
generally applied within the area of self regulating or closed mechanical systems,
although the concept appears to have
equal validity for dynamic systems. Its
use in a dynamic system concept implies the possibility of attaining a new
equilibrium level which differs from the
level of equilibrium before the disturbing influence, i.e., an accommodation
reaction within the system.
The arrangement illustrated in Exhibit 3 presents the three basic organizational elements or functions and comprises a simplified model of the
organization from both a control viewpoint and a functional viewpoint. The
duties and responsibilities of each sector
stem from its position in the model and
from the basic identification and classiChadwick J. Haberstroh, "Control as an Organizational Process," Management Science, January
1960.

7

Exhibit 1
THE ORGANIZATIONAL SYSTEM

A Systems Concept of the
Organization

'A m e ri c a n College Dictionary, Random
New York, N.Y., 1958, p. 1230.

makes it impractical or impossible for
the manager to form valid opinions or
evaluations of the operations on the
basis of his own consideration of data.
A further limiting factor upon good
managerial evaluation is the probability
that the manager himself, at higher levels, increasingly tends to be a "generalist" and is perhaps not operationally
familiar with the more technical systems
and flows which his allocation of resources has assembled and set in motion. Thus, a preliminary refinement of
data is usually required to make it suitable for management purposes.
The function of controllership lies
neither in operations nor in management. Its function is to provide a catalyst between the two sectors, thus promoting a favorable interaction between
them.
Johnson, Kast and Rosenzweig have
provided a format which, with some
modification, can be used to extend the
concept expressed in Exhibit 1 into a
total system design.e Exhibit 2 shows
the elements of a control system as presented by these authors.
A rearrangement of the elements in

House,

Richard A. Johnson, Fre mont E. Kast and James
E. Rosenzweig, The Theory and Management of
Systems, second edition, McGraw -Hill Series in
Management, McGraw -Hill Book Co., New York,
N.Y., 1967, p. 3.

MANAGEMENT

OPERATIONS
Plans, resources, decisions

Reports

Measurements
CONTROLLERSHIP

C j

Exhibit 2
THE FOUR ELEMENTS OF A CONTROL SYSTEM*

OPERATING
SYSTEM

CONTROLLED
CHARACTERISTIC
OR CONDITION

4
ACTIVATING GROUP

SENSOR

I_

I

3
CONTROL GROUP

*Johnson, Kast and Rosenzweig, The Theory and
Management of Systems, 2nd edition, McGraw -Hill
Book Co., New York, 1967 p. 73.
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fication of functions which follows
below.
Within the organizational system
outlined above are various subsystems
in operation. These subsystems are related to the three basic sectors described
and in turn may be visualized as clusters
around each element in the diagram
illustrated in Exhibit 3. The position of
organizational subsystems is determined
by the purpose they serve —not by
prestige, by position on the organization
chart or by influence. The lack of organizational "levels" in such a concept
should promote visualization of the
organization as a functioning entity
rather than as parochial areas of interest drawn together but competing for
position or for limited resources.
The Management Sector
A closer look at the management
sector would disclose a cluster of functions having as their purpose the aiding
of the planning and decision processes
and of resource procurement and allocation by management. The management
cluster might consist of four elements
as shown in Exhibit 4.
The established activities usually
identified as Staff Departments (1) ,
which function as ongoing advisory
groups or resource procurement groups,
serve management in the traditional
manner, but are here functionally removed from the area of operations. In

OF

CONTROL AND ORGANIZATION SYSTEMS CONCEPTS

MANAGEMENT

OPERATIONS
ACTIVATING CROUP

Plans, resources, decisions
CONTROL CROUP

OPERATING SYSTEM
Reports
\

\

-

Exhibit 3
INTEGRATION

a sense they serve as specialized intermediaries between management and
the environment of possible firm inputs.
The membership of staff departments
would tend to be relatively stable and
the function is in continual operation.
A second element in the management
cluster is the Committee System (2) .
This subsystem makes use of any person
or group in the organization who can
aid in problem identification and /or the
search for solutions to problems of a
non - routine kind. In this context, committee membership should be fluid.
Problem identification and problem
solving committees should be task
oriented, and members should be drawn
freely from any group involved or
potentially affected by decisions of the
committee. Policy committees may be
more structured with a regular membership supplemented on occasion by
others with potential contributions to
the work of the committee. Committees
would, by the nature of their functions,
have memberships primarily drawn
from the operations sector.
Another element illustrated in Exhibit 4 is the Operations Research
group (3) which should function to
identify and suggest optimal solutions
for problems of a recurring nature. This
group would also contribute to any
area in which mathematical techniques
are applicable to aid in the management process. Problems such as inven-

Measurements
CONTROLLER

C
L

SENSOR

Exhibit 4
THE MANAGEMENT CLUSTER
Committee System (2)
(problem identification,
problem solving, and
policy formulation)

Operations Research (3)
(optimal solutions for
repetitive or recurring
problems, models)
MANAGEMENT

Staff Departments (1)
(advisory, special
relationships)
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Treasurer (4)
(authorizations and
financial controls)

tory levels, product mix, finance mix,
scheduling, and the formulation, testing
and operation of models would appear
ideal for consideration by this group.
The fourth element of the management group is the Treasurer (4) . His
special function is in the procurement,
authorization and distribution of financial resources required for management
plan fulfillment. He would also be
visualized in this model as responsible
for asset stewardship and control through
the maintenance of property records
and administration of the firm's cash
and investments.
The management process within the
organization can be aided toward
rational decisions with the employment
of the groups outlined. Each subsystem
has clear areas of responsibility and
functional duties within the administrative framework. Such an arrangement
should promote an overall managerial
view of the organization among those
to whom decision functions have been
delegated.
The Operations Sector
The operations element in the system illustrated in Exhibit 3 is charged
with making operational the plans and
decisions of management through detailed utilization of the resources placed
at its disposal. A cluster of functions
comprising this sector of the organization system in presented in Exhibit 5.
The carrying out of organizational activities takes place primarily in the areas
of technology and markets. Traditional
concepts of organization typically have
introduced polemics into the functioning of the two areas, production and
marketing, which are essentially similar
in their roles within business organizations. The similarity of production and
marketing in an organizational context
lies in the fact that they both are involved in the movement of goods from
the raw material stage to the consumption stage.
Exhibit 5 shows production and marketing as interrelated and functioning
toward the end of interacting with the
economic environment of the firm in
a profitable manner. Production and
marketing may each be visualized with
a research arm and, of necessity, there
must be clear and continuous interaction of the functions for maximum
long -term benefit to the firm.
The nature of both product and
market research is inquiry, while production and marketing are activity

Exhibit 5
THE OPERATIONS CLUSTER
Scheduling (2)
Engineering (1)

PRODUCT R & D

PRODUCTION

Procurement (3)
Stores control (4)
Time & motion (5)

OPERATIONS

Inspection (6)
Advertising (2)
Promotion (1)

Sales (3)
Inventory control (4)
MARKETING

MARKET RESEARCH
AND ANALYSIS

Contracts (5)
Transportation (6)

oriented. Therefore the model would
lead to positions of administrative independence for the two research functions but with a strong mandate for
cooperative effort with the two subsystems in immediate proximity in
Exhibit 5.

the development of appropriate measures, classifications and reports in order
to follow up the budget procedures. The
result of the budgeting procedures
should be a continuing appraisal of the
progress of operations with respect to
management - established goals, resource
allocations and limitations.
The general accounting subsystem
would serve the function of meeting
statutory and regulatory reporting requirements of the firm, internal control
and audits, and the function of maintaining and operating the bookkeeping
system and processes.
Closely allied to the general accounting subsystem, the financial cost accounting subsystem is involved primarily in the areas of production and
marketing. These records serve to support the general accounting process and
supply details for the cost classifications
reported in the general financial state. ments. A close relationship to the
budgeting process should be maintained
for purposes of performance reporting
in the operations sector. In a sense, the
financial cost accounting subsystem
provides feedback to the operations
area in order to enhance control by
every level of management and super-

The Controllership Sector
The third basic element of the organizational system is the function of
controllership. Exhibit 6 illustrates the
subsystems comprising the controllership sector of the concept being developed. The subsystems of General
Accounting, Financial Cost Accounting
and Special Managerial Cost Analysis
are concerned with the basic measurement and reporting processes for management appraisal and for decisions
with respect to the organization and its
goals.
The Budgeting subsystem involves
unique combinations and necessitates a
degree of participation throughout the
organization. The budgeting process
calls for involvement in the planning
and decision processes of the management sector. There must also be cooperation with the other three subsystems of the controllership sector in

Exhibit 6
THE CONTROLLERSHIP CLUSTER
Budgeting

Special Managerial
Cost Analysis
CONTROLLERSHIP
Cost Systems
i
Cost Standards

Taxes
General Accounting
Auditing
Financial Records
Financial Reporting

1

I

Financial Cost Accounting

I

Performance reporting
Variance Analysis

vision concerned with the firm's
operations.
The subsystem for special managerial
cost analysis functions in this concept
in response to management's desire for
special, decision - oriented reporting with
respect to any subsystem or activity.
Included in these types of investigations
might be financing decisions, make -orbuy decisions, pricing, data for operations research models on inventory or
product mix and other special needs
for information. This group would also
work closely with the two research areas
in the operations sector for financial and
cost studies and feasibility studies, or
for special breakdowns of previously
measured data for studies on market
segments, test areas and production
costs. The special managerial cost analysis subsystem would have no regular
reporting responsibilities. It should
carry out a service function, responding
to requests for studies —not initiating
them on its own. Its results should not
be distributed beyond the parties initiating the request for studies and analyses. A climate of strict neutrality and
confidence will do much to dispel any
reluctance on the part of managers to
ask for more information, by removing
the risk factors.
Again referring to the feedback concept, the controllership sector in Exhibit 3 is seen to stand ready to provide
information to the controllers (management) about any condition over which
it is desirable to maintain control. This
feedback loop completes our analogy
with respect to the organization as a
system. The organizational system, however, is not entirely self - regulating, as is
implied in the concept of cybernetics.
The organization (business firm) is in
constant interaction with its environment in each of the three sectors shown
in Exhibit 3.
Communications Inputs and Flows
The organization system outlined, to
be fully operational, must also have a
flow of reports and other communications moving in both directions between
each sector. Exhibit 7 presents a diagrain of the flow of secondary feedback
within the organization. Each sector
may be seen to be in interaction with
environmental forces external to the
firm and to have access to specialized
information of value to other sectors.
The operations sector is in constant
interaction with the economic environment of markets, both as a customer
and as a seller. From this interaction a
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Th e Cen t r a l Pr ocessor a n d It s
Role
A systems- oriented concept of the
Plans, forecasts,
role
of the controller such as has been
environmental data
presented here is also useful in outlining the role of the data processing
Socio- political
Economic
environment
environment
function in relation to other sectors of
the organization. Exhibit 8 illustrates
(
_ _
- - )
a possible conceptualization of the
EDP -IDP function of the computer
MANAGEMEN "I'
OPERATIONS
system within the control framework
of the organization.
4
As indicated in the context illusGoals, plans
Performance and
trated in Exhibit 8, the central data
and requests
status reports,
for information
variance analyprocessing system should be adminisfor special deses, special
tratively independent, yet operationally
cisions
analyses
subject to the requirements of the organizational system and its subsystems. In
accomplishing the information service
CONTROLLERSHIP
function, programmers should be able to
accept ill- structured requests and to determine output characteristics of most
Statutory and regulatory accounting
value to data users. In a sense, the cenand reporting requirements, related
tral processor function is that of custodienvironmental data
anship of data. Some of this data is routinely produced in report forms of
flow of information, plans, forecasts and generally provide control data to various various kinds and for various structured
estimates occurs, directed to manage- subsystems in the form of operational purposes. Other data is produced in non ment. Each area of the operations sector and performance reports. The feedbacks routine forms in answer to queries from
usually produces such flows with respect in general provide for a degree of self - various data users. This data is structo its function. From the production control activity within the operations tured for whatever purpose the report
subsystem, for example, will originate sector. The measurement process must is to serve.
Those making queries of the data
engineering, inspection and time and be keyed to the information needs of
motion data in response to the needs the management sector and therefore system will, of course, need to have
of the operations research and other the system must provide for a dialogue sonic knowledge of the potential and
sections of the management sector. The between management and the groups the limitations of the central processor
operations research subsystem will also involved in measurement. Groups in system. Processor personnel should conreceive inventory data from the distribu- the management sector should com- duct periodic get - acquainted sessions
tion subsystem and cost data from the municate to the controllership sector for potential data users in the three
special managerial cost analysis section their goals and plans for the controller's sectors of the organization system deof controllership to aid in decisions with use in the determination of information scribed in this paper. If the decision respect to optimizing a condition.
requirements and in the development making function is to be retained by the
management of the firm, there must be
Similarly the controllership cluster will of adequate measurements.
Exhibit 7
FLOW OF SECONDARY FEEDBACK
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an awareness of the nature of computer produced reports and of the computer's

Exhibit 8
A CONCEPT OF THE CENTRAL PROCESSOR
PI� � Ne1Gli`IICVT
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Models, simulations and other
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mathematical techniques

tions such as in purchasing,
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Financial

Ached uling , pa yroll s, in ventories, etc.

re port s, * anal yse s,

evalua-

tions, budget reports, general data
storage and retrieval systems, other.

CONTROLLERSHIP
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potential for the production of decision aiding summaries and analyses. Areas
of programmed judgment factors and
weighting used in the data manipulation must be guided by the management group and not by the model
builders.
Management control will be enhanced to the extent that either of two
things occurs: (1) managers are able to

fully assess the value and the relevance
of information produced by the computer, or (2) management can participate at the level of individual factors
incorporated in the formula or program
by which data is manipulated. If the
data is correct and if it is treated in a
way which gives management prefer-

Exhibit 9
MODEL OF THE ORGANIZATIONAL SYSTEM
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Measurements
Financial reports, analyses,
evaluation, budget reports,
general data storage, other
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Goals, plan
porting req
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uuageting —
General accounting

CONTROLLER

I
Auditing

\

Performance reports,
status reports,
special analyses,
budget reports,
other

Special managerial cost analyses
Financial cost accounting

Statutory accounting and reporting
requirements, related environmental data

ences due weight, then the final result
can be more readily accepted as a basis
for decisions. This implies a higher
level of communication and cooperation between managers and processor
personnel than is usually the case in
operating systems. Some of this higher
level communication and cooperation,
of course, can be initiated by the controllership sector, which is by and large
management oriented.
Perhaps most importantly, the computer must not become, or be regarded
as, the exclusive province of any one
group. Access by all should be encouraged in order to make the maximum use of the processor facilities.
Administrative Control and
Operational Control
The relationships suggested above
supply a systematic view of the role of
various contributors to the operation of
organizations. The distinction between
administrative control and operational
control can now be considered within
the context of the system outlined.
Operational control serves to promote
efficiency and coordination in the
management of physical processes and
resource utilization with respect to the
economic environment in which the
firm operates. Operational control is
10

output oriented.
Administrative control is superimposed upon the operations area and
deals with firm inputs and their
sources as well as with the evaluation
and approval function over the operating sector. Administrative control is
goal oriented and must therefore consider the effects of current and future
operations on the basis of goal satisfactions afforded to power centers both
within and without the organization
itself. The administrative decision processes are based on creating and preserving a desirable relationship between
actual outcomes and expected outcomes
in terms of goal satisfying or goal
maximizing factors.
Summary
The concept developed and presented
in detail in Exhibits I through 8 is
summarized in Exhibit 9. The purpose
of this functional model of the organization is to present a systems- oriented
perspective of the basic elements of goal oriented organizations. Hopefully, questions of role and of interaction within
the organization are resolved by viewing
the essential nature of the function
performed. The organization, viewed
in this manner, is a task - oriented system
with task specialization assigned to sub-

systems within the structure. The interrelatedness of subgroups and their
functions within the system is emphasized.
The model makes evident the fact
that individuals and groups may at
various times and in specific tasks be
carrying out functions related to other
parts of the system. Such role "crossovers" occur in real situations but are
infrequently recognized as legitimate.
The system concept here does not preclude such shifts and in fact is not
intended to structure rigidly either
formal positions or group functions.
The system concept of the organization
easily incorporates newer concepts of
organizations such as task management
and "free form" organization structures
which permit mobility of executive
talent.
The Controller
The role and /or function of the
controller is seen to be that of facilitating information flows in the areas of
measurement and management reporting. His duties therefore involve the
design of measurement systems and
formats for reporting to management
relevant information with respect to the
congruence of plans and operations. He
Continued on page 23
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The Accountant's Role
in Management
A Company's Experience
ID

FLEXIBILITY AND ANALYSIS ARE DEFINITE AIDS IN DECISION MAKING

Over the last twenty years Cummins
Engine Company, Inc., the world's
leading independent producer of diesel
engines, has grown from a $20 million
to a $310 million business. Understandably, many management concepts and
philosophies have had to change as a
result of, or to promote, this growth.
One development during this period has
been a continuing change in the accounting function. This was a change
from a passive role entailing mainly the
compilation of financial history to an
active role including the functions of
the scorekeeper, analyzer, and decision maker.
Our Control Division
The entire accounting function at
Cummins is referred to as the Control
Division, and an attempt is made to implicate it in the management function
in the sense that it tells us what the
condition is, what has to be done, when
to do it, and how. In other words, the
Control Division is responsible for establishing the tools and controls to guide
management and to even participate in
the decision- making.
The accountant's role in management
can be viewed as being divided between
(1) the general treasury-type function
and (2) the operating -type function
which covers the producing and distributing activities. This paper is concerned with the latter and with the
dynamic, rather than static, aspects of
this function. The term static is not
used in a derogatory sense, but instead,
refers to those set, or fixed, activities
M A N A G E M E N T ACC OUN TIN G / DEC EMB ER 1968

necessary to carry on, in a general way,
the operation of the business, such as
general accounting, labor accounting,
cost accounting, etc.
The dynamic aspects of the accounting function are directed toward making
management more sensitive to short term problems and allowing it to adjust
effectively to current conditions. The
target of management is the attainment
of long -range objectives, but the aim varies with the short -term problems. If
management does not succeed in solving the short -term situations, it will not
have to worry about being around for
the long run.
This aspect is more prevalent at a
company such as Cummins due to the
very nature of its business. The firm
builds, essentially, a custom -made product and is generally characterized as a

r,.

By Robert E. Sexton

ROBERT E. SEXTON
is Executive Vice President, Taylor

Forge, Inc., Subsidiary of Gulf 6
Western Industries, Chicago, 111. Formerly he was Vice President—Operations, Cummins Engine Co., Columbus, Ind. Mr. Sexton received his
formal education at Indiana University, from which he holds a B.S. degree
majoring in accounting.

large job -shop operation culminating in
several assembly lines. Being mainly an
in- process producer, that is, not directly
serving the ultimate user in most cases,
Cummins Engine has had to develop a
rather extensive product line in diesel
engines to serve its market. Currently,
about 230 basic engine models are
available. These 230 are modified in
numerous ways to meet particular applications. The product is highly technical and very responsive to customer and
technological changes. All of this makes
us very susceptible to swings in our requirements. The approach to combat
this environment needs to be one of
outguessing the swings, tying together
all the imputs, and responding with action considerate of total effects.
There is a need to implicate operating
management with the control division.
The control area not only reports on
other divisions, but moves them to perform their responsibilities and activities
down the line. In this manner, most of
all, the control area can help management personnel to understand where
they stand in relation to their performance and objectives, and help them adjust to the situation. The control people
are well suited to render this aid not
only by background, but also by their
separation from normal production activities —they are more apt to handle the
analysis effectively and to render objective judgments.
An important side effect of this approach is that it makes operating management more receptive to the control
functions —and a receptive management
can make almost any system work. An
uninterested management can make the
11

best system fail. Naturally, the closer
the control function can be moved
physically to the source of what is to be
controlled, the better; but this is not
always the most efficient means. The
same results can be accomplished indirectly by increasing the attention that
the control function directs to the following general areas:
1. New measurements for decision
guidance
2. Timely feedback at the commitment
point with recommended adjustments
3. Formalized and personalized operations planning and the general area
of developing or promoting
4. Better information systems (flexibility being the objective here). The
remainder of the paper discusses
what the writer feels are the needs
in these areas and the direction in
which the control function is proceeding at Cummins
The overriding theme of this discussion is that as operations get bigger and
more complex, with less time available
to respond, decisions have to be made
at the source —the "commitment point."
New Measurements for Decision
Guidance
Under the general heading of measurements for decision guidance the accountant has a responsibility for determining
the validity of current measurements
and in developing new measurements to
meet the new requirements. This refers
to the questions of "Are we measuring
really what we want to measure ?" and
"What are the inputs that will tell us
what we want to know ?" and "Do we
have all of the inputs under control ?"
Measurements are decision- starters
and need to guide management in the
direction of decisions. They must be
flexible —or maybe a better term is basic
—to meet the needs of changing conditions. Telling a manager that his inventory is $32 million and is above target
really tells him nothing. A dollar value
on inventory is somewhat useless, unless
further information is given —such as
the days' supply this represents, which
considers the forecast for the coming
three months; turnover; a breakdown
between total and productive inventory;
and an indication of what material receipts, a major input, have been.
Performance measurements at Cummins are revalued or submitted annually
and tied together into profit commitments. However, within this period it is
12

still necessary to review the various reports and measurements for their appropriateness. Management expects exception reports indicating what the
problems are and what action is being
taken to correct them.
In many cases the control people at
Cummins actually aid in developing or
at least reviewing operating measurements. In all cases, they need to be
aware of the measurements and their
effect on the overall objectives of the
division. Standards and goal setting goes
along with the development of measurements; however, one loophole to avoid
is the basing of these standards entirely
on history in order to meet today's and
tomorrow's needs.
Timely Feedback at the
Commitment Point
Timely feedback of information with
required adjustments is the next general
area requiring emphasis. "Real time" or
timely information is the key to operating flexibility.
Throughout its rapid growth Cummins Engine has changed from a solely
engineering and production - oriented
concern to a more financially oriented
one. As such, the company has changed
from a very measured attitude toward
financial information reporting to one
where more timely (daily) financial
controls are provided at the commitment
point.
As a starting point the Control Division has a computerized P & L forecasting model to check the attainment of
monthly profit plan goals against progress and forecast, as an overall measure.
Eventually, this will have to be further
developed so as to zero -in on specific
problem areas — including feedback on
budgets, manpower levels, product mix
in production, etc. —and thus fill the
gap between the financial and operating
ends of the business.
Another approach developed by the
Control Division, which focuses on the
commitment point but promotes operating flexibility, is timely analysis and
feedback of labor performance, which
precludes the need for a time - keeping
function in the shop. Instead, the foreman is credited with a block of labor
time and reports only the exceptions
along with the actual production. The
attention of our accounting people has
been focussed on labor performance
.measurement and analysis. The flexibility of the foreman in managing his
areas, based on his daily needs, has been

improved without hampering him with
a very structured and scheduled timekeeping approach. It is now progressed
to the point where turn - around time at
Cummins has to be so short that other
than daily information will be history.
Formalized and Personalized
Operations Planning
More formalized planning at all levels is a requirement for keying into inter divisional plans. Also, the more sophisticated the planning system becomes, the
more variables are involved and the
greater is the need for a more accurate
planning base.
The best way to attack this sort of a
problem is to "fine tune" the people
who have to keep track of these plans
quantitatively and who have to remain
watchful from an overall company
standpoint with those who have to live
with and execute the plans. Personalizing the plans between the operating and
control areas may be the secret.
Planning is a responsibility of all line
operations and it cannot be entirely segmented into groups not directly associated with the attainment of the results. On the other hand, it is easy for
the line people to "lose sight of the
forest because of the trees." This "marriage" between control and operating
management adds more structure to the
planning while at the same time providing control personnel with an intimate knowledge of where the figures are
derived from so that they know they are
the right figures. Expense budgets and
capital equipment needs are worked out
on the floor between budgeting and line
people, rather than the Control Division
acting solely as an accumulating point.
This leads to more realistic planning
and adherence to the plans, which is essential to a dynamic program.
Better Information Systems
This last area deals with the development of better information systems,
which encompasses the previous three
topics and stresses the problem - solving
abilities of the accountant. The outdated
view of the accountant as strictly a
scorekeeper is an oversimplification because accounting knowledge overlaps in
so many places. Accounting has always
been the mainstay of quantitative information in business operations. In this
respect, the accountant should make certain that information needs are properly
defined and met.
Continued on page 23
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VV IMAI 1111"I 111atlo11 for Stok k k,) ders
STOCKHOLDER REPORTING SHOULD GIVE A CLEARER PICTURE OF THE BUSINESS
By Benjamin P. Hamilton, Jr
There are convincing reasons support-

ing the conclusion that the information
interests of investor /owners —and corporate managers —are identical at the
top of the corporate pyramid of financial and operating information. Parenthetically, of course, internal management information systems go deeper
into sales, cost, investment and other
key factors than are pertinent for the
investor /owners of the corporation, but

at the top level there is seen to be a
large portion of commonality —in fact,
essentially a complete parallel— between
the information needs of corporate
managers and corporate owners.
In the hands of corporate accountants, the internal management information systems of corporations have become more and more sophisticated so
that the divergence between the figures
reported to stockholders and the results,
as seen by corporate management, are
becoming more and more significant:
Income taxes are generally shown as
the amount paid —or owed —as the
result of the current year's operations;
for stockholders, the income tax reported often includes major accruals
of taxes that are not owed and may
never be paid.
Management bases its decisions on
total income earned, including income from joint ventures, regardless
of the legal structure of the joint
ownership; stockholders reports of
income and assets follow an artificial
discipline imposed by legal structure
MANAGEMENT ACCOUNTING /DECEMBER 1968

—for example, if a reporting company owns 50% of a subsidiary corporation jointly with another company, none of the income ( unless
dividends are paid) is reported;
change the joint venture to a
partnership and a 50% share of the
subsidiary income (or loss) is reported.
Th e top point, profitwise, of the
management information system is
income from operations before extraordinary items; the discipline of
the APB spells out that without
exception, the bottom line number

in income reports must be income

after charging or crediting extraordinary items.
Internal management's top operating
number excludes all major extraordinary items whether gains or losses;
the APB permits —and often requires
—that major write -offs and other
items applicable to prior years are
included in current year's operating
income.
Management looks at —and makes
decisions based on —the profits contributed by major business segments;

while stockholders must base their
investment decisions in diversified
companies on the overall corporate
result.
Corporate management looks at sales
based on the value added by the
operations and services performed by
the company, i.e., before common
transportation paid on shipments to
customers and before sales and excise
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taxes; the APB permits showing
revenue from such non - operational
collection functions as part of total
sales revenue.
It seems probable that the widespread
divergence in disciplines for information reporting tends, more often than
not, to work to the disadvantage of
investors, especially the less sophisticated investor who may not have the
talents and the resources for effective
analyses and interpretation. Now, let's
take a closer look at the major differences between management information and stockholder reporting to see
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what steps might be taken to give stockholders a clearer picture of the businesses they own.
The Real Income Tax
In management decision making,
one of the key factors in planning investments, expansions, acquisitions, and
sales programs is the corporation's effective income tax rate. This is the
amount of income tax that the corporation pays on the current year's income.
The AICPA regulations (Accounting
Principles Board, Opinion *11) require that businesses establish a reserve
—which is charged against current income —for the income taxes that may
never be paid. Price Waterhouse & Co.
recently made a convincingly documented report supporting the reporting
of the same income tax number to
stockholders as to internal management.
Briefly, the Price Waterhouse findings
were as follows:
"Over a twelve -year period, one hundred of the nation's largest corporations
reduced earnings reported to stockholders by $950,189,000. Only $20
million or 2% was ever taken from the
liability account to actually pay these
deferred taxes.'
Price Waterhouse concluded that anything which tended to distort the true
financial picture of a corporation makes
valuation by the stockholders that much
more difficult. What is more, a small
or medium size corporation could become the object of take -over attempts
by sophisticated entrepreneurs, who
realized that income —and stockholder's
equity —was being substantially understated.
In the area of accelerated depreciation, the APB is at least consistent in
requiring all businesses to understate
earnings —as compared to the earnings
reported internally for management
purposes. For the investment tax credit,
however, the element of consistency is
missing. Here, because of dissension
within the APB, corporations are permitted either to flow through the investment tax credit to income in the year in
which it is earned or, alternatively, to
defer the credit and take it uniformly
into income over the projected life of
the asset.
In another important area the APB
requires corporations to report an inr New York Times Business and Finance Section,
22, 1967. Also see Price Waterhouse & Co.
mylet
"Is Generally Accepted Accounting for Income Taxes Possibly Misleading Investors," July,
1967.
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come tax rate that is significantly above
the effective rate. This derives from
installment sales —such as the revolving
credit sales of department stores —
which the APB considers revenue in the
year sale is made, provided there is a
normal anticipation of timely collection
of the receivables generated by the
sale. The Internal Revenue Service,
however, permits installment sellers to
defer the income tax due on the profits
represented by the sale unit payment
is actually received.
The accrual of taxes on receivables
can have a major effect on corporate
results. For example, Price Waterhouse
reports that Sears Roebuck and Company has been required to accrue taxes
— which, as long as Sears' credit sales
stay at current levels or increase, will
never be paid— totaling $574 million
over six years. This, Price Waterhouse
says, was about one -fourth of Sears' reported stockholder equity at the end of
Sears' fiscal 1967.
True, for established corporations,
accruals will level off and will probably
not increase appreciably in future years.
In the meantime, however, corporate
managements have been looking at an
entirely different trend of income taxes
than have stockholder investors. At the
same time, new rapidly growing companies, under current APB regulations,
display to their owner /investors significantly poorer results, than if the effective
income tax rates —which are used for
corporate management purposes —were
used for stockholder reporting. Essentially, through inter -period allocation of
income taxes, the APB is trying to guess
the tax methods and levels of future
periods. Since it is impossible to foretell
with any certainty the tax levels for
future years, it seems far better to use
the taxes currently being assessed
and paid in evaluating the current trend
of business income.
The Unrecognized Subsidiaries
The regulations of the APB prohibit
the consolidation of the results of a
subsidiary in which a corporation owns
"less than a controlling interest." No
exceptions are permitted —even though
the parent company owning less than
50% of the subsidiary—may at the
same time be the manager and operator. The APB permits, but does not
require, reporting equity —and changes
in equity—in minority owned joint ventures; few corporations report on this
basis.
The "controlling interest" discipline

has the effect of shutting out the
come and losses of essentially all joie
and minority owned subsidiaries.
fact, in such subsidiaries, managem
with its 50% or 25% or even
ownership, is participating in subsid
management and should be judged
its results.
The Upside Down of
Extraordinary Income and
Expense
The difference between the manda
tory APB approach and managemen
information reporting, is mainly one o
sequence. The key information fo
management purposes —and similar'
for stockholder /owners —is the operating result before extraordinary items.
The APB approach tends to place major
emphasis on the results after the extraordinary items. The extraordinary
items then have to be sorted out by
analysts and investment advisory firms
to arrive at the trend of operating results. It is not all certain that the
average stockholder can—or will —do
this, and so stock may be bought or
sold on the basis of misunderstandings.
Which Division Earned the
Profit?
Probably one of the most important
areas where the information essential
to corporate management is withheld
from stockholders is information on the
financial results of major divisions. This
is, of course, particularly important in
evaluating the results of conglomerates.
In today's actively moving business
world more and more companies are
becoming conglomerates. For example,
the 1967 issue of Fortune's 500 included in its listing the country's largest conglomerates, International Business Machines, Du Pont, and The Ford
Motor Company. If we are to accept
Fortune's basis for classification, i.e., any
company engaged in eight or more
business categories ( "categories" as defined by the U.S. Bureau of the Budget), then a heavy segment of the U.S.
Industrial Community comes under the
conglomerate classification.
How Much Is the Sales Revenue?
For many corporations, there are
surprisingly large differences between
the sales revenues reported to stockholders and, internally, for management information purposes. These differences are particularly large for the
integrated oil companies and for the
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liquor and tobacco companies —for some sales revenue, the lower the relative revenues tends to make many corporacompanies the externally reported sales administrative and selling expense. tions look larger than they look to their
revenue is more than the internally Even the resulting lower percentage own managements. This is the APB
reported revenue. For example, in 1966 profit margins can have a favorable im- permitted practice of adding freight
Distillers Corporation—Seagrams—re- pact on image since the low margin paid in behalf of customers to sales
ported total revenues of $1.1 billion looks less susceptible to erosion and, all revenues.
In some industries and in some corwhich included $.6 billion of excise other factors being equal, offers greater
porations, freight paid for customers can
taxes paid to the U.S. and other govern- potential for improvement.
Against this public picture, the com- be as large, or larger, than the sales value
ments and in turn invoiced to customers.
Corporate managements have impel- monly used sales revenue number for of the product. This is true, for example,
ling motivation to interpret APB reg- management information purposes is in some segments of the fertilizer inulations to show the highest permitted sales value at the factory gate, before dustry, where non - integrated companies
sales revenue. Higher revenue puts the tacking on taxes collected for Federal, may pay more freight on behalf of their
corporation higher up on the scale of state and local governments. It is this customers than they bill the customer
company size and provides a larger — revenue —and this revenue only —that for the product.
While exclusion of reimbursed excise
and a stronger —image of the corpora- is amenable to planning and control by
taxes
and transportation from sales revetion, which can be gratifying to the corporate management. In fact, higher
nue
admittedly
may not have too much
taxes
may
cause
loss
of
sales;
if
this
average stockholder and investor. Anof
an
impact
on
investor's evaluation of
occurs,
total
revenue,
including
tax
other factor, of course, is that it is
corporate
results,
it is nevertheless an
collections,
may
show
a
gratifying
inconsidered good public and government
relations to show that taxes joined are crease in the face of lower sales —and area where reporting practices now permit overstating the size and importance
revenue —for the product itself.
at a high level.
Another major adjustment to sales of many corporations.
In addition, the bigger the reported

Acquisitions —and the
Management Accountant
ANALYSIS OF VALUATION IS SUGGESTED BEFORE RENDERING AN ACQUISITION OR MERGER DECISION

By Donald H. Denholm
The financial pages of every interested
publication often lead off with acquisition and merger news. Mergers and acquisitions are one of our most rapidly
growing areas of corporate interest. It is
becoming fashionable to merge —an
aura of old- fashioned nonprogressiveness
is attached to those companies who do
not have active merger plans under way
or in study.
Mixed with this extreme enthusiasm,
however, are some warning signals. Actually, there are few business opportunities
which offer so many pitfalls or possibilities of future trouble. There are
many hidden areas of potential conflict
concerning product lines, employees,
union difficulties, sole source customers,
new or stringent air or water pollution
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standards, an overpaternalistic concern
with wages, benefits, insurance and pensions, which might include hidden past
service pension costs, etc.
Solving all these problems obviously
is not the role of the financial officer,
but he can play a key and dominant
part. We have outlined our viewpoints
on a plan of thorough investigation,
weighing many facets carefully. The key
tool in this consideration is an acquisition matrix ( Exhibit 1) intended to
help investigate a company thoroughly
to be sure that we know what is most
important about it and to be able to
discuss it intelligently.
Use of the Acquisition and Merger
Matrix
Note the numbers listed down the
left -hand side of Exhibit 1. Here is the
15

Exhibit 1
ACQUISITION AND /OR MERGER MATRIX
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Columns containing the underscored figures indicate financial officer's area of responsibility.

explanation of each section of the matrix:
1. Various corporate study teams assess
a possible acquisition according to
each factor listed in this section. The
following text discusses what these
16

teams look for in each given factor.
2. Once they have completed their
studies, the teams rate a company
on each factor and list this rating in
so- called conversion scales. Thus, in
this example they gave suitability a

conversion scale mark of 85.
3. This section lists typical suggested
weight values, indicating the relative
importance of the various factors.
For example, the purchaser usually
considers a potential acquisition's
MANAGEMENT ACCOUNTING /DECEMBER 1968
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suitability —e.g., whether its sales total $5 million or more is twice as important as its price- earnings ratio.
Therefore, suitability receives eight
points, price- earnings ratio only four.
Note that the suggested weight valMANAGEMENT ACCOUNTING /DECEMBER 1968

ues taken together must total 100.
4. However, in a given instance, corporate officers may believe one or more
factors are more important than the
suggested weight values indicate.
Therefore each of these officers

(listed as Contributors A, B and C)
may assign the factors new and different weight values. Thus, Con-

tributor A considers the second and
third factors more important than
the weight values would indicate.
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is

5. The weight value each corporate officer has given the various factors is
then multiplied by the study team's
rating (or the corporate officer's own
rating, if that differs from the study
team's rating) . Thus, to take one
example, all three corporate officers
agreed with the study team that the
potential acquisition's sales and marketing setup should be given a conversion scale rating of 55. So this
rating was multiplied by the weight
values the corporate officers had previously given this factor. Contributor A gave the factor a weight value
of 10. So this 10 was multiplied by
55, and the result ( 550) listed in the
lower diagonal in Contributor A's
Column. Contributor B gave the
factor a weight value of 7. This 7
was multiplied by 55, and the result
(38 5) listed in the lower diagonal
of Contributor B's column. And so
forth. The numbers in each contributor's lower diagonals are then totaled and shown at the far right of
the facing page. These totals, and
the numbers that make up the totals, enable the corporate officers to
compare their opinions about a potential acquisition in concrete, specific terms. The aim: more reasoned
analytical discussion about the acquisition and what is important
about it.
The acquisition and merger matrix
lists seventeen (17) key items. Of the
17, note that seven items (items 4, 5,
6, 7, 8, 9 and 17) are essentially the
problems of the financial officer. Let's
examine how the matrix works, then go
into some detail in those areas concerned with finance.
As you have seen, the entire matrix
hinges on the consideration of seventeen
factors relating to a possible acquisition.
The financial study team probes in
depth about seven of the seventeen factors, but also contributes to the others.
Just what the study teams look for in
investigating the factors varies, of course.
Generally, the marketing group will
seize items that are of interest to them,
the management group will take a look
at the suitability and resource interchange but, specifically, the items of
most interest to the finance officer are
as follows:
Item 4 —Past Earnings on Investment. A company's past earnings record
is always a primary consideration for a
firm contemplating acquisition. The
conversion scales would indicate that a

firm whose recent earnings have enabled
it to obtain a 60% return on investment
will get a rating of 100, a company that
breaks even gets a rating of 40, and a
company with a loss record gets a rating
between 0 and 40, with exact rating depending on the size of the loss. The
financial man is key in this study, of
course, in determining precisely what
past earnings are, how much value is
carried in inventory, and whether this
inventory is realistic, etc.
Item 5 —Tax Loss Carry Forward.
Analysis, far beyond actual accounting
figures, requires the specialized depth of
the finance officer. Why was the tax
loss incurred in the first place? Is it
likely to be recurring? Have the difficulties been surmounted? Are the books in
good shape? Are the figures representing
the loss diluted some by optimistic inventory evaluation, or overstatement of
possible improper accounts receivables/
payables?
Item 6— Financial Rating. This item,
of course, forms the heart of the matrix.
Initially, we tried to list every item that
an actuary should consider when ranking a company, but that soon became
very complex and complicated. Therefore, we have entered only one category,
with simple conclusions: If the company is in sound financial condition it
will rate 100 points, good condition 70
points, fair 40 points, and poor 30.
These conclusions would be drawn in an
independent study and not necessarily
limited to the following. It was found

necessary, in order for the financial people to report in a manner consistent
with the matrix chart, to have them
evaluate completely and independently,
and check the soundness of each of their
findings, as shown in Exhibit 2.
The series of checks are simply averaged to give one overall figure. Example
illustrates a grade of 60 in financial
soundness and this, of course, is transferred to the financial rating column.
Item 7 —Price Earnings Ratio. The
implications, of course, of matching
price earnings ratio so that the buying
company does not have its stock diluted
are important. Here an analysis of the
entire market behavior of the seller's
stock needs to be studied.
Item 8— Impact of Double Time
Double Cost Over Estimates. Again, the
financial man's area of performance.
What if the purchaser errs in its assessment of a company? What if it takes
twice as much money and twice as much
time to put the purchased company on
its feet? What will be the size of the
investment required to accomplish this
and what will be its impact on the purchasing company's financial plan? A
modest company undertaking a large
acquisition would find this an item of
tremendous importance and probably
would rate it accordingly. The financial
officer needs to be quite astute in this
case.
Item 9—Size of Cash Outlay. How
do you go about buying a company? Do
you give them cash, stock? If you give

Exhibit 2
FINANCIAL RATING
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them stock, what will it do to the parent
company's price earnings ratio, to the
pattern of dividends, to its earnings per
share, to its cash flow, to its bankers
and creditors?
Item 10— Financial Control. Like
most acquisition- minded firms, the buyer will generally prefer to obtain complete or majority control of the firms it
acquires. Gaining control is important
in dictating future policies and makes
you dominant in the case of later differences, but in those rare instances where
you must reach for the added 1% in

terms of cash or stock outlay, its impact
on the parent firm must be analyzed
carefully and reported to top management.
Summary
The acquisition and merger matrix
shown here is intended to help investigate a company thoroughly so that all
concerned know which are the most important items about it. The added feature of listing Contributor A, B and C's
opinions of each of the items allows for
the airing of individual differences

(sales placing too great an emphasis on
marketing, production placing too great
an emphasis on manufacturing, etc.) . All
in all, this allows the buyer to establish
clearcut corporate goals, plans for reaching them, as well as a substantial place
on the evaluation team for the finance
officer. By fulfilling his part on this team
and methodically investigating the areas
shown, and perhaps some areas of his
own, the finance officer can assure himself that his company does not leap into
a situation without first giving it a good
look.

Toward Effective
Computer Utilization
MORE THOROUGH RESULT -ORIENTED REPORTING AT ALL MANAGEMENT LEVELS IS IMPORTANT

By Frank Brumit
Now that you have installed a computer
after approval of your feasibility study
and after proper staffing and training of
your personnel in its use, what is your
next objective? Isn't it getting the most
out of your investment in the computer
installation? Proper utilization of computers must be one of the most important problems facing all types of industry today, especially one such as our
motor carrier industry that has so many
varied and detailed situations concerning the movement of equipment, people,
and materials to meet the common objective of service to our customers with
the minimum amount of time and expense.
Proper education and training of all
individuals responsible for the information producing function must be the
key to effective computer utilization in
any company, and this education and
training must include orientation in
MANAGEMENT ACCOUNTING /DECEMBER 1968

computer capabilities of all concerned
from the users of information to the developers and processors of data. You will
notice that I have used the term information on one hand and data on the
other. Data is unstructured facts and
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information is structured or organized
facts. Users need information that is
developed and processed from data. Unless the data is properly organized for
use it is not information.
Management and other users must
realize this difference and must also be
aware of the capabilities of our equipment and personnel to produce what
they need to do their job better. More
important, though, is that the potential
user must have some idea of what he
needs in the way of information that
will help him carry out his responsibilities. EDP or systems personnel cannot
tell him what he needs although they
should be ready and able to give the assistance necessary to produce the end
product in the format which will do the
most good.
This ability to produce effective management information is one of the reasons why our companies have invested
heavily in our computer hardware. We,
as accountants, have a responsibility to
19

management to help EDP make sure
our computer is utilized properly to
achieve this end result. You know, this
management information fad that is
publicized and promoted rather universally these days is really nothing new.
Accountants have been in this area of
management information for a long
time. What is new, however, is to be
sure we understand how management
information can be improved through
effective use of our computer. The capabilities we now have should be used to
provide all levels of management with
the information they need to carry out
their responsibilities more effectively
and efficiently. How we can help bring
this about is what we need to discuss.
First, I think we should all realize
that no one individual will ever be able
to tell you exactly how to achieve effective computer utilization. Each company will need to take different approaches to this problem because of the
various degrees of success each has attained in this particular field. However,
there are some critical areas which must
be considered in any approach. For this
reason, let us look into the four areas
which I believe contain the most opportunities for improving our EDP operations that will eventually help us
achieve more effective computer utilization:
a. Understanding the Systems Concept
b. Organizational Considerations
c. Standardization, Consolidation and
Documentation
d. Applications
Understanding the Systems
Concept
Everyone connected with procedures
that have been or can be developed to
produce needed information should understand the entire systems concept
from source data to useful information.
The lack of understanding of the systems concept results in inaccurate systems analysis and is one of our major
failings in computer utilization. And
yet, the most important task in any information systems problem- solving process is clearly systems analysis. It's the
key to an effective end product; it's the
key to efficient implementation; and it's
the key to optimum utilization.
Our first objective should be to orient
all responsible individuals within our
organization to the entire systems concept—what is needed; how it is to be
used; how should it be arranged; what
are the sources; how the data is to be
20

gathered or reported; how it is to be
processed; and what are the problems
involved in converting this data into the
information needed to achieve the desired results.
We must also impress the potential
users of information with the fact that
our people are ready, willing and able
to assist them with their information
needs. It is not very difficult to convey
readiness or willingness, but what about
the ability factor? To accomplish this,
our people must understand the new
systems approach themselves. We must
attempt to orient ourselves and our people before we can properly orient others
in the area of computer utilization.
To begin with, our data- processing
personnel must get away from the old
input - output concept. The source gathering system problem and the end result
investigation problem must be considered and understood before we can be
able to give the users the assistance they
need to achieve effective results and to
ensure better computer utilization.
Therefore, I submit that the proper
sub - division of the information systems
problem should be:
1. Source Gathering Procedure
2. Internal Processing or Conversion
3. End Result or Use
Each segment is important and very
necessary to produce results, but the
most important by far is the last one —
end result or use. We • certainly know
from experience the many problems that
were created from underestimating the
importance of adequate preparation in
this end result area. Many valuable
hours were wasted by our personnel
through the re- programming of jobs after initial reports were submitted because not enough attention was given to
the need for proper investigation as to
the use of the information and what the
arrangement should have been in order
to obtain the best results. More time
spent working with the users of information will greatly reduce the time
needed to develop an effective information system.
With complete understanding and
agreement as to the end result, any systems or EDP staff should be able to
progress to the next step —the design
of the source gathering procedures that
will produce the data required for the
management reports. The old idea was
that anything needed could be keypunched and the only consideration was
the arrangement of data on the document for easier and faster punching. I

believe most qualified systems people
will agree that key - punching should only
be used as a last resort. More attention
should be given to obtaining the needed
data as a by- product of some other operation that must be done or through
the use of new data capturing devices.
Up -to -date knowledge of what is
available to gather, report and record
the data needed should be another responsibility of data processing or systems personnel. Personnel in other departments assigned data gathering tasks
are not usually aware of, or even concerned with, the best method to be used
in gathering and reporting this data.
Data processing and systems personnel
must be able to advise those in authority as to the best methods available to
accomplish these tasks.
The last phase of the information
systems problem is certainly the one
with which our EDP personnel are most
familiar—the internal processing. Converting data to information in the accepted or required form and in the most
efficient manner depends on a thorough
knowledge of the processing equipment
and proper scheduling. A highly trained
and competent programming staff is the
first requirement since they are the people who must work out the arrangement for the best internal processing
system. Their work can be confined to
the technical instructions to the computer in converting this source data to the
information required if enough attention has been given to the other two
areas by either the EDP manager, system analysts or a systems staff, if one is
in operation. However, these programmers should be consulted during the
end result and source procedure investigations in order to acquaint them with
the problem early and to take advantage
of their ideas as to all potentialities that
may exist on how the data may be arranged for efficient conversion.
Organizational Considerations
One difference between an old tabulating or registering equipment set -up
and a computer installation has previously been mentioned—the programming function. The need for programming and programmers will never end.
Once they have caught up with the demands for new information, if they ever
do, they must have time to re- program
and re- program in order to get the most
out of your computer systems. If everyone concerned, including management,
realizes this early in the game, you might
be able to develop an adequate selection
MANAGEMENT ACCOUNTING /DECEMBER 1968
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Standardization, Consolidation
and Documentation
Standardization of input data, consolidation of basic or fixed data in the
storage files, and the proper documentation of the internal procedures or instructions to personnel involved in the
entire EDP operation, as we all know,
was just good operating procedure before any computer installation. If you
had a good program in your tabulating
department and in your company, you
should not have very much trouble extending it to your computer operations,
provided EDP does not let it be sidelined very long in attempting to satisfy
all the new demands too quickly. Time
spent early in these areas of standardization, consolidation and documentation
will, no doubt, save considerable time
and headaches later and will help enable your EDP personnel to operate
within their time limitations in fulfilling
whatever requirements are made of
them by all areas of the company.
Certainly, standardization of our data
at computer input is a must, but what
about standardization of our source
gathering procedures? This can be very
desirable and most beneficial, but it can
also be a barrier or a hindrance to effective system design. A particular pro-

cedure employed to gather data for
computer input at one location may not
necessarily be the best procedure at
another source location. Standardization
of the data needed for efficient internal
processing is the primary consideration.
How that data is gathered and reported
prior to actual input should be governed
by the particular situations at each
source location. The number of exceptions to the basic procedures used at
one location may be so great in another
location that other procedures should
be developed to gather and report the
same data. Source gathering procedures
should be designed around the usual or
the most common practice with allowances for exceptions and not designed to
take care of all exceptions in the basic
procedure.
Certainly, this would apply to any
data capturing, recording or reporting
activity, whether a computer is involved
or not. However, it may be helpful to
understand just where we need standardization and where we do not need
it in maximizing computer utilization.
Proper design of the source gathering
procedures can play a large part in any
justification analysis. In other words, it
can be a determining factor in justifying
the cost of obtaining the information
requested by some area of the company.
So, let us not go entirely overboard
with this standardization concept. Apply it to the internal processing area,
but take a good long look before applying it to the source gathering area.
Consolidation
and needed
data in the storage files
your computer department is another area that
has not been emphasized by experienced
computer users until recently. In our
company, we discovered that in our
haste to satisfy the many requests for
new reports and changes to these reports, our EDP department developed
many different source file records in
addition to the many necessary programs to convert this fixed data as
stored, along with the current incoming
data, to the end result required. They
were just too busy solving the immediate problems to take the extra
time needed to develop an efficient
basic data consolidation program. So
now what do we have? We have a
situation that probably exists in most
companies today no matter how long
they have had their computer. A situation where the same basic data is stored
in many files and any changes to this
basic data must be made to each file.
For example, how many of your emuseful

use of personnel, equipment, materials
and time to attain the common goal of
any department — effective results. Because of the vast amount of data that is
flowing through the EDP department,
and the special emphasis placed on the
processing accuracy and the time available to produce the end product, it is
most essential that the individual in
charge of this department has strong
managerial and organizational abilities.
When considering the area of organizational changes needed, it would be
most unrealistic to ignore the need for
facility changes or changes to the work
area itself. Naturally, with a new computer installed, changes have already
been made to provide the necessary
space for the equipment according to
the specifications of the manufacturer.
However, there is another important
area which must be considered and that
is the working space for your programmers and analysts. These people must
be given an office or an area in, or close
to, the EDP department which is free
from the noise and the congestion of
the other sections. Separate, noise -free,
offices for each individual is almost a
necessity for effective utilization of the
talents of these people.

of

and training program inside your company to acquire the programming help
that is essential to effective computer
utilization.
Another change that should be considered is in the area of control. Since
the mass of data flowing through your
EDP department increases substantially with additional computer applications, the control problem becomes
more complex. Some companies have
found it advisable to separate this control function from other departmental
responsibilities. This section under a
qualified supervisor has the responsibility of controlling the accuracy of data
that will be processed through the computer and the accuracy or reasonableness of the end result.
A control section in our EDP departments would do more to achieve better
computer operational efficiency than
just about anything else provided the
personnel assigned to this control section are accounting oriented. By that I
mean able to understand the need for
employing proper balancing and control
techniques to both incoming data and
end product information or reports.
Let us also re- emphasize the importance of effective scheduling. A large
visual aid device —a schedule board —
should be used to communicate to all
concerned the work they should be doing and when it should be done.
The EDP management problem.
Whenever a change is made from a tabulating or registering equipment set -up
to a computer installation, the individual who has been responsible for this
change has already been subjected to
the different technical problems involved in managing a computer department. They should already know that
there will be many more of these technical problems that must be solved in
order to keep up with the many changes
necessary to meet new demands. However, technical problems should not be
emphasized to the degree that the need
for basic management techniques is
overlooked. A good technician is not
necessarily a good manager, so we must
make sure our EDP manager knows
how to manage, and is not just an individual who knows the computer and
how to make it work.
There has been an erroneous impression left with us by many equipment
manufacturers' representatives that managing a computer department is different from managing other departments,
but is it really any different? They are
required to make the most productive
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ployee payroll, wage review, taxes,
retirement, incentive and statistical files
in EDP contain duplicate data for each
individual? How many source files must
be altered if an employee's name is
changed through marriage, or an employee is transferred from one state to
another, or an employee's classification
is changed? Quite a few, I suspect.
Perhaps all of this was unavoidable
before, because we did not have the
proper direct access storage devices or
we did not have the correct know how.
Regardless of the reason, we now have
no excuse, what with the new direct
access storage equipment that is currently available. The same basic facts
concerning personnel, equipment or
customers —facts that do not often
change —can be stored in one file and
this data can be made available for use
in connection with the required variable
data to satisfy any end result need.
If our EDP departments could have
at their disposal all the fixed data that
changes infrequently and the variable
data that changes constantly and currently in one central direct access
storage area, we could provide all the
information needed by anyone in the
company as long as all the other aspects
of the systems function are properly
dealt with. This so- called data base
set -up would also enable our EDP department to provide each level of management with the information they
need to fulfill their responsibilities. Data
banks would also give EDP the ability
to slake use of the exception reporting
technique.
The data base concept is like a
triangle with all the data needed for
any application in its base. Management information need levels begin at
the top of the triangle with top management at the very peak. The further
down we go into the management
structure, the more detailed the information needs become. Even at the
top some chief executives might be
more detail oriented in some areas than
others. Therefore, we must be able to
design a system that is sufficiently
adaptable to accommodate the information needs of different types of executives as well as different levels of
responsibilities —and it is difficult to
do that without effective file consolidation.
The third part of this subject is
documentation, which could be thought
of as the catalyst for the other two. It
certainly is a means of ensuring the
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success of any operation in data pro- very few companies have covered the
cessing, whether it be new or old.
second phase, tactical, well enough to
Documentation of programs and pro - progress to the third phase, strategic.
Let us look at a list of activities
program procedures cannot be avoided.
pertinent
to our industry that might
but they also must be organized and
be
included
in each of these phases of
documented in such a manner as to
computer
applications:
prevent any future duplication of effort
and to take advantage of all possible Phase I — Normal Operations
established routines. They also must be
Payroll
organized to allow for possible changes
Receivables
without having to rework the entire
Payables
program. Instructions to the operators
Cost Distribution
on how to use these programs must be
Sales Statistics
thoroughly and completely documented
Inventories
to avoid confusion and loss of time in
Licensing
actual operation. A good source gatherDepreciation
ing system and a good program
designed to convert this data to the Phase II — Tactical
required information can be offset by
Profit Analysis
inadequate instructions to the operators
Sales or Customer Analysis
who must be able to make the system
Performance Control
work through the computer.
Inventory Balancing & Control
Now this problem of documentation
Scheduling
is really nothing new. It has always
Terminal Planning
been necessary for any efficient operaPricing
tion, whether it be clerical, sales or
Equipment Utilization
production. All systems and procedures
Personnel Selection
should be thoroughly documented. The
only difference now, with a computer Phase III — Strategic
Corporate Planning
operation, is that it is necessary to go
Forecasting
into each area of system responsibility.
Marketing Strategy
Each area must be tied into all other
Facility Needs
areas involved in the entire information
Financial Planning
system function and each must know
Tracking & Warning
what the other areas need from it and
why they need it. Therefore, a complete
All responsible personnel should be
write -up of all procedures involved in made aware of the possibilities that are
any information producing system in each of these phases, or areas, of
should be made available to all involved computer applications in order to be
and written in such a manner so all can ready to make the necessary contributhoroughly understand it. It cannot be tion to their respective companies in
too technical, but should be written in this field of effective computer utilizathe language of the people who must tion.
make the system work.
As we progress from the normal
Without proper documentation, no operations to the tactical area, or phase,
system, no matter how great and com- the old applications will become secondplete it may be, will be able to produce ary to the tactical. Accounting and
the information required consistently other normal operational requirements
or accurately very long.
should be met by rearranging the data
needed for management information.
Applications
In other words, these normal operaMost qualified EDP and systems tional requirements should be fulfilled
people will agree that there are three by extracting the needed data from the
areas or phases in the field of computer data bank designed to produce manapplications: mechanical or normal agement information. With proper
operations, tactical, and strategic. For capabilities, accounting information can
effective computer utilization, we must be developed as natural by- products of
make sure all our people understand the system rather than through a
the difference of these phases and what special system designed to merely
specific applications are in each phase. produce that information.
Top management in most companies
Those companies which have just innow
realize that the computer can be
stalled a computer are now in the first
phase —normal operations. However, a very useful tool in obtaining the
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information that will help them solve
the many problems concerning our day
to day operations. In fact, that is the
basic reason for many companies in our
industry developing on -line data reporting and accumulation systems. The
cost of these systems must be partially
justified by the additional information
that will be made available to all levels
of management. Naturally, any on -line
system should be designed to handle
the reporting and the accumulation of
additional data needed to fulfill accounting and other normal operational
requirements. However, this should only
be secondary to the main purpose of
providing information to management
that would assist them in making tactical
decisions concerning current operations.
In both the normal operation and the
tactical phases, the data that is used to
produce the required information is
data that represents results of our own
operation. When we have the know how and the need to progress to the
strategic application phase, a new element must be considered. To develop
systems that will produce information
necessary to assist management in making long -range plans, or help with

strategic decisions, outside data must
be used in conjunction with inside data.
Naturally an enormous volume of
detail is involved in these strategic
applications and it was almost out of
reason to attempt projects in this area
before the advent of more sophisticated
computers. Now that we have this
capability, our EDP and systems staffs
will be expected to assist management
develop more applications in this strategic area. Knowing how to work with
mathematical models and with various
simulation techniques will be necessary
when designing programs and systems
in this phase. Computer applications in
this strategic area will be the most
demanding, but also the most rewarding
of all. It should be a challenge to all
of us to see that our EDP and systems
personnel are ready for it.
Of course, we know that it is possible
to have our people ready to make the
contribution necessary for effective computer utilization and still never achieve
it. Without the understanding and the
complete involvement of management,
progress is almost impossible. Management must be aware of the potentialities
that exist and be able to adjust their

plans accordingly. They must give our
EDP and systems people the direction
needed to achieve effective results and
this can be done only through understanding the role management must
play in the information systems process.
Careful planning in the end result area
is essential and must be accompanied
by the proper commitment to guarantee
results.
Management must also be extremely
realistic in this area of computer applications. They should be aware of the
danger of over - emphasizing the computer —that the computer cannot do all
things for all people. Since some management information needs can be
fulfilled without using the computer,
EDP and systems personnel should
have the responsibility to investigate
the problem and to recommend the
best method of producing the end
product, and they should not be overly
influenced by computer -happy users.
Everyone should not only be made
aware of what the computer can do and
should do, but also what it should not
do. Using the computer to do most anything will guarantee ineffective utilization.

Systems- Oriented Concept
Continued from page 10

studies in the areas of interest to management for future planning and
decision making.
The relationship of the controller
to other sectors of the organization is
ascertained by the systems- defined role

which he fulfills. The model easily permits the adaptation and absorption of
new concepts, technology, and information as they are developed and classified
with respect to the management and
control of organizations.

and compile it rapidly enough for management to exert control. Just as these
new systems are causing management to
redefine the traditional operating department and management duties, they
are also freeing the accountant of the
traditional role of scorekeeper and leaving him with more time for problem

analysis and assistance in decision -making. As a result, the accountant who is
not well- educated in modern problem solving techniques and who is not willing to go onto the production floor to
participate in the decision - snaking will
find that he has a rapidly decreasing
market for his services.

further assists management in determining the probable financial consequences
of plans, as well as conducting special

Role in Management
Continued from page 12
The dynamics of the operation require the development and establishment of on -line type information systems, that is, those that pick up the information at the source, as it occurs,
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Computer Impact on Standard Costs
SENSITIZED CONTROL FOR GREATER EFFICIENCY IS MADE POSSIBLE BY TIMELY VARIANCE ANALYSES

By Don P. Newton
No other area in accounting for a
manufacturing concern has been more
profoundly affected by the computer
than the area of standard costs. This
file of detailed cost data is most vital
to the daily operations of a manufacturing company. To operate without
standard costs can be likened to flying
an airplane without a compass or radio.
Much has been written on "Total
Management Information Systems"
(MIS) as they apply to all facets of
business. Many dream of the day when
such a system is installed and proven
practical. To date, however, there
doesn't exist, in any business, a complete
total management information system
in actual practice. This is not to say
that there never will be, but the road
will be long and difficult in achieving
the ultimate objective.
One of the basic foundations of a
total management information system
is the complete computerization of
standard costs and their periodic update. Around this file revolves the
pricing, costing and controlling of
numerous manufacturing activities.
The computer's impact on standard
costs today has been greatest in two
areas: (1) the flexibility of the standard
cost file once it has been properly
established and (2) the ease with which
the file can be up -dated at periodic
intervals whether it be daily, weekly,
monthly or annually.
Before exploring more thoroughly the
above two areas, a review of the
24

mechanics of computerizing standard
costs would be beneficial by revealing
many areas of flexibility which previously were impossible to exploit owing
primarily to time and cost involved.
Master File Build Up
The most difficult task in computerizing standard costs is converting existing
manual records to keypunched cards
which are eventually transferred onto
tape or disk as the master record file.
However, before starting this task,
certain disciplines must be outlined and
rigidly followed if the master file is to
be of value. In this connection, one
must be certain to capture all the data
in keypunched cards that may be needed
in the future to provide for maximum
flexibility of the file.
The master file buildup is actually two

DON P. NEWTON

Cleveland Chapter 1967, is Chief Accountant, Hines Flask Co., Cleveland,
Ohio. Mr. Newton holds a B.A. degree from Ohio Wesleyan University,
Delaware, Ohio.

files. One contains the quantitative elements, such as quantity of materials,
scrap, hours of labor and burden, etc.
The second file contains the standard
price of all raw materials and purchased
parts, as well as the standard labor and
burden rates. The final merging of these
two files can produce a printed standard
cost card or tabulation for each part,
sub - assembly and final assembly, as indicated in Exhibit 1.
All raw materials must be coded in a
standard manner so that the computer
will select the proper material in building cost for a part or assembly. In keypunching raw material cards from
manual records for each part, only the
material number and quantity used are
required since the description and
standard price will be entered by the
computer from the "price" file mentioned previously. Where scrap credit is
significant, such as in the case of copper,
aluminum, etc., a card must be punched
for this line as shown on Exhibit 1.
For purchased components, a separate
card must likewise be prepared showing
part number of the component as well
as the quantity used and part or assembly it is used on.
Utilizing the industrial engineering
department's routing and process sheets,
each labor operation performed on a
part or assembly is keypunched into a
separate card reflecting the data indicated on Exhibit 1. It should be noted
that the time -study and standard cost
hours per M are similar as of the date
of each cost revision, but the time -study
rate can fluctuate thereafter depending
MANAGEMENT ACCOUNTING /DECEMBER 1968

Exhibit 1
STANDARD COST AND ROUTING SHEET
PLANT
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on the changes that occur in the actual
manufacturing process.
Fl e x ib i l i ty of t h e F i l e
The greatest benefit of computerized
standard costs lies in the extreme flexibility of the data on file. Assuming all
standard cost information has been
properly captured, as outlined earlier,
numerous operations can be performed
such as:
1. Cost all shipments
2. Prepare cost estimates using bills of
material
3. Extend inventory balances as desired
4. Pri nt out a "Wh ere Us ed" fi le of
parts and subassemblies
5. Measure efficiency of purchasing
and manufacturing functions
6. Calculate incentives for salesmen
using standard gross profit as criteria
7. Calculate standard gross profit by
part, customer, or product line
8. Determine machine loads for scheduling and manning purposes
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9. Calculate material and component
requirements for purchasing and
production functions
10. Revise selling prices based on revised standard costs
With a manual system, standard costs
compiled on sheets or cards afforded
little or no flexibility and the desired
information had to be secured through
a laborious hand search process or
manual recaps. Hence, the file was not
very useful. Even with old punched card
equipment, standard cost files had
numerous limitations relative to speed
and cost. With the fantastic seek, read
and print speeds available in computers
today, however, this file has taken on
greater stature not only in the accounting area, but throughout many other
departments as well.
COSTING SHI PME N T S . Previously, shipments were costed by hand or using
punched card equipment through the
slow process of collating shipment
cards with standard cost file in a separate operation. Today costing can be
done simultaneously as part of the

9

50 7

--

6+789

billing operation. In addition, a detailed listing of sales and standard cost
of sales is prepared, showing each shipment with its appropriate ratio of cost
to sales. This not only simplifies considerably the costing procedure but,
more importantly, reveals any cost ratio
that may be indicative of a pricing or
costing error. It can readily be seen
what this means to a firm that sells
many thousands of different parts and
products, and the inventory control
problems that can arise purely from
costing and pricing errors.
P R E P A R I N G C O S T E S T I M A T E S . In those
companies that produce complex prod-

ucts involving many parts, subassemblies

and assemblies, the use of the computer
in building a standard cost from the
data in the master files and a bill of
material can be intriguing and a great
time - saving procedure.
Many manufacturers do not build
complete product standard costs since
it is not known beforehand what the
customer will order. However, with all
the ingredients available to build the
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product, the computer merely digests
the bill of material and produces a
standard cost accordingly. Likewise, the
shop will build the product according
to the current bill of material. The
computer's ability to analyze the master
file and quickly pick out only the parts
it needs, at times defies comprehension.
EXTEND ING

IN VENTOR Y

BA L A N C E S .

Owing to the tremendous print speeds,
the computer can extend at standard
cost the quantitative inventory balances
maintained on master files very quickly
allowing for frequent reconciliation
with book balances.
" W H E R E USED" FIL E.
A large assist
to engineering and production departments is the print -out of a "where used"
file from the standard cost deck. This
file indicates where and how often each
part is used in a subassembly or assembly. Can you picture an engineering
department having to change a part
used in many products and having to
leaf through numerous drawings and
specifications to find where the part is
used? Also, imagine a production department with a similar problem of
having to obsolete a part but not knowing in how many assemblies it was used
on. There are ways, other than with a
computer, to get this information, but
there is none quicker or more reliable.
This same information is invaluable in
production planning where the quantity
of parts to be built to take care of
requirements for all assemblies can be
a costly process if too many are built,
resulting in scrapping or obsolescence.
On the other hand, building an insufficient quantity can result in costly
additional setups.
ME A S UR E E F F I C I E N C Y O F P UR C H A S IN G

In processing accounts payable invoices for productive
inventory purchases, standard costs can
be applied against actual invoice
amounts and variances noted by raw
material and part number. Further
summaries of this data by buyer, vendor, material, and reason for variance
can reflect efficiency of purchasing
function rather quickly.
Likewise, the handling of direct labor
job tickets matched against the master
standard labor cost file can reveal
efficiency by cost center, operator, operation, part number, etc. Perhaps the
most important aspect of this function
is the timeliness of the data, which, in
order to be effective, must be reported
to management no later than following
day on an exception basis so that only
AND M A N U F A C TU R I N G .
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those areas requiring corrective action
will be highlighted for management
attention.
C A L C UL A TI V E I N C E N TI V E S

F O R SAL ES-

The determination of the standard gross profit contribution for each
sales territory is readily accomplished.
The payment of sales bonuses using this
criteria can be a practical approach to
a sound incentive plan. The profit contribution can be further analyzed and
summarized by product line and by
customer to aid the salesmen in directing his efforts where they will do the
most good, both for himself and the
company.
D E TE R M IN E
MAC HINE
LOADS.
Perhaps the most difficult job facing production personnel is knowing what
machine loads exist in the plant at all
times so they can schedule materials
and manpower efficiently to meet customer delivery requirements. With a
master standard cost file and bill of
material processor, the explosion of
machine loads for all existing production orders can be readily ascertained.
Further, the maintenance of the data
can be handled on the computer by
deducting those orders that have been
completed by operations and adding
new orders as they are received. This,
however, presupposes a fully integrated
system, beginning with order entry on
the computer.
MEN.

CA LC ULA TE MA TER IAL R EQ UIR EMEN TS .

At the same time that new orders are
being processed to determine machine
loads, the material and component requirements can also be established to
assist both purchasing and production
departments in their functions. The
maintenance of inventory quantities on
the computer file, however, is required
in order to be able to determine the
proper amount of material to be purchased and parts to be manufactured.
R E V I S E S E L L I N G P R I C E S . A company
that produces thousands of parts and
assemblies and uses a volatile metal,
such as copper in their products, faces
a gargantuan task each time the copper
market fluctuates appreciably. With
standard costs on the computer, however, this merely entails feeding a new
ingredient (revised copper price) into
the system and re- extending all costs
using copper. The same can be done
when substantial labor increases occur.
Management has every right to expect
its costs to be revised quickly and accurately with the tools that are available
today.

UP D A TI N G

AND

REVISING

S TA N D A R D

As mentioned earlier, the
other area where the computer has had
its greatest effect in accounting is in
the area of updating standard cost files,
whether they are maintained on tape
or disk.
The chore of revising thousands of
standard costs manually can be an
almost endless task. With a computer,
though, the job is considerably simplified. It is assumed that the master cost
files mentioned previously have been
in use for a year and quantitative
changes keypunched throughout the
year and added to the existing files so
that as of revision date, the updated
files reflect the current standard from
a quantitative standpoint. After all
material quantities and specifications
have been up- dated, all labor operations
added or deleted as the case may be,
and all time -study rates revised to reflect
current pay standards, the next major
project is to revise prices to be paid for
raw materials and components in the
ensuing year along with labor and
burden rates to be used by cost center
which would reflect absorption of factory burden while operating at normal
capacity level, assuming absorption costing is followed.
The final merging of the up -dated
quantitative and price files results in a
completely new set of standard costs
printed out either on card stock or
tabulated as desired. Aside from the
fact the job is done much quicker, the
most important advantage is that the
standard cost file on the computer has
infinite flexibility heretofore not
thought possible.
COST

FILE.

Control vs Current Standards
Owing to the ease with which
changes can be incorporated into the
standard cost file via the computer,
some companies are maintaining two
sets of standard costs as follows:
1. Control Standard— Established at
beginning of inventory accounting
year and not changed until subsequent year. Big advantage is that
standard is frozen and hence inventory valuations do not require adjustment due to change in standards.
Also affords a fixed yardstick for the
twelve -month period against which
actual operating performance can be
measured.
2. Current Standard —Same as control
Continued on page 51
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Is Everything Under Control?
CONTROLS SHOULD COVER EVERY STEP OF THE COMPUTER APPLICATION —THEY MUST REGULATE
WHAT IS HAPPENING IN RELATION TO WHAT SHOULD BE HAPPENING

By Robert D. Arnett and
Edwards R. Fish
Do you want to increase your company's
data processing cost? Do you want to
create confusion, multiply accounting
problems and accentuate peak workloads? If so, just start a computer application without adequate controls and
you will reach your objective faster than
you have ever thought possible. On the
other hand, if every step of every application is under control, your computer will make money for you.
At least five basic areas of control, in
addition to the normal accounting reconciliations, are essential to a successful EDP application. All are operating
controls, which affect how money is
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spent, rather than transaction controls,
which simply verify accuracy of processing, thus they are sometimes overlooked
by those accountants who are habitually
concerned only with manipulative accuracy. The five types of controls will
require you to:
1. Determine and justify priority of
each application.
2. Measure and schedule all steps in the
programming effort.
3. Measure and schedule daiily work.
4. Document programs and machine
operator instructions.
5. Account for services rendered, and
review profitability of each application when it is complete.
Specific application of these five types
of control can be illustrated by experience of the Northern Commercial
Company, a Seattle -based supplier of
heavy machinery, repair parts and general merchandise, which has successfully
used them in its conversion to EDP
from long- standing manuals methods.
Now 2 1/z years along, Northern Commercial's modernization program includes inventory controls, stock pricing,
sales orders, invoicing, accounts receivable, cash accounting, and general ledger accounting. All of these applications
are now operating successfully.
Determine Priority of Application
by Cost -Value Analysis
"What will the application do for
us ?" "What will it do to us ?" "What
will it cost ?" are the key questions here.

Answers to the first two of these questions will consider such factors as:
For Us
Labor cost saving
Services Bureau fees saved
Improved accuracy of machine
Shorter processing time
Improved customer service
Inventory reduction
Better management information
To Us
Input standardization problems
Output compatibility problems
Aggravation of work -load peaks
Adverse effect of other applications
The answer to the third question
should be derived from analysis of the
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incremental costs which are added by
programmer salaries, keypunch and machine operator labor, and supplies of
cards and paper. Answers to all the
questions put together should indicate
clearly which applications will provide
the greatest benefit and should be undertaken first.
A cost -value analysis should then be
prepared for the application with highest priority. Although especially necessary for management approval at the
beginning of a project, this original cost value study can also be the basis for
evaluation of actual results later on.
Northern Commercial's first full -scale
project, determined after just such an
analysis, was an ambitious one. It included control of all inventories at all
company locations. It also visualized inclusion of billing and accounts receivable as soon as the inventory application was complete. Inventory reeducation was the target, along with labor
saving and improved customer service.
Also influencing the decision were opportunity for multiple use of input data,
and absence of heavy peaks in processing
volume.
Experience has borne out the wisdom
of the selection. Major portions of the
office routine have been greatly simplified, inventories have been brought under effective control, and customers are
getting faster service. Thus, maximum
effect was obtained with the first application because initial planning was
consciously directed toward finding the
most productive project.
Measure and Schedule Steps in
the Programming Effort
Determining the proper application
will not, of course, guarantee that the
system will be complete and ready to run
as planned. Only adequate control of
programming will do that. Each of the
five programming steps,
Systems analysis
Flow charting
Program writing and testing
Conversion
Documentation
is important, each must be done at the
proper time, and each will inevitably
take too long unless it is closely and
continuously controlled to an accurate
schedule. The scheduling should be
done by the EDP manager and his programmers, using careful estimates of
man - hours, elapsed time and required
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sequence of operations, all of which
they derive from their analysis of the
work to be done. First estimates may
be faulty and required later adjustment,
but practice and conscientious evaluation will soon make them surprisingly
accurate.
Use of a visual schedule board will
greatly facilitate follow -up and corrective action to ensure that all required
operations are completed on time and
in the proper sequence. Even more importantly, such a visual schedule assures
effective use of programmers' time by
forcing the EDP staff to plan in terms
of tangible work elements rather than
by using vague abstractions. The schedule board improves control in other ways
as well: manpower shortages can be
anticipated; the various phases of several concurrent projects can be integrated; the disruptive effect of adding
unexpected extra projects can be evaluated; and fast, effective management action can be taken to assure that commitments are met. In other words, ontime completion of programming can
best be assured by getting the people
involved to commit themselves to a
time schedule of their own making, and
by providing a continuous visual display of progress against this schedule.
Control charts are by no means new
—H. L. Gantt developed the first one
50 years ago —but their usefulness in coordination of human effort is often overlooked. Such was the case at Northern
Commercial until something had to be
done to control programming assignments which were continually and unmanageably behind schedule. Adoption
of visual control charts was the answer;
all phases of programming work are now
planned and controlled at Northern
Commercial by this method.

Progress Control Sheet is prepared daily
by tht keypunch supervisor for each type
of input data. It tracks data flow by
showing the dates at which each input
batch was mailed and received when it
moved between operations, the number
of documents included, number of cards
created, and date processing was completed. Time lags or missing batches can
be easily spotted by the EDP Manager
or Controller, each of whom receives
the report each day.
Volume Control Sheets record volume of each type of work processed by
the various computer department sections. Prepared weekly by the keypunch
supervisor, they are compared with labor
used during the period in order to develop labor cost standards and to trace
periodic variations in work load.
Computer Schedule Boards are of the
same type as those used for programming schedule control, and provide
many of the same benefits. They also
allow machine operators to "stack" their
work for minimum job- change time.
Knowing when each run is due to start,
an operator can confidently work ahead
on selection of program decks, operating instructions, paper and cards for upcoming jobs. The computer schedule
board, in addition, helps avoid overtime
operation by showing where testing time
and machine maintenance downtime
can be fitted into vacant periods without
delaying production work.
Visual scheduling, because it is fast
and flexible, allows the EDP Manager
to get all his jobs done under the constantly changing conditions with which
he is faced.
EDP Control Report (Exhibit 1),
furnished to the Controller monthly,
summarizes schedule performance and
operating data of key computer department functions in which he is interested.
Design of this report is, of course, peculiar to the needs of the specific executive who receives it; it may be considerably different in other applications. Of
particular interest in the example shown
are entries concerning computer hours
run and billed, test time, number of
non - routing jobs processed, and documentation work not yet completed.

Measure and Schedule
Daily Work
After one or more systems have been
readied for computer operation, daily
work flow must be controlled in order
to "track data flow, especially in high
volume, multi- source applications where
loss or delay of processing records is a
particular hazard; and to build a historical record of volume processes versus
manpower used, for derivation of labor
standards and scheduling information; Document All Programs and
and to schedule machine time for full Machine Operating Instructions
utilization."
Descriptions of computer programs
Four simple reports provide this con- and their use, in contrast to the simplified
trol at Northern Commercial with mini- daily work control records, must be demum record - keeping effort. The first, a tailed, precise and completely thorough,
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Exhibit 1
EDP CONTROL REPORT
Month Ended

October 31. 1961

COS

CON

CDP

CDC

NCM

CDA

CDJ

CDK

CDF

Re ce ipt da t e o f la s t PSO processed

10 -30

10 -30

10 -30

10 -30

10 -27

10 -30

10 -30

10 -30

10 -30

Re c e i pt da t e o f la s t Reg. processed

10 -31

10 -31

10 -27

10 -31

10 -30

10 -30

10 -30

10 -27

10 -3C

528

94

Numbe r o f o pe n wo rk orders

109

MACHINERY

ANCHORAGE

216

FAIRBANKS

Da t e f i n a l ac c o unt ing da t a rec eiv ed

10 -11

10 -12

10 -16

Date cust omer st at ements c omplet ed

11-2

11 -2

II -2

Da t e a ge ana lys i s co mple t e d

II -2

11 -2

11 -2

Da t e o pe ra t i ng st at ements c omplet ed

10 -18

10 -19

10 -19

Number of CPU hours
Number employees:

245.6
K. P.

Number of h o u r s b i l l e d
9

Other

r

Number of pe ri o d i c (non - monthly) Jobs

I

Mo nt h e nd di s k to tape bac k -up c omple te d:

Yes

Da te o f la s t pro gramming s chedule re vi ew:
Documentation re mai ning to be co mple te d

295.08

Des cri be

I1 -3

26

C0A
10 -11

10-17

Te st Time

Number O.T. ho urs :

CDW

K. P.

11.42
-0 -

Cther

-0 -

N C Ma ri ne Ma i li ng L a be ls fro m Ac co unt s Re ce iva ble Pa ck

No

End o f Augus t
Se rv i c e Ac c o unt i ng - Re t a i l Merchandi si ng

Thorough documentation prevents loss
of vital information and possible serious damage to a company's records. But
the rigid discipline of a properly detailed
documentation procedure is also an effective deterrent to careless workmanship. It requires everyone involved in
programming to complete all required
steps of planning and execution, and
assures that all affected persons will be
informed when new applications or systems changes are developed.
What should this program description
cover? At least the following ten items
should be included for each major application, and for each sub - routine of
that application:

Account for Services and
Review Profitability
Computer service can be misused by
department heads, and it can be expensive. An EDP application is not complete, therefore, until:

1. The operating departments served
by it are properly charged with its
cost.
2. Periodic cost -value analyses establish that the application is accomplishing its intended economic purpose.
Accounting methods for distributing
service department cost to user departments can become quite complex, but
Northern Commercial Company has
1. Master list of programs
found that a relatively simple allocation
2. Master schedule of computer runs
on
the basis of proportional man -hours
3. Narrative description of the job
and
computer -hours used is dependable
4. Detail flow -chart of the job
and
effective. As a result of being billed
5. Sample printer output form
monthly
(on a company billhead) for
6. Operator instructions
computer
department services, depart7. Forms used in EDP department,
ment
heads
are now evaluating their
with explanations
individual
cost
and return before re8. Card layouts
questing
EDP
service.
The EDP man9. Program deck printout
ager
thus
receives
fewer
demands for
10. Extra program decks
personal convenience programming, and
Master copies of the six large volumes can concentrate on projects which his
now in Northern Commercial's program cost -value analyses indicate will be the
manual library are kept in the EDP de- most productive.
Computer application controls come
partment and a complete duplicate set
is in the Controller's office in another full circle when cost -value analyses are
building. In addition, a complete set of made on completed projects. Here, in
all program card decks is stored in a the comparison of proposals with actual
results, is where you will find your sucfireproof vault at the home office.
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cess, to be duplicated in the future, or
your failures, to be brought to light and
examined for the guidance they indicate.
A good format for the analysis will put
cost reduction benefits on the first page,
along with a description of the application and its possible future extensions;
a review of original cost estimates on the
second page, and an evaluation of intangible benefits on as many additional
pages as are needed. Examples of intangibles which might be included are:
Faster and more complete
management information
Improved customer service
Standardization of policies and
procedures
Improved accuracy
Reduced flow time
The extent of such side benefits is
sometimes considerable. A case in point
is Northern Commercial's price update
routine, an offshoot of the inventory
control program, which produces an entire set of new price lists in one- day
(instead of 4 -6 weeks as formerly) together with a complete set of stock locator books (previously unobtainable)
for each warehouse location. Although
not assessable in money terms, this byproduct of the company's first computer
application project has significantly improved customer service, reduced flow
time, and improved accuracy of stock
control. It is, therefore, very properly
a subject for inclusion in the after -installation review report.
Summ ar y
Application of the computer to data
processing presents great opportunities
for increasing speed, accuracy and scope
of management information. It can also
compound problems and waste throughout the organization with breath - taking
rapidity. Adequate controls are essential
if benefits instead of problems are to
result from use of a computer. Such
controls need not be complex or expensive. They must, however, cover every
step of an application from original selection through programming, daily
work flow, documentation, and final review of results. They must regulate what
is happening in relation to what should
be happening.
One sure way to tell whether or not
your controls are adequate; does your
management ever wistfully remind you
how much happier life was under the
old manual system?
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Profit Analysis in the
Grain Merchandising Industry
MORE COMPLETE ANALYTICAL DATA IMPROVE MANAGEMENT'S DECISION- MAKING PERFORMANCE

By Richard B. Troxel
A grain merchant has available to him
a variety of methods in which to make
a profit (or more easily, a loss) . This
assortment of opportunities provides
the challenge and stimulant that makes
his career an exciting and rewarding
one, but to the accountant attempting
to analyze the results of the merchant's
transactions, the multitude of profit assignable areas creates problems.
There is no particular difficulty involved in segregating profit between
commodities, and every sizable merchandising activity does so. To prepare
this sort of presentation requires only
that all involved documents— purchase
and sale contracts, shipments, receipts,
invoices, disbursements, and futures
contracts —be commodity identified.
Table 1 presents a typical income statement showing profit assigned in this
manner.
Such a statement does certainly satisfy many needs — outside reporting,
bankers, perhaps top management —but
it does not address the requirements of
internal operating management. They
need to know the answers to such
questions as: Which merchandisers are
generating a profit? Which activities are
making profits?
These problems are the heart of a
merchandising activity, yet they typically are dealt with only intuitively. It
is the purpose of this article to demonstrate that explicit answers are possible
and can be quantified for analysis.
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Areas of Profit Opportunity
The variety of profit opportunities
referred to above are essentially these:

what the price is of the current futures market. Table 2 demonstrates
this relationship.

Basis Change. To the grain merchant, "basis" is the difference in
cents per bushel between cash grain
price at a designated location and a
futures price equated to the same
location. It is a common shorthand
means of ascertaining cost. The reason for the use of the "basis" relationship is that most grain activities
have been hedged;' in making a sale
the merchandiser must consider not
only what he paid for the grain but
at what price he sold the futures and

It is evident that the merchant wants
to realize a basis appreciation on his
purchases and a basis decline on his
forward sales, as summarized in Table
3. This chart will be a useful reference
in our later examples.
2. Mixing and Blending. This area of
profit opportunity occurs because a
grain elevator has the capability of
blending different grades during its
loading process. As all grain grade
factors are not discounted equally,
judicious mixing of various grade
factors may produce an output from
an elevator that has a higher value
than did the input.
3. Spreading of Futures. This activity
is distinguished from hedging. For
analysis purposes, we define hedges
to be placed only in a standard
month, e.g. by policy, all January
purchases are to be hedged in, say,
March futures, and the merchandisers must hedge in that month. Management may feel, however, that
they want part of the hedge in May
and will in turn buy March and sell
May, thereby "spreading." This activity produces an incremental profit
attributable only to the spreading

L
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Space limitations prohibit a discussion of hedging; it i s assume d the re ade r is famil iar wi th t hi s
area. Many references are available, such as Case
Studies in Auditing Procedure, Number 7 , American Insti tute of Certifie d Public Accountants, New
York,
-15, or Kat hryn Current, "He dgi ng as
an Aid I n Inventory Cost Control," MANAGEMENT
ACCOUNTING, October 1966, pp. 47.51.
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T able 1
Grain Merc handising
Operati ng statement

Total sales
Elevator services
Total sales
Purchases
Inventory change
Unfill ed contract change
Futures loss (gain)
Total cost of sales
Gross profit
Bushels purchased
Bushels sold

Corn

W heat

Total

$16,500
1, 000

$ 9, 000
500

$25, 500
1, 500

$17, 500

$ 9, 50 0

$27, 000

$18, 500
(3, 200)
( 300)
500

$ 6, 000
( 1, 000)
( 2, 000)
3, 000

$24, 500
( 4, 200)
( 2, 300)
3, 500

$15, 500

$ 6, 000

$21, 500

$ 2, 000

$ 3, 500

$ 5, 500

6, 000
8, 500

4, 000
6, 000

10, 000
14, 500

Table 2
Determination of Basis

W hen price in

is

and f reight
to sales market
zone is

then total price
adjusted to the
sales market is

and t he
basis of
the grain is

Countr y Loc ati on
Chicago Futures

$1. 28
1. 20

$0. 05
0. 13

$1.33
1.33

even

Countr y Loc ation
Chicago Futures

$1. 29
1. 20

$0. 05
0.13

$1.34
1.33

1 over

Table 3
Profit and Loss in Basis Changes

Basis increase
Basis decline

Purc has es

Sale

Profit
Loss

Loss
Pr of it

activity. Of course, such a spread (or
"straddle," as it is sometimes called)
may be placed purely on speculation
and be totally unrelated to hedging .2
4. Elevator Services. This refers to revenue generated by such functions as
grain storage, drying, elevation
charges, and similar elevator associated services.
Other sources of revenue besides these
four might be considered, particularly
in the area of transportation and transit
billing handling. However, these activities are difficult to separate from basis
gains and for our purposes will be included within the measurement of basis
change.
Problems in Profit Analysis
The problem of analysis is evident
when a comparison is made between
the above sources of revenue and the
operating statement shown in Table 1.
The usual financial information simply
does not show how much profit was at2 W h ic h r a is e s a n in t e r e s t in g a n d not com p let ely
a n s w e r e d t a x p r o b le m: I s p r o f it f r o m s u c h speculat iv e a c t iv i t ie s e a r n e d in c o m e o r c a p it a l ga in ? F o r a
ppa
� rt ia l d isc u s sion of th is qu es t io n , see Be r n a r d
KrQliIt, " T a x As p ec t s of Com m od ity F u t u r e s
Tr a n s a c t io n s with a Bu s in e s s Pu r p o s e , ' T a x L a w
R e v i e w , N o v e m b e r 1967, p p . 87. 98.
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tributable to basis change, to mixing
and blending, or to spreading.
A pertinent consideration in fully und e r st a n d i n g t h e p r o b l e m i s t o r e m e m b e r

that grain inventories are carried at market value. The inclusion of the hedge
gain or loss theoretically adjusts this to
cost but also necessitates the consideration of gain or loss on open, unfilled (so
called "to-arrive ") contracts. Open contracts are hedged and since the total
gain or loss on all futures is included it
follows that gain or loss on open contracts must be considered. This theory,
however, is contradictory with reality.
The merchant buys with the implied intention of realizing a basis gain. As he
must sell at market (or otherwise the
definition of market is faulty), it is evident that the financial statement includes an inventory appreciation prior to
the time of sale.
It is not my intention here to argue
when profit should properly be recognized but rather to point out that in
analyzing grain profit it must be clearly
understood that an inventory (either
physical and /or "unfilled ") gain or loss
must be considered.
Management Oriented .Financial
Statement
In addition to the financial statement
as presented in Table 1, it would be desirable to present the financial results on
a format similar to that shown in Table
4. Even a cursory comparison will dem-

onstrate the usefulness to management
of such a presentation. Observe in Table
4 that the two unfavorable factors are
Merchandiser N and the spreading activity. Management is immediately
alerted to a poor performance by a merchandiser and an evaluation of the decision to spread futures is obtained .3 It
is impossible to learn these facts from a
Table 1 type report.
Data Processing Preparation. This
area must necessarily be limited to a
general discussion; space limitations prohibit any detailed systematic analysis.
However, for anyone interested in further exploration, an Appendix has been
added. (This is not a complete listing
of all punched cards necessary.)
To obtain the analysis presented in
Table 4 the following procedure should
be followed:
1. An open contract card is punched
for each contract, indicating the basis of the contract. (The basis is defined above under Areas of Profit
Opportunity). The open (or unfilled) balance of the card is reduced
as applications are made. The basis
is changed to the end of period basis
wh e n t h e c o n t r a c t i s b r o u g h t t o m a r -

ket.
These cards serve to compute the
Unfilled Contract gain or loss. They
are merchandise - identified and the
resulting basis gain or loss can be
merchandiser identified (as well as
office, region or program identified) .
2. An application card is punched for
each application to a contract. These
are brought to market monthly from
the contract basis and by association
to the related contract merchandise
(or office, etc.) can be identified.
3. An inventory unload card or inventory loadout card is punched for
each elevator receipt and load. The
associated discount or premium is
included and the gain or loss in inventory due to blending can be determined:
Beginning inventory of discounts
+ Unload discounts
— Loadout discounts
— Ending inventory of discounts
= Blending gain or loss
It should be noted that discounts
will also occur in "on- track" transactions (that is, where shipments
$A negati ve figure in the spre adi ng act ivi ty is not
of itself necessarily indicative of poor performance. Hedging is an insurance program ; the loss
might have been more had the spread not been
taken. The pertinent point is that the decision can
be quantified and measured by this approach.
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GRAIN MERCHAN DISING
PROFIT ANALYSIS ST AT EMENT
COMMODIT Y Corn
CONTRACT
NU MBER

MERCHANDISER

DOLLAR PROFIT (LOSS)

XXX
$

M

XXX
XXX

40 0
500
( 300 )

xxx

XXX

600

$

TOTAL
N

( 400)

(600)

xxx

( 300 )
TOTAL

( 1, 300)
2, 200

INVENT ORY VALUAT ION CHANGE
TOTAL BASIS RELATED PROFIT (LOSS)
BLENDING PROFIT (LOSS)
SPREADING PROFIT (LOSS)

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

TOTAL NON -BASIS RELATED

( 500 )

TOT AL COMMODIT Y CONT RIBUT ION
BUSHELS PURCHASED
MERCHANDISER M
MERCHANDISER N

$1, 000
2, 000
4, 0 00

6,000
BUSHELS SOLD
MERCHANDISER M
MERCHANDISER N

5, 500
3, 000
8, 500

.

The above card listing is far from
complete to satisfy the entire accounting
requirements but it does provide the
essential items necessary for profit measurement.
Inventory Valuation Change. The
rule here is to multiply the difference
between the basis of the beginning inventory and the ending basis by the be
ginning inventory quantity.
Example: If the beginning inventory
of 110,000 had a basis of 2 over and
the ending basis is 4 over, the profit recorded is $2,200 ( + $.02 x 110,000
bu.)
This method is not completely accurate as some switching in profits between
applications and inventories does occur
within the month of the application.
However, the misstatement is not likely
to be serious and this procedure has
the advantage of simplicity and ease in
preparation.

T able 4

$

are directed from supplies to customer without interim elevator
handling) and should be recorded
separately.
4. A futures open card should be
punched for all hedges placed.
Spreads (futures placed in nonstandard months) must be identified
and the market gain or loss separately measured. All futures are
brought to market monthly as indiGated by brokerage house reports.

Contents

Use of Card

Open Contract

Cont ract num ber

Open c ontracts profit comput at ion (End of per iod)
Open contracts basis analysis (End of per iod)
Positi on report (D aily)

Purchase or sale identification

Futures Open

Date of contract
Comm odi ty c ode
Code identific ation of merchandiser
Code identification of office location
Quantity
Price
Basis
Sales market on which basis is c omputed
F.O.B. point
Discount scale
Brokerage house identif icat ion

-

Sum ma ry
The purpose Of this article has been
to demonstrate in a general manner that
profit resulting from a grain merchandising operation can be measured incrementally —by contract, by merchandiser.
This analysis of itself is of obvious 1111portance to the merchandising managerial group but it also provides less

APPENDIX
Card Type

Date
Comm odit y
Code identifi cation of off ice location
Price
Del iver y m onth

obvi ou s a dvant age s .

By mechanizing the open contracts,
the merchandiser can evaluate his position in a much more meaningful fashion. For example, contracts can be sorted by market and a more effective
buying or selling program can be developed; they can be time phased by deliv"
cry date and applications be better
anticipated; regional or national positions can be evaluated and perhaps offset to the firm's advantage; etc.
In many cases the computer has been
treated by the grain industry as a paperwork processor. We hope an approach
such as outlined here will demonstrate
that mechanization offers some even
more profitable endeavors.
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Inventor y Unl oad
and

Cont ract num ber

Change i nventory balance
(Daily)
Blendi ng profit analysis
(End of peri od)

Date of unload
Invent or y Loadout

Application

Confi rmati on li stings of
br okerr age hous e report
(End
per iod)
Spr eading profi t c om put ation ( End of period)
Positi on report (D aily)

Elevator ident ification code
Quantity
Grade factors
Dis count or pr emi um
Car number
Cont ract num ber
Car number
Date of application

Position report (Daily)

Applic ati on bas is profit
anal ysi s (End of peri od)
Purchases acc ount (Daily)
Reduce balance of Mot or
Contr act card (Daily)

Comm odit y
Quantity
On -track or unload code designation
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A Technological Model for Use
in Input - Output Analysis
and Cost Accounting
SUGGESTS A MODEL- BUILDING TECHNIQUE TO COPE WITH THE ACCOUNTING PROBLEMS DUE TO FREQUENT
TECHNOLOGICAL CHANGES

In his paper "An Application of Input Output Analysis to Some Problems of
Cost Accounting",' Professor Ijiri shows
how input- output tables may be used to
solve costing problems. Professor Farag
has recently described a slightly different system in another journal? The author and some industrial associates have
found a similar technique not merely
feasible but virtually essential for the
solution of a practical problem. Textbooks on cost accounting commonly illustrate process - costing with a system of
two or, at most, three processes.
A single division of a substantial
chemical manufacturer may contain as
many as 10,000 distinct but closely interrelated processes. Especially where
technological changes are frequent (as
is the case with us) , even the calculation of the standard costs is a laborious
task of uncertain accuracy without the
construction of matrices very much on
the lines suggested by Ijiri and Farag.
A matrix of 10,000 items would cover
the walls of a fair -sized room. Even if it
could be presented in a visible form it
is unlikely that anyone could comprehend much from it, let alone be able to
manipulate it in any way. This means
that the matrix can only exist in the
'Y u r i Ij i ri , "A n Application of Input- Output
Analysis to Some Problems in Cost Accounting,"
MANAGEMENT ACCOUNTING, April 1968, pp. 49 -61.
3 Shawki M. Farag, "A Planning Model for the
Divisionalized Enterpise," The Accounting Review,
April 1968, pp. 312 -320.
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store of a fair -size computer. Any manipulation has to be done by means of
some "algorithm" which can work its
way quite blindly, usually in some iterative fashion, through the mass of data.
In addition to the costing work, it is
also possible to adapt the resulting matrix to form a linear (or even non - linear)
programming problem, and thus use the
data to calculate an optimal medium range production plan. However, even
with a computer it is not easy to manipulate a matrix of this size, because
ordinary Gaussian inversion methods, or
the ordinary Simplex solution to a pro-

gramming problem are very prodigal
with computer space and therefore usually are not feasible.
An Application of Our
Technological Model
A number of algorithms which overcome these problems have been developed by the author and his friends, and
others besides; some of these have been
described elsewhere.3 However, these
practical housekeeping devices are not
the main concern of this paper, where
an attempt will be made to recast Professor Ijiri's example in the form which
we are using, and which we call "a technological model." This is the original
example:
Suppose a factory produces two kinds
of products, Product A and Product B.
Product A produced by Process I and
Product B by Process II. In Process I,
not only raw materials but also certain
volumes of Products A and B are consumed in order to produce Product A.
So it is also in Process II.
Such a situation often occurs in
chemical manufacturing, petroleum refineries, etc. Also a mutual allocation of
auxiliary departmental costs presents
precisely the same situation.
In a given month in this hypothetical
factory, the cost data is indicated as
shown in Table 1.
is
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Consum pti on of Produc t A
Consumpt ion of Pr oduct B
Gross Production
Product A
Product B

$20, 000
5, 000
5, 000

$ 2, 000
4, 000
4, 0 00

$22, 000
9, 000
9, 0 00

$30, 000

$10, 000

$40, 000

1,000 gal
8001bs

5,500 gal
400l bs

6,500 gal
1, 200 Ibs

2 , 0 0 0b 1

10,000 gal
2, 000 Ibs

800lbs

3, 500 gal
800 Ibs

10,000 gal

Net Product ion*
Product A
Produc t B

3, 500 gal

No work -in- process at the beginning and at the end of the month.
*Gros s product ion l ess c onsumption by the two proces ses.

If it is assumed that these figures are
at standard cost and comprise only variable expense, it can be seen that the
standard external costs, or "site costs,"
per unit ofgross production are Product
A $3.00 and Product B $5.00. The technological processes can be illustrated by
a type of flow -chart known as a "gozintograph" (Exhibit 1), showing the
costs and inputs necessary to manufacture one unit of the various products.
Toward the end of his paper Ijiri suggests that the outputs of any process
must be homogenous. We ensure this
by defining a "process" as a series of operations having a single homogenous
output. Clearly more than one such
"process" can occupy a single physical
piece of plant, and we have had to devise techniques for handling joint -production, which is very common in this
industry; for the present, it should be
noted that no distinction is drawn between Process I /II -and Product A/B

which is its single homogenous output.
( See Exhibit 1.)
Using the normal terminology of
graph- theory, the circles are called
"nodes" and the arrows are "arcs." An
arc which only leads back to its own
original node is a "loop ", while a path
of arcs which lead back to their own
origin over a number of other nodes is
called a "circuit."
It will be seen that the figures on the
arcs are the quantities of its immediate
ancestors which are needed to make one
unit of the output of the receiving node.
In other words, these are the "standard
usages" of the internally produced materials. This graph can, of course, be
shown in matrix form; for historical reasons we tend to call it [N] :
In pu t s

Out put s

A

B

A

0.10

0.08

B

2.75

0.20

Exhibit 1
THE GOZINTOGRAPH OF THE PROCESSES
1,000 = 0 . 1
10, 000

400 = 0 . 2
2, 000

5, 500 = 2. 75
2, 000
B

A
$3

$5
'
800 = 0. 08
10, 000
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A

B

A

1.6

0.16

B

5.5

1.8

and the calculation of the total standard
costs proceeds as in Equation (45).
The interpretation of the inverted
matrix is simply that "to produce one
unit of net output of Product A requires
inputs of 1.6 units of the gross external
usages (or site costs) of Product A /Process I, plus 0.16 of the gross external
usages of Product B /Process II; one net
unit of Product B requires 5.5 units of
gross external input into A/I and 1.8
units into B /II."
As Ijiri demonstrates, the standard
costs can be calculated by multiplying
[I - N] -1 by the site costs to give $5.60
and $25.50. Assuming that the selling
prices of the two products are $10.60
and $35.50, respectively, the standard
contributions become:
Produc t A Product B
$

Total

Total

Process II

Process I
Cost
Raw mat erial R (10,000 gal)
Raw material S (4,000 gal)
Labour
Overhead

This matrix is the equivalent of Table
9 in the original paper, and [I - N] -1
is as given in Equation (41) therein,
namely:

Selling price
Variable st andard cost
St andard c ontr ibut ion

$

Table 1

10. 60
5. 60

35. 50
25. 50

$ 5. 00

$10. 00

Assume further that the capacities of
the two processes for some future period of three months are respectively
30,000 and 6,000 units. This additional
data can be incorporated with [I - N]-1
to produce the normal linear- programming problem:
Ma xi m i z e
Subj ec t t o

5.00a + 10.00b
1.60a + 5.50b
0.16a + 1.80b
a, b > 0

<
<

30, 000

6,000

It is hardly necessary to point out that
in practice the marketing situation is
likely to call for some rather more sophisticated formulation!
One difference between the methods
outlined by Professor Ijiri and those described here concerns timing. The original paper takes some historical data for
"a given month" and shows how input output data can be extracted from them
in a variety of forms in order to arrive
at a number of analyses; Ijiri is able to
contrast dollar input coefficients, dollar
output coefficients and, lastly, physical
input coefficients. Here the concern is
exclusively with budgeting for future
periods of time and the basic data can
only be the standard costs and usages,
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$

$

$

$

$

$

60, 000
30, 000
45, 000

66, 000
33, 000
43, 500

6, 000 A
3, 000 A
1, 500 F

$3. 00

90, 000

45, 000

135, 000

142, 500

7, 500 A

-

15, 000
30, 000

Table 3
Usage

User

C
D
B
G
A
F
E

C

D

B

G

A

0
.4
0
0
0
0

.7
1.2
0
.3
0

0
.5
0
0

0
.8
0

0
0

F

E

1.5

Table 4
Produc ts

Site costs

C
D
B
G
A
F
E

7. 00
6. 00
5. 00
4. 00
3. 00
2. 00
1. 00

Inter nal usages

Total costs

Nil
Nil
(.7

7. 00
6. 00
12. 00
11. 20
9. 00
12. 76
20. 14

$

(. 4
x 7 2.8)
x 6 4. 2)
(1.2
x 6 7. 2)
(.5
x 12 6)
(.3
x 6 1.8) (•8 x 11. 2 8. 96)
( 1 . 5 x 12. 76
19. 14)
=

These activities (which in this case
equal the full capacity of the plant) can
now be extended to produce the flexible
budget for the period and similarly for
Process II. ( See Table 2.) The "variances" in this statement are not the
normal cost variances, since sonic part
of them may be attributable to variances
in o u t p u t between the budget and actual performance.
A second difference is the one already
referred to; the practical examples of
this technique are likely to be so large
as to require special algorithms to carry
out quite simple mathematical operations. However, these are housekeeping
devices and it is not proposed to deal
with them here. This paper will conclude by discussing the practical solution
(or at least circumvcntion! ) of the problems of application listed at the end of
Ijiri's paper.

"Var i anc es "

60, 000
15, 000
15, 000

=

6,000

Actual
costs

2. 00
0. 50
0. 50

+

30, 000

30, 000

Total
budget

+

Gross outputs

1

=

1,680
4,320

Material
Labour
Overhead

Std. var. Variable Fixed
unit cost budget budget

=

16,800
13,200

Acti vity

=

10 , 50 0 X A
2, 4 00 X B

Expense

=

Process II

Process

=

Process I

Table 2

$

so that the third alternative is the only
one open to use.
The historical accounting under such
a system can be comparatively straightforward. The activity of the process
multiplied by the standard site costs can
be added to the fixed costs to produce
a flexible budget. This budget is then
compared with the actual expenditure
by the process during the budget period.
In this example, the optimal sales mix is found to be in fact 10,500 A's
and 2,400 B's. The required gross production is calculated by multiplying the
rows of [I - N]-1 through by the appropriate net outputs:

ated. In practice we would probably still
invert the matrix and multiply through
by the site -costs to obtain this result,
since the inverse is needed to formulate
the programming problem also. However, the method described above is not

possible where a circuit exists, because
the matrix cannot then be put into a
triangular form. An algorithm exists for
calculating the cost of input from a descendant in such cases but, again, inversion might seem preferable.

Exhibit 2
A SIMPLE GOZINTOGRAPFI

Interacting Transactions
If no product ever appears among its
own ancestors, which is to say when no
circuits are present in the graph, it is
true that one is not strictly compelled to
invert the matrix in order to arrive at
the standard costs of the products. For
example, another gozintograph might
be as shown in Exhibit 2.
If the items are arranged in triangular
form (by using one of the housekeeping
algorithms) we can write a matrix [N]
as shown in Table 3. Given the standard
site costs of the various processes, the
calculation can proceed as shown in
Table 4.
This calculation is possible because
the triangular form of the original matrix means that all the ancestors of any
product must already have been evaluMANAGEMENT ACCOUNTING /DECEMBER 1968

35

Maximize 24.40a + 5.60b
Subject to 1.76a -1- 7.30b < 35,000
5,000
a 4b
a,b >0

The problem of joint production is
likely to prove both common and intractable. The allocation of cost among
joint products can be achieved readily
enough, although the calculation is likely to be more complex than that suggested by Professor Ijiri. This is because
the final sales of the joint product may
be very distant from the original point
of split off. For example, in Exhibit 3,
Products D, E and F have selling prices
of $17.20, $14 and $6 respectively, but
Ab, A, B and C are not saleable outside
the enterprize. The output from one
unit of throughput of Process (a) is one
unit of Ab and one unit of A,.
A matrix can be prepared in the usual
fashion. See Table 5.
Ab and A, do not have individual site
costs; if we follow the cost accounting
techniques described in the textbooks
we may attempt to divide the jointly
incurred $10 on the basis of the relative
sales values adjusted for the "costs beyond split off." In this example the
jointly produced item is not directly
36
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Table 5

Ab
A.
B
C
D
E
F

Ab

A.

0
.4
0
0
0
0

0
.6
0
0
0

B

[N]— MATRIX
C

D

E

0
.5
.1

0
0

0

1
0
0

1
0

0
2
.3
0
[I

F

N] - 1 MATRIX
—

Homogeneity of Products
The need for homogeneity has already been discussed and it is apparent
that the convention is likely to be at
variance with the facts in many cases.
The treatment where of a single piece of
plant accommodating more than one
product, or of an identical product being
made by more than one alternative series of processes is straightforward. The
separate process /products are allowed to
operate normally, subject to a constraint
that the total usage of the plant on all
products, or the total sales of the product shall not exceed the capacity, or the
sales forecast.
Thus, returning to the original example, one might assume instead that
Process I and Process II occupied the
same physical plant for 1 hour per unit
of their gross output; the capacity of the
plant during the budget period is estimated as 35,000 hrs. In addition, we
might assume that Product B is really
an alternative method of producing
Product A, and both sell for $30.00,
subject to a sales- forecast of 5,000 units.
The contributions need to be recalculated, but the new constraints can be
arrived at by adding together the individual consumptions of the products.
The programming problem becomes:

Ab
A.
B
C
D
E
F

1
0
.4
0
.8
.12
0

1
0
.6
0
.3
.06

1
0
2
.3
0

saleable, but both are indirectly saleable
in more than one form.
To the extent that the inputs are
from sources with defined site costs, it
is possible to arrive at the non -joint costs

1
0
.5
.1

of the various products in the usual
way. This is shown in Table 6.
The relative sales values less costs
after split -off are D $6.20; E $3.80,
F $3.40, and these represent the maxi-

Table 6

Ab
A.
B
C
D
E
F

b
X4
S

c
X6
3

4
0
8
1.2
0

6
0
3
.6

[I — N] - 1 X non -joint site costs
d
e
f
x3
X6
X2
3
3
3

3
0
0

6
0

2

Total non -joint costs
3
0
0
4
6
11.00
10.20
2.6
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mum price which those products could
pay for their inputs of the joint products of (a). The unit quantities required
are known from [I - N]-1, and the
problem can be expressed in the common linear - programming format:
.8b+
12b+

O c +oa =6.2

.3c +o. =3.8
.06c + of = 3.4
b + c
= m a xi m u m *
b, c, d, e, f, > 0

The solution is:
b = 7 .7 (a nd is the ma x imu m p ric e p ossible for Ab)
c - 9 . 5 6 ( and is the maximum price possible for A.)
� r = 2.83 ( a nd is an una ssignable su rplu s in Produ ct F)

In the traditional treatment of this
problem for the purpose of inventory
valuation the joint cost is split on the
basis of the total net sales of a period,
whereas here we are attempting to calculate a standard before the event, in
unit terms. The achievement of this
standard presupposes that in the period
in question, production is undertaken in
some optimal ratio so that all the joint
products arising from a given input of
site costs are fully used.
Assuming that the immediate objective is simply a standard cost, the calculation would be as follows:
7.7 x 10 = $4.5 0 = t he " c os t" of Ab
17.3
9.6 x 10 = $5 .5 0 = t he " c os t" of A .
17.3

This

permits

the

completion

of

(because " the output from one unit of throughput of Process ( a) is one unit of Ab and one unit
of A "; otherwise the obiective function wouli
have to be weighted in accordance with the ratios
of the outputs).

[I - N]-1 x site costs, which was commenced previously. See Table 7.
The resulting standard contributions
per unit of the saleable products are:
D $2.60; E $1.61; F $3.07. These contributions contain the defect that it is
assumed that no proportion of the profits should be attributed to the post split -off costs. See Table 8.
Many more complexities will arise
over joint - production, especially if it is
desired to extend the programming operation to cover this aspect. Some algorithms exist for this; basically the
problem is to relate the demand for the
joint products to the throughput of the
producing process.
Finally, it might be noted tha t t he
assumption of homogeneity is not quite
as strict as it would seem. Professor

Ijiri's example does indeed show Process
I as producing only Product A and Process II producing Product B, but for the
purpose of producing dollar input or
dollar output coefficients only, the processes could have produced a multitude
of products provided a dollar value could
be placed on the total gross output. The
result would be to express the coefficients in terms of dollars transferred;
this is what Farag does in his paper. A
transfer - dollar is of course homogenous

and the difficulty is simply that if the
coefficients arrived at in this way ( from
historical data) are used for budgeting
purposes, it is automatically assumed
that the product -mix will be identical
in the new period.

Constant Input or Output
Coefficients
It is apparent that if historical data

Table 7

Ab
A.
B
C
D
E
F

A x 4.5
b

A x 5.5
c

$

a

$

5.5
0
3.3
0
1.65
.33

4.5
5.5
1.8
3.3
3.6
2.19
.33

4.5
0
1.8
0
3.6
.54
0

Cost of
A

Non -joint
cost

$
-

4
6
11
10.2
2.6

Total
cost

s
4.5
5.5
5.8
9.3
14.6
12.39
2.93

Table 8
Total cost of A

S
D
E
F

3.60
2.19
0.33 (3.07 - 2.83) =
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Profit attributed
to A

�

2.60
1.61
0.24

%
approx.
72.5%

is to be used for calculating coefficients,
an adjustment must be made for the
fixed element in the expenses; the technological model uses exclusively the
variable standard costs and usages. The
defense of this approach is simply that
used for the direct- costing approach.
However, this approach also implies that
the relationship is linear, and it is necessary to have some facility for dealing
with non - linear costs or usages; it is apparent that such expenditure could be
on increasing or decreasing returns to
scale. An obvious solution to such problems would be to construct a linear approximation to the non - linear function,
and treat each section of the approximation as if it were an independent
process. See Exhibit 4 on next page.
The effect of this device will be to
divide the single "real" product M into
(at least) four variants Ml, M2i M3, M,
....; clearly the sales of these variants
will be constrained to the total demand
for M, as the outputs of the subprocesses ml,

3
m2, m

and

m

4 a re con str ain ed

by the capacity of the real process m.
The example shows decreasing returns
to scale and thus no adjustment would
be needed to the use of any program-

ming technique, since the cheapest variant will automatically be used first. It is
apparent that some device would be
needed to regulate the order of usage
under the more common conditions of
increasing returns!
Self- Consumption
Any type of circuit (as defined) will
cause problems if the matrix is too large
for the use of "ordinary" methods of
inversion, and in general one would
avoid as many as one could. Accordingly, one would almost certainly offset
the simple recursive loops in each process against the gross output, so as to be
left only with the main circuit between
the two products. The [N]- matrix would

then be:
A

B

A

0.11

0.088

B

3.3

0.24

A rather more interesting fact is
that the corresponding coefficient in
[I - N ] -1 is 1.6. The effect of self -consumption, either directly or indirectly,
is that one unit of net output requires
more than one unit of visible input, and
one might suppose that if this proportion increased sufficiently no net production would be possible. This phenomenon has been noted, and is defined
37

the inverse, but its location and correction in a large system might be
much more difficult.

Exhibit 4
A NON- LINEAR COST

600

I
Pr oc es s l " m "
Im
ml
2
i

500
Cumulative 400
standard cost

Endogenous and Exogenous
Accounts
Rightly or wrongly, the distinction to
be drawn between `open" and "closed"

]

x - 0 . 1 1 x = 0. 15

(or usage)

1

300

I
1

1
I,

m3

i

1.

m4

input- output systems has not much
concerned us in practice. However, it
is true that one has some option as to
whether one should treat some items
as site -costs or quasi - processes. T o return to the original example, Process I
uses I gallon of raw material R per
i unit of A (gross), costing $2.00 a gallon
and Process II uses 2 gallons of S at

I 50 cents each to every unit of B (gross).
x = 0. 25 1 The gozintograph in Exhibit 1 could be
1
I
I
I redrawn as shown in Exhibit 5.
The result would be exactly the same,
100
and the labour and overheads could be
I
I
I
� treated in the same fashion. The ad�
I
vantages of doing this is that alterations
0
1
2
3
4 to the standard prices and usages can
(in thousands) Output
be put through directly, without having
to consider their effect on the site -costs
of some other process; also where more
in the "Hawkins- Simon" conditions for cially important when products are in- than one product uses raw material R,
stability in input - output tables of all volved in more than one circuit, each it will throw up the total demand for R
kinds.'
one of which could be quite innocuous and permit the supply available to be
The effect of these conditions is that by itself, but whose combined effect is used directly as a constraint. The disno product can use directly or indirectly to make production impossible. It is advantage is simply that it rather gramore than one unit of itself to produce unlikely that this will occur when the tuitously enlarges the matrix.
I

200

1
I

I

x

0. 2

I

one further unit. This is obviously not
unreasonable! The conditions are usually expressed as a requirement that the
"determinant" of [I — N] should be
positive. A more helpful concept may
be that no product should consume
more than twice its own visible input
of site - costs, namely that the items on
the diagonal of [I — N]-1 should be less
than 2.
This condition is likely to be espe-

graph merely reflects an existing technology, as in the original example; the
fact of its practical operation implies
that a feasible inverse must exist. However, the principal use of these models
must be productive, and will ideally
consider not only the existing technology but also any known alternative
technologies, and in this way an infeasible [N]- matrix might easily be constructed. The fact would be readily

I D . H a w ki n s a n d H . A. Sim o n , " Note : So m e C on d itio n s of M a c r o -Ec on o m ic St a b ilit y , " Economet ri ca, Vol. 17, 1949, pp. 245248.

discoverable, since the result of infringing the Hawkins -Simon conditions
is the appearance of negative items in

Exhibit 5
EXTENDED GOZINTOGRAPH
0 -1
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n_9

Conclusion
This paper has only considered the
accounting aspect of the technological
model; but it has other aspects which
are potentially even more significant.
It is clear that this technique of model
building will tend to produce enormous
matrices, of which substantial portions
eventually turn out to be redundant.
I n t h i s r e s p e c t i t c a n b e c o n t r a st e d wi t h

what might be called the normal "econometric" method of constructing a
model, which would start by assuming
a priori that certain variables are of significance, and assuming some relationship or "structure" between them, and
then fit the available data to -this model
by calculating appropriate coefficients
with the aid of various statistical techniques. This is a very large subject, but
we would defend the technological
model against all comers on the grounds
that it alone can handle drastic technological change. In short, we suggest
that rapid change in a highly interactive
technology makes a priori selection of
variables and structures of exceedingly
doubtful value.
MA N A G E ME N T A CC O U N TIN G / D EC E M B E R 19 68

The U. S. Accountant
Goes to the Orient
NOTHING IS ACHIEVED BY IMPOSING AN ACCOUNTING SYSTEM FOREIGN TO LOCAL PEOPLE

By Ralph J. Winston
For many companies in the United
States, the association with the European companies is rather easy since the
business methods and social cultures are
similar. However, when the U.S. businessman makes his first contact with a
company in the Far East, he immediately notices that the business behavior
and social customs from which they develop are quite dissimilar.
This writer was in South Korea and
in Japan during 1963 and 1964 doing
research and studying the oriental accounting systems at several companies
and government agencies. In the summer of 1966 the Republic of Korea
Government and the Agency for International Development invited him to
make a study and suggest a system for
Korean Economic Development Special
Account, the fiscal accounts through
which foreign aid funds are channeled
to assist further economic development.
Reflecting back to this author's first
impressions about the accounting system in South Korea and Japan, it is believed that having some insight into the
present systems in use should be noteworthy to U.S. companies contemplating business in these countries and, furthermore, provide the basis of knowledge and awareness about the conditions as they exist. This knowledge
should provide for creating necessary
liaison to obtain accounting information
for reliable reporting from the foreign
counterpart. In order to provide a means
MANAGEMENT ACCOUNTING /DECEMBER 1968

of communicating financial data, it is
necessary that a system operate within
the framework in which the foreign nationals have been trained and one that
operates within the social customs and
business environment of the country involved.
Historical Origin
The prevailing accounting system
used by Korean companies is based on

RALPH J. WINSTON
St. Louis Chapter 1957, Professor of
Accounting, School of Commerce and
Finance, Saint Louis University, is
now a Visiting Professor at the University of Montana. He also taught at
Washington University (St. Louis)
and the University of Missouri at St.
Louis. Formerly with Peat, Marwick,
Mitchell 6 Co.; Controller of a man ufacturing company and an auditor
with an electric utility and railroad
company. Professor Winston received
B.S. and M.B.A. degrees from Northwestern University School of Business,
and D.B.A. degree from Washington
University Graduate School of Business.

a "Bank Slip" system introduced by the
Japanese after their annexation of Korea in 1910. The Japanese learned about
this system at the time they founded
the National Banking System in 1872.1
Just prior to 1872 a mission was sent
to the United States to investigate the
bank system in America. Among the
members of the mission was a prominent Japanese businessman by the name
of Shibuzawa Eiichi who was a government official in the Finance Ministry at
that time. After returning to Japan, Shibuzawa founded the First National
Bank. Subsequently, many national
banks were founded throughout Japan
based upon the First National Bank.
There banks helped popularize throughout Japan the adoption of the bank accounting method which had been introduced by an Englishman, Allan Shand.
In the establishment of the First National Bank in 1872, Allan Shand was
employed by the Japanese Government
to teach bank bookkeeping and bank
management procedures to bank employees. He stayed in Japan until 1877
and taught many students at the Banking Business Training School founded
by the Finance Ministry.
In April 1874, the Currency Department of the Finance Ministry started a
lecture course in banking and commercial bookkeeping and Shand's textbook
was chusen. In this way his influence
I

Kojiro

Ori g i n of " C a s h
Met h o d
Ja p a n , The Science Council of

Nishikawa.

Bo o kk e ep i n g " i n

Japan, Division of Economics and Commerce,
Economic Series No. 11, March 1956, Tokyo,
Japan.
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spread beyond the confines of banking.
In the writing -up of the cash day -book
and the ledger, Shand made use of credit
slips for money received and a debit
slip for money paid. Another author,
by the name of Fujii, introduced the
"transfer slip" to be used to record non cash transactions.
The "slip" is a prepared document
used to record each business transaction.
In practice, the slip works as follows: A
cash receipts slip (showing the account
credited) is prepared for each cash receipts transaction, and a cash disbursement slip (showing the account debit cd) for each cash payments transaction.
The transfer slip is used for transactions
other than those involving the actual
receipt or disbursement of cash. When
cash is involved, one slip is made to indicate a debit or credit to cash and
shows the contra account for the transaction. In non -cash transactions, two
transfer entry slips are prepared —one
for the debit and one for the credit.

Exhibit 1
FLOW OF ACCOUNTING TRANSACTIONS
ORt GINA T ING DE P A RTME NT

CASK R E C E I P T S L I P

tRARRFER ENTRY
DEBIT SLIP

FMRY
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STEP 2

STEP ]
10 , 00 0

1> ,

1] , 000

4a, ,0

00D

40,000

z4,DDD

10,000

z4,o0o

20 000
Total D eb1 t to
Lseh ( 6] , 000)
Oal ly ted t erY
C ler k.

The Korean Accounting System
To record a business transaction in
the company's records, a slip is prepared
in the originating department. This slip
serves as the media for recording the
accounting entry of either a debit or
credit. The cash receipt slip records a
receipt of cash as a debit to the cash
account, and a credit to a contra account
such as accounts receivable or sales. The
cash disbursement slip records a credit
to cash and a debit to an asset, liability,
or expense account. The transfer entry
slip is used for non -cash transactions.
Based on information from both external and internal documents, a slip is
prepared and after numerous approvals
by clerical, supervisory and executive
personnel, the slip and supporting documents are forwarded to the accounting
section for processing. To record the entry, four basic types of slips are used:
Cash Receipt Slip, Cash Disbursement
Slip, Transfer Entry Debit Slip and
Transfer Entry Credit Slip.

in a cash receipts and disbursements register and then sends the slips to the
accounting department.
Step 3. All slips received from the
originating department and the cash receipts and disbursements clerk are then
sorted into the categories of cash receipts, cash disbursement, transfer entry

slips is prepared in the originating department. The cash receipt slips and
cash disbursement slips are sent to the
cash receipts and disbursements clerk.
The transfer entry slips are sent directly
to the accounting department.
Step 2. The cash receipts and disbursements clerk records each cash slip
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Flow of Accounting Transactions
F ILE

The typical Korean accounting system of preparing the original "slip" recording, classifying, posting into the
general and subsidiary ledgers and therefrom into the trial balance, and the
preparation of statements is described
in Exhibit 1.
The step -by -step method of recording
the transactions daily is as follows:
Step 1. Any one of the four basic
40
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debit, and transfer entry credit slips.
Step 4. The clerk takes the accumulated cash receipt slips and computes a
total thereof by adding the amounts on
each slip on an abacus. A total of the
amounts on the cash disbursement slips
is prepared in the same manner. These
two total amounts are reported to the
daily summary clerk who makes an entry on the daily summary slip.
Step 5. All slips are sorted in terms
of general ledger accounts. An aggregate amount for each account is then
computed by adding on the abacus.
Step 6. An Account Summary Slip is
prepared for each general ledger account
debit and credit and the amount computed in Step 5 above is entered thereon. The account summary slip has a
separate line for cash slips and another
line for transfer entry (non -cash) slips.
The total of the two lines is determined.
Step 7. The account summary slip totals are then entered on a Daily Summary Slip.
Step 8. The debit and credit amounts
for each account on the daily summary
slip are posted daily to the general

It was noted that the use of daily
summary and account summary slips is
a device to classify the debits and credits that go into the various accounts, so
as to summarize in one total the transactions for the respective accounts. Emphasis is placed upon recording, and
proving that the total debits equal the
total credits for all transactions daily.
This method is in contrast to monthly
summarization and posting to ledgers in
an American accounting system.
The use of special journals in manual
accounting systems in America performs
the classification and summarization
function through entry in appropriately
headed journal columns.
During interviews with the various

accounting clerks, the difficulty experienced by the clerks in trying to find the
slips and supporting documents for entries made in the general and subsidiary
ledgers was observed. References in general and subsidiary records are only to
the date of entry. Therefore, it is necessary for the clerk to thumb through each
day's transactions in order to find the
appropriate slip and supporting document. This filing procedure would make
difficult an audit of the company's transactions and supporting documents. It
seems that filing by accounts would be
more appropriate.
An examination of the slips indicated
that they were prepared by hand with
pen and ink (a dip pen consisting of

Exhibit 2
DAILY SUMMARY SL IP
Date:
Ac c ount

led ge r.

Step 9. The slips sorted in Step 5
above are now re- sorted into subsidiary
ledger accounts. The amount, description, and date of each slip are posted to
the respective subsidiary ledger account.
Step 10. The slips together with attached supporting documents such as
receipts, invoices, receiving reports, and
so forth, are filed for the day. The filing
consists of placing the slips and documents in a looseleaf type binder held
together by shoe laces.
Each binder generally consists of one
week's transactions and one week's
transactions would average a ten- to
twelve -inch stack of slips and documents. Each binder is stored in a
wooden cabinet with shelving and
locked with a padlock. The filing arrangement for one day's transactions,
described in Exhibit 2, would be as follows:
1. Daily summary slip
2. Account summary slip
3. Individual cash receipt, cash disbursement, and transfer entry slips
together with the supporting documents

ACCOUNT SUMMARY SLIP (DEBIT)
CASH RECEIPT SLIP
DEBIT TRANSFER ENTRY SLIP
ACCOUNT SUMMARY SLIP (DEBIT)
CASH RECEIPT SLIP
I�

DEBIT TRANSFER ENTRY SLIP

ACCOUNT SUMMARY SLIP (DEBIT)
CASH RECEIPT SLIP

II

DEBIT TRANSFER ENTRY SLIP

ACCOUNT SUMMARY SLIP (CREDIT)
CASH DISBURSEMENT SLIP
CREDIT TRANSFER ENTRY SLIP
ACCOUNT SUMMARY SLIP (CREDIT)
CASH DISBURSEMENT SLIP
II CREDIT TRANSFER ENTRY SLIP

Step 11. Prepare monthly trial balance of the general and subsidiary ledgers.
Step 12. Prepare financial statements
from trial balance.
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I�

ACCOUNT SUMMARY SLIP (CREDIT)
CASH DISBURSEMENT SLIP
II CREDIT TRANSFER ENTRY SLIP

�I
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To become acquainted with the volume of slips and documents handled in
the flow of accounting transactions, a
study was made of the number of slips
prepared at each of. the companies. Table 1 is a summary of the number of
slips prepared during an average month.
Because Company A is a producer of
rubber shoes (a consumer good), the
unit transaction amount is relatively low
and the number of transactions is high.
On the other hand, Companies B and
C are producers of industrial goods and
their sales and purchases are few, thus
resulting in relatively fewer transactions.
The corresponding transactions have a
higher unit value with a lesser volume
of slips.

and posted. Table 2 is a summary of
the bound books kept by the companies
studied.
A list of the accounts in the general
ledger for Company C is presented in
Table 3. The trial balance form also indicates the number of subsidiary ledger
books used for each of the respective
general ledger accounts.
An examination of general records
and classification of accounts disclosed
that account numbers were not being
used. Since the journalizing, preparing
of slips, and posting to records is done
manually, much time could be saved if
account numbers were used and the
writing of the account name could be
eliminated.

Ledgers, Journals, and
Classification of Accounts

The "Chop"

In addition to the diary, the Korean
companies keep two other books, namely: Cash on Hand — Receipt and Disbursement Book and, for each cash in
bank account, a Cash in Bank — Receipt
and Disbursement Book.
The diary, cash on hand and in bank
books, and the general and subsidiary
ledger books are bound books containing
sheets approximately 8 1/ 2 inches by 13
inches (similar to the bound day, journal, and ledger books sold in the United
States) . All entries are hand - written
with pen and ink. Both blue and red ink
are used to make entries, subtotals, and
totals.
Since the journals and ledgers are
handwritten and include much detail
about the transactions, the companies
tend to have a great number of bound
books in which transactions are entered

The word "chop" refers to a seal
bearing the name of a person or an organization. The chop is used in place
of a signature on all documents.
Requirement of a seal is so absolute
that a personal signature usually does
not "seal' a legal contract unless accompanied by a proper chop seal. Therefore, every organization and virtually all
individuals have a chop available. It
was observed that the chop was usually
carried about on the person at all times.
Engraved by professional artisans, the
chop may easily be forged. To prevent
this, important chops are registered with
the government to establish authenticity. Thus, to effect a transaction involving real estate, for example, a seal affixed on the legal papers must be the
one registered with the government.
However, most chops used by individuals are not registered.

Table 1
SUMMARY OF SLIPS PREPARED DURING AN AVERAGE MONTH

Cash Receipts
Cash Disbursements
Transfer Entry
TOTAL

Company B
Number

Company C
Number
%

Company A
Number

%

Type of Slip
Prepared

%

980
2,408

7
16

46
317

6
40

50
250

5
24

3,388
11,508
14,896

23
77
100

363
420

46
54

-Tiff

100

300
750
1,050

29
71
100

Table 2
SUMMARY OF BOUND BOOKS
Company
A
Diary
General ledger
Subsidiary books

1
47

TOTAL

48

—

penholder and penpoint). Ball -point
pens are now replacing the dip pens.
In examining the flow of transactions
in the case study of Company C, a large
government -owned corporation, it was
noted that the daily summary slip was
used only to summarize cash transactions and to show the change in the cash
account for the day. The summarization
of accounts for each general ledger account was done on an abacus and the
totals for each account were entered
daily in a Diary (journal).
The postings to the general ledger
were made from the diary each day. The
procedure for accumulating charges to
subsidiary ledger accounts was also performed by adding similar accounts on
the abacus and placing the total on the
top slip; then this amount was posted to
the subsidiary ledger each day. This
procedure differed from that in Company A, where an account summary slip
was prepared to record the summarization. A comparison of the two companies shows that Company A uses the
account summary and daily summary
slips instead of the diary used by Company C. If Company C used the daily
summary slip in the same manner as
Company A, it could eliminate these
entries and the need for a diary.
Company B, a medium -size manufacturing company, follows the practice of
entering each slip in the diary in such a
way as to obtain a sub -total for each
general ledger account. This method requires the sorting of the slips according
to general ledger accounts before entry
in the diary. It should be noted that
each slip is entered separately instead of
the total for each general ledger account as is done in Company C.
In observing the flow of accounting
transactions, there was seen much duplication of the information originally
included in the source document, then
in the slips, and then entries in the diary and the subsidiary and general ledgers. There is a tendency to recopy and
thus include the same information on
the slips and in the description column
of the ledger account.
A proper classification of accounts
with account numbers would eliminate
the need for recopying information if
the source documents and slips were
pre- numbered and references to such
numbers were made in the subsidiary
and general ledger. A filing system by
accounts would facilitate finding a particular slip when needed and provide a
better trail for verification and audit.

Company
B
1
1
10
12

Company
C
1
1
25
27
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Pr e se n t ly a seal of a n individu a l person or a n or ga ni za ti on ma y b e of a ny
si z e , b u t d u r i n g t h e Yi dy n a st y , t h e si z e
of a se a l h a d t o b e p r o p o r t i o n a t e t o st a tu s a s d icta ted by r u le.
T he p rese nt -da y pra c tice of in di ca ti ng
a pprova l is m a d e by pla cing t h e indiv i d u a l 's c h o p o n d o c u m e n t s. Of t h e m a terials u sed for eng ra v ing sea ls, crysta l
ha s tra ditiona lly b e e n co nsi de re d t h e
be st gu a ra n te e a ga inst forgery, whi le
ha r d wo o d ha s b e e n m o st pop u l a r a ppa r ent ly for rea sons of e c o n o m y . T h e
imp re ssi on is m a d e wi th sca rlet ink
pa st e , a st ic k y v eg e t a bl e d y e wh i c h c a n no t b e e ra sed .

Company Organization
In r ev ie wi ng a n d di sc u ssi n g wi th m a n a g e m e n t t h e o r g a n i z a t i o n a n d p e r so n n e l
of e a c h c o m p a n y , t h e r e wa s a n o p p o r t u -

ni t y t o l e a r n a b o u t Kor e a n o r ga n iz a t io n a l b e h a v i o r a n d to ga in a n in si gh t in t o
t h e influ ences of t h e Kor ea n soci a l a n d
cu ltu ra l pa t t er n s. M o s t Ko re a n c o m p a nies rely o n fa mily m e m b e r s a n d close
persona l associa tes to fill execu tive a n d
su pervisory posit ion s. T h i s m e t h o d resu lts in hir ing pe o pl e wh o d o n o t always ha ve t h e skill a n d a p t i t u d e for a
gi v e n p o si t i o n . T he r e fo r e , in th e o r g a n iza tiona l st ru ct u r e th er e is a t e n d e n c y
to c rea te ma n y su pe rvi sor y p osi tio ns.
Beca u se t h e sta tu s a n d positi on a re
i m p o r t a n t in a n orie nta l cu lt u re, titles
su ch as sub - section ch ie f, a sso cia te su bse ct io n c hi e fs, a nd so o n, a r e a ssig n ed t o
gi v e po si t io n p ro m i n en c e . O ft e n t h e p e r so n ne l pla ced in positi ons bec a u se of
ne p o t i sm a re no t qu a l ifi e d to su pervise
a n d d o n o t ha ve techn ica l know -how
a b o u t a given m a n a g e m e n t a ctivity.

Table 3
ACCOUNTS IN THE GENERAL LEDGER OF COMPANY C
Expenses
Factory Expenses
General Administrative Expenses
Cost of Construction
Cost of Partly Finished Construction
Cost of Sales
Interest Expenses
Miscellaneous Losses
Variation of Cost
Manufacturing Cost

Current Assets
Cash on Hand
Cash in Bank
Special Deposit
Securities
Head Office Current
Notes & Bills Receivable
Accounts Receivable —Other
Accounts Receivable —Trade
Finished Goods
Partly Finished Goods
Materials
Supplies
Su spense Pa yments
Finished Construction (for specific order)
Partly Finished Construction (for specific
order)
Construction in Process to the Outside
Guaranty Deposit Paid
Materials to Arrive
Time Deposit
Goods to Arrive
Restrictive Deposit
Fixed Assets
Building
Stru ctures
Machinery & Equipment
Ships a nd Vessels
Tools
Fixtures & Furniture
Land
Construction in Process
Securities for Investment
Vehicles and Delivery Equipment
Deferred Account
Prepaid Insurance
Prepaid Expenses
Unamortized Organization Expenses
Development & Experiment Expenses
Special Depreciation Expenses
Profit & Loss
Materials Cost
Labor Cost
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Current Liabilities
Notes and Bills Payable
Accounts Payable —Trade
Short-term Loans
Accounts Payable — Others
Suspense Receipt
Partial Customer Advances for Construction
Reserve for Contract
Taxes Withheld
Guaranty Deposit Received
Fixed Liabilities
Long -term Loans
Reserve for Retirement
Reserve for Depreciation
Capital and Reserve
Nominal Capital Stock
Unpaid Capital Stock
Legal Reserve
Other Reserve
Other Capital — Surplus
Reserve for Revaluation
Plant Extension Fund
Directors, Auditors Retirement Fund
Earned Surplus Ba lance at. the beginning of
the Period
Income from Construction
Income from Partly Finished Construction
Income from Sales
Interest Received
Miscellaneous Income
Earned Surplus Carried forward to next
period
Balance of Profit & Loss brought forward
from the previous term

Su ch a n e m p l o y e e is u n a b l e t o prov ide
pr op er su p er vi si on in ca rrying o u t decisions, b o t h u p wa rd to hi g h e r a u t ho r it y
a n d d o wn wa r d t o t h e wo r k e r s.
Top m a n a g e m e n t follows a very autho rit a ti ve r i l e a n d fails to en c ou r a g e
criticism from su b or d in a te s wh o ma y
ha ve reserva tions a b o u t a given probl e m . W h e r e a su b o r d i n a t e is a newly
hi r ed co l le g e g r a d u a t e wi t h som e k n owl edge a b ou t ma k ing i mprove ments in the
org a n iz a t io n, conflicts ma y arise bet w e e n h i m a n d the le ss qu a lified su pervisor.

Accounting Organizations
T h e a c c o u n t i n g wo r k in C o m p a n y A
is pe r for m e d by a n a c c o u n t i n g sec ti on
a n d a fi n a nc e se c t io n . All of t h e ca lcula tions a n d ta b u l a t io ns a re p e r fo r m e d
by h a nd o n a n a ba c u s.
T h e wo r k i n C o m p a n y B i s p e r fo r m e d
n o t only by thr ee clerks a n d a su b s e c t i o n c h i e f i n t h e a c c o u n t i n g se c t i o n b u t
also by pe r so n ne l in t h e o t h e r se ct io ns
u n d e r th e a d mi ni str a t iv e di re ct or . T h e
c o m p a n y is medium -size by Ko r ea n
st a nd a rd s (a sma ll c o m p a n y by Un i t e d
Sta tes st a n d a r d s) a n d is in t h e process
o f e x p a n si o n . T h e r e fo r e , t h e a c c o u n t i n g
sect ion ha s n o t b e e n fully org a n iz ed to
ta k e ca re of t h e ne ed s for gr o wt h . At
t h e t i m e i t w a s v i si t e d , t h e m a n a g e m e n t
was seek ing to fill t h e positi on of acco u n t i n g se c t i o n ch ie f.
T h e a c c o u n t i n g wo r k i n C o m p a n y C,
a gov er nme nt -o wn ed c o m p a n y , is divi d e d i n t o se ct i o n s. ( T a b l e 4.)
I n a d d i t i o n , th er e is a ma teria ls section co nsisti ng of 29 em p l oy e e s wh o
en g a g e in pu r ch a sin g, foreign ma te ria l
pr o c u r e m e n t , c u st o m s p r o c e d u r e s, wa r e ho u sin g, a n d record - keeping for ma t e rials re c e ip t s a n d issu es.
As i nd i c a t e d i n d i sc u ss i o n s a b o u t t h e
flow of a c c o u nt i n g tra n sa c tio ns, so m e
a c c o u nt i n g fu n c ti o n s a re be in g perfo r m e d by op e ra t in g se ct io ns. T h i s is
pa rticula rly tru e wh e r e th e op e r a t i n g
se c t i on n o t o n l v i n i t ia t e s t h e tr a n sa c t i o n
a n d prepa res t h e d o c u m e n t s a n d slips
b u t also k eeps its o wn records wh ic h
a re o ft e n a du pl i ca t io n of t h e in fo rm a tion k ept in t h e a c c o u n t i n g se ct io n.
A review of a c c o u nt i n g pe r son n e l
e m p l o y m e n t records pr ese nt s t h e su m ma ry in fo r m a t i o n rela tive to ed u c a t i o n
a n d posi tio ns. ( T a b l e 5.)

Comparison of Korean and
Japanese Accounting Methods
In t h e po st wa r years, t h e Ja p a ne se
e c o n o m y ha s u n d e r g o n e ra pid exp a n43

44

—

—

—

sion, while in Korea the economy has Table 4
grown slowly. Because intercourse beSUMMARY OF ACCOUNTING PERSONNEL, COMPANY C
tween Korea and Japan has been miniSection
Number of Employees
mal since Korea's liberation, a visit to General Account ing
13
Japan was made to investigate and Cos t Acc ounti ng
8
13
compare the present Japanese and Planni ng
Head Office
5
Korean accounting systems.
TOTAL
39
The bank slip accounting system introduced in Japan in 1873 is still used
extensively. The only business enterparing a daily trial balance that provides made to the payee's bank. This method
prises in Japan using Western accountaccount balance figures accumulated minimizes the need for payment in
ing methods are those which have a
from day to day to give the same in- cash or issuance of checks, and provides
foreign licensee or joint venture arrangeformation normally included in the better cash control. Payments by check
ment with a foreign company for a
general ledger accounts. Slips are filed and bank transfers are rapidly replacing
separate financial venture. In addition,
by accounts instead of by day, as is payments by cash.
large companies have American -made
done in Korea. Filing by accounts
electronic data processing accounting
assists in locating details about trans- Conclusion
systems.
actions recorded in the accounts. FurIt is this writer's opinion that the
In visiting an electronic parts manu- thermore, the Japanese summarize sev- U.S. visitor give serious consideration
facturer employing about five hundred eral slips, recording entries to the same to the local national customs and busipersons and which was considered to account, and make a composite total ness behavior. Before any quick apbe progressive, it was observed that the posting weekly or monthly. In Korea praisals and criticisms are made of the
bank slip system was used for recording every transaction is entered daily in manner in which business is done and
the financial transactions and that other each account, resulting in voluminous the kind of accounting system used, the
slips provided cost information. The journals, ledger, ledger sheets, and visitor should learn first what is their
preparation of slips had been improved duplication of information on slips and system and why they do it in that manby utilization of a one write -up method supporting documents.
ner. Accounting concepts are interthat produced a variety of accounting
Many small Japanese companies pre- national and prevail in any type of
slips through carbonized, preprinted, pare monthly balance sheets and in- culture. The manner in which the conmultiple sets of forms.
come statements. However, several of cepts are implemented will depend
Use of the multiple set permits the them still use the monthly trial balance upon the country's business environimmediate distribution of each slip to for review, a practice quite common in ment which has its heritage from local
the appropriate sections within the Korea.
customs and culture.
company and eliminates the preparation
As in Korea, the use of the slip sysFurthermore, nothing is achieved in
of each slip separately. It was further tem method causes operating depart- requiring an accounting system with
noted that the slips and source docu- ments which originated the documents which local nationals have no familiarments are standardized in size and are to be the reviewing authority as well, ity. There is a need for a "blend" in
on good quality paper.
with the accounting section performing the system —one that will provide reliThe Japanese businessmen in small only a bookkeeping function.
able data for review by the U.S. busicompanies generally fail to make good
The branch banking system in Japan nessman and also one that fits within
use of accounting information. Their provides a method whereby companies the culture and business environment
accounting sections accumulate much can make payments to suppliers by bank of the country. Since English is a comdata but do not classify and arrange transfers. For example, a company pre- mon language in the Far East there
information for timely reports to man- pares a monthly listing of payments to should be no problem in conversation;
agement. Accountants have just recent- be made. This list shows the name of however, a reliable local interpreter
ly recognized the concept of manage- the payee, amount to be paid and the would be suggested to assist in translatment accounting. They are doing some payee's bank. The list is submitted to ing documents and reviewing source
costing, but cost accounting and its use the company's bank, and transfers are records.
within the framework of the prevailing
slip system is not taught by accounting
professors in Japan. Rather, they teach Table 5
CLASSIFICAT ION OF ACCOUNT ING PERSONNEL AS TO EDUCATION AND POSITION
the theory, and quite often present
Company
Company
Company
Total
illustrations of American cost methods
A
B
C
and control. Although there is great Education:
need for cost information in both small
7
5
23
College
35
9
and large companies, cost information
High school
14
23
3
1
1
Middle school
5
was not emphasized until after World
1
1
Primary school
War II, when it was realized that Japan19
6
39
64
ese products had to be competitive in
Position:
a foreign world market.
7
1
Supervisors
13
21
Many Japanese companies do not
12
5
26
Clerks
43
19 maintain a general ledger. Instead, they
6
39
64
prove each day's transactions by preMA N A G EM E N T ACC OU NTING /D EC EMB ER 1968

Management Accounting in Mexico
THE CASE OF MEXICO AFFORDS THE OPPORTUNITY TO EXAMINE MANAGEMENT'S USE OF ACCOUNTING
INFORMATION UNDER CONDITIONS OF DYNAMIC GROWTH AND CHANGE

By Allan H. Savage
One of the world's outstanding examples of sustained progress in economic
development in recent decades is that
of our neighbor to the south, the Republic of Mexico. A stable nation,
dedicated to achieving the benefits of
industrial development for its citizens,
has arisen from the chaotic conditions
of the years following the Revolution
of 1910. Far from being complete, its
development experience today is characterized by an accelerated rate of
change, especially in the industrial and
commercial sectors of the economy.
The case of Mexico affords the opportunity to examine management's
use of accounting information as it
plans and controls business operations
under conditions of dynamic growth
and change. What is the status of the
internal accounting function and management's use of accounting information in Mexico today? How has internal
accounting in that Republic changed
during the years of growth and development? Answers to questions such as
these are of interest to both accountants and businessmen as our business
and professional contacts with Mexico
and the other nations of Latin America
increase.
This article reports the results of a
study of internal accounting practice
among manufacturing companies in
Mexico. The objectives of the study
were to investigate the development
and use of management accounting
techniques, primarily those of cost accounting and budgeting, in planning
MANAGEMENT ACCOUNTING /DECEMBER 1968

This article is base I on a doctoral dissertation entitled "Managerial Uses of Accountingg in the
Manufacturing Industries of Mexico." 'Che complete dissertation is available from University Microfilms, Inc., Ann Arbor, Mich. (Order No. 673347).

and controlling operations of sizable
manufacturing businesses in Mexico,
and to evaluate the use of accounting
information by the management of such
businesses.
Data were obtained from personal
interviews conducted over a period of
seven months with partners and employees of thirteen of Mexico's leading
public accounting firms including nine
of the larger Mexican firms and the
four of the "Big Eight" United States
firms that have their own offices in
Mexico (representing experience with

ALLAN H. SAVAGE

Fort Worth Chapter 1067, is Associate Professor of Accounting, School
of Business Administration, The University of Texas at Arlington. Professor Savage, a CPA, received his
B.B.A. and Ph.D. degrees from The
University of Texas, Austin. He was
formerly engaged in Public Accounting Practice in Houston, Tex.

over 1,500 manufacturing company
clients) ; with controllers, finance managers, and other executives of twenty three sizable manufacturing concerns;
with professors and administrators of
the colleges and universities which
furnish the great majority of Mexico's
trained accountants and business graduates; with staff members of management development organizations; and
with a variety of other persons active in
business affairs in Mexico.
The investigation was limited to a
study of the use of accounting information by large and upper - medium -size
manufacturing companies (as later defined) . The concern of the research was
to determine what constitutes a high
level of internal accounting practice in
Mexico today rather than some elusive
"average" level of practice. Although
the results cannot be said to be representative of the use of managerial accounting techniques by all types and
sizes of business enterprise in Mexico,
the status of accounting development
in larger manufacturing companies,
where complex operations are more
likely to require management to depend
on accounting information, suggests
much about accounting development in
smaller and less complex companies.
The paper presents first a brief insight into some of the factors which
have influenced Mexican accounting
development, then considers cost accounting and the role of budgeting in
the Mexican business enterprise, and
concludes with a discussion of the
changing needs of Mexican management as they affect accounting.
45

FACT O RS IN ME XICAN ACCO UNT ING DE VE L OPM ENT
The present status of the accounting
function in Mexico emerges from the
interplay of many factors, not all of
which can be considered in this brief
space. Important among these factors,
however, are the role which accounting
has played in the nation's economic
progress, the inflow of foreign methods
and technology, and the existence and
quality of educational facilities for accountants. The service which accounting is able to render management is
conditioned also by the size of business
enterprise in Mexico, the degree of
decentralization of authority, and the
relationship of the accounting function
and top management within the enterprise.
Accounting and Economic
Progress
There is much evidence to suggest
that accounting and accountants have
played an exceptional role in Mexico's
economic development, and continue to
do so. The professional accountant's
career in that country was well established before the post - revolutionary
industrialization got under way.' Furthermore, until the decade of the
1950's, professional accounting was the
only business - related career supported
to any extent by university -level education. Because of the lack of formal
training in business administration and
finance among Mexican business executives (excepting, of course, the current
generation of managers), accountants
have until recently, in a sense, had a
corner on the market for quantitative
skills in Mexico, a fact which has greatly
added to their stature as a group.
Considering the country's stage of
development, the accountant has early
achieved a singular recognition under
Mexican laws requiring certification of
the financial statements of certain companies by independent accountants. In
addition, one of the more significant
contributions of the accounting profession to the development of Mexico
has been its role in influencing tax
legislation and participating prominently in the evolution of the "public
conscience" in matters of taxation. This
was given formal recognition in the
establishment of the Federal Tax Audit
The first degrees of Contador de Comercio (later
changed to Contador Publico Titula:lo —the C.P.T.
—counterpart of our C.P.A.) were conferred in
1907, and the forerunner of the present Instituto
M e x i c an de Contadores Publicos was established
in 1917.
I
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( Auditoria Fiscal Federal) in 1959, under which the federal government accepts taxpayers' returns without further
examination if they are based on financial statements certified by a registered
public accountant.
Influence of Foreign
Methods and Technology
Accounting development in Mexico
has been markedly influenced by the
methods of subsidiaries of international
companies present in the country for
many years in great numbers and by
foreign influence in the field of education. The practice of following parent
company management and accounting
procedures, which generally are easily
adaptable to Mexican conditions, is
almost invariably followed by Mexican
subsidiaries of international companies.
This means that foreign subsidiaries of
all sizes, from the very small to the
very large, are found operating as
smaller replicas of their larger parents.
Thus, a foreign subsidiary, small even
in terms of Mexican business firms, may
operate with an accounting and budgeting system that would do credit to a
much larger company, even in its home
country.
The implications of this situation for
Mexican management and accounting
development are apparent. The transmission of advanced foreign methods,
in all sizes of business, occurs through
the mediums of normal employee turnover, direct manager contact through
trade and professional organizations,
and the desire of companies to emulate
successful competitors. Mexicans hold
a high precentage of executive positions
among foreign firms in Mexico and,
without doubt, the interchange of accountants and other executives between
foreign and Mexican companies has
had a profound effect in the fiields of
accounting and management.
The influence of foreign methods,
principally from the United States, also
has been pervasive in the field of business education. Because of the small
body of business literature by Spanish speaking authors, education for accounting and business administration
generally must choose between using
foreign textbooks, which are most often
in English, or using translations of such
texts.
The principal consequence of this
broad foreign influence in business

practice and business education is that
industry in Mexico has been able to
avoid much costly experimentation in
the development of management and
accounting practice, and as is the case
in production technology, has been able
to move more quickly to the use of the
latest methods and techniques. The results can be seen clearly in some of the
larger Mexican companies.
Education for Accounting
Education in Mexico leading toward
a university degree in accounting has
been concentrated entirely in the professional accounting degree. Consequently, the accounting degree, rather
than having a broad focus encompassing
all areas of business administration, has
traditionally been heavily weighted with
accounting courses. This has been true
in spite of the fact that well over half
of the accounting graduates are destined
for government or private company careers, rather than for careers in public
accounting.
The past orientation of accounting
education may well account for the
comments
encountered,
primarily
among businessmen, that Mexican accounting graduates are too technically
oriented and that business administration graduates are weak in managerial
applications of accounting. Efforts are
being made by educational institutions,
especially by the Technological Institute in Monterrey and the National
University in Mexico City, to broaden
the accounting degree and to increase
the managerial emphasis in accounting
courses.
Size of the Business Enterprise
Since the need for management accounting increases with the number of
operating units and management personnel in a business, it is important to
understand something of the size of
the Mexican business concern in attempting to evaluate its use of accounting information. Reliable, current data
classifying Mexican business concerns
according to size are not available; however, some general observations on business size, based on data gathered by
the writer, are possible.
A composite of the experience of the
thirteen leading public accounting fines
interviewed indicates that, in terns of
annual sales, the size classifications of
Mexican industrial companies might be
MANAGEMENT ACCOUNTING /DECEMBER 1968

representative. (See Table 1 at right.)
The concern of this research was principally with companies in the upper medium -size and large classifications:
From an examination of the structure
of Mexican industrial concerns (facilities, internal services provided, and
number of employees), it quickly becomes apparent that the typical Mexican industrial company with annual
sales of 100 million pesos, for example,
is substantially larger and more complex than its counterpart in the United
States with annual sales of eight million
dollars. Consequently, valid comparisons of company size between Mexico
and the United States cannot be made
solely in terms of the official peso -dollar exchange ratio.
Several factors can be distinguished
which account for the inadequacy of
comparison solely on the basis of the
official exchange rate:
1. Limited markets in Mexico do not
permit the same internal economies
of scale which are possible in the
United States. Thus, companies
with relatively small sales volumes,
in United States terms, are found
even in the heavier industries.
2. The range and quality of technical
and administrative services which
can be acquired external to the firm
are much less in Mexico than in the
United States. Consequently, the
Mexican firm must provide more of
these services internally.
3. The availability of economic, market, and industry data in. a usable
form, and assistance from trade organizations, are much greater in the
United States than in Mexico. Here
again, the Mexican firm must itself
supply most of such data used.
4. The shortage of qualified personnel,
the educational level of workers, and
the lesser degree of automation in
Mexico generally result in a higher
ratio of employees to output than
is found in the United States, with
the accompanying greater need for
services which a large labor force
requires.
The significant point which emerges
from these observations is that the requirements for coordination and control
in the Mexican company of a given
sales volume are very likely to be greater
than such requirements for a United
States company of similar volume, compared on the basis of the peso - dollar
exchange rate.
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Table 1
Sales range
Size classification
Small company
Lower medium -size company
Upper medium -size company
Large company

(millions of pesos)

(millions of dollars)

Under 20
20 to 60
60 to 100
Over 100

Under 1.6
1.6 to 4.8
4.8 to 8
Over 8

(T he official peso- dollar exchange ratio is presently 12.5 to 1.)

Decentralization of Authority
The extent of authority delegation in
Mexican business firms today is subject
to a number of conflicting pressures.
The continually increasing size of individual firms hampers the effectiveness
of highly centralized management. At
the same time, the shortage of competent managerial talent limits the extent to which top management is able
or willing to delegate authority to lower
levels. Traditional management patterns
and the temperament of the Mexican
business leader, though experiencing
profound change, still have an influence
on the extensive delegation of authority.
Though much has been made of the
Latin American's individualistic personality as a deterrent to the delegation
of authority and to the development
of the group management so characteristic of large business organizations,
there is reason to believe that this is
changing dramatically in Mexico today.
While there is no doubt of the lingering
influence of past cultural values, the
dramatic change in urban Mexico in
the last fifteen years has greatly diminished any "extraordinary" cultural
hindrances to authority delegation. This
statement does not mean to imply that
all hindrances to this practice have been
removed, since effective delegation of
authority is difficult to achieve in any
culture; rather it suggests that cultural
differences need be given less special
significance in regard to the question of
decentralization in Mexican business
today.
Public accountants generally agree
that decentralization of managerial
authority has increased significantly in
recent years. Even in family companies,
growth and heightened competition are
forcing the delegation of authority as
people of ability can be found. Some
dissenting opinions were voiced by other
Mexican executives, who find the individualistic Mexican personality to be
a somewhat negative factor in the matter of authority delegation. Unquestionably, however, the profound change
taking place in authority relationships

within the business organization is one
of the most striking features of Mexican
business life today.
Role of the Chief Accounting
Officer
In actual practice in the United
States, the chief accounting officer
ranges from a member of the board of
directors or a top company executive,
on the one hand, to just a specialist in
records, reporting to a minor executive,
on the other. Among larger companies,
however, he normally maintains a firm
place in the ranks of top management.
In Mexico, the chief accounting
officer —a term which is here confined
to the position of controller or finance
manager —is today considered to be a
member of top management. In the
larger, well- organized company the
value of his services is recognized since
few of the top management group are
normally strong in finance. In the
smaller or family -owned company, the
owner needs him as the only source of
tangible financial information. It is rare,
however, for the chief accounting officer
to be a member of the board of directors in a Mexican corporation.
The role of the chief accounting
officer does not fare quite so well if it
is judged by management's attitude
toward the use of accounting information in decision making. Few public
accountants are impressed that their
clients are using the accounting information that they have to the extent
which they should. Moreover, less than
one -half of the private concerns interviewed reported that their managements
consider accounting information essential to effective decision making and use
it consistently.
The process of educating management in the use of accounting information is continually carried on by both
internal and external accountants. That
these efforts are bearing fruit is evidenced by the growing demand for
management advisory services which,
since 1960, has caused nine of the
thirteen public accounting firms inter47

viewed to establish separate departments to meet the need.
It is evident that the organization of
the accounting function has been and
is undergoing revolutionary changes in
Mexico. While a growing number of
accounting services are being provided

in upper- medium -size and larger companies, the feeling is still rather widespread among those directly involved
that the accounting information is not
adequate for management's needs. The
capability of the accountants to produce
adequate information appears generally

well ahead of management's capability
to make use of this information, a lag
which time should help overcome as
the influence of younger managers increases and the pressure of competition
awakens management to the value of
such data.

CO ST ACCOUNTING IN M EXICAN INDUSTRY
Over the years, management's approach to business decisions in the developed countries has been characterized by the increasing use of financial
data, an emphasis which has materially
expanded the role of cost accounting
in the quest for efficiency of operations
and effective product pricing. During
these years, the perspective of cost accounting has undergone a remarkable
transition. Once valued almost exclusively as a means of compiling product
unit costs, the cost accounting system
today has been charged with the additional important responsibilities for cost
planning, cost control and cost reduction.
Public accountants and controllers
alike were unanimous in their responses
that sizable manufacturing companies
in Mexico are making use of some type
of cost accounting system. The value of
cost accounting to management, however, can better be judged by the types
of systems in use and the degree of
sophistication with which they are used.
Historical Cost Systems
Cost accounting systems among Mexican companies are still largely based on
historical costs. Even among the larger
manufacturing concerns, historical systems predominate and the change to
predetermined cost systems is slow.
Costing in the historical systems is principally on a full absorption basis, but
direct costing is now well established.
Although the great majority of sizable
manufacturing companies develop product unit costs, the use of predetermined
rates for the application of overhead
expenses is not yet common. The lack
of sophistication in the handling of
overhead expenses, combined with a
tendency among Mexican manufacturers
to produce for the immediate demand
rather than striving for a level volume
of production, tend to produce widely
fluctuating unit costs from month to
month and cast some doubt on the usefulness of interim product unit costs
obtained under such conditions.
It now has become common practice
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among sizable manufacturing companies
in Mexico to summarize the results of
operations monthly, although exceptions are found even among large companies where profit is still measured
only quarterly or annually. Further, it
is common practice for these companies
to calculate profit contribution by product line, although several accountants
questioned the validity of many such
calculations due to problems arising
from inexperienced personnel, the use
of imprecise overhead rates, and the
faulty allocation of expenses to product
lines. While there is a growing awareness of management's cost data needs,
there is generally much room for improvement in historical cost accounting
systems among sizable manufacturing
companies in Mexico. The limited usefulness of historical systems for the control and reduction of costs points up the
need (in both Mexico and the United
States) for more emphasis on the use of
predetermined costs.
Predetermined Cost Systems
It is apparent from interviews with
accountants that, with the exception
of foreign ( principally United States)
subsidiaries, the concept of predetermined costs has received little emphasis
in Mexico until the last three or four
years. At the present time, there is still
only a small minority of even large
Mexican companies which actually operate an estimated cost system, although
more of them make use of estimated
costs outside of their formal accounting
systems to assist management in setting
product prices and in refining cost estimates. Even smaller is the number of
Mexican companies which use standard
cost systems. Standard cost systems are
found in Mexico only among subsidiaries of foreign concerns and a small
number of large Mexican manufacturing
companies.
A substantial percentage of manufacturing subsidiaries of United States
companies do make use of standard
costs, using techniques supplied by the
parent. Furthermore, as a result of the

parent- subsidiary relationship, the use
of standard costs is likely to be found
among subsidiary companies of all sizes.
The failure to make use of the benefits of standard costing in Mexico,
rather than being an indication of the
lack of need for such data, is due to a
lack of understanding of the technique
on the part of management and other
related problems. The inadequacy of
past performance as a comparison is
especially acute in Mexico, where the
rapidly growing and changing market
at once presents a need for and a hindrance to the development of standard
costs. While process changes and product diversification make comparisons
with prior years' results almost meaningless, these same changing conditions
discourage management from undertaking the task of establishing cost
standards.
As a developing country, Mexico is
constantly concerned with increasing
the productivity of its labor force, decreasing consumer prices, and with preventing the waste of its scarce resources.
The widespread use of standard costing
could materially further the accomplishment of all these objectives, a fact that
is repeatedly acknowledged in accounting and management literature in Mexico. Typically, however, actual practice
has lagged behind prescriptions in the
literature of what should be.
A committee of accountants investigating cost accounting in Mexico outlines the following problem areas in the
development of standard costs: 2
1. Lack of interest and knowledge on
the part of management;
2. Failure on the part of companies
using standard costs to revise them
when necessary, thus decreasing
their usefulness and causing them
to fall into disrepute;
3. The fact that their use requires that
more people within a company know
about formulas, processes, and true
Sub- Comite de Inve sti gat ion de Costos y Presupuestos, "Los Costos E s t i n l a r y su Contribuci6n
at D esarroll o de la Industri a National," El Sentido
Contable Actual, Afio X V , Numeros 161 y 162,
Febrero de 1963, p. 33.
Y
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costs, which is alien to the desires
of many Mexican managers; and,
4. Lack of capable personnel to handle such systems, especially in
smaller companies.
To these might be added the matter
of the government attitude, which favors the use of historical costs for official
reports and allows the utilization of
standard costs only as long as variations
are minor. In addition, several companies testified to the volatility of prices
in raw material markets in Mexico, a
condition which necessitates frequent
revisions in their standard costs. All
of the foregoing act as deterrents to the
more rapid acceptance and use of standard cost systems.
Status of Direct Cost Systems
In Mexico the trend toward the use
of direct costing is well under way, although the absolute number of companies using it is not large. In one public accounting firm, for example, 20 of
their 200 manufacturing company
clients use direct costing; in another
firm, five out of 80 manufacturing
clients employ such a system; and in
yet another, four out of 40 manufacturers use it. In all, 12 accounting firms
reported the use of direct costing by
some of their clients, including both
Mexican companies and United States
subsidiaries. The partners of two public accounting firms expressed the opinion that the use of direct costing is
proportionately greater in Mexico today
than in the United States; however,
these opinions are not representative of
the majority view.
Although Mexican law does not specifically prohibit the use of direct costing in federal income tax returns and
other reports to government agencies,
the Mexican treasury department in
practice does not allow its use in tax
returns. A company may petition the
treasury department for permission to
use the system, but apparently few are
willing to do so because of the existing

official attitude.
Public accountants, through their
professional organizations and their individual firms, are pressing for a change
in the official government attitude
toward direct costing. Accountants feel
that the government's position is a
deterrent to the acceptance of direct
costing and that, if efforts to change
this attitude are successful, a strong
move toward its use will result.
In the United States, direct costing
has developed primarily as a valuable
assistance to internal management and,
under present reporting standards, is not
acceptable for use in external reports.
A similar situation exists in Mexico today. There is considerable evidence,
however, that direct costing is currently
being used in external reports in Mexico. Five of the thirteen public accounting firms interviewed indicated that
they have clients who are using direct
costing for both internal and external
purposes. One public accountant, for
example, stated that the clients of his
firm that use direct costing use it for
external purposes also since it usually
does not involve a material exception as
far as the auditor's opinion is concerned.
As mentioned previously, the tendency to adopt the latest methods at
once is often found in countries which
are latecomers to economic development. This tendency is apparent in
Mexico and affects the extent to which
direct costing is used. Public accountants report a noticeable inclination for
clients to adopt the most advanced accounting techniques even in cases where
their basic systems are badly deficient
and whether they can use the new
technique or not. For example, a company may move directly to the use of a
direct cost system from a situation
where it has used no formal cost accounting before. Or, in another case,
a company may attempt to adopt break even analysis techniques while it is still
unable to produce reliable product costs.
There are factors in the Mexican

economy today which make information on cost behavior and contribution
margin data especially desirable for
management. Management in many industries is faced with extremely volatile
market conditions. Markets for certain
products are developing rapidly while
others lag behind; inflationary pressures
are forcing material and labor costs upward; a variety of new products, many
produced domestically for the first time,
are causing greater diversification within
manufacturing companies; and the
speed with which decisions must be
made is increasing. All of these conditions confront management with a
growing number of more complex alternatives in sales -mix, pricing and other
decisions in which contribution margin
data is critical. In some industries, the
problem is one of excess capacity, surprising as this may seem. Here a knowledge of full costs may not be nearly so
important as being aware of the impact of capacity costs and being able
to make intelligent special pricing decisions in efforts to increase volume.
In summing up the discussion of cost
accounting development in Mexico, two
observations seem especially pertinent.
First, the prevalence of historical rather
than predetermined cost systems and
the degree of sophistication with which
they are used indicate that cost accounting has not yet, at least to any great
extent, progressed to the point of being
a potent tool for cost control and reduction in Mexican companies. With
some exceptions among the most progressive concerns, it still serves primarily
the functions of inventory valuation and
periodic income determination.
Second, and as important as the first,
is the interest apparent in Mexico today
in moving at once to the use of the
latest methods in management accounting. The lack of substantial "vested interests" in long- standing systems allows
rapid progress once the need is understood. Such an attitude augurs well for
management accounting development.

BUDG ETING IN MEXICAN INDUSTRY
Little more than a decade ago business management in Mexico operated
under conditions which provided small
incentive for formal planning. Margins
were pleasingly high; facilities could
usually be operated at capacity; and
competition was negligible. In many
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industries, a handful of companies
shared a captive, growing market under
the sheltering mantle of government
protection. Planning, virtually always
focused on the very near term, could be
done almost entirely on an "ad hoc"
basis.

The present business environment
no longer allows management to approach the question of planning so
casually. Competition, product diversification, and increasing company size
make the need for plotting the firm's
course of action in advance painfully
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apparent. Furthermore, the requirement
for planning is implicit in the lengthening time horizons of Mexican businessmen, a feature of business life pointed
out by a prominent banker:
"There is a new approach in Mexican
business: a willingness to take sacrifices
now in the expectation of future profits.
This is a fundamental change. At one
time not so long ago, the risks of waiting for the future were so great that
businessmen tried to squeeze out as
much profit as they could as fast as they
could." 3
Despite the clearly demonstrated
need, the hindrances to the development of formal planning with budgets,
principally from traditional management practice and a natural resistance
to change, are formidable. The following paragraphs outline the extent to
which management in Mexico is formalizing both long and short -range objectives and is using formal budget programs as planning and control tools.
Annual Objectives
It is apparent from the results of the
research that most sizable manufacturing companies in Mexico today are
conscious of the need to establish and
reduce to writing a profit projection for
the year to come, whether or not they
follow through with the use of any type
of budgeting program. Some exceptions
are found, however, even among relatively large companies, where profit
objectives are developed on an informal
basis. In the latter cases, the informal
objectives are not often communicated
outside of top management and normally do not become the basis for
specific action on the part of subordinate levels of managers.
Until the last few years in Mexico,
the relatively good margins generally
available have caused profits to be
viewed almost exclusively as a function

of sales. Although the emergence of
greater competition is changing the
picture, the influence of the past is still
apparent in the singular preoccupation
of businessmen with the volume of
sales. Consequently, sales is the area in
which the use of objectives is most
wide - spread in Mexico.
Formal objectives for production
costs and for expenses receive much
less attention than do those for sales.
Formal production cost objectives are
more common among subsidiaries of
United States companies and among
those few Mexican companies which
use predetermined cost systems, as
might be expected.
Cash planning is especially needful
in Mexico because of the scarcity, and
resulting high cost, of capital and credit
funds. Interestingly enough, however,
accountants are quick to point out that
cash forecasting does not receive near
the attention that it should from their
clients. Rather than being carried out
systematically, much of the cash forecasting appears to be done on a sporadic
basis, in time of particular cash problems.
Long -Range Objectives
Almost without exception, the public
accountants interviewed find long -range
planning to be unusual among their
clients, with only a small minority of
the larger firms involved. Where the
practice is found, more often than not
it encompasses only the area of sales.
Although advance planning of some
kind for major projects is common to
most sizable manufacturing companies
in Mexico today, only a minority of
even the largest companies appear to
systematically establish objectives for
capital expenditures.
Among the private companies interviewed, a widespread interest in and
recognition of the need for long -range

planning was found, in spite of the fact
that less than half of the companies
were seriously engaged in such planning. One of the largest United States
subsidiaries in Mexico, for example, indicated that, while it follows annual
planning procedures much like those of
its stateside parent, it has done no formal long -range planning and is just now
getting organized for such efforts.
Formal Budget Programs
The use of annual planning budgets
is found with some degree of regularity
among large manufacturing companies
in Mexico today, is the exception among
companies of medium size, and is almost never observed in small companies.
Even among those companies which use
planning budgets, the degree of sophistication and the consistency with which
they are used vary widely. Considerably
more use is made of the operating
budget, or budgeted profit and loss statement, than of the financial budget.
Apparently the lack of systematic preparation of cash and capital expenditure
budgets it a deterrent to the development of budgeted balance sheets and
the completion of annual planning
budgets.
If comprehensive budgeting is defined
to include a long -range plan, a complete annual plan, variable expense
budgets, break -even analysis, and budget
reports to management tied to organizational responsibilities, very few companies in Mexico today qualify as having
such a system. This is not to say, however, that effective budgeting does not
exist among companies in Mexico. Public accountants cited cases of effective,
though not comprehensive, budgeting
among their larger clients. Three of the
private firms interviewed displayed
systems which, with the exception of
long -range plans, approach the concept
of comprehensive budgeting.

CO N CEP T A ND US E O F T H E BUDG ET IN MEXICO
The relative youth of Mexican industrialization, the mixture of traditional
and modern management, the size and
degree of complexity of business enterprise, and the rapid pace of change are
all factors which condition budgeting
development in that country and which
must be considered in the evaluation of
' " Mexico 's Businessmen— Changing the Old Orde," U.. News and World Report, Volume 63,
January 11, 1965. Comments of Agustin Legorreta
of the Banco Nacional de Mexico, S.A.
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such development. It is evident from
the information developed as a part
of this study that the budget is currently viewed by Mexican businessmen primarily as a means of assisting management in quantifying and perhaps sharpening its goals and objectives for the
firm. Although occasional examples of
a broad application of budgetary techniques to managerial planning and control problems may be observed, the more

general use of the budget is as a predictive or forecasting device to guide top
management.
Plans in the form of budgets are generally developed in Mexican companies
by top management (or by the controller for top management) and used principally by that level. While subordinate
levels of managers may be consulted in
budget preparation, the extent of this
participation both in the preparation
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and subsequent use of budgets is in
most cases limited. Moreover, companies in Mexico face distinct problems in
extending budgetary practice down to
lower levels because of the existing educational and technical qualifications. As
a consequence, the concept of the budget as a device for the motivation of managers at all levels, involving a high degree of bottom -up participation, has not
yet generally developed in Mexico.
Further evidence of limited participation is noted in the tendency for budgetary matters to be highly concentrated
in the controllership function, with a
corresponding lack of involvement on
the part of line managers. There are ample reasons for the existence of such a
tendency, namely, the rapid growth rates
which cause operating duties to crowd
out other activities, the shortage of qualified managerial talent, the lack of education for budgeting, and the fact that
budgeting often is initiated by the controller. Budgeting is frequently begun
without a well understood commitment
on the part of management to effect
changes in organization structure and
improvements in historical accounting
which are essential if the budgets are to
become effective devices for motivation,
control, and coordination.
Improvement in organization structure among companies in Mexico is
critical to the future development of
control through the use of budget information. The hindrances which such
organizational weaknesses present to effective control are clearly evident in the

reporting systems found in Mexican
manufacturing companies. A good part
of the larger companies, and virtually all
smaller companies, still report in terms
of the company as a whole instead of
reflecting performance in each of the
company's sub - units. It is in the area of
responsibility reporting that a great
many control systems in Mexico (as well
as in the United States) find their weakest link. Effective responsibility reporting systems are few in Mexico today,
even among larger manufacturers.
Though the concept of control
through the use of accounting information is slowly developing in Mexico, its
widespread development must await advances in the extent and quality of formal planning, increased participation by
subordinate levels of management, improvement in the quality of managerial
personnel, and, as mentioned above,
greater clarity in business organization
structure. As organizational planning
needs are better understood and as formal planning gains wider acceptance,
the importance of assuring attainment
of predetermined objectives will also
take on more significance:. The apparent
awareness of public and internal accountants alike of the need for more
effective use of accounting information
for planning and control purposes promises a stepped -up pace of development
in the near future.
Concluding Comments
Amid signs of an increasing awareness
of the need for more and better account-

ing information, management in Mexican industrial concerns today is generally still far from making effective use
of accounting information in planning
and controlling operations. Nevertheless, in the relatively short period of
time during which the requirements of
industrialization have made significant
demands on the internal accounting
function in Mexico, accounting development, reinforced by a pervasive influence abroad, has made rapid progress.
The developing awareness of the uses
of accounting information and the fact
that industries in Mexico, as latecomers
to economic development, are able to
avoid much costly experimentation and
to move quickly to the use of the latest
methods suggest that this progress in
accounting development will continue
in the years immediately ahead. A negative factor which must be overcome,
however, is the drastic shortage of qualified personnel, perhaps the greatest hindrance to accounting development in
Mexico today. The problem is so serious
that few accountants and business executives appear to feel that the race to
supply enough capable personnel with
sufficient managerial talent is presently
being won.
In conclusion, it can be stated with
confidence that a foundation has been
firmly laid for the development of an
accounting function of a high order in
Mexico, and there presently exists in
that country a core of competent and
well- organized professional accountants
capable of bringing this aim to fruition.

Computer Impact
On Cost Accounting
Continued from page 26

Conclusion
Throughout this article, the writer
has attempted to demonstrate why the
computer has played such a major role
in the establishment, revision and use
of standard costs as a tool for management in its daily operations of a manufacturing business. Many areas of accounting have been exploited by the
computer such as payrolls, billing, receivables, ledgers, inventories, payables,
etc., with extremely gratifying results
in most companies. These computers

have all contributed much to the modern, efficient accounting department
handling considerably greater volumes
with less personnel and, in turn, has
resulted in improved profits from reduced administrative costs. However,
with more current cost data and the extreme flexibility inherent in a computerized standard cost file, it is difficult to
assess the true impact of the computer
on company profits. Nevertheless we do
know that it can be substantial and perhaps prove profitable.

standard at beginning of inventory
accounting year but changed from
day to day to reflect latest materials,
methods, time -study rates, as well as
prices for materials, labor and factory
burden. Major advantage is that it
furnishes estimating and pricing departments standard cost data that is
indicative of today's cost.
MA N A G E M E N T AC C O U NTIN G /D E C EM B E R 1968

51

Accounting — Italian Concept
WRITTEN FROM A SMALL FACTORY TOWN IN NORTHERN ITALY, THIS DISCUSSION REFLECTS THE AUTHOR'S
EXPERIENCE AS THE "ON- THE -SPOT" APPLICATION

By Sherburne F. Mace
To best understand the method of business and the methods of accounting one
must visit and experience the "on the
spot" application. According to this approach, our discussion on Italian accounting is being written from a small
factory town in Northern Italy.
Accounting in Italy is primarily governed by two different types of accountants —the Ragionieri a Perito Commerciale (Accountant and Commercial Expert), and the Dottore Commercialista
( Doctor of Commerce) . The Ragionieri
e Perito Commerciale has a background
equivalent to a highschool or junior college bookkeeping training in the United
States, while the Dottore Commercialista is a University graduate. It is quite
common to find those with the title of
Ragionieri a Perito Commerciale employed as salesmen, engineers, business
managers, etc., as well as accountants.
To receive a diploma as a Ragionieri
e Perito Commerciale a person must
have completed five years of elementary
school, three years of junior high school,
and have graduated from a five -year
business high school (including courses
in accounting, mathematics, business
law, etc.; but excluding auditing), and
must have passed a government -controlled examination. From this classification comes the industrial accountant,
who has the privilege of using the abbreviation "Rag." before his name.
Those who meet the qualifications
may hold membership in the Collegia
dei Ragionieri a Perito Commerciale
(College of Accountants and Commercial Appraisers) , which is an organization with principal duties to:
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1. Administer the admission of new
members, including the verification
of pre- requisites and conduct of the
examinations for the organization
2. Enforce the laws limiting the professional activities of the membership, including the reporting of infringements by nonmembers of activities reserved for members only
3. Act as lobbyists for the profession
4. Rule on disputed client fees —if approval of the Collegio is granted,
rapid collection by legal process is
possible. Most fees are established
by law which provides for either
fixed fees, or minimum and maximum
The applicants must meet the following qualifications:
1. Italian citizenship
2. Diploma as a ragionieri
3. Two years practical experience in
the office of a member of the Col legio dei Ragioneri, or of a member
of the Ordine dei Dottore Commercialisti in public practice

!I
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4. Successful completion of state controlled examination on provisions
procedures in the Civil Code, as
well as on tax and accounting problems
A member of the Ragionieri a Perito
Commerciale body may:
1. Administer and liquidate business
concerns, personal estates and specific assets
2. Make appraisals, surveys, and give
technical advice
3. Audit books of account of business
concerns and handle inquiries concerning financial statements, and
other accounting records
4. Settle and liquidate marine losses
5. Perform statutory audits of trading
concerns and other bodies
6. Distribute personal estates, with
preparation of related projects and
plans of liquidation in judicial cases
7. Prepare accounting systems and reorganize accounting systems
8. Give tax advice and represent clients
before tax authorities
The Dottore Commercialista (Doctor
of Commerce) is a designation obtained
by admission in the Ordine dei Dottore
Commercialisti ( Order of Doctors of
Commerce) . This membership is available to graduates of a four -year university
course leading to a degree of Dottore in
Scienze Economicle a Commerciale
( Doctor of Economics and Commercial
Science). Studies include economics, accounting, banking, public, civic and
commercial law. A doctoral thesis on a
subject approved by the Ministry of
Education is necessary, as well as oral
examinations administered by the Board
of Professors appointed by the state.
To become a member of the Order, a
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Ordine dei Dottore Commercialisti or
the Ordine dei Ragioneri a Perito Commerciali. The requirements of registration are:
1. Italian nationality
2. Having served for a minimum period
of five years as an active statutory
auditor, or as a director, administrator of accounting officer of a stock
company having a capitalization of
a minimum of 50 million lira, or to
have satisfactorily performed similar
duties
The required five -year term is reduced
to three years for members on the roll
of the Dottori Commercialisti for five
years, or to four years for persons included on the rolls of Ragioneri a Perito
Commerciali for four years.
Income tax practice in Italy is primarily by negotiation. Tax returns are
filed on the basis of "Official" financial
statements, and are then negotiated with
the tax authorities. Only certain recognized agents are permitted to represent
the client in tax negotiations, primarily
members of the Collegio dei Ragioneri
or members of the Ordine dei Dottore
Commercialisti.
Since the practice of tax law in Italy
is very specialized, and a field that can
cause much complexity, I would recommend that any U.S. concern planning
to enter business in Italy contact and
engage a qualified Dottore Commercialisti to represent and advise on all tax
and accounting problems. They are as
necessary, if not more so, than the
certified public accountants in the
United States.
Some discussion on the handling of
various accounts and statements under
Italian accounting follow:
Accounts receivable —The Civil Code
directs that accounts receivable be
stated at net realizable value; but, tax
legislation allows no deductions for provisions for uncollectible accounts. Accounts must be proven uncollectible.
Inventories —finished inventories are
valued at cost or market, whichever is
lower, with the basis of valuation not
generally disclosed in the balance sheet.
It is quite common to use an ultra -conservative view in establishing market
value. Most corporations accumulate
costs and expenses in production accounts and only record the closing inventory at year -end. Standard cost techniques are gaining popular acceptance.
Italian law dictates that raw materials
and supplies must be charged to cost accounts on a last -in, first -out basis.

Securities—must be recorded at current market values. Affiliate investments
cannot be valued in excess of book values.
Fixed assets—cannot be stated at a
value in excess of cost. Reserves must
be shown as liabilities. Provision for depreciation is normally based on the
maximum rates allowed by the tax authorities. In years where there is a loss
on a minimum profit, no depreciation
or a minimum amount may be taken.
Italian law recognizes accelerated depreciation up to 15% per annum; but it
cannot aggregate in excess of 40% of
cost in the first four years of acquisition.
Goodwill and other intangibles —
goodwill may be recorded only when
purchased. It must be written off over a
period of reasonable life based
the
approval of the directors and Board of
Auditors. Other intangibles are also
stated at cost less allowance for amortization.
on

special state examination may be taken
directly after completion at the university. No practical experience is required.
Most persons studying for the Dottore
degree are graduates of the Ragionieri
schools, and possess the Ragionieri diploma. Duties of the Dottore Commercialiste, with Codes of Ethics, rights
and privileges are similar to those of the
Ragionieri.
The Dottore Commercialista is organized in the Ordine dei Dotteri Commercialisti, a national society which is
divided into local societies to which
qualified university graduates can be admitted upon passing the necessary state
examinations. A member must be an
Italian citizen or a citizen of a foreign
country that grants reciprocal arrangements.
The Italian Civil Code directs that
corporations must have a Board of Auditors, whose duty it is to control management, audit the accounts, check
compliance with the Civil Code, and to
take such other actions that are necessary to safeguard the interests of the
stockholder. The Board consists of from
three to five auditors, and two alternates
( called Sindaci) . They are not necessarily stockholders, and are elected for
terms of three years, remaining eligible
for re- election.
Corporations with a capitalization of
fifty million lira or more must select one
or more of the auditors from the official
list of auditors (ruolo dei revisori ufficiali dei conti) . When the Board of
Auditors consists of five auditors, at
lease two of them must be selected from
the official list. The Chairman of the
Board of Auditors must always be a
member of the official list.
The Board of Auditors meets at least
once quarterly, and makes examination
of cost and securities. The results of the
performed examination must be recorded in the minute book of the meetings
of the Board of Auditors.
Although the duties of the statutory
auditor are prescribed in the Civil Code,
no auditing methods are recommended.
The Board of Auditors does not claim,
nor is it expected to make an examination of financial statements as required
by our certified public accountants to
render an unqualified opinion. The
Chairman of the Board of Auditors is
required to sign the income tax returns
filed by the corporation.
The Ruolo dei Revisori Ufficiali dei
Conti (official Register of Auditors)
consists primarily of members in the

Statutory reserve —it is required that
Corporations segregate a minimum of
5% of annual net income until a total
reserve of 20% of capital issued is established. This reserve can be used to absorb losses, but subsequently must be
restored to the minimum requirements.
Secret reserves—many corporations
record various secret reserves which are
more or less condoned. In 1954 a special
directive was issued giving permission to
disclose these reserves on the records
without incurring tax liability.
Taxed reserves —consist of items disallowed by tax authorities and capitalized on the records.
Retained earnings —at each Corporate Directors' Annual Meeting, it is the
practice to vote the allocation and distribution of the prior year net income.
A portion may be voted to be paid out
as dividends; a portion as bonuses to
corporate officers; a portion as salaries
to directors; and the remainder to individual "secret reserves." These reserves
can be in the nature of tax reserves, unexpected contingency reserves, legal reserves, etc. Certain occurring expenses
including taxes are charged directly to
these reserves, and it is very necessary
to analyze these reserves for expense reclassification at the time of converting
Italian financial statements to United
States financial statements, recognizing
"generally accepted accounting principles." Retained earnings as a separate
balance sheet classification will rarely
appear in the financial statements.
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Readers React
Readers Pleased with New Format
Judging by the letters on the September 1968 issue, the new format has met
with reader approval. A few excerpts
from those letters are published here,
with our deep appreciation. Ed.
"I was pleased to receive the September
Issue Of MANAGEMENT ACCOUNTING In
its new format.... I want to congratulate you and the others responsible for
this truly progressive change."
William H. Lundquist
Certified Public Accountant
Jenkintown, Pa.
"Congratulations ... on the new MANAGEMENT ACCOUNTING. . . . It's great."
George de Mare
Director of Communications
Price Waterhouse 6 Co.
New York, N.Y.
"The new format Of MANAGEMENT ACCOUNTING represents a real step forward,
in my opinion. So much more inviting,
readable, and fileable."
A. H. Seed
Controller of Container Division
International Paper Co.
New York, N.Y.
". . . a fine looking magazine ... The
new dress is quite attractive and in keeping with your usual high quality standards. Best wishes to you, the magazine,
and the NAA for another half century
of progress."
J. W. Ross
Director of Research
The Society of Industrial
Accountants of Canada
Hamilton, Ontario
"You and your staff are to be congratulated on the new format of the publication."
Robert R. Kelly
Tax and Insurance Manager
Beckman Instruments, Inc.
Fullerton, Calif.
"Congratulations on the new magazine
format. It reflects a much more professional appearance. Further, a major plus
is the fact that tables and exhibits will
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is a more meaningful measure, simply
because it does take into account the
effects of leverage. In this context, the
increased efficiency due to successful
leverage is very real and important.
The method of financing does not
directly affect the earnings on assets,
but it does affect the earnings to equity
ratio.
"... It is clear, concise and attractively
Thus to some extent, the debt to
put together. Particularly, the table of equity ratio controls the ROI to the
contents tells the reader what it is all shareholder. Perhaps the best concluabout; this saves scrambling through sion is that both analyses should be
many pages of material of secondary in- carried out —each serving a different
terest. The paper stock is good quality purpose, and both very useful.
and clearly printed. It is a good job."
James Link
Harry E. Burton
Instructor of Business Administration
Controller
Quincy College
Young Machinery Co., Inc. Quincy, Ill.
Muncy, Pa.

now more nearly coincide with the page
on which the corresponding narrative
appears. This alone will make it much
more readable."
Norman V. Werling
Controller
Longino 6 Porter, Inc.
Atlanta, Ga.

Return on Equity vs. Assets
To the Editor:
The article by Victor J. Stafford, "Asset Base for Performance Evaluation,"
( February 1968) presents an excellent
approach to Return on Investment
(ROI) . I can readily agree with the emphasis of the article— motivation of
managers' actions toward the stockholders' interests.
There is one avenue that perhaps
should be explored, however. The relevance of the base used (denominator in
the ROI fraction) is dependent upon
the purpose of the analysis.
The asset base is useful for evaluation
of managers at various levels within the
firm. This limits the analysis to those
items under any manager's control.
However, we must not neglect evaluations of the total management of the
firm —this is what faces the shareholder.
When we consider the firm's management as a whole, we find that management is responsible not only for the assets of the firm, but also for the method
of financing them. Non - manager members of the Board of Directors may, of
course, participate in this responsibility
in varying degrees, but their objective
(shareholders' wealth) would be the
same.
To the shareholder, return on equity

Dear Old "Our Company"
To the Editor:
The letter from Anonymous Bill to
Fictitious Joe which appeared in the article, "Data Processing Ups and Downs"
(March 1968), struck a few sore spots
on those of us associated with data
processing. The well -aimed jabs at some
of the characteristics of the data processing image unfortunately reminded us
of experiences with our own installations. However, after the pain had subsided and the blood pressure had
dropped, we re -read the article and discovered that it had some additional dimensions.
Although it may not have been the
author's intention, his article points out
the weaknesses, not so much of the data
processing installation, but of the management and the accounting department
of dear old "Our Company." Obviously, the management and the accounting
staff of Our Company have not been
Ieading MANAGEMENT ACCOUNTING or
they would have been familiar with the
elements of a successful computer installation.
Vincent F. Monte
Director of Finance
Preseolite, A Division of U.S.
Industries, Inc.
San Leandro, Calif.
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SEC Opposed on Conglomerate
Disclosure Proposals
FINANCIAL EXECUTIVES INSTITUTE AND NAA SPELL OUT OPINIONS ON PROPOSED RULES

of

of

a

of

The Securities & Exchange Commis- tions outside the U.S. and Canada or
sion's proposed rules to require broader from Government procurement or any
disclosure of financial information by single customer, similar information
companies engaged in more than one with respect to each such source "and
line of business met with opposition for any categories of products or services
from the Financial Executives Institute, within each source which contributed
while the National Association of Ac- 10% of the total company sales and
countants recommended that some revenues or net income as stated above."
In a letter replying to an invitation
changes be made.
The American Institute of CPA's, to comment on the proposed rules, the
which served on an advisory board for National Association of Accountants
the Financial Executives Institute Re- issued the following statement:
"It seems likely that the proposed
search Foundation study dealing with
the disclosure issue, had not issued a amendments will fail to accomplish
statement to the SEC as the December their purpose because they both permit
issue Of MANACEMENT ACCOUNTING and favor allocations to segments of
common corporate costs. As joint costs,
went to press.
As reported in the October issue, the allocations are unavoidably arbitrary
proposed rules would require that a and the results inherently unreliable for
company with several lines of business, investment decision - making. The rea conglomerate, report on securities cent NAA study External Reporting for
Business shows that alloregistration forms:
Segments
* For each of the past five years the cations are unnecessary for the major
approximate amount or percentage of use which investors will make of segsales or operating revenues and con- ment operating results ( i.e., for foretribution to net income attributable to casting future earnings) . The reporting
each class of related or similar products procedure encouraged by the amendor services, which contributed 10% ment will obscure rather than clarify
or more to total sales and operating reporting of `... the approximate contribution which the various lines of
revenues;
* "To the extent practicable, the business make to a company's overall
amount of assets employed in each seg- profitability.' We suggest that the proment of the business for which operat- posed amendment define contribution
to net income as excess
ing results are reported ";
segment
the
* Where 10% or more of total sales revenue over separable costs
and revenues are derived from opera- segment.
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"The NAA study provides the basis
for one other suggestion. In this study
it was shown that usefulness in forecasting company earnings requires that
each segment be relatively homogeneous in its response to changes in economic conditions. It is quite possible
that two or more segments which each
contribute 10% to total sales and operating revenues may be homogeneous in
rate of profit and other characteristics
significant to investors. Where such
conditions prevail, separate reporting
would be unnecessary. I suggest that
homogeneity with regard to profitability,
growth potential, and risk be the major
criterion of need for separate reporting
of segment operating results. The ten
percent criterion could be an additional
criterion, necessary but not sufficient in
itself.
"The NAA study gave careful consideration to the kind of segment data
needed by investors. I believe the
changes suggested above, based on the
study, will help to assure future availability of relevant segment financial
data."
The comment was signed by Rawn
Brinkley, Executive Director of the
Association.
Using the recent study by Dr. Robert
K. Mautz as a basis for its position,
the Financial Executives Institute
voiced strong opposition to the proposed changes. The Mautz study Finan55

vial Reporting by Diversified Companies was sponsored by the FEI Research
Foundation.

In regard to the proposal that the
amount of assets employed in each
segment of the business be disclosed,
the FEI said the proposed amendment
"could result in substantial misleading
reporting." "Many volumes have been
written on both theoretical and practical approaches to the assignment of
values employed in segments of a business, ho we ve r, n o u n i fo r m or genera lly

accepted method has ever been, nor is
likely to be, devised . . . The research
study did not recommend such disclosure, principally because of the futility of identifying any substantial portions of assets with segmented sales or
profits."
The Institute also raised objections
to disclosure of segment financial information by companies doing business
with the Government, or a single customer or those conducting operations
outside the U.S. and Canada. Disclosure
of such information would be extremely
harmful to a company's competitive
position both in this country and
abroad, the FEI contended. It recom56
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"Because of these findings and the
long- standing practice of applying 15%
as a guide, and recognizing the fact
that the more a business is segmented
the less accurate and dependable the
results become, we feel that the proposed 10% is not supportable and that
the need for it has not been demonstrated."
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The Institute pointed out that the
requirement on disclosure of t h e relative contribution of product lines which
contributed 10% or more to gross revenues deviated from the Mautz report
in four areas. It would seem to apply
to companies "which are unitary in
nature," it would seem to apply in all
cases "whether or not the information
furn ishe d .. . might be har mful to the
company or its security holders," and
it might be interpreted as requiring segmentation of all companies into classes
of related products. In addition, where
the SE C would require disclosure on
those segments of a company which
contributed 10% or more to total sales
and revenues or to net income before
extraordinary items and income taxes,
the research study recommends that
such disclosure be required of only the
business segments which contributed
15% or more to gross revenues.
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Conglomerate companies have been "hot" news in the past year.
mended that this part of the proposed
amendments be deleted in its entirety.
Taking aim at another part of the
amendments, the FEI said, "we feel
that it is inappropriate to require segment disclosure for each of the preceding five years when the contributions
of the segments were significant in only
one of the last two most recent years
. . . We r e co mme n d t h a t t h e s e gme n t
data be required only for the two most
recent years, until comparable data becomes available through reporting for
subsequent years."
Noting that it is "t he recognized
professional organization of corporate
financial management in the United
States, Canada and Puerto Rico," the
Financial Executives Institute stated

1 1 a s a ge ne ra l p ri nc ipl e, i t i s mu ch mo re

desirable for corporations to report the
results of their operations voluntarily
rather than under a set of proscribed
restrictive rules, and we are concerned
that the Securities and Exchange Commission feels it necessary to release such
amendments at this time. We believe
it preferable to wait and see what effect
the recent study will have on voluntary
reporting by corporations, and we had
assumed that the Commission was generally in agreement with this position.
If desirable results are obtained through
voluntary reporting, the adoption of any
amended rules at this time would be

premature and unnecessary." The comment was signed by Managing Director
James J. Rutherford.
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Staff Changes
In conjunction with organizational
changes, a realignment in staff responsibilities has been announced by Executive Director Rawn Brinkley. As Publisher, Donald M. Woodard will have
full responsibility for the printing, production, sales, advertising and overall
management of the publications of the
Association, including MANAGEMENT
ACCOUNTING, Research Reports and all
other technical and nontechnical publications. He will also be responsible for
coordinating the production of promotional material for all departments of
the Association including layout, pricing
and specifications. He will continue as
Director of Meeting Operations and
Secretary of the Publications and Annual International Conference Operations committees.
Mr. Woodard joined the national
staff in 1961. A graduate of Michigan
State University, he served in the Department of Defense for a number of
years and then joined the Hilton Hotel
Corporation prior to coming to NAA.
John C. Freeman has been appointed
Director of Promotional Services responsible for creating, developing, and
implementing plans to assure membership growth and new chapter formations.
In this capacity he will be responsible
for all promotional and public relations
programs of the Association together
with the activities of Public Relations
Counsel in guiding and evaluating projects to develop a broader understanding
of the Association. Mr. Freeman will
act as Secretary to the Membership and
Public Relations committees and will
report directly to Managing Director
Robert H. Sommer.
Mr. Freeman joined the national
staff in 1966 as Manager of Membership Development. He has a broad background of association experience, having
served as Executive Director of the Association of Industrial Advertisers before
joining the NAA staff.
James D. Collier has been appointed
Director of Member Services. In this
capacity he shall be responsible for services to members both domestic and international through the chapters. He
will also be responsible for the Chapter
Relations Department, Regional Offices
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when established, together with assistance in the development and organization of Regional Conferences. Mr. Collier will continue to be the Association's
representative on the Accounting Careers Council and serve as Secretary to
the Committee on Chapters. He will
report to Managing Director Sommer.
Prior to his appointment to the NAA
staff, Mr. Collier was a member of the
staff of the Freeport Sulphur Company.
He received a B.S. degree in accounting
from the University of Alabama and a
M.B.A. degree with distinction from
New York University. He was formerly
manager of the Chapter Education
Services, responsible for the planning
and development of education in NAA
chapter technical programs.
Corr Named Manager
Arthur V. Corr recently succeeded
Donald F. Stanhope as Manager of the
Continuing Education Program. Before
joining NAA in 1965, Mr. Corr was a
member of the faculty of the accounting

department at New York University for
several years. He developed and presented a course in accounting as part of the
Special Development Program at the
Chase Manhattan Bank.
Mr. Con earned a B.S. degree magna
cum laude in 1955, and his M.B.A. in
1956. Except for the doctoral dissertation, he has completed all the requirements for the Ph.D. degree at NYU's
Graduate School of Business Administration.
Boer, Houck Join Staff
Germain B. Boer and L. Daniel
Houck joined the staff as project managers in the Continuing Education Program.
Dr. Boer (pronounced "bear ") earned
a B.S. in accounting at St. Edward's
University in Austin, Tex., in 1960; an
M.B.A. from Texas Technological College in 1961, and a Ph.D. from Louisiana State University in 1964. He came
to the NAA staff from Texas Tech
where he had been teaching accounting
for three years. Prior to that he taught
at Louisiana State. He also worked in
public accounting for one year as a faculty resident in the Chicago office of
Arthur Andersen & Co.
A Certified Public Accountant in
Texas, Dr. Boer is a member of the
American Accounting Assn., the American Institute of CPA's, and NAA. As
project manager, he will assist in developing courses and seminars for the Continuing Education Program and deliver
lectures on management accounting.
L. Daniel Houck is a graduate of
Princeton University. He received an
M.B.A. degree with distinction at New
York University in 1964 and has completed all formal requirements for the
Ph.D. degree except for the dissertation.
Prior to joining the NAA staff, Mr.
Houck was a member of the faculty of
the Accounting Department at New
York University Graduate School of
Business Administration. He joined
Young & Rubicam, Inc., in 1955 and
was appointed manager of field audit
operations in 1957. In 1959 he moved
to Selling Research, Inc., as account research executive and later, marketing
manager.
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Close -up

At Awards Night at San Gabriel Valley, 1967 -68 President
Paul C. Kolves presented the national Membership Achievement Award to Membership Director Delbert C. Gambill.

Governor Lester Maddox of Georgia (center) recently addressed
the Chattahoochee Valley Chapter. Present were National Vice
58

NAA President James E. Meredith, Jr., presented the Rem ington Rand Trophy to San Jose Chapter last October. L. -r.,
Mr. Meredith, and Millard F. Brady, 1967 -68 chapter president.

President Robert I Hinz (left) and chapter President B. F.
Belvin. Gov. Maddox described Georgia's economic growth.
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In Austin, Texas, President James E. Meredith, Jr., and Executive Director Rawn Brinkley had the happy duty of presenting
a charter for the new Austin Area Chapter. L. -r., Mr. Brinkley,

Chapter President Jerry D. Willis, Mr. Meredith, and National
Director John F. Kasper. The chapter was chartered, effective
September 1, 1968.

Long -time NAA member and past national Vice President H. W.
Pirkey, Jr., (center) was in the news recently when he accepted
an award from the National Assn. of Manufacturers. L.-r., NAM
Vice President Frank Steinbruegge, Mr. Pirkey, and J. Robert

Welsh, chairman of the board, Southwestern Electric Power
Co. The award was given to honor the 25 years of membership
held by Southwestern in NAM. Mr. Pirkey is president of the
company.
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Chapter /Member News

In Medellin, Colombia, NAA staffer Freeman congratulated the
new chapter and posed with the first woman member. L. -r.,

Guillermo Piedrahita; Mr. Freeman; Angela Restrepo; Ian D.
Gordon, chapter president, and Gustavo Montoya. See story.

South America Re- visited
Prospects for NAA are good and getting
better in South America, according to
John C. Freeman, NAA staffer who just
returned from a second visit to Latin
America.
Mr. Freeman re- visited Caracas, Venezuela; Bogota and Medellin, Colombia;
Lima, Pena; Rio de Janeiro and Sao
Paulo, Brazil, and Buenos Aires, Argentina. This trip he added a new city to
his itinerary: Guayaquil, Ecuador. As a
60

result of his fall 1967 trip to South
America, International Chapters were
formed in Sao Paulo and Medellin.
During the fall 1968 tour, Mr. Freeman met with organizing committees,
chapters, and other interested persons.
He described how the Association is organized and what services it can offer to
accountants and financial executives in
Latin America. An organizing committee of interested accountants was formed

in Guayaquil and the staff will work
closely with the group in forming a new
chapter.
Earlv next year President James E.
Meredith, Jr., and NAA Executive Director Rawn Brinkley plan to visit the
three South American chapters already
organized and the organizing groups.
This visit will mark the first time that
the top NAA national officers have been
to that continent on official business.
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Emeritus Life Associates

ge I Co. . . . ALB E RT B . GA L LA N T w a s
p r o m o t e d t o m a n a g e r of bu d ge t s a n d

GE ORGE BOE HM ,

Raritan Valley.
New York.
M E R R I L L B . D I L L E Y , Des Moines.
ROBE RT G. D RI E GE RT , North Penn.
JAME S H. JACKSON, Fort Wayne.
PAU L O. JOHNSON, Waterbury.
FRE D W . M AN GOLD , New Haven.
W I L L I A M F . M Y E R S , Pennsylvania
Northeast.
H . D U A N E N E L S O N , Michiana.
Lours N O L L , New York.
JO HN A. RE D M AN , Detroit.
FRANK J. ROM AN OU SKY, Waterbury.
M AR T I N A. SAM U E LSON , Los Angeles.
AL L A N L . S P U R R , Boston p a s t p r e s i d e n t

fo re ca st s, O h i o R i v e r

RO B E R T R . B O O T H ,

ce r at t h e Ce n t ral T ru s t

P I O d u c t s . . . . W A Y N E PRI TCHARD w a s

M Y R O N HU B LE R ,

name d

M AY ,

as s i s t a n t

has

Buffalo,

tre asure r at

Stevens Che mi c al

Corp. . . .

JOHN

t o tre as-

Cleveland,

has

be e n

Co.

In-

s t r u m e n t D i v . i n C o l u m b u s as di vi s io n

JAME S
been

E.

PANKRATZ,

H.

has

Columbus,

JOHN

J.

the

Che mical

Accounting Dept., Ashland

Oil &

fi n in g

SPE E R w a s

ROBE RT

Co. . . .

manage r,

L.

bu d ge t s

and

Re-

spe c ial

bus i ne s s

h as bee n ap-

manager

for

Hamp-

Co. a s

Canton,

FRE D H . BU E T T N E R,

N E A L is n o w o p e r a t i o n s c o n t r o l l e r w i t h
Western

Gol d

m o n t , Calif. .
named

& Plat inum

. . Two

b y S y l v a n i a . D ON ALD E .

F.

Evansville,

tral,
BRIESKE

DONACHIE
Dallas

Ci n ci n na t i

D.

HO WE LL ,

A . WE A T HE R S , JR., h a s b e e n a d m i t t e d
t o p ar t n e rs h i p in S m i t h , Bral e y & Jo h n -

J. D ON AC HI E ,

pre sid e n t- fi nan ce

of

DALLAS, p a s t n a Earth

Resou rces

son.
JOHN

OVER -

E.

Martin

n a m e d controlle r of T h u r o n Industries,

MY E R, Fort Wayne,
has been appointed

I n c . . . . DAVID B . M C K I N N O N w a s a d -

controller

ROB E RT L . D O Y L E h a s b e e n p r o m o t e d

mi t t e d

heim

to chi ef acco un tant .

Wa l ke r , J ac k l cy & S av i ll e .

JAME S
be e n

M.

director

MCCLOUD ,

of

acco u n t i n g,

Charlotte,

e l e c t e d s e c r e t a r y- t r e a s u r e r o f

has
Jor-

d a n Bus i ne s s F o r m s

ME LVI N

to

C.

GRI F FI N h a s b e e n

part ners hi p

R . A . DAV IE S,

Dayton,

in

has

finance at A r m c o Stee l

Co....

Ch arl ot t e Pi p e & F ou n dry

s e c r e t a r y- t r e a s u r e r of T h e

ley,

& Home Aid

Chattahoochee Val-

wa s re c e n t l y p r o m o t e d t o as s i s t a n t

to t he p re s id en t an d s ecre tary of C ol um -

bus M i l l s ,

Inc., an d tre as u re r o f P h en i x

Carpet M il ls .
DAV ID

W.

RE W I C K,

Chicago,

past nat i o n a l vi c e p r e s i d e n t , h a s b e e n n a m e d
part n e r i n ch arge o f t h e N ort h we s t D i s tr i ct Of f ice lo cat ed i n C h i cago .. . . A. D .
WI L LO CK wa s re c e n t l y a p p o i n t e d se cre tary- t re as u re r o f We l ls Lamo nt Co rp .
CARL BRI E SKE ,
promot ed

Cincinnati, w a s

re cently

t o c o r p o r a t e co n t r o l l e r , Kr o -
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be e n

pro-

moted to assis tant to th e vi ce preside nt DE V ILBISS w a s a p p o i n t e d

DAV ID LI N D H OL M ,

LaFrance,

Co....

of

Corp.

D ON ALD

CO. . . . CHARLE S
ST YRON w a s p r o m o t e d t o c o n t r o l l e r o f
Co.

to partne rshi p

i n E r n s t & E r n s t , T a m p a . . . . MARV I N

CO. . . .

to

was n a m e d

Florida West Cen-

has be e n ad m i t t e d

n a m e d b y t h e C o n cr e t e Mat eri als Div.,
promoted

be en promoted

ve rs it y of E vans vi ll e.

tional vice pr eside nt, was appoi nted vice

was

RE H-

a n d p r o m o t e d t o profe s s or a t t h e U ni -

Pl ast i cs, Inc.

WA G N E R

were

BU RT W R I G H T i s s u p e r v i s o r Of c o s t

AL L E N B . BESS,

ROBE RT

FRE D

Bel-

Co.,

me mbers

h e a d of t h e d e p a r t m e n t of a c c o u n t i n g

wa s e l e ct e d as s i st a n t se c r e t a r y of M e r i t

Marietta.

has

Elmira Area,

t o co nt rol l e r at E r i e F o un dr y.

E.

me m be rs have be e n

a s s i s t a n t of f i c e m a n a g e r a n d

cont rol , me t al l u rgi cal s e ct i on.

MRS. BE RY L CLAPPE R

Two Cedar Rapids

sale

J. A. FALCON E , Erie, h a s

been

p r o m o t e d t o as s is t an t c o n t r o l l e r fo r

Co....

has joi ne d Ho x i e I ns t i t ut i on al W h o l e -

LE ON
has

Div.,

of c o s t c o n t r o l , c h e m i c a l s s e c t i o n , a n d

H. W O O D A L L

falo offi ce o f Ern st & Ern st .

Bl i ss

C o r p . . . . GA RR Y W A L K E R

. . . DU DLEY

PAPORT was named a par tner i n the Buf-

W.

of

Meredith

FELDT h a s b e e n p r o m o t e d t o s u p e r v i s o r

t r i c P r o d u c t s , I n c . . . . RON ALD J . RAP -

BL OM BE RG _

ac -

st u di e s, Di amo n d P o we r S p eci al t y C or p .

a n d fi na nc ia l an al ysi s a t Syl v a n i a E l e c -

L.

ge ne ral

Printing

I n d u s t r y , C a l i f . . . . FRANCIS L . M c -

O'R oU R KE i s no w s u p e r v i s o r o f b u d ge t s

R.

of

counting

SM I T H h a s b e e n p r o m o t e d

s hi r e C o l l e ge , Amhe rs t , M a s s .

&

ma na ge r
Meredith

By-

o f t h e M a s o n i t e C o r p . p l a n t i n C i t y of

Glass

be e n

Pi e rce

to

National

Corp. . . .

co mp t ro l le r

t o a s s i s t a n t m a n a g e r of

name d

promot ed

at

be e n pro mot e d to accou nt i ng ma na ge r

as s i st a n t

Hocki ng

GE OR GE

accountant

of

elected

Anchor

ch ie f

assi stan t credi t m anager.

controller.

Promotions and New Positions
D.

Co....

transferred to Rel ian ce Electric

poi nt e d

THOM AS

. . . KE I T H JARMAN h a s b e e n p r o m o t e d
to

urer of Ci ncin nat i I ndus tri es.

EDWARD

FE I T LE R, Des Moines, w a s
n a m e d cont rol l e r of C a s h C r e d i t C o r p .

SI E LU C KM AN i s n o w a s s i s t a n t t r u s t offi PAULS w a s r e c e n t l y p r o m o t e d

S t uart Came ron M cLe od S oci e t y.

A. STEV ENS, Philadelphia.
RAYM ON D P. U L M E R , Reading.
JAM ES W . V A N C E , Birmingham.

M i s s EL-

Co....

GE R ALD

JOHN

t o as s i s t a n t
Eaton

Loan

E ARL F . M A L L O Y

Tok.

.

.

SCHLA-

GEN HAUF w a s re cen tly p ro m o t e d to
ch i ef acco u nt an t o f
Li n co l n

Life I ns urance
Four

OVERMYER
Fort W ayne

National

Co.

Greenwich- Stamford

me mbers

w a s n a m e d p a r t n e r a n d GE RALD GE A R

w e r e p r o m o t e d b y P i t n e y- B o w e s . GA R Y

and

AD ZIM A h a s b e e n n a m e d

GE OR GE

WALK E R,

man age rs ,

at

payrol l m a n -

E r n s t & E r n s t . . . . K . J. M CCOR M I CK

a ge r , K A R L V O N D E R H Y D E N w a s p r o m o t -

has be e n ap po i n t e d d i re ct or o f acco u n t -

e d t o as s i s t a n t c o n t r o l l e r , c o r p o r a t e ac-

i n g fo r t h e C h ar l e s F . Ke t t e ri n g F o u n -

c o u n t i n g ; J . F . M ACI N T Y RE w a s n a m e d

dation.

manage r,

R.

CU N N I N GHAM ,

Denver, w a s
W.
n a m e d a p a r t n e r i n t h e firm o f E r n s t &
E r n s t . . . . B E N F . D U R H A M , J R . , Is n o w
a

part ne r

in

Lyb ran d,

Ross

Bros.

&

M o n t g o m e r y . . . . H A R R Y M E R R I L L , JR.'
was re ce n t l y p r o m o t e d t o t h e b o a r d of
di r e ct o r s o f M o r r i s o n & M o r r i s o n .

cost

acco u nt i n g;

and

JOHN

ME USE R was named assis tant con trol ler,
cus t om e r s e cre t ar y. . . .

D. H. AL B E N

now

Boots

gr o u p

. . . LLOYD

co n t r o l l e r ,

is

Aircraft.

W. M I L N E h a s b e e n n a m e d
USM F a s t e n e r Co., d i v i -

co n t ro l l e r fo r

sion of U SM Corp.
JOHN

P.

WI LL I S ,

Hartford,

has

been
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promoted to vice president and controller for Coastal Valley Operations in the
Consumer Products Div., Heublein, Inc.
WILLIAM M. FULLER, Hawaii, has been
appointed vice president of Crown
Corp.... JOHN H. SATo has been promoted to director for corporate accounting, Amfac, Inc.
D. H. GARNER, Houston, has been
named comptroller of Hughes Tool Co.
—Oil Tool Div.... EDWARD W. KEFFER has been appointed vice president
of finance of Sterling Electronics.
JACK W. HEIR, Jersey City- Hudson, is
now an account executive in the New
York office of E. F. Hutton.... SIDNEY
R. SCHWARTz has been promoted to
comptroller of Sea Isle Sportswear, Inc.,
a subsidiary of Manhattan Industries.

Kohler Co.... JOHN K. GREGORY has
been appointed to the newly - created position of assistant director for fiscal affairs, Deaconess Hospital. . . . JOSEPH
C. OSTERHAUS has been named group
controller for machinery operations at
the Bemis Co. He continues as financial
vice president of Hayssen Mfg. Co., a
subsidiary.
CALVIN J. ENGELSTAD, Minneapolis,
was named corporate controller of
Farmhand, Inc. . . . VERNON L. JOHNSON is now chief accountant of Fairway
Foods, Inc.... ALEXANDER W. MCLEOD
recently joined the Control Data Corp.
as supervisor of the Digital Control Systems Div.... HERMAN N. ROTH Is investment division controller of Apache
Corp.

GEORGE E. BUGLONG, Kalamazoo, was
recently named comptroller of the
American National Bank & Trust Co.

HAROLD E. FORSHEY, JR., Lake Erie
Central, has been appointed controller
of United Buckingham- Norwalk Truck
Line.
G. WILLIAM RHYNE, JR., Lancaster, has
been promoted to assistant credit manager of the Industry Products Div.,
Armstrong Cork Co. . . . HAROLD A.
WHITE, JR., was recently elected administrator of the Lancaster Osteopathic
Hospital.
O. WARREN HENDERSON, Lehigh Valley, has joined Tasty Baking Co. as vice
president and treasurer. . . . MICHAEL
R. MILLER has been named managing
partner of the Allentown office, Morris
J. Weinstein, Groothuis & Co., CPA's.
JOHN D. BURFEINDT, Long Island, has
been named manager of internal auditing for Amerace Esna Corp.
RODERICK G. LEITH, Los Angeles, has
been appointed manager of systems and
procedures at Western Air Lines. . . .
EUGENE L. MUELLER was recently
named vice president, administration
and finance, of Wallich's Music City.
HARRY G. CROCKETT, JR., Memphis, is
now vice president of Gardsmark, Inc.
WALTER L. CLEVELAND, Milwaukee,
was recently elected president of the
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ANTHONY MAROTTOLI, New Haven, was
recently promoted to zone sales manager
for New Haven in electronic accounting
by Burroughs Corp. . . . JOHN SADEK
was named chief accountant at Southern Ne w Engl and Te lephon e Co. . . .
PHILIP M. WHITNEY Is now supervisor,
general accounting and payroll, at Bullard Co.
ANN W. BURNS, New York, has joined
V. J. Curico, Inc., as supenisor, accounting. . . . JAMES E. PATUNAs has
been appointed assistant treasurer of
Health and Welfare Life Insurance
Assn., Inc. . . . CHARLES J. PENDOLA Is
now a senior accountant with Laventhol, Krekstein, Horwath & Horwath.
FRi-iz L. IANNI, Niagara, has been promoted to financial manager at Hooker
Chemical Corp.

W . H. KAHL, Johnstown, has joined
Selinsgrove Motors as controller.

VICTOR W. YOUNG, Kansas City, was
recently elected president of Haver Lockhart Laboratories.

GEORGE J. POTOSNAK has been appointed controller of Marotta Valve Corp.

MURPHY
Nashville

CLEVELAND
Milwaukee

VAL SWIDER, Mobile, has been promoted to controller for the Southern
Div., Scott Paper Co.
RAYMOND BOWERS, Mohawk Valley, is
now payroll supervisor at H. Waterbury
& Sons. . . . FRANK COLONNESE has
been elected to the board of directors
of the Little Falls Felt Shoe Co.
E. H. CHAMBERS, Morristown, has been
appointed controller of S. B. Thomas,
Inc.
WILLIAM G. KACHELMAN, Muscle
Shoals, has been promoted to plant accountant, Reynolds Alloys Wire, Rod
and Bar Plaint.

Two Muskegon members have been
named by Continental Motors Corp.
HARLAN W. MEYER was named cost administration manager, and EDWARD R.
SIMON, manager of data processing.
BEN R. MURPHY, Nashville, was recently elected vice president for corporate
relations of Genesco.
ABBAS DAHODWALA, Newark, has joined
TWA Corp. as financial analyst.... R.
J. KoziCH was promoted to manager at
Ernst & Ernst. . . . JOSEPH A. LUCAS
was promoted to assistant vice president
in the metropolitan division of Chemical Bank New York Trust Co. . . .

J. M. BRIDGES, North Alabama, was
promoted to manager, accounts payable,
at IBM.... four members were recently named by Ernst & Ernst. W. K. MARTIN was named a partner, JOHN BOURNE,
manager, R. J. VASS and ROLAND
BROWN, audit supervisors. . . . HORACE
SANDERS is now president and treasurer
of North Alabama Hospital.
Three North Carolina Southeastern
Area members have been named by W.
R. Grace Co. GEORGE HARDING was
promoted to treasurer of the Agricultural Div. . . . WALLIS DUMAS was
named accounting manager, and J. R.
LATHAM succeeds Mr. Dumas as assistant accounting manager.
MICHAEL E. COLLINS, North Jersey
Shore past president, has been named
supervisor of cost accounting for Airier ace Esna Corp.
JOSEPH BENEK, North Penn, was recently promoted to controller, Fisher &
Porter Co.... WILLIAM NOVAK is now
office manager for Slim Jim, Inc.
GEORGE J. FORREST, Oakland County,
has been named comptroller of the Jam
Handy Organization.
L. S. MURILLO, Oakland -East Bay, is
now controller for Rodinar Hospitals,
Inc.... RAYMOND YONKE was promoted
to audit manager with Lybrand, Ross
Bros. & Montgomery.
SAM CONNER, Oklahoma City, was
elected vice president and cost comptroller of Macklanburg- Duncan Co....
J. A. FULLER was named vice president financial and treasurer of Acme Tool.
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JOHN T E R R E L L , Orange County, Is now
with Baker Industries as vice president assistant general manager for the Plant
Protection Div.
STEVE M. CEBULKO, Philadelphia, has
been appointed manager -real estate accounting with Penn Central Co.
EDWARD F. CAHILL, Phoenix, has
joined the staff of Good Samaritan Hospital as director of budgets and cost
controls. . . . NEIL PERLMAN has been
appointed programming analyst for the
General Electric Information Systems
Div. finance organization.
JOHN H. LERSCH, Pittsburgh, has been
appointed assistant controller and manager of the cost division of Alcoa... .
PHILLIP F. MucK is now controller at
the Mesta Machine Co.
Three Princeton members were recently
promoted by McGraw -Hill, Inc. JOHN
E. BOWERS was named financial manager for SCAN Microfilm Systems,
JOHN F. COOK is now manager of general accounting, M -H Information Systems Co., and JOHN F. McGUIRE was
named manager of cost accounting,
M -11 Information Systems Co.
C. HARRY JOHNSON, Providence past
president, was recently promoted to vice
president and controller of Collyer Insulated Wire Co., a subsidiary of Gulf
& Western Industries.
JOSEPH H. POLLACK, Queens, was promoted to controller, Greater N.Y. Mutual Insurance Co.
DEAN NIEDERHAUSER, Quincy Area, has
been named accounting manager at
Gates Radio Co.

HARRY A. H A M M E R L Y , St. Paul, has
been promoted to European Area controller of 3M's International Div.
DR. BRYCE ORTON, Salt Lake Area, has
been promoted to assistant dean at
Brigham Young University.
DWIGHT HE R R I N G T O N , San lose, has
joined Beckman Instruments as cost supervisor. . . . JOHN PAYNE IS now business manager with Electronic Associates.... GERRY STARF:K has been
named treasurer of Plastronics Corp....
R. D. WROBLEWSKI is now a partner of
William B. Logan & Associates.
R. M. BALLEW, Seattle - Tacoma, was
named controller of West Coast Electric. . . . RICHARD L. CLEARMAN has
been promoted to pulp management accountant at Weyerhaeuser.... WALTER
C. RYBACKI is now office manager of
Pacific Moving & Storage, Inc.... JAMES
R. THOMSEN is now personnel director,
Alaska Barge & Transport, Inc.
GERALD V. CAREY, South Jersey, Was
promoted to senior vice president, financial department, of the First Pennsylvania Banking & Trust Co.... BERNARD
GRIZER has been appointed controller
of Creative Playthings, Inc., division of
CBS.... CHARLES LOYLE has been appointed controller of the Airwork Service Div., Airwork Corp.
O. B. HILL, Southwest Los Angeles, is
now chief accountant for Hughes Communications International. . . . J. M.
HOWLETT was named western division
controller for Automatic Signal Div.,
LFE, Inc. . . . PHILIP F. MASTERSON
has been promoted to vice president -finance of McCulloch Motors.
T. J. DREWNIAK, Springfield past president, is now controller at Springfield
Spring, Inc.... DAVID P. H U R L E Y was
recently elected treasurer of Perkins Machine & Gear Co.

v

a

MUCK
Pitts burgh

MASTERSON
S.W . Los Angeles

ROBERT FOSTER, Raritan Valley, has
joined E. R. Squibb & Sons, Inc., as director of distribution accounting.. . .
CHARLES N. Fox has been promoted to
supervisor of general accounting at GAF
Corp.
ROY W. GOETZMAN, Rochester, was
elected assistant controller - planning at
Lincoln Rochester Trust Co.
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CLOYD L. BMR, Toledo, was named assistant treasurer of the Dolphin Paint &
Chemical Co. . .. WILLIAM A. BLAKE
is now staff analyst in the International
Div., Owens - Illinois, Inc. . . . DALE
CHANDLER was recently appointed treasurer of Sharon Mfg. Co.
VERLIN BAKER, Virginia Skyline, has
been appointed assistant secretary of
Acme Visible Records, Inc.... KENNETH R. GIVENS was recently promoted
to assistant vice president of First &
Merchants National Bank.... ARLIN
MARTIN is now chief accountant of the
Southern Div., Whitmyer Bros.

MAx A. NEUWIRTH, Washington, has
been designated associate director of the
Civil Division, U.S. General Accounting
Office.
DONALD E. DAYTON, Waterbury, has
been promoted to manager of the cost
department of Torrington Co.
Two Wichita members were promoted
at Beech Aircraft Corp. D. C. CULLINANE has been named chief cost and
contract accountant; LESTER DAMON,
administrative accountant.
In Memoriam
REx H. AHLSTROM, 48, Philadelphia,
1949.
ROBERT L. BERRYMAN, 77, Houston,
1943. Emeritus Life Associate.
RODNEY L. CRAWr•ORD, 74, Baltimore,
1942. Emeritus Life Associate.
THOMAS F. GLENN, 56, New York, 1960.
GEORGE H. GRACE, 62, Birmingham,
1957.
GEORGE D. HENDERSON, 73, Pittsburgh,
1930.
HAROLD R. HOUTMAN, 60, Kalamazoo,
1947. Emeritus Life Associate.
EBENEZER L. KILEY, 72, Pennsylvania
Northeast, 1946. Emeritus Life Associate.
EDWIN F. Kopp, 54, West Bergen Passaic County, 1949.
GEORGE H. KUGLER, 65, Philadelphia,
1948.
JAMES J. MANNING, 52, New York,
1962.
MRS. HELEN S. HANSELL, 65, Cleveland,
1945. Emeritus Life Associate.
BENJAMIN W. LEMLEY, 90, New York,
1927. Emeritus Life Associate.
VICTOR C. MACMILLAN, 64, Member at- Large, 1967.
JACK W. MACPHERSON, 60, Detroit,
1951.
AUGUSTO A. MARTINEZ, 64, Sari Juan,
1959.
H. WENDELL MONROE, 61, Mohawk
Valley past president, 1956. Stuart
Cameron McLeod Society.
CARROLL J. NICHOLS, 55, Muskegon,
1962.
VINCENT D. RAMUNNI, 46, Lehigh
Valley, 1964.
MISS MILDRED E. SCHMIDT, 64, York,
1951. Emeritus Life Associate.
FRANK A. SCHNEIDER, 73, Rochester,
1926. Emeritus Life Associate.
DAVID H. STANLEY, 59, Dallas, 1940.
WALTER H. WHITMORE, JR., Philadelphia, 1944.
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Time Off

You can tell
about
a company
by the people
it keeps
A business can be no better than
the combined abilities of its personnel.
When a company hires the wrong
person .... when an employee
selects the wrong position ....
both are harmed.

I

right in assuming that this tax loophole you discovered closed rather
quickly ?"

Pity the Poor Office Worker

The Higher Your Position,
The Shorter Your Working Day

The 34 million persons in the U.S.
who spend one -third of their lives in
offices have not been forgotten. The C. Northcote Parkinson, the tongue behavioral sciences have come to the in -cheek social commentator who forrescue to give equal time —and care mulated the immortal proposition
that "Work expands so as to fill the
—to humans as well as machines.
In a book titled The Office —A Fa- time available for its completion" is
cility Based on Change, Author Rob- at it again.
In New York City to take part in
ert L. Propst charges "The office as
we have come to know it today is an the launching of his new book, Mrs.
adolescent statement ... oblivious to Parkinson's Law, he promulgated a
the forces of change ... A place new law which might be summed up
where we go to suffer a variety of as the higher your position, the
environmental accidents ... a waster shorter your working day. He pointed
of effectiveness, vitality, health and out in support of his thesis that "It
motivation." He adds "too many peo- is no good ringing any top executive
ple are surrounded by papers they in New York much before ten." Benever read, people they never influ- tween 12 and 2, he continued, execuence and they frequently live in a tives can rarely be reached and after
blizzard of involvement well beyond four, most executives are gone for the
their ability to relate to and imple- day. Thus, for all practical purposes,
he suggests, it is possible to do busiment."
Mr. Propst takes aim at a number ness with top executives for only four
of office shibboleths. For example, hours a day.
the clean desk syndrome: "the supBut that's not all. Mr. Parkinson
pression of relevant display is one of claims this span has been shrinking
the most serious deficiencies in our over the past ten years and he bepresent office culture "; sitting at lieves it is due to shrink even more.
desks: it results in "a steady decline Two - and -a -half hours, he predicts,
in vitality, energy and general body "may represent the irreducible minitone."
mum for the senior executives if they
And what about the water cooler are to keep their junior people worksyndrome?
ing a longer day."

We can assist you in avoiding
misfit situations in the Financial
and EDP fields. We concentrate
all of our energies in this specialization. We believe that the R H
System makes the most placements of Financial and EDP
personnel. It's the largest source
of its kind in the world.
For the most efficient service in
the Financial and EDP field ....
contact your Robert Half specialist.
Mail resume to your nearest R -H office.

H I HRAOLBFE R T
PERSONNEL
AG E NCIE S
Atlanta: 235 Peachtree St., NE
(404) 688 -2300
Baltimore: One Charles Center
(301) 837 -0313
Boston: 140 Federal St.
(617) 423 -6440
Chicago: 333 N. Michigan Ave.
(312) 782 -6930
Cincinnati: 606 Terrace Hilton
(513) 621 -1111
Cleveland: 1367 East 6th St. .............(216) 621 -0670
Dallas: 1170 Hartford Bldg.
(214) 742 -9171
Detroit: 1114 Guardian Bldg.
(313) 961 -5430
Carden City, N.Y. 585 Stewart Ave. (516) 248 -1234
Los Angeles: 3600 Wilshire Blvd. (213) 381 -7974
Miami: 1107 Northeast Airlines Bldg. (305) 377 -8728
New York: 330 Madison Ave.
(212) 986 -1300
Newark: 570 Broad St.
(201) 623.3661
Philadelphia: 2 Penn Center
(215) 568 -0580
Pittsburgh: 429 Forbes Ave
(412) 471 -5946
Portland, Ore: 610 S.W. Alder St. (503) 222 -9778
St. Louis: 1015 Locust St.
(314) 231 -0114
San Francisco: 111 Pine St.
(415) 434 -1900
Stamford, Conn: One Atlantic St. (203) 325-0158
__
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CONTINUING
EDUCATION
PROGRAM

Mathematics for Business Management
Basic Mathematics
Advanced Methods & Models
Statistical Inference
Probabilistic Models
Sampling Techniques & Regression Analysis
for Accounting & Auditing Information
Methodology of Operations Research
An Accounting Emphasis
Basic Data Processing Concepts & Techniques
Scientific Inventory Management
Developing & Using Standard Costs
Flexible Budgeting & Performance Reporting
Direct Costing & Contribution Accounting
Economic Evaluation of Capital Expenditures
Costs for Decision Making
Fundamentals of CPMiPERT
Report Writing & Communications
Accounting for Foreign Operations
SEMINARS
Financing Corporate Expansion &
Corp. Debt Capacity
Administration of the Budget Director's Job
Pricing Policies & Decisions
Cash Management & Funds Analysis
Capital Expenditure Management
Long -Range Profit Planning
Comprehensive Budgeting
Planning & Controlling Maintenance Costs
Profit Improvement Through Value Analysis
The Accountant's Role in Government Contracting

HOUSTON
Feb.24-28
RiceHotel
Mon. thru Fri

NEWYORK SANFRANCISCO CHICAGO
March24-28
April21.25
May12-16
Statler Hilton SheratonPalace PalmerHouse
Mon. thru Fri.
Mon. thru Fri.
Mon. thru Fri.
Mon. thru Fri.

Mon. thru Fri
Mon. thru Fri

Mon. thru Fri.
Mon. thru Fri.
Mon. thru Fri.
Mon. thru Fri.
Mon. thru Fri.

Mon. thru Wed
Mon. /Tues.
Wed. thru Fri.
Thurs. /Fri.

Mon. thru Fri.
Mon. thru Wed.
Mon. thru Wed.
Mon./Tues.
Wed. thru Fri.
Thurs. /Fri.
Thurs. /Fri.

Mon. thru Wed.

Mon. thru Wed.

Mon./Tues.
Wed. thru Fri.

Mon. /Tues.
Wed. thru Fri.
Thurs. /Fri.

Thurs. /Fri.
Mon. /Tues.
Thurs. /Fri.

Mon./Tues.
Wed. thru Fri.
Thurs. /Fri.

Thurs. /Fri.
Mon./Tues.

Man./Tues.
Thurs. /Fri.
—
—
Thurs. /Fri.
Mon./Tues.

—

—
Thurs. /Fri.
—
—
Mon. /Tues
—

Thurs. /Fri.
Mon. /Tues.
Mon. /Tues.
Thurs. /Fri.
Mon. /Tues.

Mon./Tues.
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