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COMMENT

Professional Growth
In his annual report to the members in 1925, National Secretary
McLeod wrote: "We can go out today and present our association
to any business executive or to any man engaged in accounting work
with full confidence that we are opening to him an opportunity to
improve his individual equipment and to serve more effectively the
business with which he is connected and the industrial society of
which he forms a part."
This declaration is true also today. The reason why it is true has
not changed; the Association that was "opening ... an opportunity
to improve ..." has changed.
In the beginning the main purpose of the National Association
of Cost Accountants was to acquaint businessmen with the best
information available on cost accounting and how to obtain proper
cost data. The staff collected and organized cost accounting systems
and distributed that material, along with some articles written on
the subject, through the Bulletin. By 1925, NACA was gaining
recognition for its role in educating American businessmen.
From the outset it was evident also that the growth of the Association depended on the success of the chapters and that those
chapters required guidance and encouragement in order to guarantee
the fullest benefits for the members. Thus, the creation of the chapter
competition which not only incorporated financial assistance to the
chapters, but also brought about the high degree of member participation. This participation became the essence of NACA's success.
Each succeeding year brought further growth in membership
and services to that membership. By the end of World War II, cost
accounting had considerably changed, as had the role of the accountant; and so did the Association. Its basic character as an educational, international organization with strong local units remained;
however special services were added at the national level to meet the
growing professional needs of more members.
During this period two events occurred that most dramatically
changed the Association. In 1946 a formal research department was
established. From the first research report published, "T he Uses
and Classification of Costs," to the report to be published later this
month, "Computer -Based Management Information Systems," the
research program has been a major factor in the evolution of the cost
accountant to the management accountant of today.
In 1957 the word "Cost" was dropped from the name of the Association and it became the National Association of Accountants.
Today, as we celebrate the 50th Anniversary of NAA, those two
events stand as merely heralds to even more change. As befits the
occasion, we are looking to the future, and through the efforts of
the Long -Range Objectives Committee, we are contemplating not.
just expanded services, but an entirely new organization.
One constant does remain: the essence of success of the "new"
NAA will be the high degree of participation by each member to
assure himself, and those members of the future, "an opportunity to
improve his individual equipment and to serve more effectively the
business with which he is connected and the industrial society of
which he forms a part."
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Imp r ove me n ts N ot e d i n F i na nc i a l Re p or ti ng
In its 22nd annual edition of Accounting
Trends & Techn iques, the American
Institute of CPA's noted increasing
consolidation of subsidiaries in corporate
reports and fuller disclosure of the
costs of company pension plans. More
companies were found to be disclosing
their extraordinary gains or losses in
their income statements before arriving at
the net income figure. Pooling of
interests continues to be a popular method
of accounting for business combinations,
with 144 of the surveyed companies
reporting acquisitions through this manner
in 1967, compared to 107 in 1966. The
study analyzes the accounting practices
of 600 major companies, based on 1967
annual reports.

transition from an economy stimulated by
war to one increasingly deriving its
growth from private stimuli, and from an
inadequate monetary mechanism to a more
efficient system of adjusting world trade
and capital balances.

Busi ness and the War on Pove r ty

Pointing up the efforts of business on
behalf of the unemployed, Henry Ford II
announced that the National Alliance of
Businessmen had already outstripped its
goal of placing 100,000 hard -core
unemployed by next July. Mr. Ford, who
is chairman of the Alliance, said that at
the current rate the Alliance would more
than double its quota by July .... Robert
Morris Associates -The National Assn. of
Bank Loan and Credit Officers -threw its
support to the efforts of the American
Bankers Assn. and the Small Business
B us i n e s s ma n a s R e vol ut i on a r y
Speaking before the 73rd Annual Congress
Administration to provide financial
of American Industry sponsored by the
assistance to small businessmen and
National Assn. of Manufacturers, Professor entrepreneurs from minority groups.
C. Lowell Harriss said, "The record of
Ir i sh Na me d Pr e s i de nt
impressive achievement lends support to
O
f T e n t h Ac c ount i n g C on gr e s s
the characterization of American business
R.
A. Irish will be president of the Tenth
as a truly revolutionary force. The
International
Congress of Accountants to
business world has been the carrier, and
be
held
in
Sydney,
Australia, in October
originator, of changes in ways of living
1972.
The
announcement
was made by the
on a scale no smaller, and perhaps far,
two
host
organizations,
the
Australian
far, greater, than the political events we
Society
of
Accountants
and
the
Institute
term 'revolutions.'"
of Chartered Accountants in Australia.

Faste r G r owth Pr e di c te d
For Pr ob l e m-Sol vi ng Comput e r s

Room at the Top

Leadership is a problem for both business
and government, points out Charles K.
Rudman, president of The Klein Institute
for Aptitude Testing. The senior
administrators who went into government
during the depression years are now dying
or retiring, creating a big gap. Because
of fierce competition from industry, state
and local governments, foundations and
universities, the federal government is
Ec on omy W i l l Con ti nue A dvan c e i n 1 96 9
The American economy will continue its
finding it hard to attract talented middle
solid advance in 1969, but at a more
managers and top executives. Business
orderly pace than in 1968, according to
has the same problem —to choose the
the National Industrial Conference Board's "comers" and help them on the way up.
Forum. Martin R. Gainsbrugh, NICB's chief Mr. Rudman suggests that a kind of human
economist and chairman of the Forum,
resource accounting may be called for
predicted it would be a bridge year of
to meet the need for leadership.
Time - sharing systems designed for problem
solving "will experience a very dynamic
growth rate through the 1970's," according
to T. Paul Bothwell, vice president and
general manager of Honeywell's Computer
Control Div. in Framingham, Mass. He said
the growth rate — terminals installed —
would average more than 33% a year.
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Mail the Coupon Today For Your FREE
Executive's Complete Portfolio of Letters
And Never Worry Over a Business
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A Remarkable Guidebook of Let ters f or Ev ery Business
Occasion ... Guaranteed to Sav e You Hours of
W ork . . . I nst ant Let t ers T hat Say W hat You W ant
t o Say!
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Ju st se nd in t he co u p on be lo w t o re ce ive y ou r F RE E cop y of T H E EXECUT I VE 'S
COMPLET E PORT FOLIO OF LET T ERS . . . the most u niqu e collection of bu siness
letters ever written. You 'll ha ve no more stru ggling over the " right wa y" to
phra se letters to cu stomers, prospects or su ppliers.
EXECU TIVE MA TH EM ATIC S —The W O R K S H O P will show you 24 p ro ven fo rm u las fo r
m astering all form s of business m ath em atics.
You will instantly be ab le to get at th e heart
of the com plex profit an d loss statemen t —
easily han dle balance sh eets an d bu dgets . Yo u ' ll
find business math easy and interesting regardless of your previou s tra in in g an d ab ility .
MO D E R N
S A L E S M A N S H I P — Th e
WORKS H O P thoro ughly train s you in th e tech n iq u es
of m odern salesm an sh ip . It gives you th e 1 2
cardinal sales strategies that every executive
should know . Yo u 'll learn h o w t o p rep are sales
cam paigns — how to read sales ch arts an d
graphs —how to sell id eas —and h o w to sell
yourself!
WRITING S K I L L S— Th e W O R K S H O P will
help you achieve mastery o f t h e wr it te n wo rd —
polish your gram m ar - -teach you h o w to organize your thoughts an d co n vert th e m in to
effective com m u nicat io n s . Yo u ' ll learn h o w to
write sales talks , ho w to p rep are rep o rts an d
memos.

You'll have finger-tip access to letters for every
business situation . . . including hard - hitting
collection letters— letters dealing with contributions to charity— letters that give notice of price
ch an ges — letters of apology — letters of appreciation
— letters of introduction. Letters you might otherwi se h a ve t o st ruggle ove r f or jus t t he ri g ht phrase
o r t h e right word. Th e y'r e com pletely written for
you —all you ha ve t o do is add the essential facts

and figures.
And to top it off— THE EXECUTIVE'S COMPLETE PORTFOLIO OF LETTERS includes a
HANDY GLOSSARY OF HUNDREDS OF
MODERN BUSINESS TERMS —a comprehensive
dictionary that defines and gives the correct spelling and abbreviations for all the important words
and phrases being used right now in the business
world.
ALL YOURS— ABSOLUTELY FREE— simply for
a reein to examine for 15 days without cost or
obligation on your part

T HE EXE CUT IVE 'S W O R KS H O P
Th is u n iq u e series of 12 m onthly portfolios is
geared ex pressly to the needs of executives wh o
ar e h ead in g for the top rung of m anage m ent.
It is sp ecifically designed for people wh o do not
have the time to attend expensive and time co n su m in g sem inars . It will train you in every
facet of management knowledge—prepare you for
th e b ig job and the big money that goes with
it. Yo u ' ll be able to tackle critical assignments,
make strategic decisions, and take on key functions
with ease an d confidence.
H e r e is just a sm all s im p le of the trem endous
we a lt h o f in fo r m a t io n yo u will receive m onth after
T
• MA N A G IN G
PEOPLE —Each
m onth
the
W O R K S H O P gives you effective techniques and
m eth o d s for supervising people. H o w
to
m o tivate th e m to peak out put . It will show
you h o w to gain the ir respect and confidence.
Yo u ar e t a u gh t how to spot prob lem s and how
to c orrec t them .
• EXEC UTIV E MA NAG EMEN T —In e very m on thly W O R K S H O P you'll receive th e best instru ctio n in general skills— how to conduct
effective
m eetings
and
conferences— pub lic
relatio n s techniques— how to delegate responsib ilities — h ow to ha nd le salesm en and visitors.
In effect, every thing you will need in your
role as an administrator.
• P R O D UC T MA RK ETIN G — Th e W O R K S H O P
lessons give you a com ple te grasp of the 15
factors necessary for the successful marketing
of any product . Special pr o b le m cases will
gVide you in making quick, accurate decisions.
Yo u will learn how to condu ct m ar ket ing research — h ow to analyze statistics and sales
data . Yo u 'll learn how to pre pa re precise repo rts fo r top m +nagement.
• S P E E D REA DI NG — Each m onth th e W O R K S H O P will show you how to speed thro ugh
yo ur d aily business read ing in half th e tim e —
with greater comprehension of facts and figures
th an ever before! It will give you extra hours
fo r tack lin g new jobs and challenges.

A N EW LE SS ON EVER Y M ON T H
Each monthly portfolio in THE EXECUTIVE'S
WORKSHOP stands by itself as a complete training session in executive skills.
The WORKSHOP was designed for use at
home in your spare time. Each monthly
portfolio requires only one or two hours a
week of study. Each portfolio is complete —
no added expense for books, worksheets or
pads. Ample space is included in each lesson
for working out problems.
DON'T compare the WORKSHOP with any
other form of executive sell- training.
Here's a CONTINUING business self -improvement course that teaches you skills you
must have for executive success.

You must b e satisfie d —or pa y nothing

It's Yours - Absolutel

FREE .

r,

along wit h a 15 -day f ree t ri al
examination of the EXECUTIVE'S
WORKSHOP.
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receive yo ur first lessons of th e E X E C UTI V E ' S
W O R K S H O P p lu s yo ur FREE copy of T H E
E X E C UTI V E 'S C O M P L E TE
P O R TF O L I O
OF
LE TTE R S . Lo ok th e W O R K S H O P over carefu lly . If you are not co n vin ced iliac it is th e
most valu ab le new co n cep t of ex ecu tive self training yet devised —that for any reason it
do esn ' t measu re u p to yo ur ex p ec ta tio n s— just
return the material and pay nothing ( you may
still keep th e P O R TF O L I O O F L E TT E R S ) .
O n th e och er h an d , if you d ecid e to keep th e
W O R K S H O P , we' ll co n tin u e to send each m o n th ly p o r tfo lio as it co m es off th e press an d b ill you
at th e lo w rate of on ly $ 1 . 5 0 p er m o n t h . Ma il
the coupon today!
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Readers React
Invoice Processing
To the Editor:
In the article, "Computer Technology
and Organizational Change" (September 1968), by Dr. Doyle Z. Williams
and Dr. Sexton Adams, the authors
make an excellent case for the necessity
to provide an organizational environment and structure which will produce
maximum benefits from advances in
data processing methods.
Relative to the Invoice Processing
phase of the firm's computerized Purchasing and Stores Information System,
an improvement in the described system would be the elimination of the
use of vendors invoices, and the attendant mechanical and manual processing
routines, as a basis for computing
vendor payments. To do this, the improved system would require the following operational features:
1. As the computer prepares the purchase order, it would simultaneously
prepare an Accounting Receiver
Card containing such data as purchase order no., vendor no., item
no., unit price, and cash discount
terms. Additionally, there would
automatically be placed into computer memory a maximum quantity
commitment constraint for each
item based on the quantity for each
item ordered on the purchase order.
2. Quantity received data would be keypunched into columns provided on
the above referenced Accounting Receiver Card. The computer would
then extend the quantity received by
the prepunched purchase order unit
price less the prepunched cash discount terms to compute the vendor
payment, and prepare a check.
3. Prior to the actual computerized
check writing, the quantity received
would be subtracted from the
maximum constraint quantity stored
in memory and the difference would
be tested. A zero difference would
result in the check being written and
the constraint being purged from
memory. A positive difference would

result in the check being written, a
new Accounting Receiver Card being automatically prepared, and the
difference (quantity still to be delivered) would be retained in memory as the new maximum constraint
quantity. A negative difference
would result in an exception printout with no check preparation.
Herman Eisen
Advanced Audit Techniques Program
Manager
Defense Contract Audit Agency
Philadelphia, Pa.

security of his own guarded world. Motivational psychology may be used effectively to restore him to a going growing
status.
F. W. Baseman
Data Processing Manager
Transistor Electronics Corporation
Minneapolis, Minn.
Financial Ratios

To the Editor:
I thoroughly agree with Prof. Mecimore's conclusions in "Classifying and
Selecting Financial Ratios" (February
1968) that the indiscriminate use of
Susceptibility to Motivation
the normal distribution to describe financial data may be grossly misleading.
To the Editor:
In his article, "Motivational Psychol- I also agree that the use of distribution
ogy and the Management Accountant" free tests may be more valid than tests
(July 1968), Mr. Joseph R. Dugan based on normal theory for testing
makes the statement that motivational financial data.
Ordinarily, in fact, the distribution
psychology "has been completely ignored in the theory and practice of of ratios is not normal. For example,
management accounting." I am certain the distribution of the ratios of two
that any management accountant read- independent standard normal distribuing the article can readily recognize tions, (i.e., variables with O mean and
certain aspects of the subject that he standard deviation of 1) is a Cauchy
has brought into play in his role as a distribution. However, the distribution
supervisor. Whether he recognizes them of many raw financial variables (e.g.
as psychology or not, the successful profit) may be fitted with a log normal
supervisor is practicing the subject daily. distribution and the distribution of
Mr. Dugan's thorough analysis of the ratios of variables that are log normal
subject should give the reader some are also log normal. The statistics of
valuable ideas he may not have yet log normal distributions are well tabulated.'
employed.
Another approach that we have found
While I agree with Mr. Dugan's
opinion that the emphasis of motiva- useful is to fit Johnson SB curves2 to
tional psychology should be directed distributions. These curves are generated
toward the newcomer, who will probably from normal curves by methods of transbenefit most from it, I find it hard to lation, are easy to compute, and have
accept his conclusion that "long term moments which include the characteremployees who are deeply involved in istics of Pearson types I, II, III, IX and
their work and company must be ex- parts of VI. The log normal distribution
represents a limiting form of Johnson
cluded."
Motivational psychology, by its name, SB curves.
A. F. Dershowitz, Specialist
implies the association with motives.
Management Science 6 Technology
While longevity may mature and solidiGeneral Electric Co.
fy an employees motives and attitudes, it
would hardly disqualify him from sus- Waterford, N.Y.
ceptibility to the principles behind mo- 1
J. Ait chi sen, and J. A. C. Brown, The Lognormal
tivational psychology. In some cases, Distribution,
Cambridge University Press, 1957.
N. L. Johnson, "System of Frequency Curves Genthe long term employee may have been
erated by Methods of Transl at ion," Biometrika,
the one who "retired at thirty" in the 1949.
MA N A GE M E NT A CC O U NTIN G; F EB R U AR Y 19 6 9

Union Accountability
To the Editor:
The recent article, "Are Labor Unions
Accountable ?" by Paul W . Demarest
(August 1968) concerning the reporting
practices of labor organizations was of
interest to me. It points out how capable
nonprofit organizations are at doing an
efficient job of meeting the accounting
and informational requirements of the
Federal government.
These capabilities relate to the continuing question of whether or not
organized churches should be subject to
public disclosure of their financial condition, taxation of certain or all of their
activities, and /or payments in lieu of
taxes for essential governmental services such as fire and police protection.
This encompasses the areas of large
land /and or stock holdings, commercial
enterprises (non - medical), and normal
operating cash flows for religious activities.
What position, if any, does the National Association of Accountants take
on the question of taxation of churches
and their activities? Is that position any
different for the question of church payments in lieu of taxes for the cost of
essential services provided by governments?
The question of taxation of churches
and church operated businesses should
be given more attention as their holdings continue to increase. Would it be
possible for your organization to conduct a survey of all NAA chapters to
determine what the views of our members are concerning the subject of public financial statements and /or taxation
of churches and their businesses?
I believe any investigation should
separate church activities into categories
according to the type and size of their
activities. In other words, churches
carrying out religious and charitable
functions on a limited scale would be
subject to a minimum of reporting requirements and taxation. An upward
graduation of taxes would apply to those
churches generating more revenue.
At present some church operated
businesses pay taxes on the same basis
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as any other commercial enterprise of
the same. type. Others prefer to utilize
the tax free haven that churches are now
permitted in many areas under present
Internal Revenue laws and rulings.
Both practices are legitimate and have
strong supporters. However, it can also
be argued that the existence of both
practices is inequitable since one group
is paying taxes while the second is not.
A sampling of NAA opinions would
be useful as our profession will be asked
sooner or later for its opinions and possible guidelines on this subject.
Herbert B. Rickert, Jr.
Accountant
Aluminum Company of America
Massena, N.Y.
Investment Credit File
To the Editor:
The article by Dr. Victor H. Tidwell
on "Collecting Investment Credit Data"
in the September 1968 issue has very
fundamental points brought out. I cannot take issue on any point and concur
completely that it is easier and more
accurate to obtain data at the time of
other cost processing.
There are several phases of data necessary concerning the subject matter
which are important but not touched
upon in his article. This was probably
intentional but it seems that the data
should also be collected immediately
and file them in the records for future
use.
INVESTM ENT

CR E D I T

ON

RE NTAL

AS-

This item is important in the calculation of the investment credit. Suffice it to say that the authorization from
the lessor, namely "Investment Incentive Tax Credit Lessors Election Statement," life of equipment and amount
of credit taken should be retained. Future action on these assets such as purchase of them at a later date, might affect the treatment of the investment
credit. The facts on rented assets should
be readily available in the records.
M A S S A S S E TS . This subject is merely
presented for informational purposes.
Mass assets include small capital items
S E TS .

which cannot be identified individually
but which are eligible for investment
credit. It is unlikely that retention of
the investment credit position is of any
future value except to code the items as
those on which the "mass asset" rule
was used. To determine the life of these
assets, there is a standard table in Revenue Ruling 67 -378, 1967 -44, 1967
CCH P 6864. In lieu of this mortality
dispersion table, it is also acceptable for
the taxpayer to set up his own mortality
dispersion table in Section 38 property.
R E C A P TU R E R U L E . (a) Loss of credit
and (b) transfer from one life to another. The Revenue Code states that if
the actual life is less than that taken for
investment credit, the excess investment
taken must be used to reduce the eligible investment credit in the current
year. Although the taxpayer has to return excess credit taken, he can only
take the credit in the year of purchase,
so if there is any doubt about the life of
the assets it behooves the taxpayer to
take the credit on the longer life.
Each asset should be coded on acquisition concerning its status regarding
the investment credit. A 2 -digit code
should give complete control for manually or 'computer processed assets. The
first digit should indicate the Investment Credit eligibility. The second digit should indicate the reason for the
eligibility or ineligibility. An analysis of
computer or manual summary of the retirements in the current year would reveal the recapture investment credit to
be used to reduce the current year's investment credit.
Although the problem of depreciation method taken for tax purposes is
foreign to the subject of this paper, it
bears such a resemblance to the problems related, that it should be considered when mechanizing the collection
of the source data. The point being that
it should be collected with regard to
future needs when other cost data are
processed.
Gene Pomeroy
Property Accountant
Mallinckrodt Chemical Works
St. Louis, Mo.

sound decisions hinge on provable values
When values are a significant factor in decision- making,
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Goodwill and Pooling of Interests:
A Re- assessment
LET US SET STANDARDS THAT WILL AID US IN MEETING THE
LEGITIMATE GOALS OF POOLING OF INTEREST ACCOUNTING

By Robert Beyer
The tremendous pace in mergers and
other business combinations in recent
years has brought to business people
an awareness of the meaning and significance of two accounting terms, namely,
"purchase" accounting and "pooling of
interest" accounting. One or the other
of these is often very important in the
negotiations and structuring of a deal
acceptable to the merging parties. For
depending upon which one is applicable
to the completed transaction, future
asset values of the combination may be
increased from existing amounts, may
be decreased, or may remain unchanged.
Similarly, stockholder's investment may
be altered materially. More important
to the parties, earnings and earnings
per share may be materially affected.
No wonder then that a great deal of
attention has been given, not only by
accountants but by business people, to
the accounting which these terms dictate. No wonder then that from time to
time there is a pause by those concerned
to reflect upon the results that flow
from the selection or use of the methods
involved. We are now at such a stage,
but this time the urgency and need for
reconsideration is pressed upon us more
forcefully and by larger numbers of
people than at any previous time.

is

Purchase Accounting Concept
The first of the two terms, "purchase"
accounting, is very old. Indeed, it
MA N AG E ME N T A C CO U NTING /F E B RU A RY 19 6 9

basic and fundamental in accounting.
Its philosophy is, and always has been,
simple enough— assets acquired, whether
a plant or equipment or a patent, or
whether a whole business, are to be
recorded at the price actually paid therefor. Any earnings resulting from the
purchase begin, insofar as the purchaser
is concerned, with the date of purchase,
not before. Earnings derived by the
seller of the assets have no part in the
accounting of the purchaser. Of course,
the price paid for the assets (which
would include liabilities assumed), if
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they encompass an entire business,
might be greater than the arms - length,
demonstrable fair value of the specific
assets carried on the books of the seller.
This excess, if any remains after necessary and appropriate assignment to recorded assets, is carried in an account
representing an intangible asset for which
a price was paid. Loosely, it is referred
to as goodwill, but in practice it may
represent a composite of valuable intangible factors that cannot be fairly
earmarked except to describe them with
a general caption such as "excess of
purchase price paid for the net assets
over their underlying value." "Purchase"
accounting will be recognized as a
natural element in the cost basis in
which accounting has its roots.
Purchase accounting seemed in some
cases to fashion a result that was unduly
harsh. Two factors contributed to this.
One has been the reluctance of investors,
credit grantors and financial analysts to
accept "goodwill" figures at face value,
at least as the purchase date fell more
and more in the past. The second was
the prevailing practice for various periods in the past to amortize the "goodwill" by annual charges against income,
with the consequent effect, often very
material, upon the magic number —
earnings per share. The second has to
a considerable extent (and regretfully
to many people) fallen by the wayside
leaving the general dislike or mistrust
of so- called goodwill as the principal
objection to purchase accounting.

Pooling of Interests Accounting
The second term, now well known in
the business world, is "pooling of interests" accounting. Historically it is a
relative newcomer to our lexicon, coming into current use about 1950,1
although the procedure itself was used
in a few cases prior to that date.
"Pooling" accounting, to use the
abbreviated term, was developed to
achieve what was believed to be a more
equitable result in the combination of
some businesses than was possible under
"purchase" accounting. The original
philosophy of poolings was that if two
companies were put together (merger
or otherwise), purchase accounting
would not be necessary if: (1) the combination were effected by an exchange
of voting stocks, (2) the two companies
were somewhat related as to size, (3 )
there was a complementary relationship
between the two as to the nature of the
businesses carried on, and (4) the management of both corporate parties remained or at least continued to be
influential; —in sum, the stockholding
groups joined together, as is, in a single
continuing group (i.e., they pooled their
respective businesses into one and
henceforth went on together).
The mechanics of this pooling were
not complex. The various items of the
two balance sheets were simply added
together as were the surplus accounts.
The issuer's capital stock was increased
by the amount of the common stock
issued to the other company and any
difference between the aggregate par
value of the stock issued and par value
of the stock of the other company was
adjusted through surplus— paid -in first
and then retained earnings if needed.
In essence, the difference in result
between a purchase and a pooling is
that in a pooling no new asset values,
or accountability, goodwill or otherwise,
are recognized. In other words, since
there is not deemed to be a purchaser
there are no new costs; book values of
the two separate companies carry forward as the book values of the combined companies. Because the capital
stock issued is recorded only at par,
rather than at its fair value as in a
purchase, any goodwill or other increase
in asset value implicitly paid for is, in
effect, eliminated against surplus.
The Committee on Accounting Procedure of t he
American Inst it ut e of CPA's use d the te rm 'pooling of i nt e re st " on Octobe r 20, 1945 but the te rm
was somewhat obscure until Accounting Research
Bulletin 40 in 1950. See infra as t o AR B 40 and
later bulletins. Also, se e Andrew Barr, "Accounting Aspects of Business Combinations," Accounting Review, April 1959.
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This initial concept of poolings had unfortunately so, than the initial forms.
a great deal in its favor. Consider, for The concept is the same, but in apexample, two companies of about equal plication it has become broadened in a
size in businesses that complemented way that in the opinion of some reeach other with one merging into the sponsible people justifies a challenge
other simply by exchanging common either of the concept or of the methods
stock of one for the common stock of used in applying it. Before considering
the other. It could well be that the that matter, a brief review of some of
unrecorded going value or goodwill of the present practices that have grown
each (the premium over book value to the status of guidelines for pooling
reflected in the market value of the accounting would appear necessary.
Under present standards, and without
capital stocks) would be about the
same. Does it make sense, the question going into all refinements, the guidewas asked, to record the goodwill of lines may be summarized as follows:
one of these companies but not the
1. A pooling of interests is not perother? The widely accepted answer was
missible, either in whole or in part,
no, and hence the development of
if there is any significant minority
pooling accounting.
interest after consummation of the
While the elimination of goodwill
transaction. Generally, this means
was the element of pooling accounting
a top figure of 5 %.
that attracted most people, there is a
2. A preferred stock may be used in
secondary aspect to the pooling alternalieu of common stock to effect the
tive that appealed to some. This is the
exchange, provided it is both concarry- forward of retained earnings of
vertible and voting.
both companies. Under the pooling
3. A debt security (even if converticoncept not only are the owners of the
ble) is considered to be the equivatwo companies going together as one,
lent of cash.
but they are combining as if they had
4. Cash may never be used to efalways been together in this blissful
fectuate a full pooling unless in the
state of affairs. Accordingly, the earntotal consideration it does not exings statements of the two companies,
ceed 10 %.
past as well as future, are added to5. Voting privileges given to recipigether, and the combined retained
ents of pooling stock may not be
earnings of the two contain the residual
excessively diluted or reduced from
balances ( i.e., after dividends, etc.)
proportionate equities?
resulting from these earnings. This is
6. Call provisions as to preferred stock
contrasted with purchase accounting in
used in a pooling must be reasonwhich the prior earning record of the
able and not designed to assure
one who is purchased disappears, and
early replacement of the stock with
the retained earnings of the acquiring
cash.
company includes the earnings of the
7. Recipients of pooled stock may not
other only from that date forward.
be given an option in the form of
It should be emphasized that the
a put against the issuer.
non - recognition in pooling accounting
8. If a voting convertible preferred
of new asset values goes beyond the
stock is used for the pooling, a low
matter of goodwill. In purchase acpar and high liquidating value are
counting recognition must be given to
permissible.
the price paid for all assets. If this calls
9. A combination may be part -purfor allocation of a portion of the purchase (by payment of cash or its
chase price to depreciable assets (e.g.
equivalent) and part - pooling (by
plant), future earnings must bear an
exchange of stocks), provided that
additional charge for the depreciation
other tests of a pooling are met .3
resulting from this allocation. In poolthis purpose what is "excessive" can be evaluing accounting by contrast, there is no YatFor
ed in te rms of the e nti re set of facts. The more
a
combination
othe rwi se make s sense as a pool ing
such allocation and no similar effect (e.g. two combleanies
equal or ne arly so in size) the
upon future earnings. Some persons are more defensi becomes some departure from full
pro rata voti ng. Voting ri ghts accruing in the event
disturbed by this difference where the of default are not the privileges contemplated here.
8 If the part - purchase occurs first, a later exchange
effect on earnings is significant.
Pooling of Interests— Present
Practices
Pooling accounting today is considerably more sophisticated and, some feel,

of stock may qualify as a part - pooling. On the
other hand, if stock is issued to acquire an i nterest
in a company and later the remaining stock is ppurchased for cash, all of t he transacti on woul d be a
purchase unless the purchase of stock were contemplated at t he out se t and effectuate d within a short
time. An "excess,' i f any (goodwill, etc.), is recognized to the extent of the part- purchase. Simi larly prior to t he date of the ful l combination, the
pooled portion of earnings becomes earnings in the
MA N A GE M E NT A CC O U NTIN G / F EB R U AR Y 19 6 9

Sell -offs of pooled stock by recipients are permissible only under
prescribed limitations. Probably the
most favorable acceptable rule at
present permits the sell -off of 25%
immediately upon pooling, 25%
after one year and the remainder
after two years. These limitations
apply to any stockholders who had
owned significant portions of stock
of the pooled company and all of
any group of stockholders that
might have been considered "controlling persons" in such company.4
The use of treasury stock to effectuate a pooling is regarded as acceptable even though acquired
specifically for acquisition purposes.
In the essential and generally acepted current criteria as to poolings
ummarized thus far, conspicuous by its
bsence is that related to size. The
ractice now is that "anything goes,"
hat is, size is no longer a factor as a
ooling test. Somewhat similar is the
ne -time requirement that management
f both companies must be retained,
his being interpreted to mean that
omeone from the Board of Directors of
he pooled (acquired) company would
lave to become a member of the board
f the combined company. Now it is
ufficient if only "key personnel" come
along, and satisfactory resolution of this
an almost always be found or rationalized. Observe also that the original
idea that pooling was possible only if
the two businesses were complementary
has long ago been abandoned.

1Current Criticism
Why challenge the present state of
the art with respect to purchase or
pooling accounting? Is there a case to be
made that the concepts are wrong or
that, if sound, the interpretation and
application of them has gotten out of
hand with unfortunate results? Critics
in this area are not hard to find. Some
strong words on the subject are in print
with rather telling blows. Wide conversations among professional accountants, and some businessmen too, indicate feelings ranging all the way from

historical earnings record of the issuer, but the
earnings prior to the purchase and applicable to the
purchased portion represents a then minority interest.
* Under one current view, if the entire group of
stockholders does not exceed 10 persons, all of
them would be considered to be controlling. It
might be worth not ing here that care ful att orne ys
appear to avoid the use of i nvest me nt letters (as
o n to controversy) as a means of controlling sells
guard agai nst any question through conMANAGEMENT ACCOUNTING/FEBRUARY 1969

dissatisfaction on sundry particulars to
broad misgivings as to whether pooling
accounting was ever appropriate in the
first place. Certainly there are a few
at least who say that the only solution
to purchase - pooling problems is to get
rid of poolings.
With respect to the particulars as to
pooling standards —those limits which
delineate when a pooling is permissible
—it must be said that the Securities and
Exchange Commission stands out as
predominate. This is not because its
staff has sought the role but rather because of the considerable freedom of
action permitted by the pronouncements of the AICPA.
Poolings began with a small series of
cases up to 1950 in which, administratively, the SEC acquiesced. These were
followed by Accounting Research Bulletin 40 in that year, some modification
in ARB 43 (Chapter 7 (c)) in 1953,
a significant re -write (relaxation) in
ARB 48 in 1957, and a confirmation of
this loosening of the strings in ARB 48
through Opinion 6 of the Accounting
Principles Board in 1965. The last of
these indicates that ARB 48 "should be
considered as an expression of the
general philosophy for differentiating
business combinations that are purchases from those that are poolings of
interests, but emphasizes that the criteria set forth . . . (in ARB 48) are
illustrative guides and not necessarily
literal requirements." An example of
the relaxation of requirements is found
by reference to ARB 48 which abandoned the hitherto general rule under
which some comparability as to size was
necessary to a rule permitting pooling
if the smaller of the two companies was
5% in size of the other. This was an
invitation to drop to anything above
zero and that is what promptly happened. APB 6 is considered by some to
be the professional acknowledgement
that in actual practice the coup de grace
had been rendered with respect to pooling standards. The word "professional"
has been used because the SEC stands
in the background and it has in fact
largely set what standards there remain
by refusing to go beyond certain limits
tractual limitations and use of "stamped stock"
limiti ng transfer. It will be observed that sell -offs
of pooled stock differ significantly from buy -outs in
that in the first a stockholder group (a new one )
continues to exist, whereas in the second a stockholder group is eliminated. In sell -offs the 25%
limit at ions apply t o the group as a whol e. I t may
be' divided among t he group by agreement among
the members. (These rul es" relate only to accounting and do not bear upon the question of registration of stock to he sold under the Securities
Act of 1933.)

as set by it. This is a very unhealthy
state of affairs, except to one who feels
that pooling accounting should be approached in the most liberal fashion.
In defense of the profession and of
the SEC, it must be recognized that the
pressures to permit pooling accounting
are very great. This is often because of
the abhorence of goodwill but in some
cases because a more favorable short term earnings per share result or trend
is possible.
Among persons who are troubled
with purchase - pooling accounting are
those who feel that the solution lies in
changing the rules with respect to
"goodwill" in a purchase. They say:
get rid of goodwill and there will be
less need for pooling accounting or it
will at least be easier to control. By
getting rid of goodwill these advocates
mean that they would simply write it
off against surplus.
Cogent criticism in this area comes
from others who point out that two
essentially identical combinations can
end up with wholly, often dramatically,
different results in terms of earnings
and earnings per share simply because
one was effectuated with cash and the
other with the issuance of stock. This,
they say, is another example of the
accounting profession bowing to the
pressure in allowing alternatives.
As to those engrossed in particulars,
it is essentially illogical to hypothesize
that two companies, one of them ten
or even a hundred times larger than the
other, can be said to be "pooling" their
resources. With others, an equally high
hurdle, is that there can be such a device
as a part - purchase, part- pooling.
New Solutions?
Whatever the criticisms may be as
to pooling of interests accounting or
their degrees of validity, it does appear
that some new thinking and answers
are needed. That we have become so
dangerously permissive as to invite, if
not misleading earnings reporting, at
least misleading comparisons among
businesses seems to be a reality that we
should face up to. The AICPA has
recognized this possibility and authorized the preparation of a research study
on goodwill which also deals indirectly
with poolings .5
Authors of accounting research studies are responsible for the content, conclusions and recommendations. Studi es do not necessarily reflect the
views of the Accounting Principles Board, the
Project Advisory Committee or the Director of
Accounting Research. The APB i s the only agency
of the AICPA having authorit y to make or approve
public pronouncements on accounting principles.
5
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The study of Messrs. Catlett and
Olsona is of a magnitude that prohibits
more than a brief reference herein. The
principal recommendations of the study
as listed by the authors arc: (quote)
1. Most business combinations, whether effected by payment in cash or
other property or by the issuance
of stock, are purchase transactions
and should be accounted for the
same as other purchases. Wyatt
reached the same conclusion in Accounting Research Study No. 5.
2. The total value of the consideration
given in a business combination
should be accounted for in recording
a purchase transaction. The value
of the consideration is the amount
of cash paid, the value of other assets or notes given, and /or the fair
value of the stock distributed.
3. The separable resources and property rights acquired in a business combination should be recorded at fair
value at the date of the purchase.
The difference between the value
of the consideration given and the
fair value of the net separable resources and property rights acquired
should be assigned to purchased
goodwill.
4. The amount assigned to purchased
goodwill represents a disbursement
of existing resources, or of proceeds
of stock issued to effect the business
combination, in anticipation of future earnings. The expenditure
should be accounted for as a reduction of stockholders' equity. The accounting can be achieved by one of
two methods: (a) an immediate direct write -off to capital surplus or retained earnings (the preferred
method) or (b) showing a deduction from stockholders' equity in
the balance sheet for several periods
and a later write -off to capital surplus or retained earnings. The selection of method may involve significant legal and disclosure matters
to be resolved by the board of
directors but is not a question of
accounting principle.
The recommended treatment of purchased goodwill results in balance
sheet and income statement reporting for purchased goodwill which is
consistent in principle with existing
practices of accounting for internally
developed or nonpurehased goodwillGeorge R. Catlett and Norman O. Olson Accounting for Goodwill, Accounting Research Atudy
No. 10, American Institute of Certified Public Accountants, New York, 1968.

practices which this study considers
proper.
5. The conclusion that most business
combinations are purchase transactions has the corollary conclusion
that pooling of interests accounting
is not valid. Hence, various related
procedures which are based on the
pooling of interests concept, such as
carrying forward the retained earnings of the absorbed company to
the continuing entity, are not
proper.
6. The relatively rare business combination in which no constitutent clearly
emerges as the continuing entity
results, in effect, in the creation of
a new business enterprise. The accounting should be that generally
accorded the formation of new enterprises —that is, the separable
and property rights should be recorded at fair value and no amounts
should be recorded for goodwill."
Of the seven members of the Project
Advisory Committee, all of whom commented upon the study, one (Axelson)
states that the study omits complete
coverage of all of the theoretical arguments "for and against," but nevertheless adds that he is in complete agreement with the conclusions reached that
purchased goodwill should not be
booked as an asset to be amortized over
some future period. One (Spacek) fully
supports the conclusions of the study.
Of the remaining five members of
the committee, two (Bevis and Defliese)
charge the study with giving inadequate
consideration to the pooling concept
and believe that the concept in circumscribed situations might well be appropriate. They are joined by another
( Kripke) in recognizing the need to
deal with abuses of the pooling concept
before considering its abandonment.
One member (Paton) agrees with the
authors in opposing the pooling procedure. One member (Seidman) did
not discuss poolings but he has said
elsewhere that "Pooling must go." 7
As to whether purchased goodwill
should be written off immediately, five
emphatically reject the proposition
(Bevis, Defliese, Kripke, Paton, Seidman) . Of these five committee members, one (Defliese) believes that goodNN-111 should not be arbitrarily amortized
as long as it continues to have value.
The other four all agree that amortization is called for.
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J. S. Seidman, "Poolings Must Go," Barron's,
July 1, 1968.

7

The dissents of the five committ
members who object to the immedia
write -off of goodwill are categorical a
generally very strongly expresse
Among the strongest criticisms of t
study is that coming from the Direct
of Accounting Research of the AICP
Reed K. Storey (limiting his comment
to the research approach of the study;
As Storey indicated in his introductol
remarks to the study, in his opinio
"the study falls short of meeting th
qualifications of an accounting researc
study," and added that he "authorize
its publication with reservations."
Despite the various criticisms an
reservations, the study, in the words c
Donald J. Bevis, "fills part of the void 1
our literature on the subject." The at
thors did indeed undertake a "mont
mental task," full justice to which
impossible in this brief summary. Pr(
fessional and business leaders have an
ple reason to appreciate their effor
whether or not in agreement with the
conclusions.
The Problem of Goodwill
In approaching problems of purchas
and pooling accounting, thinking seem
inevitably to be directed first to good
wills As noted, suggestions have bee
made that immediate lump -sum write
offs of goodwill be permitted. Som
sympathizers with this view might at
tack caveats to the idea, such as a requirement for stockholder approval with
proxy solicitation, etc.
Even with the restraints it is difficult
to understand the justification for the
suggestion. If goodwill can be summarily disposed of immediately after laying
out good hard stockholders' dollars for
it, why may not the same be done for,
say, plant or equipment on the grounds
that the annual depreciation charge is
both difficult to estimate and unpalatable. The usual answer given is that
goodwill presents a special case because
it is difficult to determine whether there
is any real expiration of the goodwill's
value except if and when it is worthless,
at which time a lump sum write -off is
mandatory. This do-nothing approach,
which avoids annual amortization
charges against income, seems indefensible.
The view that has best stood the test
of time is that the purchase of goodwill
N
It is appropriate to sugge st that the term goodwill
sometimes is used to cont empl ate a franchise t ype
of intangible. Franchises are often "pe rmane nt "
in all practical effect and in this discussion the
costs thereof are excluded from consideration of
goodwill generally.
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*n on" be a price paid for earnings or
rnings potential, and a proper match g of costs against revenues (the back ne of accounting) seems clearly to
l! for some sort of amortization of the
st of the goodwill. It is sometimes alged that this causes a duplication of
sts in that a going business is continuly expending funds to maintain or
mally create goodwill. This argument
at best of doubtful validity.
A view that appears fundamentally
and is that goodwill is a windfall or
y- product of the efforts of imaginative
nd resourceful people who create and
urnish useful products or services at
rites that people accept. Under this
iew, goodwill (in any of its senses)
nnot be created in any other way, nor
an it be retained except in this fashion.
The case is also argued that unlike
ther costs — inventories, machinery,
tc.,— goodwill is not consumed. Apparntly this refers to use in the process of
urnishing products or services and, pre umably, since they are not consumed
r used, there are no identifiable costs
ttributable to and chargeable against
the earnings process. This bears challenging. Patent costs also are not consumed. They expire. That they should
be charged off as costs is not simply be'cause the expiration period is known
and amortization is feasible. The reason
for the charge off is the incurrence of
the cost, whether or not it contributes
to profits from products or services. The
only difference in the case of goodwill
lies in the difficulty of measuring its expiration. Both are acquired for one reason only: their contribution to future
earnings.
A less clear, but nevertheless appropriate, analogy to goodwill may be
found in the purchase of new, highly
ingenious machinery at great cost and
the abandonment of fully operating
older equivalents because of efficiency
factors (quality or quantity) and expected higher ultimate earnings. The
purchase cost represents a payment for
someone's genius, or skill, or sheer luck
in devising such a tool. Is this any different than the genius, or skill or sheer
luck in putting together a profitable
business for which others pay a price in
the form of goodwill?
Further, proponents of the anything but- amortization approach to goodwill
seem to neglect the point that in arguing duplication through both amortization of purchased goodwill and internal
creation of goodwill, they indulge in offset accounting —a process that certainly
in-

F
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can be no more precise than any reasonable but arbitrary amortization of the
purchased variety.
Examples can, of course, be formulated and actual cases found showing
that, because of the purchase of a company and the amortization program as
to goodwill paid for, earnings per share
suddenly have decreased. All that is required in this example or case is a situation where the goodwill was very expensive and the amortization short. This
suggests an answer in two directions:
(1) maybe the price was in fact excessive, a possibility that seems to be ignored, and (2) possibly the amortization period is too short. Expensive
goodwill automatically suggests that the
purchaser contemplates high earnings
quickly or good earnings for a long period of time. In the latter case, at least,
a relatively long amortization period
would be logical.
For some reason, many persons seem
horrified at the idea of amortizing goodwill over a period longer than, say, 15
years but blanch not the least at depreciation of a plant structure over 30 to 50
years. This seems incongruous. To be
sure, it is nice to be rid of this suspect
asset as soon as possible (and in any
manner, it seems), but is it really necessary?
There are suggestions that a lump sum
write -off is appropriate on the philosophy that in making the goodwill payment, the stockholders of the purchasing
company have devoted a portion of their
capital for this purpose. If this is so, it
would seem that the stockholders should
be asked, as some have suggested, to
approve of this use of their capital (certainly no minor step) in a formal procedure such as a proxy solicitation and
vote. Perhaps, also there should be a
continuing disclosure requirement. However, it is difficult to see the logic of
the procedure, regardless of any formalities, when the cost is so unmistakably
equated with actual or potential earnings.
A possible exception to this conclusion, and one for which hasty conclusions must not be reached, may exist
when at the time of the purchase there
apparently is a dilution of equity of the
acquiring stockholders, and such dilution is permanent. At first look, a write off in such a case seems to be appealing,
but not only does the application of the
idea pose serious practical obstacles, it
seems to be counter to the belief that
the book value would rarely be traded
for earnings unless there is the expecta-

tion that the earnings will eventually
restore the book value.
Possibly, a more basic consideration
is that the term book value, of necessity, deals with recorded value. There
are unrecorded intangible factors on
both sides which enter into the basis
for the purchase, and evaluation of dilution questions would best be made on
the basis of real, total values than book
values. Notwithstanding our general
derogation in speaking of goodwill, this
may be the most important asset a given
company has and the purchaser's real
value may not be diluted at all.
In any event, one may well ask: What
would a direct lump- sum write -off accomplish? The analyst and the banker
are said to disregard or "lop off" the
goodwill in any balance sheet presented
for credit purposes. The write -off against
surplus does accomplish this, but no
more, no less.
The real problem, if there is one, concerns earnings per share and these are
unaffected either with or without an
immediate write -off. In this connection,
it will be recalled by those who take the
trouble to look at footnotes to the financial statements in annual stockholder
reports, that one of the most common
comments in recent years in those cases
where there has been a combination by
purchase are those to the effect that the
resulting purchase premium or "excess"
(goodwill) is not being amortized because no diminution in value is deemed
to have occurred. It is not clear whether
the situation deemed to exist is because
of the offset previously mentioned or
because the purchased goodwill is impregnable. If either representation is
valid, it is equally valid to ask for the
justification for immediate disposal
against surplus. It would be better, it is
suggested, if amortization cannot be
agreed upon, to leave the goodwill on
the balance sheet. In this way, the responsibility for it is not hidden, nor its
cost soon forgotten. Logic, however, appears to support amortization as the best
solution. It eventually puts on equal
footing that company which has purchased its goodwill with the company
that has developed it internally but
which is (quite properly) prohibited
from capitalizing it.
Major Revisions Are Needed
The original philosophy of a pooling
of interests is difficult to challenge in
that the combining of resources including monetary and human values is consistent with individual experiences.
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However, some particular features of
poolings, as now found, seem to warrant
severe criticism and justify efforts to
tighten up the criteria to accord more
with the original philosophy.
It seems to be stretching reality to say
that two companies greatly differing in
size are really "pooling" when they combine. Inter - related is the matter of people; for in any real pooling it is as much
the individuals and their talents as it is
the monetary resources that are pooled.
One of the best indications of a real
pooling is to find both companies represented not only at the officer level, but
above all on the board of directors of
the combined company. This leads to
the conclusion that there should be a
return to older tests as to size and management continuity, imposing for lack
of objective methods some admittedly
arbitrary standards.
It is suggested here that if the smaller
of two combining companies is less than
50% in size of the larger company (one third of the combined total) by appropriate tests, a pooling of interests does
not take place. This should be accompanied with the requirement for a pooling that the board of directors contain,
on a reasonably continuing basis, an approximate pro rata representation from
the two companies. If these two goals
are reached, it would appear that the
logic of a pooling would prevail rather
than the present obeisance to form.
Other reforms seem to be needed. Initial form is one thing; the after form is
another. By erosion, the early standards
as to sell -offs of pooled stock have deteriorated to a point where, although the
original form may have been supportable, in a short time only the form and
confident footnote language remain as
testimony that there was a pooling.
One might concede that pooling
stockholders need not be "locked in"
with their shares forever. On the other
hand, why shouldn't there be some quid
pro quo of substance for the concession
made in allowing a pooling?
It is suggested that a realistic guide
to sell -offs, having in mind what a pooling is supposed to be, would be to limit
disposition of pooled stock more severely
than heretofore. One possibility would
be allow sale of such stock up to not
more than 10% immediately, another
20% of the original after each of the
next two years (this totals 50% two
years from the effective pooling date —
still a liberal selling schedule for those
professing to "pool" their business) and
25% after each of the next two years.
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This would require that the affected
Another aspect of poolings of in
persons retain a financial interest in the ests relates to part- purchase, part -pool
combined business for only four years. accounting. To some, this feature of
It does not seem to be too much to ask day's practice has the least logic, if a
that a semblance of risk be retained for to support it. One absurdity may
this short period if, as represented, there illustrated by comparing full- purcha
is a bona fide pooling intention. For this and part - purchase accounting where
purpose, the limitations could, for ex- portion of the actual total price paid r
ample, apply to any stockholder who lates to fixed assets. In a part- purchas
had owned 10% of the stock of the the allocation is limited to the part-pu
pooled company, to any "controlling" chase percentage. However, there a
stockholders thereof, and to all stock- many difficult obstacles to be "overcom
holders of the pooled company if their in negotiating and arranging poolin
aggregate number were 15 or less, but and some concession to practicali
excluding anyone from such 15 who may be desirable. Assuming this conce
had less than 3% of the total. A rule Sion is necessary, the choice would be t
along these lines could be entirely work- abolish part - purchases, but allow ful
able if also supported by a requirement pooling if the cash or cash equivalen
for stock transfer restrictions. With an did not exceed a small amount, say 10%
arrangement such as this, there would of the total consideration. This woul
be a more positive feeling that the term have to include the maximum 5% mi
"pooling" means exactly that.
nority which would be allowed, bu
The suggested rule may be contrasted which might later be acquired for cash
with matters as they now stand where This 10% might be raised, possibly t
the first question almost invariably asked 15 %, if the cash were paid to all stock
is, "How soon can I sell the stock I re- holders pro rata. It follows in this sug
ceive?" Hearing this repeatedly, one can gestion, that if a combination failed to
only suspect that many pooling agree- qualify as a full pooling, it would be acments reflect only lip service to the counted for entirely as a purchase.
pooling concept and that the transacA more difficult question than others
tions are fashioned as they are solely mentioned is whether pooled business
because of the desired accounting result, should complement each other as origirather than a real pooling intention. nally intended. If this were required,
Certainly, one who is eager to dispose many conglomerates today either would
of stock received in a pooling must be not exist as such or they would be much
thinking of pooling as some technicality different, perhaps smaller, than they are.
of form to be observed, not a condition Pooling of interests accounting has conin which he is a future participant.
tributed greatly to the conglomerate
There are other types of possible re- phenomenon. Apart from the impossistrictions on the applicability of pooling ble task of deciding what is a compleaccounting that might well be consid- mentary business, there seems to be no
ered either as alternatives to the size test reason why two diverse businesses can(not appealing) or as coordinates of the not pool. Certainly capital, if nothing
size test (attractive). The first of these else, can in many cases be utilized more
would be to restrict poolings entirely to effectively in one corporate organization
companies (acquiring or acquired) that than when divided between two indeare publicly owned as contrasted to pendents. While a more efficient use of
closely held or controlled. If this re- capital may not materialize through
quirement were imposed, it would prob- pooling, the possibility must be regarded
ably eliminate many of the problems (in as a factor motivating some business
both principle and practice) arising combinations.
from the pressures to allow pooled stock
One pooling technique that is someto be sold rapidly by the recipients. times found but which is of questionThere could be some problems of defi- able propriety is the use of a preferred
nition but these should not be major stock having a low par value and a high
ones. The second possibility would be liquidating value (voluntary or involto require that retained earnings of both untary) 9 Possibly this should be dissides to the pooling in each case include couraged, but in any case there should
earnings for, say, five full fiscal years. be further study of the reasons why such
Such a requirement has a great deal of stock is used and whether the consemerit because it would eliminate a trou- quences are acceptable under the recblesome situation caused by the siphon- 9
Disclosure requirements if the difference concerns
ing off of pre - pooling earnings through involuntary liquidating preference, are discussed in
APB
paragraphs
-11 (3).
and in the SEC's Regulation10St-p
, Rule 3 -1910(d)
affiliations and other devices.
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fresh look at pooling prae-

a

The use of treasury stock in poolings
ry likely became accepted as much by
efault as by any reasoned process. In
pport of the practice is the fact that
e relationship of the recipients to the
oled companies is the same as if unsued stock is used. Opposed to the
ractice is the fact that the treasury
tock caused an outlay of cash by the
ssuer in contemplation of the pooling
nd from its point of view there is not
eally any difference from a cash purhase of the other company.
On balance, it would seem that the
se of treasury stock in poolings, if acuired for purposes of acquisitions, is
nconsistent with the pooling concept.
ere seems to be no difference between
this and partial cash liquidation of the
pooled (acquired) company in contemplation of pooling. The latter has generally been agreed upon as vitiating
pooling intentions.
One fairly frequent occurrence in connection with poolings is to issue a fixed
number of shares for the stock of the
pooled company with provision that
additional shares are to be issued contingent upon specified earnings levels
for succeeding periods. There have been
some instances where the contingent
earnings periods have extended for a
considerable period of time. This was
criticized on the grounds that it appeared to be a sharing of earnings between the acquiring company and the
stockholders of the pooled company,
and hence, in effect, a payment suggesting a purchase rather than a pooling interest.
The SEC has been responsible largely for limiting the periods for which
contingent shares may be issued to not
more than five. This limitation seems to
be entirely appropriate in principle, but
one might question whether even five
years, as compared to say three, or even
two, is reasonable as a part of the pooling scheme of things, and further,
whether the portion of the total shares
that may properly be contingent should
be limited.
Currently, there is considerable discussion as to the propriety of retroactively giving effect in financial statements to poolings occurring several
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months after the end of the balance
sheet date. The justification for such
retroactive treatment has to lie in the
fact that at any later time when financial statements are issued the pooling
will have been accomplished, and the
revision of prior year income statements
and surplus balances is then necessary
and appropriate.
It is difficult to see how giving effect
in the financial statements of a pooling
occurring thereafter can be improper.
Admittedly, a pooling can submerge
from view unfavorable operating results
of the acquiring company. The solution
seems to be essentially one of adequate
disclosure and here the SEC has recently taken steps which seem to meet the
disclosure problem quite adequately.
These steps require separate disclosure
of revenues and net income of both the
acquiring company and of the pooled
companies for any and all statements
being presented for years prior to the
year in which the pooling occurred. This
disclosure should be given in a tabulation rather than in text form; preferably
it should be included in or as an adjunct of the statements rather than in
a footnote.
There remains one item to consider
as to pooling accounting. At this time,
if a combination does not meet the test
of a pooling of interest, it must be accounted for as a purchase. But if all
pooling requirements are met, the transaction may be accounted for either way.
This seems to be an undesirable state
of affairs and a reflection on the accounting profession. It is suggested that
this permissiveness be removed by calling for pooling accounting in those cases
where the indicia of a pooling are clearly
met.
The suggestions offered here involve
considerable revisions in the arbitrary
standards with respect to poolings
because objective standards cannot
be set. It should be remembered that
there are (and surely always will be) a
number of arbitrary rules in accounting,
and requirements of this kind with respect to pooling accounting should not
necessarily destroy the validity of the
rules. The ultimate test of their desirability rests in whether they accomplish
the goals sought for investors, credit
grantors, and the public.

A good example of totally arbitrary
accounting is found with stock dividends. There is no theoretical justification for a requirement that retained
earnings be capitalized to the extent of
the fair market value of stock dividend
shares. Also, compare the cut -off between a stock dividend and a stock split
in the form of a dividend whereby the
split may be deemed to occur if the distribution is in excess of 25% of the
outstanding shares. This is completely
arbitrary. These "rules" were established
by the New York Stock Exchange and
adopted by the profession, with SEC
backing, to meet a need arising out of
misconceptions by the public with respect to stock distributions. They have
been effective and useful. It is believed
that the time has come to re- assess our
goals as to pooling of interests accounting and to set standards, arbitrary or
not, that will aid us in meeting those
goals.
Summary
The conclusions and suggestions made
in these remarks may be construed in
sum total as indicating the conviction
that:
1. No new views have come to light
that improve upon the traditional
concepts of the nature of goodwill
and how it should be treated in financial statements. This should not
be construed as being traditional for
its own sake; for it is recognized that
accounting does change, and that it
must change to meet changing conditions in society, subject always to
the condition that the changes are
consistent with needs of all primary
groups concerned, including the protection generally of investors, credit
grantors and the public.
2. Pooling of interests accounting, as
currently practiced, needs major revisions; for it is not now being limited only to circumstances where either economically or in substance a
pooling of resources and human endeavors—a joining together as one
--can rationally be considered to
have occurred, especially when the
concept has as its foundation a future joining together and a presupposed, hypothetical prior union.
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Accounting for Acquisitions:
What Should Be Done
OUTLINES THE PRACTICES THAT REFLECT SOUND ECONOMICS

By John V. van Pelt, III

only

Current accounting has been devised
and structured to promote acquisitions.
However, most of the present acquisition activity is designed to take advantage of the rampant speculation in
the equity security markets.
It is widely regarded that inflation of
security values not founded on an improvement in operating earnings is fundamentally unsound. In other words,
when the only justification for an acquisition is an artificially contrived increase
in earnings per share or an option to
exercise a call on stock at a fixed value
in the future, any current increase in
related security values will ultimately be
lost when there are no further artificial
stimuli affecting the particular security.
The Accounting Principles Board of
the American Institute of Certified Public Accountants cannot be accused of
failing to recognize that a problem exists. High on the list of current matters
under consideration by the Board is the
subject of "Business Combinations and
Goodwill." Also an accounting research
study on "Accounting for Goodwill"
was recently released.'
However, the public accountants are
not the
ones interested in this
problem. Security analysts, management
accountants, and the Securities and Exchange Commission are likewise anxious
I
George R. Catlett and Norman O. Olson Accounting for Goodudil, Accounting Research Sttudy No.
10, American Institute of Certified Public Accountants, New York, 1968.
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for firm, positive guidance regarding the
accounting for acquisitions. Segments of
the business community often have been
critical of the many applications that
have permitted differing accounting
treatments for identical situations.
Because of the speculative inclinations currently prevalent in the equity
securities markets, the Securities and
Exchange Commission should insist that
business adopt accounting rules de-
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signed to measure each acquisition on
the basis of true economic values inherent in the combination. While the Securities and Exchange Commission
should not write accounting rules for
business, the Commission should make
certain that the rules adopted by business are designed to protect investors.
If every acquisition were subject to
an evaluation in terms of economic contribution, such as improved market coverage, cost reduction or other benefits,
the number of acquisitions would probably decline precipitously. In such an
event, the Federal Trade Commission
and the Department of Justice could
diligently review the remaining acquisitions in terms of their acceptability under the scope of existing law. The general public is exposed to insinuations of
illicit actions on the part of business
day after day as the press reports mergers and acquisitions. As a result of public apprehension, the courts tend to side
with governmental agencies ostensibly
for protection of the "public interest."
A different climate would probably
change the attitude of the public and
the courts. Also, under different conditions, business could ask Congress to
clarify its intent if the courts appeared
to erroneously extend the statutes.
A Brief Review of History
There are many factors relative to the
market and security prices today that
mirror conditions in the late 1920's. The
economic cataclysm in 1929 was abetted
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n no small part by a rash of acquisitions, maintaining its growth status. Basically,
hich were made workable because of it would issue its common shares, in a
nadequate control over accounting tax free organization, for stock of anractices. As in today's climate, earnings other company with a lower multiple.
everage was the watchword of the pro - Since the acquisition was treated as a
noter. One significant difference, how - pooling of interests, there would be no
ver, is the current stress on earnings restatement of the accounts of the acper share, whereas, in the 1920's payout quired company. Therefore, the earnwas of greater importance in establish- ings of the acquired company automatically increased the per share earnings of
ing market value.
The accounting profession and the the acquiring company.
In the early days the acquired comSecurities and Exchange Commission
privately owned orruled out some of the methods used in panv was often
that period. All values assigned to de- ganization which might involve estate
preciable assets now must be amortized problems, thus giving the acquirer a
against current operations. Writing up possible further advantage in negotiatof fixed assets through the use of ap- ing the purchase price. While the transpraisals is taboo. In certain situations action would be a tax free transaction,
the Securities and Exchange Commis- it was a general practice to inject in to
sion has limited the amount of debt a the deal certain unwritten guarantees to
corporation may issue. Additionally, af- the former owners payable over future
ter World War II, a new element crept vears in terms of consulting contracts,
into the picture; income taxes rose to expense allowances or other emolusignificantly higher levels, with the re- ments. While these would be chargesult that many companies would only able to future earnings, they were tax
permit themselves to be acquired deductible by the acquirer, and again
could affect the purchase price advantathrough a tax free reorganization.
With relatively little speculative ac- geously.
In the initial stages, many companies
tivity in the equity securities markets
during the years of depression, and dur- did not restate prior period earnings
ing the following decade while the when small privately owned companies
United States was involved in two wars, were acquired. This, of course, enhanced
any acquisition activity was normally the growth picture. This ploy has not
for cash and, in many instances, repre- been entirely stopped, even though it
sented a bail out of the acquired entity. has been legislated against by the SeHowever, during the sixth decade of the curities and Exchange Commission and
twentieth century, the securities markets the Accounting Principles Board.
In analyzing a situation of this type,
became more active and a new breed of
it is obvious that nothing has been addpromoters came upon the scene.
During the 1950's the term "growth ed to the combined earning power of
company" became popular. The term the companies involved, and yet the
was generally applied to companies that market price of the acquirer's securities
appeared to have excellent earnings po- are under upward pressure. In fact, to
tential with appropriate appreciation in the extent that the owners' of the acstock values without a commensurate quired company may have been given
dividend payout. Some established gi- certain perquisities, there may have been
ants were accorded the appelation be- some diminution of the combined earncause of a singularly advantageous posi- ings of the companies.
tion in a particular industry. Some
Other companies that did not enjoy
smaller companies which came up with the growth label then devised comparaspectacular developments in areas that ble means of attaining the earnings levcaught the investing public's eye also erage benefits. This was done by utilizfell into this category. However, it was ing calls on their common stock through
most generally applied to companies the medium of issuing convertible prethat used acquisitions as a means of ferred stocks. The preferred stocks would
provide a tax free deal to the sellers,
growth.
The growth company, on the basis with a current payout that would exceed
of the promise of a higher level of earn- the amounts previously withdrawn from
ings in the future, commanded a higher the acquired company but which would
than usual market value in relation to be well below the earnings of that comits current earnings. The acquisition pany. After a five -year period, the preminded growth company would use the ferred would be convertible into comhigh price earnings ratio as a means of mon shares of the acquirer, based on a
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market price substantially above that at
which the shares traded when the deal
was made.
In making the preferred stock deal,
no redemption is generally allowed for
five years, except in accordance with the
provisions of Section 3 03 of the Internal
Revenue Code, which allows an estate
to liquidate certain securities to pay inheritance taxes. The ultimate redemption price of the preferred is usually at a
level far above the current market value
of the equivalent shares of the acquirer's
common stock.
Once again, when this was first used,
it was almost universal for the acquirer
to show only the preferred dividend requirements in computing earnings per
share. In such an event, nothing would
be added to the combined earnings, but
the acquirer suddenly achieved a boost
in earnings per common share. Thus,
the use of preferred stocks became more
advantageous than common stocks. Recently, attempts have been made to
force the acquirer to state his earnings
per share on the basis of the full conversion of the preferred stock.
The Evils of Today's Practices
It has been pointed out that acquisitions as described above can push up
security prices in markets already subject
to speculative fever. There is also a fallacy in the representations made to the
public, since many of the "growth"
companies can only continue to grow as
appropriate acquisitions are available.
This is more of a snare than the confidence game practiced by Charles Ponzi
or the chain letters which the United
States Post Office holds to be illegal. In
the latter two operations, there is no
theoretical limit to the continuation of
profits, so long as there are still people
around to invest. In the acquisition
game, there are two limits; first, there
must be another corporation to acquire
and secondly, the potential acquiree
must not increase his asking price inordinantly as he finds that his company is
in demand.
This latter factor is beginning to provide more of an inflationary push than
the original earnings per share leverage.
Because of the desperate search for takeover candidates, the private owners are
now holding out for exorbitant prices to
the extent that it is almost impossible
to make a purchase of a privately owned
company for stock, because the high
asking price erodes the earnings per
share advantage. The advantage is now
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in paying cash and booking goodwill or
some form of non - amortizable asset
value. Publicly owned companies, that
formerly had little to inspire the investor, are now being courted by growth
companies and the market values of
their securities are moving upward.
Since none of this appreciation is
founded on true values, once the continuing growth in earnings per share
ceases, it will melt away faster than it
originally grew. Some investors are going
to be seriously hurt when this comes to
pass.
What Should Be Done
The writer is convinced that we
should return once again to a previously
accepted accounting principle: Any acquired asset should be recorded at cost
and cost should be defined as the fair
value of the consideration given. In addition, cost should be amortized over
the economic life of the asset.
Since interpretation is subject to all
sorts of manipulation, and because of
the pressures to which the public accounting firms are subject, each of these
practices should be supported by strict
rules. "Cost" would be cost to the acquirer. There should be no pooling concept. Securities to be contingently issued
should not be included in the initial
body of cost, but, if ultimately issued,
should represent an additional body of
costs applicable to an intangible asset.
All costs should be allocated among the
acquired items, and it should be the responsibility of the accountant rendering
the opinion to satisfy himself that the
basis of allocation is reasonable. The
writer does not propose in this paper to
delve into the valuation problems of receivables, inventories and investments.
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Obviously, if cash is the only consideration for an asset, there is no problem
of valuation, assuming the cash is paid
currently or if payment is deferred and
the obligation carries a reasonable interest rate. Under such circumstances,
however, the amounts reflected on the
predecessor's books still must be evaluated. For instance, amounts required to
settle open tax years should be reflected
in the accounts of the acquirer. Additionally, provision needs to be made for
various forms of recapture of depreciation or investment credit. Apparently,
the Accounting Principles Board does
not require that any amount be established for deferred taxes, if upon an acquisition, there is an excess of cost of
depreciable assets per books over their
remaining aggregate tax bases. Nor is
there a requirement for deferment if
the reverse situation exists. The situation with respect to loss carryforwards
is not too clear, since the Board suggests
that reflecting or not reflecting the possible tax benefit of a loss carry- forward
is dependent on a judgment as to its
ultimate availability. These situations
should be clarified.
The main problem which requires
codification is the value to be assigned
securities issued as consideration. The
writer feels that the market value of
listed securities should be used, since
any attempt to accord some lesser value
because of a volume transaction permits
appraisal manipulation. Market values
should be the average of the high and
low on the day preceding the day on
which the deal is agreed to by the principals, or such value at which the security is traded on the day the agreement
is reached, if the value is specified in
the agreement.

The fact that there may be a contin
gency, such as ultimate directors' a
proval, or receipt of a Treasury ruling
has no bearing on the values involve
at the time the deal was negotiated
Hopefully, a price prior to finalizing th
deal would be free of speculative im
pacts arising from the announcing of the
deal.
The same market value would apply
to securities to be contingently issued. ,
When convertible securities are involved, if earnings per share are to be
computed on the basis of the residual
security, then the convertible security
should be stated in terns of the residual
security. Debt securities should be stated
at discounted values, but this does require an appraisal which should be
made by an impartial investment
banker.
The amortization of goodwill should
be limited to ten years. In the uncertainties of business, it is difficult to ensure that any acquired element would
have value more than a decade in the
future. Furthermore, establishment of a
maximum amortization period provides
a reasonable life for spreading cost of
purchased markets, research, management or other intangibles.
When the Committee on Accounting
Principles first issued its Bulletin dealing with Business Combinations, it assumed that mergers of corporations of
comparable size should be treated as a
flowing together of two comparably
sized entities. In the light of today's
conditions, this appears falacious. If the
equity holders of one corporation do not
end up as being dominant in a combination, then the combination should be
treated as a reorganization, with a revaluation of the assets of both entities.
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nother Look at Financial Disclosure
WELL DEFINED RULES WOULD HELP RESOLVE MANY ISSUES

By Thomas F. Keller
There are some who may well feel, as
they approach the analysis of financial
statements, that they would be safer if
they were entering a gambling house.
For others such is not the case, for these
consider financial statements quite informative because they are prepared in
accordance with "generally accepted accounting principles."
Of course no one quite knows what
principles are generally accepted. As a
point in fact, there is not complete
agreement today as to what a principle
of accounting really is.
There is the question, too, of whose
financial statements are these which
have been so severely criticized of late?
The management accountant argues
that the CPA is primarily responsible
because he has performed the audit.
The CPA, of course, does not accept
the full responsibility because he argues
that the statements are really management's. The external user accepts no
responsibility whatsoever because he
cannot be expected to understand the
manipulations of the person who prepares the statements.
The Usual Approach to Criticism
Is it any wonder that no one wishes
to accept responsibility for financial
statements at a time when there is so
much criticism of the statements —what
they do and do not say? The usual
approach to criticism of financial state ments is to find a particular statement
which reports the results obtained from
using an unorthodox method of accounting for disclosing a particular
MANAGEMENT ACCOUNTING /FEBRUARY 1969

event. The case is then so cited as to
imply that the practice followed are
not appropriate and that some more
commonly used methods would be appropriate.
One seldom sees or hears suggestions
for improving the accuracy of information or for communicating it more effectively. The reader or listener is usually
left to his own devices to ascertain the
appropriate practice on one hand or to
accept the inference of the reporter on
the other. The case method approach
to criticism has seldom led to correction
of the basic deficiency being cited.
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An Illustration —The Purchase
of a Going Concern
This approach is aptly illustrated in
the discussion and critique of the price
behavior of the common stock of Houston Oil Field Material Company, by
Alan Abelson, a writer for Barron's. In
his commentary Mr. Abelson describes
an accounting practice which is hard to
label.] Until 1964, HOMCO's performance followed the ups and downs of
its customers, who bought drilling
equipment from the company. In 1964
volume shot up to $67 million from
$29.2 million in 1963, and earnings increased to $316,000 or $.44 per share
from a deficit of $2.38 per share in the
previous year. In 1965, despite a' slight
dip in sales, the company enjoyed, in
the words of the chairman of the board,
"dramatic improvement ", showing net
income of $2.4 million, or $4.08 per
share. In the first half of 1966, again
despite lower sales, reported profits continued to advance to $1.3 million or
$2.07 a share from $387,000 ($.62 a
share) in the same period a year ago.
The chairman of the board gave the
reason for this explosive growth as "the
programs, planning and concepts developed during the past two years have
transformed the firm from a drilling
equipment firm into a company that
boasts strong positions in automation,
agriculture, control devices, processing
equipment and engineering systems."
When one looks behind the scenes it
appears that the minnow swallowed the
whale. HOMCO acquired Black, Sivalls
I

See Alan Abelson, "Up and Down Wall Street,"
Barron's, September 19, 1966, p. 25 for a complete
recounting of the selected data presented here.
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is

& Bryson, a company reporting opera- considered to be liabilities or stock Could it be that investors in their qui
ting losses since 1962, through a stock equity, sources of financing, or revenue for financial success use the reports i
exchange. The impact of this acquisition —an inflow of assets. In the cited case, purposes for which they were never
on reported net income of the combined HOMCO has elected a fourth possibil- tended? In some cases the investor
companies has been quite impressive. ity— deferred income. The normal in- not privy to all of the information whi
How was it that two companies, both terpretation of deferred income is that lies behind the statements. Is this as
reporting operating losses could be the buyer of goods or services has ad- should be? Why does such a state
forged into a profitable venture by ad- vanced money to the seller who has an affairs exist?
dition?
obligation to provide goods or services
HOMCO created a deferred credit — at a future date. There are many ac- No Well-Defined Rules
One reason for the present state of
the difference between what it paid for countants who would argue that in this
Black, Sivalls and what the company sense the deferred credit is in fact still affairs in the world of accounting is
was really worth —its book value. This a liability to the seller. Even this ex- that there are no well defined rules of
deferred credit was then amortized to planation is not applicable in the case the game by which many of the accountrecognize the value of the favorable of HOMCO; however, it may be in ac- ing issues of financial disclosures can 'be
purchase in earnings. The results of this cordance with the provisions of Ac- resolved. There has never been a complete and concise statement of the naaccounting procedure changed an op- counting Research Bulletin No. 51.
erating loss of $2.2 million in 1964 to
The essential problem in the case pre- ture of a deferred credit, for example.
a reported profit of $315,938. The sented is that two methods of recording The term is used in connection with
amortization of the deferred credit was an acquisition have been mixed. The the inter - period allocation of corporate
responsible for $1.37 million of this book value of the assets of the acquired income taxes, product warranties, adchange, the tax effect of the loss for company forms the basis for the asset vances from customers, purchase trans$1.1 million. In 1965, operating net of debit while the stated value of the is- actions to reconcile debit and credit
$1.1 million was augmented by anothe; suing company's stock forms the basis balances, etc.
There never has been a workable rule
chunk of the deferred credit to produce for the credit. Either method of deternet income of $2.4 million. In the first mining value is appropriate according to on the question of asset valuation when
half of 1966, the amortization of the presently accepted practice, but there is one firm acquires the assets of another
deferred credit accounted for $681,000 a real .question as to the acceptability through exchange of shares of common
of the reported profits and operations of combining the methods for a single stock. The reasons for the lack of agreement are legion, but certainly one imfor $680,000.
transaction.
portant reason can be traced to concern
For those who fear that the magic
over the per share price of the common
well might run dry, the management Is the Investor Befuddled?
assures us that they are watching closely
The press continually prints articles stock of the acquiring company.
a couple of other companies which can about questionable accounting practices A Potentially Dangerous Situation
be acquired for less than net worth. but rarely includes accusations that the
With the advent of widespread manThe chairman of the board states that accountant has prepared false financial
agerownership there is, of course, in" HOMCO is a company of concepts statements. The usual tenor of the
terest
on the part of the management
with imagination being its most impor- complaint is that the accountant has
in
seeing
the price of the company's
tant characteristic." With regard to ac- expressed his opinion as to the fairness
shares
rise.
If the employee holds opcounting procedures, the reader will of statements which subsequently have
been found to be (or there is indication tions, he benefits by rising stock prices
probably agree that he is correct.
The accounting principle involved that they may be) misleading to some through the exercise of options and the
here may be referred to as the purchase users in their normal use of the data. sale of the shares. This situation comof a going concern. The procedure is
In an editorial in The Wall Street bined with widespread absentee ownerthat the credit to the capital stock and Journal entitled "Some Principles of ship creates a potentially dangerous
paid -in capital of HOMCO for the Accounting" the following statement situation.
As long as the accounting profession
appeared:
shares issued to buy Black, Sivalls
expresses an opinion as to the fairness
less than the debit to the asset accounts.
"When most businesses were small
The debit to the asset accounts is equal and family- owned, it didn't matter a of financial statements prepared in acto the net book value of the assets of great deal how any entrepreneur kept cordance with objectives and principles
Black, Sivalls acquired in the exchange. his books. If he did the job badly, he promulgated when "businesses were
In order to obtain equality of debits and himself would suffer most from the small and family owned" in an era when
the investor is attempting to evaluate
credits, a deferred credit was created resultant confusion.
investments in multifaceted giants of
for the difference between the value
In this era of large publicly owned
assigned to the stock of HOMCO issued corporations and high corporate taxes, the industrial world, it seems impossible
in the exchange and the book value of methods of accounting can matter quite to conceive how the problems under
discussion can become any less acute.
the share acquired.
a lot. Some of the bookkeeping prac- The incentive exists for hired managers
Interestingly, a deferred credit has tices of companies now befuddle not so
never really been defined in accounting? much the businessmen themselves as who hold stock options to become concerned about near -term appreciation of
The more common credit balances are the investing public. "s
stock prices. It is not too difficult to
' See Robert T. Sprouse, "Accounting for WhatWhy is the investor befuddled? understand how they can become conyou- may -call- its," The Journal of Accountancy (October, 1966) p. 45.53 and W. A. Paton, "Deferred
vinced that behavior which is in their
Income -A Misnamer," The Journal of Accountancy
s "Some Principles of Accounting," The Wall Street
(September, 1961), p. 38.40.
Journal, October 9. 1967, p. 18.
best interest is also in the best interest
20
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of the investor. The selection from
among the list of acceptable accounting
procedures is quite naturally guided by
the desire to produce the most favorable
results. This assertion is not meant to
imply dishonesty or intent to deceive
on the part of any party. Rather it is
intended to point to one of perhaps a
score or more possible conflicts of interest to-which one can hardly expect a
resolution without some rather rigid
and specific guidelines of financial disclosure.
There seems to be a form of Gresham's law working in the development
of accounting practices. Bad accounting
practices drive out the good as each
company strives to make its results appear as favorable as those of its competitors. Many accountants are convinced that if comparability of financial
statements can be achieved, all reporting
problems will be solved; thus there is
great stress on uniformity in accounting practice and comparability in accounting reports.
Who Is at Fault Here?
It is difficult to place the blame. The
management group is certainly interested in stock prices for many reasons,
only one of which is personal gain. The
CPA is concerned with a fair report
on the firm, but there are times when
it is difficult to select one alternative in
preference to another. With no basis
for evaluation, it is extremely hard for
the CPA to say to management that
their way is bad and his way is good,
and just take his word for it.
Consider the inventory valuation
problem. Although the CPA may feel
that LIFO distorts results, he has no
way to counter management effectively.
The rules of the game are not operational. There is no agreement on the
objective of financial statements. If the
accountant says the LIFO method of
inventory valuation understates assets
and profits and is therefore not a fair
presentation, the firm may well find
itself making much larger tax payments
than if the accountant had been willing
to say that statements including inventory valued on the LIFO basis are presented fairly. Is a position opposing
LIFO therefore fair?
In order for the acquisition of Company A by Company B to be consummated, the transaction may have to be arranged so that there is a nontaxable
exchange of stock. This may mean that
the accounting treatment must be in
MANAGEMENT ACCOUNTING /FEBRUARY 1969

accord with the pooling of interest procedures. Perhaps the accountant is of
the opinion that the purchase treatment
is the fair presentation, but without the
pooling of interest treatment there is no
merger to record. Is this then a matter
about which accountants can be dogmatic?
Reduce the Alternatives
A recent illustration of an attempt to
change accounting procedures in the
name of better accounting may serve to
illustrate the futility of the favorite
parlor game of "reduce the alternatives."
Accounting Principles Board Opinion
No. 10 required that convertible debentures be recognized in the accounting
records and financial statements as what
it really is —a bond and a call on common stock. When the SEC called this
provision to the attention of firms preparing financial statements in the summer of 1967, a howl of protest ensued.
Business Week on October 7, 1967, in
an article entitled, "Cloud Over Convertible Debentures ", states "The huge
volume of bond financing that is hitting
Wall Street this year has made it necessary to tap the investment capital of
people who are not usually bond buyers." "An appropriate inducement ", explains Mr. Ashby Bladen of Salomon
Brothers & Hutzler, "is to give the investor a little equity sweetening." The
Accounting Principles Board is not proposing that the candy be taken away
from the baby. They are merely telling
him that the candy may cause cavities.
What effect might this ruling have on
financial reports? There is the possibility
that the resulting discount on the bond
portion may be amortized and if so
may be deducted from taxable income.
Indeed, it has been reported that a
major textile company has received such
approval from the IRS review board.
Net income is, of course, reduced by
the after tax amount of the amortized
discount.
There is one other major problem
raised by Standard & Poor's Corp. The
spokesman for the firm argues that the
value of the call feature of a convertible
is impossible to calculate with precision.
When both Moody's and Standard &
Poor's estimate the value of a convertible feature, the estimates vary considerably. As a matter of fact, such a
position is sufficient for arguing for the
abandonment of all financial reporting.
To continue the discussion of the
elusive value of the convertible security,

The Wall Street Journal notes on November 22, 1967, that "An accounting
proposal on convertible bonds may be
headed for limbo." In this piece, the
statement is made that "Accountants
are improperly seeking to saddle companies issuing convertible securities with
an added expense for which there is no
cash outlay." On January 16, 1968, The
Wall Street Journal reports, "Proposal
that Firms' Profit Statements Reflect
Convertible Bonds is Withdrawn." Mr.
Heimbucher, chairman of the Accounting Principles Board, told The Wall
Street Journal reporter that "Difficulties
in making some of the necessary (value)
estimates have made it desirable for the
board to study these matters further."
He went on to say that the Board expects to issue a new opinion on this
subject before the end of 1968, and
that the recommendation may be retroactive to fiscal periods beginning after
December 31, 1966. Such a statement
must put the financial reports of all
firms issuing convertible securities in a
state of limbo.
On November 6, 1968 the AICPA
issued two exposure drafts of Proposed
APB Opinions. One is entitled "Accounting for Convertible Debt and Debt
Issued with Stock Purchase Warrants"
and the conclusions may be summarized
as follows:
1. "No portion of the proceeds from
issuance of convertible debt securities should be accounted for as attributable to the conversion feature."
(paragraph 12)
2. "The portion of the proceeds of
debt securities issued with stock
purchase warrants which is attributable to the warrants should be accounted for as paid -in capital, and
the resulting discount . . . on t h e
debt securities should be accounted
for as debt discount." (paragraph
16)
3. "This Opinion is effective for fiscal
periods beginning after December
31, 1966." (paragraph 17)
The second exposure draft entitled
"Earnings Per Share" can be summarized in part as follows:
1. "Primary earnings per share data
and fully diluted earnings per share
data
should be shown on the
face ...
of the income statement."
(paragraph 43)
2. "Residual securities should be con21

sidered the equivalent of common
stock in computing primary earnings
per share." (paragraph 56)
3. A residual security is defined as "A
security having a right, from which
the security derives a substantial
portion of its value, to (a) become
common stock through conversion
or exercise privileges or (b) participate with common stock in dividend distributions and which is
treated as the equivalent of common
stock for the purpose of computing
primary earnings per share." (Appendix, Definition of Terms) .
4. "The designation of securities as
residual is solely for the purpose of
determining primary earnings per
share -no changes from present practices are recommended in the accounting for such securities or in
their presentation within the financial statements." (paragraph 58)
These two exposure drafts may ultimately be issued as they stand or they
may be revised in varying degrees. It is
difficult to understand how in one situation —the presentation on the balance
sheet —no part of convertible debt can
be considered as stock equity and in
another —the presentation of earnings
per share — substantial portions of the
outstanding debt may be classified as
residual equity. Perhaps this is further
evidence of the basic problem underlying financial disclosure. The emphasis
appears to be on patching up financial
reports so that those who use them incorrectly will be prevented from making
mistakes. Would it not be better to
report the affairs of a firm in a way
which reflects the activity of the firm
as accurately as possible so that users
of the reports could make rational decisions based on consistent application
of principles?
Those not knowledgeable in the field
of accounting must truly wonder what
accountants are up to. Existing accounting principles and practices are unchanging, yet new problems are resolved
by voice vote, and the loudest chorus
wins the round. Is it any wonder that
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some question the status of the accounting profession?
To some it must appear that accountants are following the old adage that
"What you don't know won't hurt you"
or "Do not give them all the facts or
they may become confused." Certainly
no accountant would support such a
stance.
What is really wrong in the area of
financial reporting? A considered opinion is that accounting standards are
oriented toward accountability and
users are reading reports as though they
were predictors of the future.
The Needs of the Investor
The principles of accounting which
accountants are attempting to modify
in their piecemeal way are the same
principles adhered to many years ago.
Originally the function of accountants'
reports was one of accountability —the
user of financial reports in 1969 is interested in a report of the past only insofar as it provides him a basis for
estimating the future. Equity investors
no longer invest their funds because
they are closely connected with a firm.
The security investor is now making the
same type decision as the industry man
who buys plant assets. Both parties are
acquiring a portfolio of producing assets
from which they plan to earn some
income.
In such a case, the manager needs
comparable measurements for various
alternatives at a very minimum, so it is
with the investor. The desire for comparability is the basis of the cry for
uniformity. Uniformity appears to be
a panacea while it may in fact be a false
hope.
It is time for the accountants to look
at the needs of the users of his product.
The accountant must examine the needs
of the investor. If the profession is to
make progress in satisfying the needs of
investors, it can not be content with
decreeing that there is one way and
only one way to record an event regardless of the underlying circumstances.
Some of the needs of investors are: (1)
to have some basis for evaluating past

performance of the management so that
he can predict —not absolutely correctly
—but with a reasonable degree of accuracy how management will perform
in the environment which he foresees
for the near future; (2) to have some
basis for predicting the expected value
of the net cash receipts which he will
receive from his investment over a
period of time; (3) to have data which
will help him to get a fix on the probable dispersion of these receipts so that
he can evaluate the risk inherent in the
particular circumstance.
Information such as suggested here is
not available from presently published
financial reports. There have been some
attempts to push in this direction,
notably product line reporting; however,
even here there seems to be a lack of
understanding of the true objective of
such disclosure.
Conclusion
What is it that users of financial
statements really need to know to make
enlightened decisions? Some admittedly
vague suggestions have been mentioned
to be considered not as proposals but
rather to provoke thoughts and raise
questions about our present state of
accounting practice and research into
accounting problems. It is certainly true
that changes in disclosure rules may
simultaneously work to the disadvantage
of: (1) managers who hold options for
the acquisitions of common stock because the value of their privileged position may be reduced; (2) accountants
because some of the cherished dogmas
of the profession may be left without
form; and (3) investors because they
may be left without their scapegoat for
bad decisions. Nevertheless, a new basis
of disclosure should prove more satisfying for all parties. Management could
more clearly gear its managing face with
its investment face; the accountant
would have a firmer foundation on
which to plant his principles which
might become truly generally accepted;
and although the investor loses his
scapegoat, he might have less need for
one.
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Financial Statement Analysis
for Management
REDESIGN FINANCIAL STATEMENTS AND PRESENT SELECTED DATA FOR A CAPSULE VIEW OF OPERATIONS

By Forrest L. Heuser
What are the characteristics of financial
statements that management wants to
look at? Is top management interested in
fixed asset values? Gross and net?
Minor items of prepaid expense? The
details of accounts payable? Detailed
reconciliation of past service pension
benefits? ... and a host of other items
to which the controller and the accounting staff must give detailed attention.
Any one of these items may come to
the attention of top management at
a point of time but they are not of
primary recurring concern. Nevertheless,
the financial function must design the
financial statements submitted by various segments of the corporation so that
they correctly reflect the information
necessary to serve three masters —management, stockholders and bankers or
lending institutions. Therefore, financial
statements are frequently voluminous,
cumbersome and detailed to the point
where they are almost useless to top
management.
To the extent that this condition
exists, corrective action is required. This
may be accomplished by first considering the items which management must
know in order to direct the business.
These are:
1. What is the profit?
2. Are operations better or worse?
3. Are established objectives attained?
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4. What corrective actions are necessary to attain or exceed objectives?
5. Is the data presented valid and compatible with the financial statement?
A radical configuration change in the
income statement may be needed to
achieve these objectives. For example,
the statement invariably starts with the
revenue and subtracts the cost in order
to develop something at the bottom line
that is called profit. Would management be better served by forgetting the
mechanics of how the job is done in
order to arrange the data to reflect the
significant item, profit, on the first line
of a statement?
There are two approaches that can be

FORREST L. HEUSER
San Gabriel Valley Chapter (Detroit
1941), is Director of Planning and

Analysis, Menasco Manufacturing Co.,
Burbank, Calif. He was formerly with
Leach Corporation, Controls Division.
A previous contributor to MANAGEMENT ACCOUNTING, Mr. Heuser was
awarded an NAA Certificate of Merit
in 1957 -55.

taken to fulfill the management needs:
1. Redesign financial statements.
2. Present selected data for analysis of
operations.
Redesign of Financials
There are certain benefits to be attained by designing a completely new
set of financial statements that are a
companion to the formal statement
utilized for consolidation, publication
and other accounting functions.
Exhibit 1 displays a monthly statement designed to provide a complete
disclosure of the costs effecting profit
for ABC Company which is basically in
the aerospace field. A job cost accounting system was employed on an ar-tual
cost basis and subsidiary analysis was
utilized to prepare the statement. Key
characteristics are:
1. Cost of sales are recorded at budget
level.
2. Each month the in- process costs of
all jobs are reviewed to determine
if budgets are achievable or if some
reserve against excess cost should be
established.
3. At the completion of any given job,
actual cost is compared to budget
and any overbudget condition is recorded. Where an excess cost reserve was established, the actual is
offset by the reserve and clearly
displayed.
4. -Overhead is recorded as ovei (under)
absorbed in relation to budget even
23

Exhibit 1
PRO FORMA INCOME STATEMENT
Period Ending

Sch.
No.

ECM

CPFF

INFR!

SHIPMENTS
Less Cash Discounts

550,000

200,000
1;500

75,

NET SHIPMENTS

550,000

198,500

74,

440,000

126,500

49

110,000
20.0

72,000
36.0

25,

(6,900)
300

(2,
6,

(6,600)

3,

CAST OF SALES - BUDGETED COST

A -1

OBJECTIVE GROSS PROFIT
X To Shipments
COST ADJ. TO GROSS PROFIT:
Actual Cost - (Over) /Under Budget
- Leas Prior Res.

A -2
A -3

Net Impact This Period

EXCESS COST RESERVE - Add'l

A -3

Over /(Under) Absorbed Overhead
Engineering
Manufacturing
Material

A -4
A -4
A -4

Sub -Total
TOTAL ADJUSTMENTS
ADJUSTED GROSS PROFIT
X To Shipments
G 6A:
DPA's
Proposals
Division G & A
Sales Allocation
TOTAL G b A

A -6
A -6
A -6
A -6

(900)

17,000
6,500
4,000

1,800
(800)
(5,500)

(2,

27,500

(4,500)

(2,

27,500

(2,000)

137,500
20.0

60,000
30.0

26,
3

9,350
11,000
41,250
31,900

3,400
3, 5 00
14,900
11,500

1,2(
1,3C
5,2(
4,OC

93,500

3-3-1 3-0-0-

11,7C

44,000

26,700

14,6C

8.0

13.4

19.

1

DIVISION PROFIT
X To Shipments

though the formal accounting sys- represents the level of cost de
in price negotiations with the cu
tem absorbs actual overhead.
Note that variances from thi
5. General and administrative expense
is detailed in terns of controllable budgets will be expressed only
fixed price portion of the business. i ms
segments.
6. Each of the above elements are sup- is necessary because, from an accountported by a subsidiary schedule that ing standpoint, cost type contracts
details significant deviations from should always be recorded at the actual
cost level.
budget.
Exhibit 3 is designed to disclose the
In effect this income statement is a variance between actual and budgeted
"summary of performance statement." cost by individual job. As a practical
It is not so radical that it starts out with matter, this comparison is not made
profit, but it does disclose the major until at least one month after the job
areas of variance from established ob- is completed, in order to assure that all
actual costs had been recorded and to
jectives.
Exhibit 2 displays the detail of cost provide adequate time for analysis of
of sales at budgeted level. As this is a the source of variance.
research and development company in
The source of variance information
the aerospace business, budgeted cost is used to assure corrective action on
24

royal unravoraDIC variance or uL,>uu
is reduced by the favorable amount of
$7,500 to obtain the net of $15,000
unfavorable on the (over) under budget
line of the income statement (Exhibit
1) . This amount is netted against the
excess cost reserve of $12,500 provided
in prior periods. The excess cost reserve is detailed on Exhibit 4.
The concept of excess cost analysis
must be firmly ingrained in all levels of
operating management before it becomes a valid control tool. In this instance monthly input costs are analyzed
by element. These data are supplemented by obtaining an Estimate To
MANAGEMENT ACCOUNTING /FEBRUARY 1969

Exhibit 2
PRO FORMA COST OF SALES
SCHED. A -1
BUDGETED�COSTS� 'STANDARD�RATES
Period Ending
DESCRIPTION

CPFF

ECM INFRA RED

M0.

FIXED PRICE
ELINT
SYSTEMS TOTAL

YTD
GRAND TOTAL

COST OF SALES AT STD. RATES
Finished Goods

56,188

56

1, 006

12,592

69,842

69,842

29,895

14,886

26,282

14,935

85,988

180,410

Provision For Warranty

4,000

1,500

2,000

1,500

9,000

9,000

Provision For Obsolescence

4,000

1,500

2,000

1,500

9,000

9,000

Sub -Total

8,000

3,000

4,000

3,000

18,000

18,000

440,000 126,500

49,000

62,500

51,500

289,500

729,500

Material

94,412

OTHER

TOTAL COST OF SALES

Complete from the product manager,

will be provided against a given job.

T his practice recognizes the principle

and

N o t e th a t t h e reserve will b e set u p
out of income even though there have

that inventory valuation should not exceed recoverable cost. Accordingly, the
reserve is established at the cost level.
However, the G & A is applied to the
cost level based upon standard rates and

t h e tota l a t c o m p l e t i o n

is co m -

pared with Budget in the Contract
Variance Report, Exhibit 5.
The device is now available to determine what, if any, excess cost reserve

be e n n o s h i p m e n t s a g a i n st t h e o r d e r o r
even for that product line during the
month.

Exhibit 3
PRO FORMA PRODUCT COST ANALYSIS
(OVER) UNDER BUDGET
Pro Forma

SCHEDULE A -2
Mo n t h

Period Ending
VARIANCE

CUSTOMER
ABC
JKL

MONTH

YEAR TO DATE

SALES
PRODUCTORDER NO.

SALES
BID OR ACTUA
VALUE EST. COST COST

JammerA
Jammer B

25,000
50,000

15,000
30,000

16,000
29,500

500

200,000

126,500

133,400

3 000

9 900

75,000

49,000

51,400

800

3,200

7,500

22,500

722800
722900

TOTAL ECM

TOTAL INFRA RED

FAVORABL

FAVORABLE

FAVORABLE FAVORABLE

1,000

TOTAL ELINT

TOTALS
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11,000,000 1 729,500
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Exhibit 4
PRO FORMA EXCESS COST ANALYSIS

SCHEDULE A -2

Period Ending
SALES
ORDER
CUSTOMER PRODUCT NUMBER
611226
6,630
Minn—Mon
lnfmred
611397
13,300
L /Heed
611876
55,200
Nash
666789 141,500
ABC
Scanner A
666790 173,000
Def
Scanner B
UBTOTAL
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hibit 3. Thus, at some point of time in
the past a mild degree of optimism prevailed relative to the specific jobs involved. Characteristically, other months
would show that the excess cost reserve
provided a greater amount than actu-

M
H
RELIEF
3,800
2,500

6,300

ally required. Thus, over a period of a
year the variance between the provision for and the actual overbudget
condition will tend to equalize. Additionally, the exhibit displays the jobs
for which reserves were created this

Exhibit 5
CONTRACT VARIANCE REPORT
Sales O rd er

Pro d u ct

&

Cu stom er

M o n t h E n d in g
P.O. M

St art Dat e

Qty.

&

E s t . C o m p le t i o n D a t e

Ty p e o f C o n t r a c t ( F P , F P I , C P F F , et c )

F. P .

DELIVERY SC H E D UL E :
M a r A p r May

Mo n t h :

I

Jun Jul

Au g S e p t O c t

No v De c

Nego tiated :

1

Act ual

1

&

the resultant net profit computed in
order to display the total impact on
profits.
The decision to establish an excess
cost reserve on auy given job is necessarily one that requires the highest level
of management judgment. Thus, it becomes much more than a routine bookkeeping transaction derived from a
paper processing mill. Factors inherent
in the judgment involve the following:
1. Is the Estimate to Complete valid?
2. What corrective action can be taken
now to reduce the anticipated future
cost?
3. Is the indicated increase in cost due
to inefficiency, a poor initial estimate, or is it a change in contract
scope subject to price and budget
revision which has not yet been
made effective?
These major areas must be explored
in detail before the reserve is actually
recorded. This is essential because an
understatement of income through ultra -conservative provision for excess
costs can be as misleading to financial
statement users as can be an overstatement arising from unfounded optimism. Therefore, the financial officer must
work closely with the respective managers to assure that his judgment is
valid. In the final analysis this judgment is partially intuitive. It is based
upon experience in the industry, in the
particular entity and, more important,
with the individuals who provide the
estimates to complete and control the
final input costs.
In the case of Exhibit 4, we find that
only $12,500 had been provided in
excess cost reserves to offset the $15,000
overbudget condition analyzed in Ex-

EXCESS COST
HIPPE TO BE
COT
SHIPPED
TUAL VARIA E TOTAL TO
EACH (OVR) UND UNIT DATE R TO BAL BALANCEI INCREASE
600
600
(600)
7,230
-017,100
(3,800)
-0(2,500)
57,700
(41,100)
40,000
182,600
51,000
(51,000)
224,000
91,600
600

Et c :

Jan

Feb Mar Apr

CO S T PE R F O R MA N C E :
Co n t ra ct
C u r r e n t M o . To - Da t e
Actual
Actual
En gin e e r in g H o u r s
Ma n uf a c tu r ing H ou r s

80.0
80 . 0

130.0
100.0

Co n t ra c t
To D a t e P l u s
E s t . To C o m p .
165 .0
539 .2

P e r f o r m a n c e Ef f ec t
Variance
of R at e
Bu d g e t ( O ve r )Un d e r In c r e a s e
120 .0
53 9. 2

45.0
-0 -

-0-0-

DOLLARS:
En gin eerin g Lab o r
En gin e e r in g O ve r h e a d
M a n u f a c t u r in g L a b o r
Ma n u fa c t u r in g O v e rh e a d
Mat erial
Ha n d lin g
Ot he r D ire c t C h a rge s
Sub Tot al
G & A
To t a l Co s t
Pro fit / F ee
To t a l P r ic e

660
903
1, 58 0

320
416
234

520
707
293

410
200
34

513

2, 7 7 0

gzo

l loa
30
7, 2 3 0
1 590
8 820
166
8 986

IO
1, 624
357
I . 981

139
20
3, 012
663
3. 61_5

187

(180)
(303)
-0-

-0(78)
-0-

2, 77 0

-0 -

-0-

1 , 000
170

loo

-o-

30
6, 630

-0600

1, 458
8 088
8 8
8 986

132
732
732

-078
17
95

480
600
1,5 80

(17)

-0-

5

C O M M E N TS :
E n gi n e e r i n g e f f o r t e x c e e d e d p l a n b e c a u s e th e s p e c i f i e d s e n s o r s d i d n o t s u r v i v e e n v i r o n m e n t a l
t e s t i n g . I t w a s n e c e s s a r y t o r e - e v a lu a t e , s e l e c t a n d r e - t e a t 3 n e w s e n s o r s b e f o r e a s a t i s f a c t o r y s u b s t i t u t e w a s f o u n d r e s u l t i n g i n a n i n c r e a s e i n m a t e r i a l c o s t . O v e r b u d g e t c o n d it io n s
in E n gi n e e r in g o v e r h e a d i n d i c a t e a r a t e of 137% v e r s u s b u d g e t of 125 %. T h i s c o n d i t io n
c o n t r ib u t e s $78 t o t h e o v e r h e a d v a r i a n c e .
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Exhibit 6
PRO FORMA UNABSORBED OVERHEAD
SCHEDULE A -3
Month
Year To Datel l
ENGINEERING

Absorbed Burden at Standard Rates

MANUFACTURING
Month

Month

I

MATERIAL

Year To Date

Month

55, 000

100,000

Year To Date

31, 306

VARIANCES
Quality Control and Building Allocations

56

(1, 000)
[ 4 , 0 0 0

700

(1,006)

Fixed Cost Variance

(2,000)

Volume

30,700

9,150

Expenditure

(6,000)

1,600

22,000

(8,500)

78,000

39,806

Unabsorbed Burden
ACTUAL OVERHEAD

month and also discloses the remaining
balance in the reserve of $103,900.
Exhibit 6 discloses the sources of
over (under) absorbed overhead during
the period. In this case it is evident
that the favorable effect on profits for
the period is not due to performance,
but is due to volume. Profits would have
been even greater if engineering and
manufacturing departments had controlled expenditures is relation to budget so as to the reduce the unfavorable
expenditure variances of $6,000 and
$2,500 respectively.
The source of variance between the
budget and actual for general and administrative expense is similarly disclosed in a schedule.
This approach provides management
with a financial statement that ties the
three major elements of controllable
cost together:
1. The product cost of each significant
program.
2. Overhead variance analysis.
3. G & A variance analysis.
The preparation of a supplementary
financial statement of this nature which
ties directly to the more conventional
and formal financial statement utilized
in financial functions serves its purpose
by furnishing appropriate assurance to
management that the data presented
for analytical purposes is in complete
conformity to that utilized in processing
financial data. It also provides a ready
tool for the analyst when he wishes to
explore sonic area of cost in more deMA N AG E ME N T A C CO U NTING /F E B RU A RY 19 6 9

tail. Note, however, that its prime importance is the assurance of its accuracy
because it has the required formality
of tying completely to the books of

Exhibit 7
PROFIT TREND

account and other formally published
information.
The income statement, no matter
how well it is designed, does not dis-

PROFITS BEFORE TAXES
CUMULATIVE DOLLARS IN THOUSANDS
F I C f 1 1 YFAR lorry

1

JULY AUG. SEPT. OCT. NOV. DEC.
PLAN 1 183
ACTUALI 216

1
1

433
476

1
1

576
675

1
1

816
843

1
1

JAN. FEB.

MAR APRIL

953 11,17111,252 11,533 11,846 1 2,139 2,416 12,612
951 11,113 1
PROFIT VARIANCE

PLAN
ACTUAL
FAVORABLE (UNFAVORABLE)

MAY JUNE

$1,171
1,113
$ (58)

SOURCE
OVERHEAD

S (340)

LABOR
MATERIAL

50
200

G& A

30

OTHER

2
S (58)

PROFITS HAVE BEEN LARGELY SUSTAINED AS THE RESULT OF THE COMPANY POLICY TO BOOK
FEE ON COST -TYPE CONTRACTS AS A PERCENTAGE OF ACTUAL COSTS UP TO THE POINT OF
TIME WHERE TOTAL FEE IS EXHAUSTED. HOWEVER, BECAUSE OF OVERRUNS, THIS WILL REDUCE
PROFITS BELOW PLANNED LEVELS IN FUTURE PERIODS. AS INDICATED BY THE PROFIT
VARIANCE, THE MAJOR PROBLEM IS IN OVERHEAD.
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play all necessary information for management review. A second approach, the
analysis of operations through the presentation of selected information, may
be made. This may be as formal and as
detailed as management desires but it
must embrace two facets:

T able 1
ANALYSIS OF OPERAT IONS
Financial
New Bookings

Mont h
YTD
YTD
Mont h
YTD
Mont h
YTD
Mont h
YTD
Mont h
YTD

1, 820
14, 000
28, 600
2, 186
11, 718
218
1, 171
109
586
7. 3
39. 1

757
17, 100
29, 943
3, 240
13, 619
162
1, 113
81
557
5. 4
37. 1

( 1, 0 63)
3, 100
1, 343
1, 054
1, 901
( 5 6)
( 58)
( 28)
( 29)
( 1. 9)
( 2. 0)

Mont h
YTD
Scrap
of prim e c ost
Mont h
YTD
of pr i me cos t Mont h
Rework (a}
YTD
Direct personnel
Mont h
Indirect per sonnel
Mont h

90 %
90 %
1. 5%
2. 0%
2. 0%
2. 3%
595
45 0

97%
92 %
2. 3%
2. 2%
2. 5%
2. 0%
582
439

7%
2%
( . 8% )
(. 2% )
(. 5% )
(.3 %)
( 13)
( 11)

3. 47
180%
180%

3. 44
20 1%
197%
12. 1
10.3
8. 7
8. 5

. 03
( 21 % )
( 17 % )
( 3. 9% )
( 1. 3% )
.3
1. 8

Backlog
Shipment s
Prof its bef ore tax

Presenting Selected Data
A presentation of such an "analysis
of operations" is given in Table 1.
This scoreboard is a capsule view of
business operations setting forth data
significant in the particular enterprise.
Note that in this particular instance
the first item is new bookings or new
business, in other words, the lifeblood
of the business. Backlog is the next
significant item because it represents
the orders available to work on. Shipments, profit before and after taxes and
the earnings per share, follow in quick
order. The statistical section in this
instance sets forth key data which management has expressed an interest in as
does the rate section. The scoreboard
is supplemented with more detailed
analyses on each item.
For example, a new bookings chart

28

%

Statistical
Produc tivity (t otal plant)

%

This approach may also be necessary
because of the basic accounting structure inherent in the enterprise. For
example, the airlines have an imposed
requirement to conform to a government- generated chart of accounts. This
chart of accounts discloses costs but
fails to identify them in a manner
which discloses responsibility and the
opportunity for corrective action. In
cases such as this, a solution is to supplement the regulatory accounting reports with analytical groupings of financial data in a more meaningful form.

Ear nings per s hare- 0

%

It must furnish sufficient information in tabular, graphic and narrative
forms to provide management with
a course of action as necessary.

Prof its aft er tax

Rates
Direct labor (in $)
Overhead
Other costs
G

&

It must be arranged in order of
significance.

A

Mont h
Mont h
YTD
Mont h
YTD
Mont h
YTD

compares the actual and the plan graphically on a cumulative bases. The
chart reflects tabular information immediately below each month and the
narrative section provides an opportunity for the financial officer to comment on the progress of the business.
In the case of backlog, a bar chart
is employed which shows planned versus
actual for each month. The narrative
again cites the fact revealed by the
operational analyses. For example, if the
CPFF overrun condition cited under
backlog would adversely affect future
profits, we would prepare a cumulative
chart on shipments to emphasize the
problem. The profit chart (Exhibit 7) is
designed to display the cumulative actual trend versus plan. The narrative
portion highlights the problem of
CPFF overruns and the poor performance in overhead.
The overhead chart ties directly to

8. 2
9. 0
9. 0
10.3

the profit chart and analyzes in narrative and tabular form the source of
variance and the corrective action.
Similar charts are prepared for each
item on the scoreboard ( Table 1) . They
offer the opportunity to highlight performance or any critical areas where
corrective action is required.
The selected data approach could
also include a detailed display for each
program similar to Exhibit 5, with accompanying narrative as necessary to
disclose required corrective action.
Summary
The use of these financial control
tools provides management with data
needed to profitably control the business. Nevertheless, it is assumed that
this formal monthly publication is supplemented by weekly and daily performance reports that provide immediate guidelines for corrective action.
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The Break -Even Point Concept:
Its Development
and Expanding Applications
AN EVALUATION, FROM POINT "0" TO "BREAK- EVEN" AND BEYOND

ing to its present estate, it has been successively designated as "0," the "crisis
One significant way of viewing the un- point," the "point of profit," the "proffolding complexity of economic progress itless point," and finally, in terms of
is that which is based on the notion current general acceptance, the "break that innovations occur primarily as re- even point." The charts and graphs used
sponses to contextual situations. Such to describe it likewise have passed
an approach is relevant as a vehicle for through a series of transitions indicative
understanding and evaluating the ori- .of the evolving process by which they
gins of the break -even point. This con- have attained their present stage of decept has been playing an increasingly velopment.
important role in economic and accounting theory. In the process of evoly- Nineteenth Cen t ur y For er unn er s
of the Concept
In 1816 Thomas Robert Malthus,
writing, as he thought, in the grim
shadow of world- inundating over -population, saw the significance of the point
of decision in negative terms. He stated
that it was "precisely when the produce
r
of the last land taken into. cultivation
will but just replace the capital and support the population employed in cultivating it" that profits would be at "their
ALICE S. DOW
lowest theoretical limit. "' Although he
is Professor of Accounting and Chairwas describing a declining rather than
man of the Department of Accountan
increasing trend, the essence of his
ing, Emory and Henry College,
thought was that this was the point
Emory, Va. Professor Dow received
where adequate production terminated
an A.B. degree from Emory and
and profits ceased.
Henry College, an M.S. degree from
the University of Tennessee and an
J. R. M'Culloch,2 writing in 1825, adBy Alice S. Dow and Orace Johnson

Ed. D. degree from Colorado State
College.
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Thomas Robert Malthus, Principles of Political
Economy, (1816) Wells and Lilly, Boston, 1821,
pp. 260 -261.

1

vanced the idea of a fundamental relationship existing between fixed and variable costs —a concept demonstrably
basic to the break -even theory. He maintained that "the proposition that a rise
of profits can never be brought about
otherwise than by a fall of wages, nor a
fall of profits otherwise than by a rise of
wages, is true only in those cases in
which the productiveness of industry
Economy, ( 1825)
l
oWa
Ward, Lock, and
s d Co., London,
p. 197.
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remains constant." Then, by the use of
a model, he showed that, by doubling
production, a capitalist might increase
the rate of return on his investment. He
concluded that "it will be found, notwithstanding proportional wages have
remained constant, that the rate of
profit has increased from 20 to 54 per cent."3 In these succinct statements he
enunciated a germinal idea the impact
of which was not to be felt in industrial
management for over a century.
During the fourth decade of the
Nineteenth Century, the English government attempted to improve factory
working conditions by the enactment of
two pieces of legislation— Hobhouse's
Act of 1831 and the Factory Regulation
Act of 1833.One provision was the limitation of the work week to 69 hours
(an average of 11 V2 per working day)
for all factories employing persons under
18 years of age. Inasmuch as nearly all
factory owners of that period depended
to a large extent upon the employment
of poorly paid youthful workers, this
legislation had resulted in widespread
reductions in the rate of profits. As
academic spokesman for the English
mill owners, the economist Nassau Senior opposed additional pending legislation which would further have reduced
the average working day to 10 hours.
His "last hour" theory was amazingly
similar to the "break- even" concept
which was later to be developed by certain engineers, accountants, and economists of the early Twentieth Century.
As Senior understood the situation, employers, having certain fixed costs on
their investment in plant and equipment, were able to derive profit only
from that labor which was expended
within the last hour of the working day.
Since taxes were not of major significance to the Nineteenth Century factory owner and since property insurance
was not in widespread use, the one major fixed cost item would appear to have
been depreciation. Several of the classical economists had recognized the need
for making some provision for the periodic recovery of the owner's initial investment in fixed capital.
An added impetus toward the recognition of depreciation was provided in
the writings of John Stuart Mill. That
Mill's conception of asset depreciation
was according to a straight-line basis is
clearly indicated by his illustration of a
plow which would last for twelve years,
during each of which one - twelfth of the
Ibid.
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cost should be recognized.4
Stanley Jevons advanced a depreciation theory which he coupled with a
concept of average investment. He likewise illustrated it by citing an instance
of investment in a plow .5
Though Jevons made considerable
point of endeavoring to reduce economic theories to mathematical expressions, he developed no break -even concept. He seemed content to leave the
estimation of profits to a process of trial
and error. According to him, capitalists
would learn by "experience" just what
the profits of a given industry would be,
after which "that amount of capital will
be thrown into the work which finds the
average amount of profits, and neither
more nor less. "
Essentially, Mill and Jevons skirted
the area of break -even theory, leaving to
men of a later generation, and, initially,
to those of a field not primarily con cemed with economic matters, the refinement of the concept.
Acceptance as a Managerial
Techni que
Not infrequently in human history an
idea gains, and for a period maintains
acceptance within a limited circle of
scholars, only later to become the general possession of those who are working
within its field. Such was the course followed by the break -even point in the
period from the beginning of the Twentieth Century to the Great Depression.
Advent of graphic portrayal of the
concept in the work of Henry Hess —
Between 1903 and 1905, there appeared
in the Engineering Magazine a series of
articles written by Henry Hess, an industrial engineer with a penchant for
graphs. Two of Hess's charts illustrated
the concept which has since come to be
known as the break -even point. Both of
the charts contained the notation:
"Copyright, 1903, by Henry Hess. "7
It was on the basis of these charts
that Ned Chapin" credited Hess with
having originated the break -even chart.
Hess did not designate his graphs as
"break -even charts," however, but labeled one "Costs, Receipts, and Profits"
and the other "Capital, Profit, and Dividends." The "Cost, Receipts, and Prof4 J o h n S t u a r t Mill, Po li ti ca l E c o n o m y , ( 1 8 4 8 )
L o n g m a n s , G r e e n a n d Co., Lo n d o n , 19 0 9 , p . 30.
5 W . S t a n l e y J e v o n s, The Theo ry of P olit ic a l Ec onom y, 3rd. ed . M a c m illa n C o . , Lo n d o n , 1 8 8 8, p . 2 2 5 .
Ibid. , p. 270.
r H en ry Hess
" M a n u f a c t u r in g : Ca p it a l Co s ts,
Profits, and bividends," Engineering Magazine,
Vol. XXVI, No. 3 Dec em ber, 1903, pp. 373 -374.
6 Ne d Ch a p in , " T h e De ve lo p m en t o f t h e Break Even Chart : A Biographical Note, " Journal of
Bu s in e s s , V o l . X X V I I A p r i l , 19 5 5 , p . 14 9.

its" chart was virtually identical to the
break -even chart which is in widespread
use by today's accountants. The only
variation between Hess's chart and the
current one was a subdivision of variable expenses into "direct" and "indirect" categories and a subdivision of
fixed costs into "starting expenses" and
"plant expenses."
Hess's second chart was somewhat
more complicated, representing an attempt to show changes in other factors
such as capital, dividends, and sinking
funds. In both charts Hess labeled the
point of intersection of the cost and
revenue lines simply as "0."
Prelude to popularization in the work
of other early Twentieth Century engineers and cost accountants —The break even concept was first made generally
available to the intellectual community
in the United States through the publication of C. E. Knoeppel and Walter
Rautenstrauch. The two men apparently worked independently although contemporaneously. Both had used the
chart in their work prior to their initial
publications in the early 1920's. Knoeppels stated that he had used the device
in his work as early as 1908. He alternatively designated his chart as a "profit graph" or as a "cross -over chart," but he
acknowledged Hess as the originator of
the concept. Raymond Villers,10 a former student of Rautenstrauch, attested
to the fact that Rautenstrauch had used
his "break -even chart" in his classes at
Columbia University prior to World
War 1.
Another industrial engineer, F. J.
Reuter, pioneered in the use of the
break -even chart during this period.
Reuter claimed to have used the chart,
which he referred to as an "alignment
c h a r t , " i n h i s wo r k wi t h a m a n u fa c t u r -

ing firm in 1913. He gave credit for its
development to a Professor D'Ocagne,
whom he called "the father of the alignment chart theory. "11
Both Knoeppel and Rautenstrauch
subsequently engaged in extensive publication, adding various embellishments
and refinements to the basic "break even" concept. Rautenstrauch, however,
most frequently has received credit in
the public press and trade journals.
9 C . E . Kn o e p p e l, Gr a p h i c Pr o d u c t i o n Co n t ro l, E n gg neering M a g a z in e Co ., N e w Yo r k, 19 2 0 , p . 37 8 .
K n o e . 7 1 , " P lo t t i n g t h e P r o f it C o u r s e " F a c t o r y a n d I n d u st ri a l Ma n a g em e n t , Vo l. L k X I X ,
A p r il , 1930 , pp. 826 -833.

FIE

l a R a y m o n d V ill e r s, " Co m m u n ic a tio n s — Th e O r i g i n
of th e Bre ak -Ev en C h a r t , "J o u r n a l of Bu s i n e s s ,
Vo l . X X V 1 1 , N o. 4 , O c t o b e r , 1955, p. 296.

u F . J . R e u t e r , " T h e Br e a k -E v e n -P o in t C h a r t a
M a n a g e m e n t To o l , " Ma n u fa c t u r i n g I n d u s t ri e s , Vo l.
X I , N o . 4 , A p r il , 1 9 2 6, p . 2 9 0 .
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new techniques in the workaday world cults if the costs beyond this point do
and the inclusion of corresponding con- not increase more rapidly than Volcepts in academic textbooks. The break - ume16 In addition to fixed and variable
expenses, he included a category of
even concept followed this pattern.
Early Twentieth Century textbook at- semi - variable expenses, designated as
tempts at analysis of the relationship "fixed operating expenses," which were
between fixed and variable costs were depicted on his chart as increasing in
structured in the form of comparative layers or rising in a step formation. "Varor flexible budgets — logical precursors to iable expenses" were not absolutely
the break -even chart. Writers of this pe- variable, but were subject to minimum
riod, however, tended to focus their at- limits. They were shown as rising at a
tention upon long -run economic condi- rapid rate prior to the intersection with
tions and to include in their budgetary the sales line at the break -even point,
analyses the law of diminishing returns. but were depicted as rising at a reduced
John M. Clark,13 in 1923, made a dis- rate beyond that point. Thus, although
tinction between "constant costs" and the total cost line intersected a straight
"variable costs." Although he made the and upward- sloping sales line, it was
observation that the terms were most plotted not as a straight line but as a
appropriate when used in reference to line which bent slightly at the break"short-run fluctuations of a moderate even point. By thus attempting to inamount," his table of "Differential Cost corporate into his chart the semi -variaThe Break -Even Idea Comes
of Added Output" for the manufacture ble quality which is characteristic of
of Age in the 1930's
of railway cars would seem to indicate most expenses, Wilcox made his chart
During the Great Depression, manu- that he was attempting a long -run rather unnecessarily complicated.
facturers became increasingly concerned than short -term analysis. In this table
By 1940, some of the more popular
about the economic realities represented he placed the production cost for textbooks contained the break -even
by the break -even concept. Against this the first 60 cars at $852 each and indi- chart in what has come to be its conbackground, the re- emphasis placed in cated that production might be in- ventional accounting form.17 . It was not,
the 1930's by Raptenstrauch and Knoep- creased to 80 cars at a cost of $ 509 each. however, until after World War II that
pel on the break -even point and their If, however, output were to be extended the inclusion of such charts in accountgraphic analysis of its significance came from 80 to 100 cars, the unit cost ing textbooks came to be the rule rather
increasingly to permeate the thinking of would be $ 520; and further extension to than the exception.
the manufacturing community.
120 cars would increase the marginal
Rautenstrauch's attention - catching cost to 1,247 — clearly an incorporation Broader Adaptation
phrase, "break -even point," (perhaps his of the law of diminishing returns.
Concurrent with the development of
most unique contribution to economics)
In 1932, L: A. Wright,14 an English the accountants' break -even concept as
must at this particular juncture in Amer- author, included a flexible budget in an instrument for estimating future profican economic history have had a most his book, The Fundamentals of Process its in terms of volume of production,
telling impact on the thinking of all Cost Accounting. He presented an illus- there has occurred adaptation of the
who were burdened with corporate re- trative table which indicated the rela- concept to microeconomics. The theory
sponsibilities. It precisely described an tionship between fixed and variable of the firm as it is customarily presented
economic objective which had come costs, and showed the expected profits incorporates the concepts of marginal
perforce to be one of their major con- for various levels of production, down utility and the law of diminishing recerns— breaking even.
to that point at which they would cease turns. Using these two concepts, econIt was hardly by accident that, in this to exist. He did not, however, call this omists have developed a long -run chart
time of economic struggle, the break - the "break -even point" nor did he in- which has two break -even points, the
even concept should be used in the first clude any graphs illustrative of the con- second being located where increasing
instances by industrial engineers who cept.
average variable costs result in a total
were concerned in a direct and practical
In 1934, Russell Wilcox18 included cost which is greater than total revenue.
way with responsibility for increasing in his Cost Accounting a "break -even
Ultimately, no assessment of the conthe efficiency of plant operations. It is point," complete with chart. This was tributions of the break -even concept can
equally understandable that cost ac- not, however, the accountant's conven- be complete without a recognition both
countants should, in their role as pro- tional break -even chart. Wilcox defined of its role in the development of acviders of managerial services, readily ac- the break -even point in conventional counting theory and of its potential for
cept and make use of this device.
manner as "that point where the vol- application to broader areas of economic
ume is sufficient to cover all costs of and political life. There is reason to
Appearance of Break -Even
operation;"
but added: "As volume ex- believe that the idea has today begun to
Analysis in College Accounting
ceeds this break -even point a profit re- proliferate far beyond the scope -area
Textbooks
which has been herein outlined. ConIn many disciplines there tends to be la John M. Clark, Studies in the Economies of
Continued on page 48
a lag between practical application of Overhead, The University of Chicago Press, Chi-

It was during this same period that
additional exposure to the "break- even"
or "point of profit" technique was provided to the accounting profession
through the inclusion of the work of A.
F. Stock and M. B. Gordon in the Offf
iicial Publications of the National Association of Cost Accountants.12 Inasmuch, however, as these men neither
credited any sources nor provided any
footnotes, it is unclear whether they
were using the Hess - Knoeppel chart, the
D'Ocagne- Reuter chart, or the Rautenstrauch chart or whether their work represented yet a fourth and independent
source. Whatever its origin, the Stock Gordon "Point of Profit Chart" was
identical with the basic break -even chart
included in current accounting textbooks.

cago, 1923, pp. 52, 194.
L. A. Wright, The Fundamentals of Process Cost
Accounting, Sir Isaac Pitman and Sons, Ltd.,
iiRussell Wilcox, Cost Accounting Business Publications Co., Chicago, 1934, pp. 143 -148.

14

is A. F. Stock and M . B. Gordon, "Pri ce s, Profit s,
and Product ion," National Association of Cost Accountants, Official Publications, Vo l. IV January
15, 1923, pp. 3 -12.
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is Ibid.
See: Howard Noble, Wilbert Barrenbrock and
Harry Si mons, Advanced Accqunting, South -Western Publishing Co., Cincinnati, 1941, pp. 416.418.
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Break -Even Charts Versus
Marginal Graphs
A CASE OF COSTS AND PROFITS VERSUS RESOURCE ALLOCATION

By Albert L. Bell
The break -even chart is a very useful
device for analyzing the cost- volumeprofit relationships and for predicting
the probable profit effect of changes in
output, revenue and costs. However,
there is need for further synthesis of the
break -even technique and price theory.
The inter- action of the new ideas and
techniques of cost accounting with the
research which is being done in statistics, operations research and economic
theory will help to bridge the gap between the empirical data of the accountant and the price theory of the
economist. Thus break -even analysis can
provide a major link between business
behavior and the theory of the firm.
The purpose of this article then is
twofold. It is an attempt to clear up
some of the misunderstanding which
still exists because of the apparent disparity between what is taught in accounting and what is taught in economics. It is also the aim of this paper to
continue the work of providing a better
fusion of these two bodies of knowledge
in order to provide a better basis for
management decisions.
Common Differences
The vital factor in profit planning is
the relationship between revenue, cost
and volume. There are two different
methods of showing this: the marginal
graph and the break -even chart.
32

The marginal graph was designed to
provide the theoretical framework for
economic analysis concerning the general relationships between selling price
and costs of production at different
volumes. Specifically, it shows the relationship between marginal revenue
and marginal cost in an effort to determine the point of most profitable output.
The break -even chart is a diagram
of the relationship between the total
revenue and the total cost as volume
changes. It assumes linearity of this
relationship and shows a definite break-
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even point with the implications that
the profit area will continue to widen
as the volume increases and that the
point of most profitable output is at
full capacity.
These two methods vary because of
differences in point of view and in assumptions. Break -even analysis is primarily concerned with the effect of
changes in quantity on costs and profits. On the other hand, economics is
primarily concerned with resource allocation and, hence, interested in the
effect of price on the quantity sold. This
divergence of interest leads to a basic
difference in the calculation of revenue.
Economic theory assumes that under
conditions of imperfect competition
additional units can be sold only by
lowering the price. This means that the
total revenue line (TR) is concave to
the base ( Exhibit I).
The accountant, however, assumes
that the selling price is constant over
the relevant range of output for the
firm and therefore the total revenue line
is a straight line ( Exhibit 2) . This
means that the average revenue is the
same as the price and is a horizontal
straight -line.
In calculating the total cost and in
diagramming the corresponding curve
a divergence is encountered similar to
that in the treatment of total revenue.
Because of the behavior of variable cost
as volume changes (this will be explained later) the economist shows the
MANAGEMENT ACCOUNTING /FEBRUARY 1969

is in a position to set and control the
price then the TR line is linear for the
output which it sells.
The assumption of a fixed price for
the other types of market structure is
more difficult to explain. Probably the
simplest explanation is that most firms
use average cost pricing (profit target
pricing) in arriving at the selling price.2
The managers believe that prices are
determined by costs and that prices are
built up out of costs by calculating the
average total cost and then adding a
mark -up designed to achieve the attainable profit targets In order to provide price stability the producers typically do not raise prices when the demand increases, because they do not
regard this as an increase in demand
but as a movement along the revenue
curve. On the other hand, price theory
regards any increase in the quantity
demanded without a change in price —
as an increase in demand which means
that the demand line has shifted to the
right and the entire revenue line has
moved up.
Turning to the supply side, as it
affects selling price, we find that an
increase in costs under average cost
pricing will increase prices by more
than the full amount of the cost increase. This is likely to be the case
when the managers know that their
competitors are subject to the same
increases such as occur in new round
of wage increases arrived at under industry-wide bargaining. Of course if the
price is changed the total revenue line
will be changed, and if the wages increase the total cost line will be changed,
thus requiring a new break -even chart.
Another factor reinforcing the assumption of a fixed price for the seller's
output is that for most manufacturing
firms, competition takes the form of
non -price rather than price competition.
This gives the producer some assurance
that the firms within the industry will
try to increase the volume by such
means as advertising rather than by
changing the price.
In arriving at the conclusion that
total revenue can be realistically represented as a straight -line, it is necessary
to assume a constant sales mix, because
if the sales mix changes the total revenue will most probably change and the
break -even point is altered. In most
firms the various products have different
a

Revenue
The economist knows that under any
GRAPH
form of imperfect competition the
TC
entrepreneur cannot determine accurately the demand schedule for his
product or products and thus cannot
TR
calculate precisely the total revenue,
the average revenue, or the marginal
revenue. However, the economic theorist knows that the producer has some
00
control over price, and he is also aware
of the law of demand. Thus it is concluded that the firm must lower its price
if it desires to sell additional units.
Therefore, the hypothetical problems
which are drawn up show that as the
total cost line as curvilinear (Exhibit price is lowered the quantity demanded
1) . The accountant, on the other hand, is increased.
finds the average variable cost to be
As long as the percentage increase
the same over the relevant range in in the quantity sold is greater than the
volume and therefore shows the total percentage decrease in the price, the
cost line as linear ( Exhibit 2) .
total revenue will increase and the TR
When the total cost curve and the line will move upward. As soon as the
total revenue curve of the economist percentage increase in quantity is less
are placed on a diagram, they appear than the percentage decrease in price,
as in Exhibit 1. The points Sbl and the total revenue will decrease and the
Sb, are break -even points and the area TR line will bend downward.
between Sb, and Sb2 represents the
Break -even analysis assumes that the
firm can sell all that it can produce at
profit area.
When the accountant's linear total the current market price and therefore
revenue line and total cost line are the total revenue line is linear. This is
plotted (Exhibit 2), there is only one a realistic assumption for most firms
break -even point, namely Sb, and the which are in industries where the short profit is shown by the shaded area. The run prices are inflexible over the relelimit to this profit area is the capacity vant range of output.' This relevant
of the firm. These differences are funda- range is within the outputs which they
mental and will be explained in sub- have been producing and with which
sequent sections of this paper.
they have had recent experience. HowAnother difference that normally ex- ever, after the accountant has plotted
ists is that the economist's curves are the TR line for those relevant outputs
usually drawn in terms of unit price then the line is extended to the origin.
instead of totals, as in the case of break - It would probably be better and cause
even charts. In order to make the less confusion if the TR line was not
economist's data comparable to the extended to the origin.
accountant's total figures, the econo- Perhaps the curvilinear TR line of
mist's unit costs are translated into the the economist could be explained as
totals as shown in Exhibit 1.
being made up of a series of the short linear sections drawn by the accountant.
This explanation would be more nearly
Exhibit 2
correct than the traditional diagram beTHE ACCOUNTANT'S GRAPH
cause outside of this relevant range
rR
these same relationships are unlikely to
exist.
rc
There are probably several explanations or justifications for this assumption of administered (fixed) prices. In
the first place, if the selling price is set
ro
by competition, as is assumed under
pure competition, then the sales line
0
(TR) is a straight -line. Conversely, if
the firm is a leader in the industry and

Exhibit 1
THE ECONOMIST'S

Ibid., pp. 444.50.
s John F. Due, Intermediate Economic Analysis,
Richard D. Irwin, Inc., Homewood, Ill., 3rd edition 1956; pp. 268.80.
9
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Dean, Managerial Economics, Prentice -Hall,
nc., Englewood Cliffs, N.J., 1951, p. 334.
Joel
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price- volume ratios, i.e., different contribution ratios; consequently, if there
is a change in the product mix then
there is a change in the profit pattern
and a shift in the break -even point.
It may be concluded then that the
inability of the economist or the business manager to construct a demand
schedule is not a conceptual flaw but
an empirical problem. To overcome
this problem the manager assumes that
in the short -run the price will remain
unchanged for the volume relevant to
this firm and that the total revenue line
is linear. Neither the economist nor the
manager is deceived into believing that
the sales line is a demand curve. It
simply shows the total revenue if the
price remains unchanged.
Costs
The next important difference between the figures in break -even analysis
and the data in economic theory is the
costing area. The term cost has different
meanings to different groups of users.
The broadest concept is the one which
the economist uses which regards cost
as the level of compensation paid to
the owners of the factors of production
to provide the incentive for these
owners to continue to supply the firm.
Economic analysis measures this compensation in terms of the other opportunities which are available or in
terms of the foregone opportunities.
This is another way of saying that the
cost of a factor is equal to what the
factor could command in its most profitable use. Therefore, costs in economics mean opportunity costs.
The compensation to the factors of
production supplied by outsiders involves payment and are called explicit
cost. The compensations for the factors
supplied by the owners are referred to
as implicit costs and do not necessarily
involve payment at all. Under the
principle of opportunity costs it is necessary to include as a cost an amount
for wages of management which under
a single proprietorship is a sum equal
to what the proprietor could receive
managing another business. Likewise it
is necessary to include as cost a figure
for implicit interest which represents a
normal return on the funds supplied
by the owner or owners. The inclusion
of these two items is required in order
to state the total cost as conceived by
the economist.
Even in dealing with the explicit
costs the economist is not satisfied with
the figures as supplied by the account34

ant. These are past• costs and in order difference in the behavior of the varito conform to the principle of op- able costs.
portunity costs these must be converted
The break -even analysis assumes that
into current costs. This is particularly the average variable cost per unit (AVC)
true in accounting for plant and equip- is the same throughout the entire range
ment because the depreciation is cal- of output; therefore, the total variable
culated on original cost and must be cost line and total cost line are linear
converted to a replacement cost basis. and the average variable cost is the same
The same is true in the pricing of at all volumes. Studies have been made
inventories and in the calculation of which indicate that this is so for several
cost of goods sold. The use of the tra- enterprises.4 However, in these studies
ditional "cost or market, whichever is data were not available for the extremes
lower" will not reflect current costs; and therefore the behavior of costs for
therefore, the economist adjusts these very low or very high volumes was not
to a current- dollar basis. It must be included. For example, it is quite posadded, however, that to the extent that sible that at very high volumes the
"Lifo" is used, the cost of goods sold average variable cost and the average
will more nearly approximate current total cost will increase. Therefore, it is
costs and thus more nearly satisfy the much safer to draw the cost curves only
demands of economic analysis.
for the relevant range for which verifiIn contrast to the economic concept able objective evidence is available. So
of cost developed above, the accounting then the curvilinear cost curves of the
concept views costs as an outward flow economist can be thought of as a comof assets that usually arise out of busi- bination of a series of short linear cost
ness transactions, represent expenditures sections provided by the accountant .5
On the other hand, economic theory
and are expressed in terms of dollars
based on original cost. The accountant considers that average variable cost is
does not include implicit costs and not the same throughout, but will detherefore does not regard dividends paid cline initially (as long as there are into the stockholders of a corporation as creasing returns), will remain constant
a cost of producing income, but instead (as long as the average physical product
regards it as a distribution of income per unit of input is constant) and
to the stockholders. He does not at- eventually will increase ( after the point
tempt to convert costs to a current basis of decreasing average return has been
but is interested in matching the costs reached.) This causes the total cost
of the period with the revenue of the line to behave as in Exhibit 1. It also
period in order to arrive at the net causes the average variable cost (AVC)
line and the average total cost (ATC)
income.
In order to overcome the conceptual to be somewhat U shaped and the
difference involving dividend payments, marginal cost (MC) to move upward
some break -even charts show not only ( Exhibit 3) . According to the definithe break -even point using traditional tions used, assumptions made, and probaccounting costs but also the volume lems constructed, these cost curves are
necessary to cover the regular stipulated correct.
This concept of increasing average
dividend on the preferred stock and a
"normal" dividend on the common 4
Joel Dean, "Cost Structures of Enterprises and
stock. It is obvious that this does not Break -Even Techniques," American Economic Review, May 1949, pp. 150 -60.
satisfy all of the criticism from the field 8 D. Vickers. "On the Economics of Break - even,"
of economics but it does help to bridge Accounting Review, July 1960, p. 411.
the gap between the accountant's concept of cost and the economist's concept Exhibit 3
of cost.
AVERAGE COSTS AND MARGINAL COSTS
Mc:

Variable Costs
Not only do the two bodies of knowledge differ conceptually, but they differ empirically. As was stated earlier,
price theory shows the total cost line
as curvilinear, while the break -even ana- OR
lysis shows that the total cost line is
linear. The difference in the assumptions about the behavior of the two
total cost curves is explained by the _

ATC
AVC

Volume
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variable cost and increasing marginal
cost rests on the famous economic law
of diminishing returns (law of variable
proportions) . This is certainly true of
agriculture where in the short -run you
hold one factor fixed, namely land, and
increase the other factors.
The modem manager questions the
relevance of this principle to the operation of a manufacturing plant. In manufacturing he sees no fixed factors because, unlike land, more machinery can
be secured so small doses of a variable
factor are not added to a fixed factor.
Instead, the different factors of production are added in packages and the
manager contends that diminishing returns is not applicable .6
This reasoning does not invalidate
the law of diminishing returns nor the
idea of increasing marginal cost. Both
are short -run concepts and by definition
the short -run is a period so short that
the plant capacity cannot be changed.
Therefore, by definition, more machinery cannot be added and there is a fixed
factor, namely plant.
The above illustrates the need for a
synthesis of the two ideas and shows
the relevance of both in management
decisions. In industry it can be shown
that as soon as increased output begins
to press on capacity management takes
steps to increase the capacity in order
to prevent the operation of diminishing
returns and increasing marginal costs.
The manager must realize, however,
that the fixed costs have changed and
it is necessary to draw a new break -even
chart.
Direct vs. Marginal Costs
Another source of confusion and disagreement concerning marginal cost
stems from the fact that some accountants confuse average direct cost with
marginal cost. Since direct costs include
principally direct materials and direct
labor, the average direct cost seems to
be constant. Therefore he concludes
that marginal cost is constant.
The economist contends that, besides direct materials and direct labor,
the figure for marginal cost must include items such as the extra wear and
tear on machinery, the extra risk of
break -downs and the costs of bottlenecks as the production process is
speeded up to turn out the extra units?
'
R. Burchard, "A Criti cal Look at the M argi nal
Graph Technique," N.A .A . Bulletin, May 1961,
p. 31.
Price, 1963,
Cost and
Output,
rA.P.Traeger,
. D. Wiles,
New York,
pp. SI
-2. Frederick
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Therefore, economic theory says that
the marginal cost curve will turn up
gradually, not sharply as some of the
diagrams show, because none of the
above items would cause an increase of
this magnitude.
When using the concept of marginal
cost for planning, the economist is willing to concede that the marginal cost
curve will not be a fine line, but because
of the unpredictable nature of the
above items it will be a broad line.
Further he contends that this will not
render it useless because decisions based
upon a thick marginal cost line that has
the proper shape are better than those
based upon marginal cost as a straight
line.
The conclusion of the theorist on
this point is succinctly summarized by
P. J. D. Wiles when he states that, "It
is of course a grave error to hold that
imprecise concepts cannot be precisely
reasoned with, and made to produce
imprecise but very useful answers.""
Other economists feel that the idea
of constant average variable cost is erroneous because it is derived from the
use of standard costs in cost accounting.
Under a standard cost system the costs
for direct material, direct labor and overhead are pre - determined costs, and the
differences between these standard costs
and the actual costs are shown as favorable or unfavorable variances. Since direct materials and direct labor are
charged into production at a standard
cost which is the same for each unit of
a product, the average variable cost will
be the same at each output and any divergence from standard will be shown
in the variances. Cost accounting has
been concerned primarily with the setting of standards and norms by which
management could judge performance.
Its goal has been to keep efficiency up
to some predetermined mark, rather
than to determine incremental costs at
different volumes.

ant shows this by means of preparing
flexible budgets for the various volumes,
but still within the relevant range.
The economist quite largely avoids
this problem by not having a category
of costs called semi - variable. Nevertheless, the break -even analysis must take
cognizance of the different levels at
which the important "stepped semi variable expenses" increase because all
costs must be separated into fixed and
variable9 in order to calculate the contribution margin and to arrive at the
break -even point.
Point of Most Profitable Output
The most important difference between the findings of break -even analysis and the conclusions reached by economic theory has to do with the calculation of the point of most profitable
output. Since on the break -even chart
the difference between the average total
cost and the selling price of a unit is the
same at all volumes, then it follows that
profits are maximized at full capacity. In
fact it is impossible to use a marginal
diagram inasmuch as the marginal revenue line is a straight horizontal line and
the marginal cost line is another horizontal straight line running parallel, so
these two lines cannot cross and there
cannot be a point of equilibrium.
However, on the marginal graph under any form of imperfect competition
the marginal revenue is falling and the
marginal cost is rising, so the point of
most profitable output is where the two
lines cross and MR is equal to MC
( Exhibit 4) . This shows that the firm
will sell quantity Q at a price P and
that the profit rectangle is represented
by RPST.
If the empirical data conform to the
economic theory then the theory is able
Continued on page 48
s Spencer A. Tucker, The B reak -Even Syst em: A
Tool for Profit Planning, Prentice -Hall, Inc., Englewood Cliffs, N.J., 1963, p. 27.

Exhibit 4
Semi-Variable Costs
MR — MC
Another source of trouble is that
break -even equations and charts typically assume that all costs be either
fixed or variable over the entire range
of output. This causes great difficulties
since accountants have recognized for
many years an intermediate category referred to as semi - variable costs. These g
vary with volume, but they vary in steps,
as for example the wages and salaries of
supervisory personnel. The cost accountvolume
9

Ibid., p. 55.
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Break- even Analysis: A Re- evaluation
TRADITIONAL ASSUMPTIONS ARE EXAMINED IN THE LIGHT OF PERTINENT ANALYTICAL APPROACHES

By Herbert J. Weiser

in

Cost - volume -profit analysis rests upon
certain assumptions as to cost behavior
patterns. It serves as a bridge between
business behavior and the theory of the
firm. The purpose of this paper is to
examine these assumptions, so as to critically evaluate presently employed techniques as well as to suggest more useful
analytical approaches.
The interrelationship between costs,
volume and profits is often referred to
as breakeven or C -V -P analysis. The
latter term is unnecessarily narrow and
hence misleading. For the emphasis of
such studies is on the impact or net income of different decisions with respect
to sales and costs. The breakeven point
is simply that point where profits are
zero and hence certainly not the ultimate goal of management.
A breakeven chart portrays the short
run relation of costs and revenue to the
rate of output. These relationships are
generally thought of
static terms, i.e.
possible alternatives at a single point in
time. The total cost function, for example, is constructed on the assumption of
constant factor prices, technology and
plant scale.

The graphical approach to breakeven
analysis can be substituted by the equation technique wherein sales are equated
with the sum of variable expenses, fixed
expenses and net income. With slight
modification and the use of the economist's marginal income concept, the
equation can be written to express the
breakeven point (in units) as the sum
of fixed expenses and desired net income divided by the unit contribution
margin, where the unit contribution
margin is the difference between unit
sales price and the variable expense per
unit. Total contribution margin therefore, is equivalent to the excess of sales

Marginal Approach
Breakeven analysis is in reality an application of a broader economic concept
known as marginalism. The basic concept of marginalism relates to an optimum activity level. Economic activity
should be increased as long as the marginal net gain is positive, until the point
where marginal net gain is zero, i.e.,
where marginal revenue equals marginal
cost.
36

HERBERT J. WEISER

Queens Chapter 1968, is Assistant
Professor, Long Island University,
The Brooklyn Center, Brooklyn, N.Y.
Professor Weiser received his B.B.A.
and M.B.A. degrees from City College
of New York, and is now working
towards his Ph.D. degree at Baruch
College of the City University of
New York. He is a CPA, author of
numerous articles, and Consulting
Editor for Management Services. Professor Weiser has also been honored
with an award from the New York
State Society of Certified Public Accountants.

over variable expenses, the economist's
marginal income.
The marginal -cost marginal- revenue
formula is short -run in nature. We realize, of course, that as such, a businessman who maximizes profit (or minimizes loss) for each short -run period
may not be doing so well over the life
of the enterprise; fixed costs must eventually be covered. Breakeven analysis,
being an extension of the marginal or
contribution approach (for indeed the
latter serves as the structural accounting
frame of reference for the former)
should, from the short -run viewpoint,
indicate to management not only the
point at which it would break even, for
such is of greater academic than practical value, but also the point at which it
would maximize its profit. The latter
however, should omit consideration of
fixed costs in the short run. Subsequent
illustrations of profit maximization will
indeed ignore fixed costs, for as we shall
see, by taking the derivative of the cost
function, fixed costs, a constant, are
omitted.
Fixed costs are shown on the accountant's breakeven chart however, because they are taken into consideration
in determining the point of zero profits.
For the higher the level of fixed costs,
the greater would be the volume of sales
necessary to cover costs.
Linear Assumptions
Reference to the accountant's breakeven chart will quickly reveal the breakeven point to be where the total sales
and total expense lines intersect. As previously indicated however, management
is more concerned with the C -V -P relationship at various levels of production
MANAGEMENT ACCOUNTING /FEBRUARY 1969

than the mere knowledge as to the
breakeven point. Furthermore, it would
appear from the graph that profits will
continue to increase indefinitely as output is expanded, for accountants have
traditionally viewed breakeven analysis
within a linear framework. Such observation is certainly not in conformity
with organizational experience and leads
us therefore to reconsider the adequacy
of traditional breakeven analysis. Moreover, the economic law of diminishing
returns suggests that such linear simplification of the model is subject to serious question. The use of differential calculus would enable the accountant or
manager to deal with curvilinear cost
and /or revenue functions, thereby permitting more realistic assumptions.
Let us therefore consider some of the
basic assumptions underlying the accountant's breakeven analysis graph and
compare them with knowledge gained
from economic theory and empirical research.
Comparison with Economic
Assumptions
In the accountant's breakeven analy-

sis, behavior of costs and revenue are
both a linear function of output. It is
also assumed that the cost of input factors, efficiency and technology remain
unchanged over the short -run period.
In contrast, the economist, rather
than assuming a constant unit variable
cost, assumes that marginal costs, after
an initial decline, begin to increase.
This may be clearly seen in Exhibit 1.
Marginal cost will equal average variable
(and average total) costs when these
reach their minimum values. Thus, the
average variable cost curve first declines,
and after reaching a minimum begins to
rise. Finally, the marginal cost curve
will lie below the average variable (and
average total) costs as the latter two
decline; and obviously, the latter two
begin to rise because of the effect of
marginal cost which would then lie
above them.
These cost functions, as drawn by the
economist are, of course, corollaries of
their assumed and underlying production functions. Marginal cost, for example, is equal to the input price multiplied by one over the marginal product.
Since marginal product normally rises,

COST- VOLUME FUNCTIONS
Exhibit 1
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reaches a maximum and then declines,
marginal cost generally declines, reaches
a minimum and then rises —as shown
in Exhibit 1.
Continuing with our comparison of
the accountant's and economist's approach to breakeven analysis, we should
note that the accountant draws a linear
sales line on the assumption that prices
do not change with the rate of production or sale. The economist more appropriately assumes that price changes
are required to induce ever increasing
sales volume. On the basis of his carefully devised theoretical model as to the
shape of demand curves, the economist
determines that marginal revenue, or the
addition to total revenue resulting from
the addition of one unit of output to
sales, will be decreasing at successively
greater output levels. This concept can
be easily followed in mathematical
terms. Since the marginal revenue is
equal to price times one plus one over
elasticity of demand:
MR =P[I

1

1,

and since as we move outward along a
demand curve it gradually becomes relatively more inelastic, the related marginal revenue becomes less positive or
more negative. Diminishing marginal
revenue, which is nothing more than
the slope of the tangent to the total
revenue function, indicates a diminishing slope of the latter, thus accounting
for its nonlinearity.
Another significant difference in their
approach to breakeven analysis is that
the accountant excludes the cost of
equity capital from consideration,
whereas the economist carefully considers the various opportunity costs.] Inasmuch as the net income in the accounting statement excludes the cost of equity
capital from expenses, the firm is actually sustaining an economic loss at the
point of zero profit.
It has thus far been implied that the
accountant's breakeven charts are carefully constructed with careful analysis
of cost patterns. All too often, and for
practical reasons, the cost curves used
by accountants are not developed by
means of statistical methods. Inaccurate
functions, in turn, lead to faulty identification and analysis of the firm's performance. Improper allocations between
fixed and variable costs and among dei A recent rather theoretical attempt to include
costs of capital on investments in breakeven analysis was made by Manes. See Journal of Accounting
Research, Spring, 1966, pp. 87.100.
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partments are typical causes of error.
The economist does not encounter such
problems, for his curves are correct by
definition, and his cost projections assume perfect knowledge. Furthermore,
while the accountant must constantly
wrestle with the problem of assigning
costs to individual periods of time, the
cost curves of elementary economic theory, being static in nature, do not generally give rise to similar problems.
In those industries where the effect
of learning curves can be felt, break even charts derived from accounting
and engineering data reflect their impact
on the cost functions. Economic analysis has, to date at least, given relatively
little consideration to the significance
of learning curves on resource allocation?
Modified Approach
If we were to approach C -V -P problems from the theoretical economic
viewpoint, it would be necessary for us
to modify our calculations so as to give
adequate consideration to the shapes of
the various functions. The following
symbols will be used in the model below:
x = Number of units produced (in thousands
of units)
R = Revenue received (in thousands of dollars)
C = Costs incurred (in thousands of dollars)
x = Profit (R -C) (in thousands of dollars)
R, C, and x are thus all functions of *x, and
can be expressed as R(x), C(x) and ,r(x).
Let us assume a highly competitive
market structure such that the demand
for the firm's product is perfectly elastic
(horizontal) . The firm can thus sell as
much as it produces at the established
market price. Let us also incorporate
the theoretical and quite logical assumption of diminished returns into our cost
function.
Given such assumptions we might
find that:
R(x) =

3x
4

and C(x)

=

Our first objective is to determine at
what values of x will we break even. We
therefore set the profit function equal
to zero and, by successive approximations, find the breakeven points to be at
values of x = 3.26 and x = 6.23 (sales
levels of 3,260 and 6,230 units), the
positive roots of the cubic equation.
Our second and more important objective is to determine that value of x
where our profits would be maximized.
Using a simple rule of calculus we take
the first derivative of the profit function:

It is obvious that when x = .425, *"
(x) will be positive, thereby indicating
a minimum. When x is 4.91, substituting

0
10 (14.73 — 8),
which is negative, so that profits are

in

(x) we get

maximized by producing and selling
4,910 units. Exhibit 2 indicates the two
breakeven points as well as the point of
maximum profit, wherein the spread between the revenue and cost functions is
greatest.
We can now substitute 4.91 for x in
our original revenue, cost and profit
functions as follows:

der _ —1 (122 — 64x + 25)
d x 100
= 3
1) = 3.6825
R(x)
Setting the first derivative equal to zero
and using the general rule for quadratics or Total revenue = $3,682.50
we determine x = 4.91 and x = .425.
C(x) = (4.91)1 — 8(4.91)2 + 25(4.91) + 30
From the results obtained in answer
25
to our first question we know the range
118.371 — 192.865 + 122.75 + 30
in which the maximum profit would fall
25
so that 4.91 is the obvious solution. In
Total cost = $3,130.20
any case we know that sales levels of or
ir(x) = R(x) — C(x)
= $3,682.50 — $3,130.20
4.91 and .425 will provide either maxi= $552.30 = Total profit
mum or minimum profits for the firm
since, having dealt with a cubic equaIn such fashion we can relate revenue
tion, one must be a maximum and the and profit to cost at various levels of
other a minimum.
output. At an optimum production level
The theory of extrema can be used to our return on sales would be about
mathematically distinguish the maxi- 15 %. The relationships indicated could,
mum and minimum values. We need of course, be for any particular time peonly take the second derivative of the riod, such as an hour, day, etc.
profit function. If the second derivative
In a similar fashion we could, if dealis negative, the solution is a maximum; ing with an imperfectly competitive
if the second derivative is positive, the market structure, have assumed a curvisolution is a minimum. Thus,
linear revenue function as well, wherein
the total revenue curve, reflecting the
2 = 100 (24x — 64) = 1 0g (3x — 8)
elastic and inelastic ranges of demand,
dx2

Exhibit 2
MAXIMIZED PROFIT POINT
$(000)

R(x)

x3 — 8x2 + 25x + 30
25

The profit function, 7r(x) would
thus be equal to R(x) — C(x) or,
3x _ (x 3
tr(x) — 4

—

8x2

+

25

25x + 30)

—4x3 + 32x 2 — 25x — 120
100
• Robert M. Soldofsky, "Accountants' vs Economists' Concept of Breakeven Analysis," NAA Bulletin, December 1959, pp. 5.18.
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increases at first and then begins to decrease at ever greater volume levels. The
procedure for determining the points of
zero profit and profit maximization (we
would ignore negative roots) are similar
to those described above.
As was initially stated, C -V -P analysis
is an application of marginalistic theory.
Let us consider this in the present case
of both curvilinear revenue and cost
functions.
Economic theory tells us that profit
is maximized where marginal revenue
equals marginal cost. Dealing with cur ,vilinear functions we would find that
marginal revenue and marginal cost continuously change with volume. Thus,
within the profit area there will be a
period of increasing profit as volume increases. Marginal revenue would exceed
marginal cost in this area, for the slope
of the revenue line would be greater
than the slope of the cost line. At higher
volume levels profits will decrease as
volume increases. In this area, the slope
of the cost curve would be greater than
that of the revenue curve such that marginal revenue would fall short of marginal cost. At the point where the slopes
of the revenue and cost functions are
equal, profits will be maximized —i.e.
where marginal revenue equals marginal
cost.
Had we assumed linear cost and revenue functions, we would observe, as one
does from traditional breakeven charts,
that there is no level of output at which
profit is maximized, except for the trivial case of x being infinite. It would simply tell us that if there were a fixed
maximum capacity level for production
we should operate at that level. The
calculus likewise quickly reveals the absence of a maximum solution.
A final word of caution. Although the
above mathematical approach presents
an aura of exactness, the accuracy of the
results is limited by the degree of precision of the accounting costs which serve
as the basis for the mathematical functions developed.
The basic difference between the
economist and accountant, however, is
in the point of maximum profit. Extension of the accountant's approach would
indicate that profits are maximized at
full capacity, whereas to the economist,
profits are maximized where marginal
revenue and marginal cost are equal.
This difference, in turn, results from the
accountant's use of linear functions in
contrast to the curvilinear functions employed by the economist.
MA N AG E ME N T A CC O UN TIN G / F EB R UA R Y 1 96 9

Are variable costs (and marginal
costs) increasing? If so, profit would be
maximized where marginal revenue
equals marginal cost. Or are variable
(and marginal) costs constant, such that
profit is maximized at full capacity? Let
us consider the findings of empirical
studies. Before doing so, however, we
should be familiar with the problems
inherent in this area.
Problems of Empirical Studies
Difficulties arise when we consider
the case of multi - process operations (as
distinguished from multi -plant production of a single product.) Consider a
typical manufacturing situation wherein
labor is applied in a sequence of steps
or processes. In the course of synchronizing these processes we may find some
operations wherein output can be expanded easily and others wherein bottlenecks quickly develop. The total cost
function, which covers all departments,
could therefore be discontinuous, and
"attempts to apply the marginal type of
analysis
leads to hopeless complex ... if we are confronted with
ity."3 Again,
the imperfect divisibility of factors, the
total cost curve will rise in large steps,
instead of continuously, as economic
theory usually implies.
In order to be of value to management therefore, our theoretical cost
functions must be supplemented by empirical approximations. Empirical studies however, encounter a number of difficult problems which must be overcome. These include, among others,
elimination of the effects of technological change, of changes in factor prices,
managerial efficiency, tax rates, special
accounting allocations, and measuring
diversified output. Unless these obstacles are overcome, the ceteris paribus
conditions which the theoretical cost
function implies will not be fulfilled.
Moreover, the empirical functions so
derived will, because they relate to future periods wherein minor changes in
production circumstances are inevitable,
be approximations of the theoretical
short -run cost functions.
Although several approaches are available for the estimation of cost functions,
including account classification, engineering conjectures and statistical analysis (via multiple correlation techniques),
the latter has been found to be the one
most useful and capable of overcoming
• W. J. Ei te man, "The Equil ibrium of the Firm in
Multi- Process Indust ri es,' Quarterly Journal of
Economics, 1945, pp. 280 -286.

the inherent problems cited above:'
A crucial element in, empirical work
is the measurement of output which,
in most cases, is not in the form of
homogeneous units in the economist's
theoretical cost functions. To overcome
this problem Dean,5 for example, employed a single index of output from a
weighted combination of the various
kinds of product in those cases where
the variation in product was not too
great. In more complex cases multiple
correlation analysis was used, wherein
each significant dimension of output was
introduced as a separate independent
variable.6
As to the question of which cost elements are to be included in the study,
theoretical marginal analysis has contributed much to accounting thinking
so that the argument is now often advanced that unallocable common and
irrelevant costs be excluded from the
statistical analysis —a corollary of the
contribution margin approach.
All too often however, accountants,
under the theory that "each product
should bear its fair share of the overhead
load," continue to allocate common
non - traceable costs in determining average unit costs. Although perhaps useful
for financial accounting purposes they
will lead to serious economic errors when
used in managerial accounting. Cost behavior rather than considerations of
equity are more appropriate for the latter. The common error of allocating
joint costs on the basis of sales values
was illustrated by this author in a prior
paper.?
Another area where the accountant's
treatment of costs often serves to complicate the empiricist's work, is in the
handling of depreciation. Since only
that portion of depreciation stemming
from actual operations is relevant to
cost - output determination, it would be
appropriate to separate use from time
depreciation. The shape of the marginal
cost curve depends on whether use -depreciation is a linear or nonlinear function of intensity and utilization. In
many cases however, the straight -line
method of depreciation is used, reflect* G. J. Stigler "Production and Di stribution i n the
Short Run," 'Journal of Political Economics, June
1939, pp. 312.22.
5

Joel Dean, Managerial Economics, Pre nti ce Hall
Inc., New York, 1950.
A more re ce nt approach t o the handl ing of prod.
uct -mix problems is through the use of linear pro, r am ming. See Robert K. Jaedi cke, N.A.A. Bulletin, March, 1961, pp. 5 -12.
r Herbert J. Weiser, "T he Impact of Account ing
Controls on Performance Motivation," New York
Certified Public Accountant, March, 1968, pp. 194195.
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ing depreciation as a linear function of
time, such that time and use depreciation are not appropriately differentiated.

ventional type of presentation still retains its merits.
Stigler has suggested flexibility to be
the possible clue to partial cost linearity.
Need for Furt her St udy
This would imply that a trend toward
linearity
over the normal range of output
The statistical studies made thus far
is
indicated.
Assuming present methods
have not provided conclusive evidence
were
further
refined so as to remove the
as to the shape of the cost function. Not
linear
bias
of
the empirical approach,
only were the studies limited to relaand
if
linearity
would still result, then
tively few firms, but they also failed to
we
would
be
dealing
with a double encompass years of relatively full emkinked
shaped
cost
curve
wherein the
ployment, at which point production catwo
kinks
would
separate
the
steep expacity would be filled to the limits imtremes
from
an
almost
entirely
flat midposed by physical size.
dle range as being representative of genFurther research is therefore required
eral cost behavior. If such flexibility
to lend greater realism to enterprise ecowere, in turn, to depend on the state of
nomics. Since knowledge of cost - volume
technological development of the Musrelationships is significant for various
try under consideration, the implication
kinds of managerial problems such as
would be for the existence of a great
profit prediction and pricing, more conmany cost curve shapes, each typical of
clusive empirical studies would certainly
a specific industry.
be worthwhile. Such further research
Different industries therefore, and
should draw upon both economic and
different characteristics of plants within
statistical analyses as well as on the disindustries will cause the pattern of short ciplines of accounting and engineering.
run cost behavior to vary widely. The
Although forecasts of cost functions characteristics of the fixed equipment
will necessarily involve a degree of esti- within a plant, for example, can submating error, their usefulness would not stantially affect the pattern of short -run
thereby be destroyed. The magnitude of cost behavior .8 Thus, the degree of segsuch estimation error will, in the least, mentation, or the ability to 'vary the
not nearly rival the inaccuracies accruing rate of output without changing the
from the tacit assumption that the cur- proportion of variable inputs to fixed
rent cost structure will continue indefi- equipment in use, a result of the techninitely. And yet much of present day
breakeven analysis rests on this very 8 Dean, Managerial Economics, op. cit., p. 274.
premise of equating "actual costs" with
Exhibit 3
current or past costs.
The static model of marginal theory TOTAL SHORT -RUN COSTS
does not solve the problems of the enterprise in a dynamic and ever changing Arkj
environment. It would seem then, that U0
the tools derived from formal marginal
theory are not very useful in a business
world which is characterized by as much
ignorance and uncertainty as does in
fact prevail.
TFC
The empirical evidence suggests that
the normal range of output, apart from
Output
the extremes of a cost curve, may frequently have constant unit costs rather
than the slightly decreasing and increas- Exhibit 4
ing cost behavior shown in conventional UNIT SHORT -RUN COSTS
economic diagrams. Nevertheless, the
main assumption, flowing from the con- N
MC
cept of diminishing returns, that the c°
ATC
marginal cost curve must show steep extremes has not been disproved. A conclusion as to what actually is the "typiAVC
cal" shape of the cost curves cannot be
drawn from the evidence. Since, on a
priori grounds it seems doubtful whether
AFC
a "typical' cost curve can result from
Output
the diversity of cost conditions, the con40

cal nature of fixed equipment which
varies widely among different plants,
will, when coupled with variability of
factor mix, lead to different shapes of
the short -run total cast curve.
In the absence of segmentation and
with factor proportions variable, for example, the total and unit short-run cost
curves would appear as shown in Exhibits 3 and 4. Under these assumed
conditions the marginal cost curve,
which of course is the slope of the total
cost curve, declines at first and then
turns upward and continues to increase
over the remaining range of output.
If, on the other hand a plant exhibits
characteristics of perfect segmentation
and fixed factor proportions, its cost
curves could be sketched as shown in
Exhibits 5 and 6.
In this case, since fixed and variable
inputs can be mixed in minimum -cost
proportions at all levels of output up to
a certain point, the total cost curve
would be linear over that output range,
i.e., up to the point of physical capacity
of equipment. As a result, marginal costs
would be constant up to capacity, at
which point it begins to increase rapidly. As shown in Exhibit 6, marginal
cost and average variable cost are indiExhibit 5
TOTAL COSTS

U)
0
U

Output
Exhibit 6
UNIT COSTS

m

0
U

PVC

Output
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cated by the same line, reflecting their mist with the generally retrospective did not fit the data significantly better
constancy, up to the point where it is viewpoint of accounting. The marginal than that chosen.
no longer possible to bring any more concept is an anticipatory one. Any atOddly enough, it seems that we
fixed equipment into the operation.
tempt to utilize such concept in a retro- must come to the same conclusion toThe traditional breakeven charts as spective framework will lead to unfruit- day as did Hans Apel in 1948 when he
used by accountants and management, ful results. The use of historical records indicated that a "typical" shape of the
wherein functions are depicted in linear in the determination of costs, without cost curve cannot be drawn from the
form, must therefore necessarily be appropriate adjustment for changes in evidence.12
based on a particular relevant range of money value, especially in the decisional
When we do use linear assumptions
production. Since management's objec- area, is a grievous error.
in breakeven work we must be careful
Another error frequently incorporated to designate the relevant range over
tive is that of profit maximization however, the range traditionally considered, into breakeven analysis results from the which our premises are valid. As long
which falls short of the correct theoreti- inclusion of advertising costs. There is as this is kept in mind, the assumptions
cal interpretation of costs at maximum no necessary functional relationship be- of breakeven analysis regarding the
capacities, does not provide manage- tween such attempts at modifying the shape of cost and revenue curves need
firm's demand curve and output levels. not conflict with those of production
ment with adequate information.
theory.
The use of nonlinear curves, where
Summ ar y
Even if cost and revenue functions
appropriate, by accountants in their
A breakeven chart is an oversimplified are linear over all or a substantial part
analysis, though requiring some knowledge in basic calculus, may at times presentation of expected profits at vari- of production capacity, the marginal apmake the C -V -P analysis more useful. ous output levels. Profit is a function of proach to the solution of business probAs to the educational problems involved, variables other than output and will be lems would not be invalidated. Indeed,
this author has previously expounded affected by the many impersonal forces the concepts and techniques of direct
costing and differential analysis, though
such views and has frequently empha- of the market.
As presently utilized, breakeven analy- generally assuming linear functions, are
sized the importance of higher mathesis rests upon a single set of assump- founded upon the marginal approach.
matical tools for the accountant .9
The usefulness of breakeven charts
Profits are affected not merely by tions as to external market conditions
will
vary among different industries. The
and
internal
management
policy.
Even
changes in volume but by other factors
technique
would be particularly useful
if
the
errors
of
estimating
the
true
static
which must be taken into consideration.
cost
function
are
overcome,
we
would
in
those
industries
which do not experiThe assumptions underlying breakeven
ence
frequent
changes
in input prices,
still
be
dealing
with
a
model
which
overanalysis is relevant. Those relationships
simplifies
the
dynamic
functions
to
rapid
technological
improvements
and
existing within the relevant range are
which
management
must
adapt.
Ancontinuous
shifts
in
product
mix
—pronot likely, the economists say, to conother limitation of C -V -P analysis is its vided that the limitations of the undertinue beyond such range.
failure to make appropriate adjustments lying assumptions are kept in mind. It
Perhaps the greatest advantage to the
for inherent risks and uncertainties.' 0
is hoped that the reader will take with
continued use of breakeven charts is faA key to the practical linear approach him the awareness that there are no firm
cility of integrating the relationships of
relates to Dean's concluding remarks in generalizations about cost behavior —
cost and volume as they affect profit
his department store cost function each industry and each firm therein
levels.
study.
. . However, the curvature must calculate and predict its own cost
Because of the dynamic characteris- would be so slight as to be insignificant patterns.
tics of business, in contrast to the static from a managerial viewpoint, so that it
Although a linear cost function may
assumptions of marginal theory, the user could scarcely affect any economic con- often be reasonably valid if it represents
of C -V -P analysis must constantly re- clusions which might be derived from the typical output range of a firm, such
examine and reevaluate his assumptions. the linear and parabolic functions. In validity would be distorted in its extraHe may very well find, for example, that each instance a higher -order function polation at high and low output exnot adhering to the traditional account- than that selected was fitted and sub- tremes —for obvious physical and ecoing linear assumptions will provide him jected to critical ratio tests, which indi- nomic reasons.
with more useful interpretive data.
cated that the more complex function
We should be careful not to confuse
u Joel Dean, "Department Store Cost Functions,"
Studies in Mathematical Economics and Econometthe anticipatory approach of the econo- io For a suggested statist ical technique of incorpo- rics,
O. Lange, editor, Cambridge University
Herbert
Weiser, "Accounting Education, Present and ut ure ," Accounting Review, July 1966,
PP. 518.5 -4.
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rating relative risks into decision problems see Robert K. Jaedicke and Alexander A. Robichek, "Cost Volume -Profit Analysis Under Conditions of Uncertainty," Accounting Review, October 1964, pp.
917 -926.

Press, 1942, pp. 222.254.

12

Hans Apel "M argi nal Cost Constancy and Its
Implications,;' American Economic Review, December 1948, p. 875.
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Material Mix and Yield Variances
FINDING VARIANCES IN CASES OF LIMITED INPUT AND MODIFIED MIX

Material mix plays an important role,
not only in many chemical industries,
but also in textile manufacturing and in
the production of foods and liquors. A
change in the material mix can create
technical problems, reduce the quantity
of output and, hence, trigger variances
in labor and overhead costs, thus having
an overall effect on the firm's profits
which cannot be shown or explained by
the classic price, usage, and mix variances. The purpose of this article, then,
is to present a contribution to the teaching and interpretation of these variations in material mix and to their effect
upon costs, profits, and management
reporting.
Standard Weights and Costs

x

x

Let us assume that a firm has established .standards as shown in Table 1
for 100 units of the finished product or
output. The firm, however, produces
the same product with the modified
mixture and actual costs as shown in
Table 2. This will also produce the results shown in Table 3 for a modified
mixture at standard costs, and the total,
unfavorable balance, of $37.00 is obtained as shown in Example 1.
Some authors use the term "yield
variance" instead of "usage variance"
whenever a mix variance is established:
Actual material quantity at
standard cost: 160 $4.4667 $714.67
Less: Actual output quantity
at standard cost: 100 $6.70 670.00
Yield variance
42

$ 44.67

The term "yield variance" is confusing and, in this case, is incorrectly
used for the following reasons:
a. If it is established as in the example,
it is nothing more than the usage
variance and it is not appropriate to
use two different terns for the same
notion.
b. The term "yield variance" should be
used if the input is the constant and
the output is the variable.
Such a true yield variance is present
if the input, for technical or other reasons is limited, so that the output has
to vary.
It may now be asked if such a true
yield variance would be useful for management reporting and decision; and
would it be more useful than the usage
variance?
In the majority of cases it is the
output- cost - relation that counts. In

JOHANNES KIMELMAN
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Argentina. He also taught, acted as a
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Example 1
Price variance
Mat er i al a, 40 l bs. at $5. 20 - 5. 00
(U nf avor able)
Mater ial c , 65 l bs. at $2.60 - 3.00
(Favorable)

$ -8.00
26. 00

Total price variance (Favorable)

$18. 00

Mix variance
160 l bs. actual cons umpti on of
modif i ed mi x at $4. 5312
160 lbs. ac tual c ons um pti on of
st andar d m i x at $4. 4667

$725. 00

Materi al mi x var iance
(U nf avor able)

Usage variance
Act ual quanti ty c onsumed at
aver age standard c ost
St andar d quanti ty consumed at
average standard cost
Usage var iance (U nfavor abl e)

— 714.67
$ 10. 33

$714. 67
— 670.00
$

By Johannes Kimelman

44. 67

Summary
Mix var iance (Unf avorable)
Usage variance ( Unfavorable)

$10. 33
44. 67

Less: Price variance (Favorable)

$55. 00
18. 00

Total variance

$37. 00

other words, output is usually constant
and all variances (price, mix, and usage)
refer to that quantity, in round figures
for process costing, and in exact figures
asked for in case of batch or job order
costing. But there are also many cases
when the constant quantity will be the
input and the variable quantity the output and in all such cases the "true"
yield variance will prove more useful,
will be easier understood and should,
therefore, be established.
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Effects of Overhead and Labor
T able 1

Material
a
b
c
Total

St andard
weights
(lbs.)
50
40
60

St andard
cost
(per lb.)*
$5.00
6. 00
3. 00

T otal
$250. 00
240. 00
180. 00
$670. 00

150

* W ei ghted average of s tandard c ost per ( standar d mixture) pound = $4.4667.

Table 2

Material
a
b
c
Total

Actual
cost
(per lb.)
$5. 20
6. 00
2. 60

Actual
weights
(lbs.)
40
55
65

Total
$208. 00
330. 00
169. 00
$707. 00

160

Table 3

Material
a
b
c
Total

Actual
weights
(lbs.)
40
55
65

Standard
cost*
(per lb.)
$5. 00
6. 00
3. 00

160

Let us suppose that overhead and
labor for an input of 150 lbs. is $1,500,
then the total cost with standard mix
for a production of 100 units output in
the above example, is $ 2,170. At a sales
price of $24.00 per unit the profit would
be $230.00. With a limited input and
modified mix the picture presents itself
as shown in Table 4. The total cost per
unit of the new mix can be established
and proved as shown in Example 2.
Example 2
Over head and l abor at
st andar d out put
$1. 5 00 _ 10 0 un i t s
Over head and l abor at
reduc ed output
$1. 500 _ 93. 75 uni t s

$15. 00

16. 00

Per unit variance
Total
$200. 00
330. 00
195. 00
$725. 00

* W eight ed average of st andard c os t per ac tual pound = $4. 5312

$ 1. 00

Cos t of 100 uni ts
output w it h 160 l bs .
i nput
Cost of l abor and
overhead for r educ ed
out put

$

1, 600. 00

Total cost
T able 4

Material
a
b
c
Total

Actual
weights
(lbs.)
37. 500
51. 563
60. 937

Standard
cost
(per Ib.)
5. 00
6. 00
3. 00

150. 00

Such situations will generally develop
from technical circumstances. If the
capacity of the plant at some point is
limited by a bottleneck which puts a
ceiling on input, the true yield variance
will show what is actually happening.
In going back to the example; if the
plant cannot put more than 150 lbs.
into production, then it will be more
useful for management to know that an
unfavorable yield balance of $41.875
exists. The reason being that the maximum input of 150 lbs. will yield only
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Actual
cost
(per Ib.)
5. 20
6. 00
2. 60

Total
at st andard
cost
187. 50
309. 38
182. 81
679. 69

93.75% of the usual production if the
standard mix is changed. This is more
logical than telling management that
by using an input of 160 lbs. they will
produce the same 100 units, at a so
called yield variance of $44.67.
But the true yield variance in the case
of limited input is not enough. If output (because of the modified mix is
only 93.75% of normal, the effect of
fixed costs, labor costs and lower sales
will have to be established and explained
to management.

Effect on profit
Std. mix, sales
100 x $24. 00
Std. mix, costs
100 x $21. 07

$2,3 07. 00

$2, 400. 00
2, 170. 00

Profit
New mix, sales
93. 75 x $24. 00
New mix, costs
93. 75 x $23. 07
Profit
Loss in Profit

707. 00

$230. 00

$2, 250. 00
_ 2, 162. 81
$ 87. 19
$142. 81

Summary
The identification of classic price,
usage and mix variances alone are insufficient for management decisions.
Especially in the cases of limited input
and change in mix, the final effects on
sales, overhead, labor costs and profits
should always be established, analyzed
and presented to management.
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Product Opportunity Analysis
CAREFUL EVALUATION SUPPLEMENTED BY MEASURABLE COMMITMENTS

By David H. Silvern
Much of the impetus for the continued
prosperity enjoyed in the United States
has been supplied by product innovation. Color TV, trans -sonic transportation, and electronic data processing are
only a few examples of American engineering ingenuity. Unfortunately, the
identification of a consumer need or an
engineering improvement is no guarantee that a development program will be
a success. "Building a better mousetrap"
is wise —if all the mice aren't dead
(market potential) , if someone else isn't
manufacturing a lower cost mousetrap
(competitive situation), if the production machinery is not geared to manufacture flytraps (production capability),
and if the marketing contacts are not
with an unrelated industry (market
coverage).
For this reason the following steps
are essential:
1. The evaluation of market potential,
made before project expenditures
are undertaken.
2. The determination of required product price and performance based
upon competitive performance as
developed by market information on
competitive products.
3. The determination of manufacturing's committed cost based on performance required by marketing.
4. The estimate of development cost
encompassing research, development
and learning phases, both manufacturing and marketing, as well as
tooling and manufacturing capital
requirements.
From this information we would get
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two results: (1) the cost of a given development and (2) the profit potential
of the product which might result. However, a simple comparison of these data
would not be an adequate evaluation
because it would leave out three significant considerations:
1. The time value of money.
2. The possibility that the development
might fail.
3. The possibility that the market forecast might be wrong.
The effect of the first of these has
been discussed many times in the pages
of this publication. It is only necessary
to determine in which year the expenses
are incurred and the profits made, find
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the sum of the present values of expenses and that of the profits, and compare these two values. The second and
third are more difficult to analyze, and
state categorically. They depend upon
the theory of probability, which, though
mathematically consistent, is difficult to
apply in situations where only a few
measurements are made. Still, such estimates of chance, or reliability, or confidence, must be made, even though only
one project is involved.
The approach which was developed
by the author was simply to ask the
men closest to the situation, the marketing man and the project engineer, the
following questions: "If you had 10
projects such as this one, how many
would you expect to go off according to
plan? How many would fail? Would you
be willing to be judged on the basis that
this would be your success rate ?" If the
answer is 8 out of 10 successes, then the
confidence in the particular project is
.80; if the. answer is 5, then the confidence is .50, and so on. The effect of
these estimates on the required profit
level is shown in the obviously fictitious
tables that follow which are based
on formats actually in successful use in
our company at the present time.
In 2.2, these sales are converted to
maximum earnings, by assuming a return as a percentage of sales based on
industry averages snd a comparison of
competitive products. The effective
earnings are found by multiplying the
maximum earnings by the confidence
factor, which should take into account
the chance of misreading the total market and future competitor's actions.
The discount rate should equal the
company objective for return on investMANAGEMENT ACCOUNTING /FEBRUARY 1969

MARKET ANALYSIS

T able 1

1.1 Market name and description:
Blug Moving in t he Deep Sea Mini ng Market.
1.2 G eogr aphi c or poli tical ar eas:
W estern Hemisphere.
1.3 Performance requirements:
Performance Range
Parameter
Min.
Max.
Horsepower
500
1000
Size
200 cu. ft.
300 cu. f t.
Life
10 years
10 years
1.4 Product cost requirements:
Best of
Com pet iti on
Cost of Service
20, 000
1. Init ial Inves tm ent
1,250 per Yr.
2. C ost of Maint enance
33,000 per Yr.
3. Cost of Power
Table 2

Objective
(T his Project)
18, 000
1,000 per Yr.
32, 000 per Yr

DISCOUNT ED EARNINGS SCHEDUIE

2. 1 Mar ket f or ecast

Past Years
-5 Years
-4 Years
-3 Years
- 2 Y ea r s
-1 Year
This Year

Total
sales
20 MM
22 MM
24 MM
25 MM
25 MM
25 MM

Future

Our
sales
7 MM
7 MM
6 MM
5 MM
4 MM
2 MM

%

2. 2 Market ear ni ngs forecast :
Sales Obj.
Future
This
proj.
years
+ 1 Yr.
6 MM
10 MM
+ 2 Yr .
10 MM
+3 Hr .
+ 4 Yr .
12 MM
12 MM
+ 5 Yr .

years
+1 Year
+ 2 Year s
+3 Year s
+ 4 Year s
+5 Year s

Earn.
obi.
20%a
20%
20%
20 %
20 %

Disc.
rate
. 88
. 69
. 54
. 42
.33

Max.
earn.
1.2 MM
2. 0 MM
2. 0 MM
2. 4 MM
2. 4 MM

Total

Increased
Sales with
this prof.
6 MM
10 MM
10 MM
12 MM
12 MM

Total
sales
25 MM
27 MM
29 MM
30 MM
30 MM

Max.
Disc.
earn.
1. 1 MM
1. 4 MM
1. 1 MM
1. 0 MM
. 8 MM

Conf.
factor
90%
90 %
80 %
70%
60%

5. 4 MM

Eff.
ear n.
1. 0 MM
1.3 MM
. 9 MM
. 7 MM
. 5 MM
4. 4 MM

2. 3 Sc hedul e of ear nings
1 Year
Developm ent
Program (a)

2 Years
Development
Program (b)

3 Years
Developm ent
Program (c)

4. 4 MM

3. 3 MM

2. 5 MM

Effect. disc. Earnings

PRODUCT ANALYSIS

Table 3

3. 1 Pr oduc t name and des cr ipti on:
Blug Mover - 4 St ages wit h Interl ock and Spec ious
Saver Driven by T orpedo T orch
3.2 Func tional r equir ement s ( From 1.3):

Per for mance R equir ement
500. 1000 H P
200 -300 cu. ft.
10 -15 Year Life

Confidenc e of Achievement
1 Yr.
2 Yr.
3 Yr.
Engr.
Engr.
Engr.
Program
Program
Program
100%
100%
100%
100%
100%
100%
90 %
100 %
10%
10% (a)

90% (b)

100 % (c)

3.3 Cost of service com mi tment (F rom 1.4):

Cost Requirement
Initial Invest.
Cost of Maint. Per Yr.
Cost of Power Per Yr.

$18000
$ 1 000
$32000

Confidenc e of Achievement
2 Yr.
3 Yr.
1 Yr.
Engr.
Engr.
Engr.
Program
Program
Program
100%
100%
100 %
1 0 0 io
100 %
10 0%
100%
100%
10 0%
100% (a)

3.4 Confidence in achieving requirement:
3.4. 1 C onf idence in one year program
(3.2a) x ( 3.3a)
3.4.2 Confidenc e i n t wo year program
(3. 2b) x ( 3.3b)
3.4.3 Confi dence in three year pr ogr am
(3.2c) x (3.3c)
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100% ( b)
10 %
90%
100 %

100% (c)

ment on a discounted cash flow basis.
For this analysis 25% has been used. It
should be noted that the confidence
factor applied to develop effective earnings for the project decreases with time,
reflecting the difficulty in projecting
market conditions.
It is evident that if the project requires more than one year for completion, the earnings must be discounted
25% for each additional year in delay
of the introduction of the product. This
effect is shown in 2.3.
Now that market requirements have
been established, the functional requirements for the new product must be determined as well as the cost targets
which must be met for competitive advantage. It is up to engineering and
manufacturing functions to determine
whether these objectives can be met. In
our company, the market and profit potential are not made available to the
Operations Group to assure that an objective evaluation of costs are made. To
accomplish this objective the following
formats are used:
The effective costs are found by dividing the predicted costs by the confidence factor, to take into account the
possibility of complete failure as well as
overspending the particular program.
With Marketing's and Engineering's
analyses complete, the Financial division may then consolidate the estimates
and evaluate the potential return on investment. This would compare earnings
and costs, both discounted to present
value. The resultant factor may be
called the "odds." As at the racetrack,
this is the ratio of the payoff to the bet.
Here we have used a 25 percent discount rate, so an odds ratio of 1 to 1
ensures a return of 25 percent (if all
forecasts are accurate). Note also that
this conservatively projects both earnings and costs through the use of confidence levels.
From this analysis a two -year development program would be chosen. The
odds indicate a return on investment
substantially above the 25 percent objective. However, as at the track, the
program must be modified according to
any subsequent changes in the information available to it. Hence, the program
is reviewed by both Marketing and Operations upon completion of each phase
to determine whether earnings, costs
and performance will remain within the
established parameters.
For this purpose a progress audit and
review (Exhibit 1) is prepared to evalu45

Table 4

ate the program's success to date and to
re- forecast the remainder of the project.
Of Course, when a number of projects
are in progress, only significant deviations from acceptable performance
should be highlighted and explained.
'Thus, if projects remain within accept able ranges of return on investment and
time, approval to proceed should be automatic.
The analysis as outlined guarantees a
systematic, careful evaluation of the
proposed development program's potential. It also establishes commitments by
both Marketing and Operations which
can be measured later.
Summary

PROJECT ANALYSIS

4.1 Research phase No. 1:
a) Description Chemical Attack by Blug on Critical Parts
b) Time Required
c) Cost Breakdown (Engr. labor, material, capital)
4.2 Nos. 2 Thru 5:
a) Description Development of Mover; Development of
specious saver; Integration with Driver.
b) Time Required
c) Cost Breakdown
4.3 Pre-production phase No. 6:
a) Description Tooling for Rotating Parts
b) Time Required
c) Cost Breakdown
4.4 Manufacturing learning costs:
a) Description The first three machines will incur added
costs of 50%
b) Time Required
c) Cost Breakdown

6 Months
Total Cost 350 M

15 Months
Total Cost 775 M

2 Months
Total Cost 870 M

3 Months
Total Cost 30 M

While product development represents a relatively small expense in any
business venture, it contributes heavily
to the continuing health and prosperity
of the undertaking. The accountant
makes a significant contribution to controlling development costs by supplying
systems and procedures which guarantee
that a systematic evaluation of opportunities will be made before company
funds are committed. He can also measure the development program's profit ability over the life cycle of the product.

4.5 Analysis of development cost:
Plann.
Expend.
2.0 MM
2.0 MM
2.0 MM

1 Yr. Prog.
2 Yr. Prog.
3 Yr. Prog.
Table 5

Disc.
Devel.
Cost (a)
1.8 MM
1.4 MM
1.1 MM

Disc.
Factor
88%
69%,
54%

Conf.
In
Achiev.
10%
90%
100%

Effect.
Devel.
Cost (b)
18.0 MM
1.5 MM
1.1 MM

SUMMARY EVALUATION OF DEVELOPMENT PROJECT

5.1 Return on investment dollars:

Effect Disc. Earnings (2.3)
Effect. Cost (4.5b)
Effective Odds

Develop.
1 Year
4.4 MM
18.0 MM
.25

Prog.
2 Years
3.3 MM
1.5 MM
2.20

Duration
3 Years
2.5 MM
1.1 MM
2.30

Exhibit 1
NEW PRODUCT DEVELOPMENT - PROGRESS AUDIT & REVIEW
PROJECT

1000

DESCRIPTION

Blug Mover

1)

1

Description

Chemical Attack of Blug on Critical
Parts

phase #

Original plan for phase
New plan for phase
Variance

Original plan for project
New plan for project
Variance

Final
Date
12/69
1/70
1 Month

Date
Start
Completion
12/67
2/68
12/67
3/68

Plann. Effective
Expend.
Cost
2.OMM
1.5MM
2.1MM
1.6MM
(.1MM) (.1MM)

Cost
350M
450M

Effective
EBT
3.3MM
3.2MM
(.1MM)

Effective
Odds
2.2
2.0
(.2)

Brief Explanation of Variance: Research phase required 1 month longer than
originally planned and marketing has decreased their estimate of Blug Market.

Approved
Division Manager
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Mathematics Is Bypassing the
Accountant
MANY AN ACCOUNTANT MAY SOON BECOME OBSOLETE

them to fit the particular needs of your
organization?
If you can answer both questions
Do you, as a management accountant,
understand the following progression of with a "yes," then you probably belong to the small, select group who
formulas?
share
my concern over the fact that
Va= ACa+(1— A)Vp_1
most
management
accountants appear
So= AVa +(1 —A)S—1
Pa+l = K[Va+A(Va—Sa) +
to be comfortably unaware that such
(1 —A) (Va—f —Sn -I)1 formulas exist in any place other than
These formulas' are used to deter- the classroom or the actuarial office of
mine probable future needs through the the insurance companies. We may be
process of first exponentially smoothing wrong in this assumption. Perhaps the
historical data and then projecting the average management accountant is only
smoothed values adjusted for seasonal too well aware that these formulas do
fluctuations. The approach is similar to exist and is living with the uncomthat of using moving averages with the fortable knowledge that he is woefully
advantage that the step of removing the unequipped to cope with them.
oldest tern in the data is eliminated.
The January 1968 issue Of MANAGEMENT
ACCOUNTING contains an article
Values represented in the formulas are:
by William C. Flewellen, Jr. entitled
A = Exponential correction factor
"Current Trends in Accounting EduA
N2+1
__
cation." In it, the author points out
C = Current period value
that there have been significant changes
K = Seasonal correction factor
in accounting education and methods as
N = Number of historical periods rep- may be seen in the articles found in
resented by V
current periodical literature.
P = Projected Value
S = Trend corrected smoothed historiGILMAN C. HARVEY, JR.
cal value (second order smoothOwensboro Chapter (Boston 1948) is
ing)
Manager of Cost and Contract AcV = Basic exponentially smoothed hiscounting, Tube Department, General
torical value
Electric Company, Owensboro, Ky.
If you recognize them, can you adapt
He is a graduate of Wentworth InstiBy Gilman C. Harvey, Jr.

I

A detailed discussion of the basic formulas from
which the above were derived can be found in C.
H. Springer, R. E. Herliky and R. I. Beggs, Adva rCed Meth o ds and Mod els ( R . D. Irwin, Inc.,
Homewood, Ill., 1965), which is one of texts used
h the National Association of Accountants in the
Continuing Education Program.
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tute, Boston, Mass., where he studied
electrical construction and design. Mr.
Harvey is also a graduate of Bentley
College of Accounting and Finance.

A review of four consecutive issues
Of MANAGEMENT ACCOUNTING, ending

with the February 1968 issue, shows
that 45 authors contributed 42 articles,
nine of which discussed problems involving higher mathematics. This confirms the opinion expressed in the
article on education, but, at the same
time, a detailed analysis of these articles
is most disturbing. Of the ten authors,
eight were not involved directly in operational accounting. They include controllers, professors, a business planner, a
systems analyst and a project administrator. Two of the authors were working
as industrial accountants at the operating level. Their college background? Degrees in Electrical Engineering.
While this limited analysis of a few
articles is by no means conclusive, it
certainly indicates that generally speaking, the middle management industrial
accountant has not come up with many
new ideas in the accounting field that
involve the use of higher mathematics.
How could he? When he attended college, he took business mathematics,
learning all about compound interest,
annuities, mortgage retirement, etc.,
probably none of which he has used
since. His algebra was limited to a level
now studied in the high schools during
the junior year. His exposure to calculus
was nil. He cannot possibly come up
with ideas that require the use of probabilities. Or, more correctly said, he can
come up with the ideas; he can neither
develop nor apply them.
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Bluntly, the accountant trained under the accounting concepts of the first
sixty years of the twentieth century is
rapidly becoming obsolete. In his place
is developing an individual who is a sophisticated mathematician with a working knowledge of computers and a basic
knowledge of finance. His realm is the
future, preparing trend and forecast data
for management. Current accounting
management is generally not capable of
developing the formulas necessary to
prepare these data.
As Dean Flewellen stated, there have
been significant changes in accounting

education and methods. However, in
the area of mathematics, the educational
process has not kept pace with current
business practices. A survey of representative schools of business administration indicates that far too few include
courses in higher mathematics in their
undergraduate cirriculum. By and large,
the undergraduate educational program
does not reflect the mathematical needs
generated by the evolution of management practices.
Summary
This evolution, long past due, is for

the best. However, unless the colleges
and universities and, indeed, the accountants themselves act rapidly, both
the current general accountant and the
accounting graduate will soon have a
small role to play in the business world.
Their empire will consist of a huge pile
of computer tabulations and reports, a
pad of journal entry paper (or worse yet,
a batch of computer cards for "mark
sensing ") to make minor corrections for
the computer to digest next month, and
a low- skilled, clerical staff carefully coding documents in a manner fully prescribed for non - accountants.

THE BREAK -EVEN CONCEPT: ITS DEVELOPMENT...

Continued from page 31
cepts which appear to be closely related
are currently being advanced in the field
of macroeconomics.
A case in point is Walt Rostow's concept of the "take off" stage18 at which
societies begin consciously to plan their
own future in terms of the mushroom19

W. W. Rostow, The Stapes of Economic Growth,
University Press, Cambridge, 1967,
pp. 36 -58.

ing effects of investment. The "takeoff" stage strikingly parallels the break even point. At this point creatively aggressive and powerful groups learn how
to mobilize capital and, with the new
power which it provides, to chart developmental possibilities and determine
the direction of movement of their
societies.
Although exploration of these macro
phenomena would lead far beyond the

scope of this paper, there would appear
to be a rather clear continuity of relationship in this area between the detailed concerns of accountants and the
general direction and course of economic development. Obviously the break even concept merits examination both
in terms of an interesting pattern of
historical development and of its exceedingly challenging prospects for
wider applicability.

BREAK -EVEN CHARTS VERSUS MARGINAL GRAPHS

Continued from page 35
to go one step further than the break even chart and indicate not only the
break -even point, but also any equilibrium condition. This is the point of
maximum profit and shows the volume
at which the firm should endeavor to
operate. Even if the data are not available for this calculation, the economic
principle provides an important analytical framework within which the manager may make better decisions.
Conclusions
The break -even chart based upon the
assumption of a constant selling price
and constant average variable cost has
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been a useful classroom device for showing cost - volume -profit relations. It has
also made a major contribution to profit
planning by showing in a simple way
the effect of changes in volume on costs
and profit. However, today's management is more aware that the break -even
point is valid only under the conditions
which are assumed to exist and that
profits are the result of many more factors than can be shown on a two- dimensional graph.
In the meantime business has continued to become more complex so that
the accountant has developed a more
complete break -even system. This system ta$es into account changes in selling price, volume, product -mix, effi-

ciency and technology. The statisticians
use regression analysis to study items
that are not constant, and construct
probability tables to cover these items.
These refinements and explorations
provide management with a tremendous
amount of valuable information. The
new break -even system with its sophisticated techniques and additional data
has certainly overcome some of the criticisms of economic theory. It is hoped
that the above explanations will help to
continue this fusion of empirical data,
statistical techniques and economic theory and also it is hoped that the above
will help to clear up the confusion between what is taught in economics and
what is taught in accounting.
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A Review of Investment
Credit and Recapture
DIFFERENCES IN SECTION 38 PROPERTY TYPES PROVIDE VARIATIONS IN RECAPTURE OF INVESTMENT CREDIT

By Paul V. Harris
The investment basis of new Section 38
property' is detennined in accordance
wi t h t h e g e n e r a l rules wh i c h govern in

the determination of basis of property.
However, a noteworthy exception is that
the investment basis of Section 38 property that is constructed, reconstructed
or erected by the taxpayer cannot include any depreciation sustained with
respect to any other property that is
used in the construction, etc., of the
new Section 38 property. It should also
be noted that if the basis of the property
is indeterminate when placed in service,
additional credit is allowed in subsequent years with respect to the additional cost that was paid or incurred
during such year and reflected in the
depreciable basis of the property in such
year. The subsequent year basis takes on
the original life.

Placed in Service Property
The rules governing "placed in serv1 A n u n d e r s t a n d in g o f w h a t is m e a n t b y t h e t e r m s
" S e c t io n 38 p r o p e r t y, " " in ve s t m e n t c r e d it , " " qu alified in v es t m e n t , " a n d th e ap plic ab le pe r c e nt a ge
th e re t o is as s u m e d he r e in . H o w e ve r , sin ce Sect ion
3 8 p r o p e r t y m a y b e c la s s if ie d a s b e in g e it h e r " n e w "
o r " u s e d " th e fo llow in g def initio ns a r e set fo rt h
for clarification purposes:
( 1 ) N e w Se ct io n 38 p r o p e r t y is defined in Sec tion
48 (b) of the Internal Revenue Code to be: (a)
that portion of the basis which is properly attributable to the construction, reconstruction or erection
of Se ct io n 38 p r op e rt y com pleted b y t h e t a x pa ye r
a f t e r D e c e m b e r 31, 1961, a n d ( b ) Se ct io n 38 p r op e r t y a c q u i r e d a f t e r D e c e m b e r 31, 1961, if t h e o r iginal use of such property commenced with the tax
payer and commences after such date.
( 2 ) Us e d S e c t io n 38 p r o p e r t y is d e f in e d in Se ct io n
48 (c) to be Section 38 property purchased after
De c e m b e r 31, 1961 , which is not ne w Se c tio n 38
p r o p e r t y , b u t is n e w i n u s e t o t h e t a x p a y e r .
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ice" for owners of property are generally
reasonable and easy to apply. For lessors
and lessees, Section 38 property is considered placed in service by the lessor
in the taxable year in which possession
is transferred to the lessee. For owners,
Section 38 property is considered to
be placed in service under the earlier
of the following acts: when the taxable
year depreciation begins under taxpayer's depreciation practice; or in
the taxable year in which the property

1W
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is placed in a condition or state of readiness and availability for a specifically
assigned function. In this latter situation, it is to be noted that parts acquired
and set aside for use as replacements for
a pa rticu la r m a c h i n e o r m a c h i n e s a re

considered to be in a state of readiness
and availability for a specifically assigned
function. Consequently such parts are
placed in service upon acquisition.
Useful Life
In determining the applicable percentage to be applied to the basis of the
Section 38 property placed in service
during the taxable year, an estimated
useful life must be assigned to each separate Section 38 property investment.
This is true even if the asset is being
depreciated in a group account, guideline class account, or any composite account. The estimated useful life individually assigned to each item of Section
38 property, at taxpayer's option, can be
either under the class life system or the
individual useful life system.
CLASS LI FE . Under the class life system there is assigned, to each asset falling within a guideline class, the class
life applicable under Revenue Procedure
62 -21. Thus, the same estimated useful
life must be used for all assets falling
within a particular guideline class. Furthermore, use of the class life system for
investment credit estimated useful life
can be made irrespective of whether the
taxpayer uses single asset accounts or
multiple asset accounts in computing allowable depreciation and irrespective of
49

whether a taxpayer uses Revenue Procedure 62 -21.
INDIVIDUAL USEFUL LIF E. Under the
individual useful life system there are
two methods to estimate useful life: for
assets that are placed in single asset accounts for depreciation purposes the estimated useful life shall be the same as
that used in computing depreciation;
for assets that are placed in multiple asset accounts, or in single asset accounts
for which an average life rate is used,
individual estimated lives must be determined for each asset in the account
to the extent possible. In this latter determination the individual estimated
useful lives of assets similar in kind may
be either the average useful life of such
assets or the estimated range of years
applicable to such assets. When an estimated range of years is used in the determination of estimated life for mass
assets, an appropriate mortality dispersion table may be used.
MORTALITY DISPERSION TABLE. At this
point it is emphasized that only the
election of the individual useful life system involves the possible use of a mortality dispersion table for mass assets.
Regulation Section 1.47 -1 (e) (2) (ii)
provides that use of mortality tables for
"mass assets" is allowed only when the
individual useful life system of assigning
separate lives to assets is based on a
range of years. Thus, the Regulations do
not allow the use of mortality tables
when the class life system is used.
Recapture
For recapture of investment credit to
exist it is necessary for the actual useful
life of the property to be sufficiently less
than the original estimated useful life in
order to reduce the original applicable
percentage. Under the class life system
the estimated useful life of Section 38
property, except for transportation
equipment, exceeds eight years, in accordance with the specific guideline
classes under Revenue Procedure 62 -21.
This results in an initial 100% entitlement of Section 38 property basis to the
investment credit.
The regulations provide that for taxpayers using an averaging convention,
the date Section 38 property is placed
in service and date of its disposition or
cessation of use is governed by the rules
of the averaging convention, Regulation
Section 1.47 -1 (c) (2) . The usual qualifying phrase is attached to use of the
averaging convention, namely, "it does
not apply in any case when it appears
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that use of such assumed dates results
in a substantial distortion of the allowable investment credit." However, the
likelihood that the averaging convention
use will result in a substantial distortion
with respect to its use in the determination of date the property is placed in
service and date of its disposition for recapture determination purposes is de
minimus.
To the extent that Section 38 property is disposed of or ceases to be Section 38 property before the culmination
of eight years useful life, recapture, or
repayment of investment credit must be
made. The term "disposition" includes
a sale, retirement, abandonment, etc.,
of Section 38 property (Regulation Section 1.47 -2(d), and pursuant to Regulation Section 1.47-2(a)(1), also includes the sale in a sale and leaseback
transaction. Thus, if a lease is terminated and the property is transferred by the
lessee to the lessor or to any other person, such transfer is considered to be a
disposition by the lessee.
Of cardinal significance thereto is the
fact that under Regulation Section
1.46 -3 (a) (2) the taxpayer's option to
use the class life system eliminates any
right to use mortality tables for mass
assets, and that use of either the class
life system or the individual useful life
system, precludes use of the other system, in assigning useful life to any asset
falling within the same guideline class.
It is believed that the combined use of
the class life system and the averaging
convention will substantially resolve the
problems of estimated useful life, date
placed in service and date of disposition
or cessation. By virtue of this combined
use, the problems of mass assets, mortality dispersion, etc., should not be involved in a company's investment credit
determination.
Computation of Mortality
Dispersion
Technical Information Release 935,
Revenue Ruling 67 -378, issued October
10, 1967, contains the standard mortality dispersion table to be used by taxpayers in computing or recomputing
qualified investment in the case of mass
assets. The table contains only the average useful life category up to 20 years.
Computation, in accordance with the
table formula, of a 30 year average useful life category, results in the following
percentages: 0.47% for less than four
years; 0.3 5 % for four years or more, but
less than six years; 0.57% for six years

or more, but less than eight years, and
98.61 % for eight years or more.
No investment tax credit recapture is
applicable to taxpayers, under the individual useful life system based on a
range of years, when they use the standard mortality table for purposes of originally determining the investment credit
basis of "mass assets." If the mortality
table is not used by such taxpayers in
initially determining their investment
credit basis of "mass assets," without
giving specific identification of retirements, the standard mortality table can
be used for recapture purposes.
Destroyed Property
A review of the Internal Revenue
Code and regulations reveals considerable uncertainty as to when property
destroyed by a casualty is or is not a disposition, and whether or not it is subject
to recapture. There is no problem when
the destroyed property is not replaced.
The Code clearly spells out that there
is no recapture. However, the situation
is considerably different when replacement and casualty proceeds are involved.
The Code and the regulations provide
that when Section 38 property is placed
in service to replace property destroyed
by casualty, etc., the basis of the replacement property should be reduced by the
lesser of the following amounts: either
by the amount of the adjusted basis of
the property, or by the amount of the
reimbursement ( unless the reimbursement is less than the amount of the investment credit basis no reduction in
the basis of the replacement property
should be made and the investment
credit previously taken on the property
subject to the casualty, etc., is subject
to the recapture rules.
Examples
In my opinion Congress did not intend investment credit -recapture of casualty replacements to provide this result.
Accordingly, I believe that error existed
in the writing of the Code. This opinion appears to be corroborated by the
following excerpt from the regulations
illustrating the recapture provisions applicable to a casualty replacement:
"Example (1) . Part I. "A" acquired
and placed in service on January 1, 1962,
machine No. 1 which qualified as Section 38 property with a basis of $30,000
and an estimated useful life of six years.
The amount of qualified investment
with respect to such machine was $20,000. For the taxable year 1962 "A's"
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"Part I1. Although machine No. 2 is
placed in service to replace machine No.
1, subparagraph (1) of this paragraph
does not apply with respect to machine
No. 1 since the basis of machine No. 2
is not reduced under paragraph (h) of
Sec. 1.46 -3. Paragraph (a) of Sec. 1 -47 -1
applies with respect to the January 4,
1963, destruction of machine No. 1.
The actual useful life of machine No. 1
is one year. The recomputed qualified
investment with respect to such machine is zero ($30,000 basis multiplied
by zero applicable percentage) and
"A's" recomputed credit earned for the
taxable year 1962 is zero. The income
tax imposed by chapter 1 of the Code
on "A" for the taxable year 1963 is increased by $1,400."

of $41,000 on a cash outlay of $52,000
($30,000 plus $41,000 less $19,000).
Thus the taxpayer loses an investment credit basis of $12,000 where recapture is applied. The difference between the $30,000 expenditure and the
reimbursement proceeds of $19,000
gives $11,000 of the loss and an additional $1,000 of loss being occasioned
by the excess of the original $20,000 investment credit basis over the $19,000
reimbursement proceeds.
With respect to the recapture situation, Congress probably intended that
the replacement expenditures of $41,000
should be reduced by the $20,000, and
that this reduction would remove the
destroyed property from the recapture
provisions. This is the method illustrated in Regulation Section 1.46 -3 (h) (3 )
and actually referred to in Example (2 )
above. It becomes a little confusing because this latter regulation is in conflict
with the Regulation example cited
above. However, if this latter method is
followed, then presumably the uncertainty in the Code recapture rules would
only slightly penalize the taxpayer illustrated in Example (2) . The taxpayer in
this case would obtain an investment
credit basis of $51,000 ($30,000 plus
$21,000).
Even in this instance the taxpayer is
not obtaining investment tax credit on
his total investment in Section 38 property. He is being penalized for the fictitious belief that any excess of the original investment credit basis over reimbursement proceeds would result in an
advantage to the taxpayer. Unfortunately, when Congress attempted to guard
against this erroneous belief it ended up
by unduly penalizing the taxpayer who
replaces property destroyed by a casualty, etc., and who receives for the destroyed property reimbursement proceeds in a lesser amount than the investment credit basis of the destroyed
property.

The first example shows that the absence of recapture gives the taxpayer an
investment credit basis of $48,000 on a
cash outlay of $48,000 ($30,000 plus
$41,000 less $23,000). This consists of
$30,000 which was not subject to recapture plus the adjusted basis of the
new Section 38 property of $18,000.
However, in the second example where
recapture applies because the $19,000
casualty reimbursement is less than the
original $20,000 investment credit basis,
the result is an investment credit basis

Suspension Period Property
Suspension period property involves
re- selection of used Section 38 property.
The gist of this option is that any year
the taxpayer acquires used Section 38
property in an amount exceeding the
$50,000 allowable, he may not be required to pay back any investment tax
credit on the claimed $50,000 of the
used Section 38 property investment.
This will be true until or unless dispositions of used property of the particular
year results in the taxpayer's not having

credit earned of $1,400 was allowed under Section 38 as a credit against its
liability for tax. On January 4, 1963,
machine No. 1 is completely destroyed
by fire. On January 4, 1963, the adjusted
basis of machine No. 1 in "A's" hands
is $24,500. "A" receives $23,000 in insurance proceeds as compensation for
the destroyed machine, and on December 15, 1963 "A" acquires and places in
service machine No. 2, which qualifies
as Section 38 property, with a basis of
$41,000 and an estimated useful life of
six years to replace machine No. 1.
"Part II. Under subparagraph (1) of
this paragraph, paragraph (a) of Sec.
1.47 -1 does not apply with respect to
machine No. 1 since machine No. 2 is
placed in service to replace machine No.
1 and the $41,000 basis of machine No.
2 is reduced, under paragraph (h) of
Sec. 1.46 -3, by $23,000. (See example
(1) of paragraph (h) (3) of Sec.
1.46-3.)
"Example (2) . Part I. The facts are
the same as in example (1) except that
"A" receives only $19,000 in insurance
proceeds as compensation for the destroyed machine.
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in service for the useful life originally
claimed used Section 38 property of at
least $50,000 value.
To add to the uncertainty, Congress
juxtaposed upon qualified investment in
Section 38 property an intermediary suspension of the investment tax credit.
For the period October 10, 1966 to
March 9, 1967 inclusive (called the
"Suspension Period ") , no investment
tax credit is allowed for qualified investments in;
a. Property acquired during the suspension period
b. Property ordered during the suspension period and acquired before May
24,1967
c. Property whose construction, reconstruction, or erection begins during
the suspension period
d. Property whose construction, reconstruction, or erection begins before
May 24, 1967 pursuant to an order
placed during the suspension period
In applying items (c) and (d) there
shall be taken into account only that
portion of the basis which is properly
attributable to construction, reconstruction or erection before May 24, 1967.
However, by virtue of the exceptions
previously referred to, qualified investment costs incurred between October
10, 1966, and March 9, 1967, inclusive,
are entitled to the investment tax credit
if they are Section 38 property which is
constructed, reconstructed, erected or
acquired under the following factual
situations:
1. A contract that was binding before
October 10, 1966
2. The machinery and equipment rule
3. The plant facility rule
4. The equipped building rule
5. Property acquired from affiliated
corporation
6. Water and air pollution facilities
7. Certain railroad rolling stock
8. Certain new UHF television property,
9. Certain lease and contract obligations and transfers
10. Property acquired in certain nontaxable exchanges or inheritance
Only the first four exceptions will be
discussed here since the remaining six
have too limited an application to merit
additional consideration.
B I N D I N G C O N T R A C T . Qualified investments under the binding contract rule
apply only to contracts in which the
construction, reconstruction, erection or
51

acquisition of property is specifically
identified as subject matter of the contract. What constitutes a binding contract is determined under the application of local law. To the extent that the
buyer has cancellation privileges the
contract is not binding. A binding contract that is subsequently substantially
modified is considered a new contract
at the date of its modification.
A contract under which the buyer has
an option is not considered binding unless a more than nominal forfeit deposit
has been posted. The Congressional
Committee reports allege, by inference,
that a 5% forfeit deposit will make the
option contract binding. A liquidated
damage contract is probably subject to
the same 5% rule. However, a price escalation clause that gives the right to
cancel does not negate a binding contract until the buyer becomes entitled to
cancellation rights.
A contract may be considered binding
on a buyer even though (a) the price
of the contracted item is to be determined at a later date, (b) the contract
contains conditions which are under the
control of a person not a party of the
contract or (c) the buyer has a right to
make minor modifications as to the details of the subject matter of the contract.
The rules governing construction, reconstruction, or erection of machinery
and equipment provide that construction begins when its production or assembly commences. This production or
assembly relates to the beginning of
work of a significant nature on the machinery or equipment and is inapplicable if work has begun only on minor
parts or components. In this respect the
assembly of parts (other than for inventory) indicates the beginning of the
construction of the machine or the
equipment. Thus, this general rule governing commencement of construction
includes in the investment tax credit all
machinery and equipment upon which
construction had commenced prior to
October 10, 1966 (Section 48 (h) (1)
(a). It also includes equipment which
had been ordered prior to October 10
under binding contract.
M A CHI N E R Y

AND

EQUIP MENT

RU LE .

The machinery and equipment rule is
applicable to construction, etc., that
commences after October 9. This rule
provides that the investment tax credit
is applicable to the total investment
with respect to any piece of machinery
or equipment of which more than 50%
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of its parts or components were either
on hand before October 10, 1966 or
subsequently acquired under a contract
that was binding before October 10.
This 50% requirement is determined on
the basis of cost, so long as the cost of
the parts and components is not an insignificant portion of the total cost of
the price of machinery or equipment. If
insignificance exists the machinery and
equipment rule is inapplicable.
Pertinent to the machinery and
equipment rule is the factual allegation
that material and supply inventory items
are not Section 38 property upon acquisition; that these items are merely composed of parts and components of Section 38 property; and that the capitalization of the material and supply inventory items, when used in certain
designated construction, converts these
items from parts and components to
Section 38 property.
Accordingly, any material and supply
item on hand or on order at October 9,
1966 and subsequently issued to a work
order qualifies for the investment credit
if it fulfills one of the suspension period
property exceptions. To the extent issues
are made to a non - qualifying work order, namely one that does not qualify
by fulfillment of a suspension period
property exception, they fall into the
category of suspension period property.
In addition all material and supply items
on hand at May 24, 1967 that are subsequently included in Section 38 property construction qualify for investment
credit basis.
The following example illustrates this
point. Assuming the material and supply
inventory generally takes about six
months to turn over, application of the
machinery and equipment rule exception (more than 50% of the parts and
components, determined on the basis of
cost of materials only) indicates that
substantially all of the material and
supply inventory on hand or on order at
October 9, 1966 will qualify for the investment credit.
Assume that an electric utility installs
a service pole complete with cross -arms,
etc., during the suspension period, pursuant to a work order initiated during
the suspension period, for a total cost
of $425. Labor costs are $240 and material costs are $185. Material valued at
$93 is issued from stores, and, on a
FIFO dollar basis, is on hand or on order at October 9, 1966. The remaining
material ($92) is obtained by direct
purchase and is ordered and received

during the suspension period. Since
more than 50% of the total material
cost of the constructed equipment
(dressed pole) is attributable to parts
and components on hand or on order at
October 9, 1966, the total work order
investment, because of the machinery or
equipment rule exception, qualifies for
investment credit during the suspension
period. If the amount issued from stores
was $92 or less, all of the work order
cost would be suspension period property.
It is obvious that the machinery or
equipment rule exception applies to all
Section 38 utility plant investment.
Relevant thereto is the fact that the
"plant facility rule," discussed in the
succeeding paragraphs, is also applicable
to substations, transmission lines and
production plant. However, the dual
applicability of these two exceptions
does not detract from the 4pplication
of either.
P L A N T F A C I L I T Y R U L E . The plant facility rule exception provides two situations whereby investments can qualify
as an investment credit during the suspension period notwithstanding their
being incurred after October 9, 1966.
One situation involves solely the aspect
of construction beginning and provides
that if construction, reconstruction, or
erection of a plant facility commenced
before October 10, 1966, pursuant to a
plan of construction that was in existence at the beginning of construction,
then all qualified investment costs in
the plant facility are entitled to the investment tax credit.
The other aspect of the plant facility
rule provides allowance for the total investment credit during the suspension
period if, pursuant to a plan that was
in existence on October 9, 1966, more
than 50% of the aggregate adjusted basis of the depreciable property which
makes up the facility is attributed to
either (1) property, the construction,
reconstruction, or erection of which was
begun by the taxpayer before October
10, 1966, or (2) property either actually
acquired by the taxpayer before October
10, 1966 or property acquired under the
binding contract rule.
In determining whether the 50% requirement in this latter respect is met,
capitalized installation charges and engineering costs which have been incurred prior to October 10, 1966 must
be taken into account. In addition, such
costs which had not been incurred prior
Continued on page 55
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Accounting for Unusual
Quality - Control Costs
A SEPARATE COST CENTER SHOULD BE ESTABLISHED

By Frank A. Fiorenza
Because of the emphasis placed on product liability and safety, some customers
of the fastener industry are requesting
that specific and complex inspection
procedures be applied to certain parts
designated as "critical" parts. The inspection procedures required are not
routine to the general product line being manufactured, but rather are special
and more complex directly related to a
specific part.
In order to comply with the requirements of these customers, additional
costs will be incurred. To recover these
added costs it is necessary to establish a
method which will provide for the accumulation of all such costs and the

After the chart of accounts has been
established, it then becomes necessary
to budget direct costs applicable to the
department, and distribute indirect
costs from service departments and the
existing inspection department if applicable.
A P P LYI N G

D EP A R TMEN TA L

C O S TS

Proposed Costing Procedure
A C C U M U L A T I N G C O S TS . Since it is likely that inspection departments may vary
as to size, organization, and equipment
within each company, it is recommended that an additional department (cost
center) be established solely for the
purpose of accumulating costs. Management responsibility for this new department would remain with the existing
inspection department supervision.
C H A R T O F A C C O UN TS — BUD G E T P R E P A -

The chart of accounts established for the Special Inspection Department of course would be compatible
with industry standards.
R A TI O N .
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TO

T H E P R O D U C T . Once costs have been
segregated and assigned to a department,
an equitable basis must be established
for allocating the departmental cost to
the product. Several approaches may be
considered ( See Table 1) .
Certainly the approach based on total
pieces does not provide for the most
equitable cost allocation to the prod-

equitable assignment of such costs to
appropriate products.

FRANK A. FIORENZA

Rockford Chapter 1959, is Controller,
Elco Tool and Screw Corp., Rockford, Ill. Mr. Fiorenza received a B.S.
degree from the University of Illinois,
Urbana, Ill. He was awarded an NAA
Certificate of Recognition for this
article. Mr. Fiorenza is also a previous
contributor to MANAGEMENT AcCOUNTING.

uct. Regardless of size, design, inspection required, or manufacturing cost,
we assign all "critical" parts with a special inspection cost of 9.60 /M. The
following may be exaggerated, but it
does illustrate the point:

Manufac turi ng cost per M
Inspection cost per M
Total cost per M
Cost % increase

Critical Part
A
B
3. 00 42. 00
9. 60
9. 60
12. 60
32 0%

51. 60
23 %

Allocation based on productive machine hours assumes that special inspection costs are directly related to the machine hours necessary to produce the
part. Again no significance is given to
the actual inspection required because
of the complexity of the part.
Of the three allocation methods illustrated, the method based on inspection
hours incurred provides the most equitable basis for allocating cost to the product. Certainly the accounting technique
will be more complicated and complex.
However, with this basis each part is
charged with the actual inspection cost
incurred.
This method, in principle, is the same
method used for allocating direct production cost such as heading, threading,
slotting, etc. to the product; that is apply standard conversion rates to the time
incurred for each operation.
Defining Inspection Operations
for Each Part
In order to apply direct production
53

Table 1
DEPARTMENTAL COST ALLOCATION
1. Based on Total Pieces
Total departmental costs
Estimated annual production of "critical" parts
Special inspection cost per M
2. Based on Productive Machine Hours
Total budgeted departmental expenses
Estimated annual machine hours for "critical" parts
Special inspection cost per machine hour
3. Based on Inspection Hours Incurred
Total budgeted departmental expense
Estimated inspection hours incurred for "critical" parts
Special inspection cost per inspection hour

cost as heading, threading, etc. to the
product, it is essential that a manufacturing routing list for each part be established. The routing list designates
the machines necessary to produce the
part together with estimated time al-

$96,000

10,000,000
9.60
$96,000
6,000
16.00
$96,000
16,000
6.00

lowances for each operation. Similarly,
before we can apply special inspection
costs to the product, we must establish
an inspection routing list for each "critical" part manufactured with estimated
time allowances for each inspection op-

eration. A sample of an inspection routing form is illustrated in Exhibit 1.
Once the inspection routing form has
been established, the cost accountant
can apply standard conversion rates to
estimated time allowances and calculate
the cost of direct inspection for each
"critical' part. The inspection cost
would be carried forward to the product
cost form and added to the manufactured cost of the product.
Other Cost Considerations
ORDE R PR EPA RATI ON. In addition to
the direct inspection costs applicable to
each product, there are other costs involved in the program which are not related to pieces, but rather to each lot.
For example, cost of forms, filing, storage, labels and, above all, products recall expense.

Exhibit 1
DIRECT INSPECTION ROUTING FORM
CUSTOMER

DESCRIPTION

QUANTITY
ORDERED

CUSTOMER
PART NO.

Smith Automotive

BLANK WT.
PER M

Bolt

100,000

LOT
SIZE

289431
REGULAR
WEIGHT

100,000

PRELIMINARY
LOT NO.
28420

50,000

Wire Receiving

Lab.

Heading

412364

5,000

ESTIMATED
FULL COILS

TWCDR/'TTrt6I

DDn

c7n1n?V

TNCPR rTnR

TTMR.

Identify coils with numerical
control - cut sample ends 10 coils

1.0

Deep etch wire samples
Heat treat wire sample
Test harden ability

1.0

ACTUAL
TIME

COST
CALCULATION
ESTIMATED
COST
TOTAL HRS
CONVERSION
RATE
EXTENSION
PREPARATION
CHARGE

1st piece - inspect for dim.
Estimate 1 tool change
Acid etch formed blank
One blank each coil

6.0
LOT
COST
.5

Secondary
Operations

Inspect for dimension

Heat Treat

50 pieces hardness test
50 pieces destruction

4.5

Plate

Test dimension
Salt spray - 500 pieces

2.0

Final Inspection

10

FINAL
LOT NO.

ESTIMATED

INSPECTION
m T n W

COMPANY
PART NO.

2.0

Lot size - sample 500 pieces

COST /M

ACTUAL
COST
TOTAL MRS
CONVERSION
RATE
EXTENSION
PREPARATION
CHARGE
LOT
COST
COST /M

TOTAL HOURS
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17.0
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To cover this cost an order preparation charge should be added for each lot
entering production. Each company of
course will have to determine what the
charge should amount to.
M A C H I N E E F F I C I E N C Y . Because of the
inspection procedure required for "critical' parts, it is indeed likely that more
machine time may be required to run a
given quantity of parts. The allowance
for this added cost should be included
in the product cost form by revising the
machine rate per hour.
S T A R T - UP C O S T . In order to implement
a sophisticated Quality Control Program to satisfy "critical' parts, start -up
or one -time cost may be incurred. These
costs are incurred for procedure manual
preparation, training and education of
inspectors, planning and organizing ex-

pense, forms design, etc. Since these
costs are one -time charges, the procedure for recovering the cost would be
similar to an amortization or depreciation accounting technique; that is total
startup cost would be amortized over a
period of time and be included in the
annual departmental budget.
Management Cost Control
Procedure for accumulating actual
cost is necessary for management cost
control and selling price audit. Therefore, it is strongly recommended that
actual expenditures be compared to
budgeted allowances for the Special Inspection Department. This may be accomplished by generally accepted accounting procedures for accumulating
actual cost by department.

To accomplish selling price audit, it is
essential that actual direct inspection
cost be compared to estimated cost for
each "critical" part being sold. A review
of actual costs may result in revision of
inspection time allowances or recommendation for selling price increase.
In order to accumulate actual inspection costs, it will be necessary to record
actual inspection time for each "critical'
part entering production. Actual time
may be posted to the operation routing
form which may accompany parts
through production.
The cost accountant can then calculate actual inspection costs for each part
by applying conversion rates to the actual time reported. He could assign those
costs to the appropriate accounts, thus
reflecting the true cost of critical parts.

A REVIEW OF INVESTMENT CREDIT AND RECAPTURE

Continued from page 52
to October 10, but which are attributable to property construction which began prior to October 10, or property acquisitions on hand or under binding
contract prior to October 10 must also
be taken into account.
E Q U I P P E D B U I L D I N G R U L E . The last exception considered here is the equipped
building rule. This rule provides that
the investment credit or accelerated depreciation is available with respect to
the completed building, the machinery
and equipment to be used in it, and
also incidental machinery, equipment
and structures adjacent to the building
which are necessary for its planned use
when the following conditions are met:
a. The construction, reconstruction,
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erection or acquisition of the building, machinery or equipment was
pursuant to a specific plan in existence before October 10, 1966, and
b. More than 50% of the adjusted basis of the building and the machinery and equipment to be used in it,
as contemplated by the plan, is attributable to property on which construction had begun prior to October 10, which was acquired either
before October 10 or acquired after
October 9 under the binding contract rule.
In applying this 50% adjusted basis
test, there is added to the cost of machinery and equipment acquired, ordered or constructed before October 10
the cost of essential parts or components
subsequently ordered plus any installa-

tion costs subsequently incurred. However, note that the method by which
machinery and equipment are included
initially in the equipped building computation is on the basis of the machinery and equipment rule.
Conclusion
It is obvious from the foregoing that,
notwithstanding the suspension of investment credit entitlement for approximately six months, a detailed knowledge and use of the statutory exceptions
should enable taxpayers to qualify a
large portion of their Section 38 property acquisition during the suspension
period as qualified investments. In this
respect the successful taxpayers will have
developed the necessary documentation
of their right to this additional investment credit.
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Management Accounting
for Churches
THIS SYSTEM HAS BEEN ADOPTED BY SEVERAL CHURCHES
By Alpha C. Floyd
Articles published in professional accounting journals usually cover a simplified cash receipts and disbursements
system based on a volunteer treasurer
who maintains the records and prepares
the financial statements. The purpose
of this article is to cover the accounting
system and financial management of
one of the larger churches where the
financial affairs of the church are
handled by a full -time staff.
Organization
Exhibit 1 shows the organization of
the First Methodist Church, Montgomery, Alabama., All Methodist churches
are organized in the same manner. The
number of commissions and committees
will be determined by the size of the
membership.
The chief fiscal officer is the Business
Manager. He is responsible to the Commission on Stewardship and Finance.
This Commission is charged with the
responsibility, under the authority and
direction of the Official Board, to promote and cultivate Christian stewardship
and administer the financial program
of the church.
The business office staff consists of
the Business Manager, an Assistant
i Since thi s manuscri pt was wri tt en the Methodist
Church and the Evangelical United Brethren
Church have unit ed t o form t he United Methodist
Church. Structural changes are now being made
which will eventually alter the organizational structure of the local church.
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Business Manager, and a Secretary. All
are full -time employees.
Gener al Ledger
The accounting system is constructed
around a chart of accounts. The books
are kept on a cash basis; therefore, the
general ledger does not include pledges
due (receivables), accounts payable, nor
accrued payroll taxes. Provisions are
made for the various cash accounts, fixed
assets, payroll deductions, advance
pledges, and mortgage notes payable in
the general ledger.
1. The income, or receipts accounts,
are classified as follows:

ALPHA C. FLOYD
Montgomery Chapter 1964, is Staff

Accountant, Office of Comptroller,
Headquarters, Air University, Montgomery, Ala. Mr. Floyd formerly
practiced in his own name as a Certified Public Accountant. He was
awarded an NAA Certificate of Recognition for this article.

Budget Receipts:
Pledges - Current year
Pledges -Prior year
Plate collections
Church school
Foreign ministers' support
World service
Use of building
Tower chimes (advertising in the
church paper)
T. V. receipts
Non - Budget Receipts:

Dining room receipts
Sale of literature
Coca Cola box
Interest earned
2. The major classification of expense, or disbursement accounts, consist
of:
Operating Budget Disbursements:
Pastoral ministry
Membership and evangelism
Public relations
Ministry of music
Ministry of education
Miscellaneous items
Administration
Operations and maintenance
Benevolent Budget:
Local benevolent budget
Conference askings
Higher education
Conference advance specials
General advance specials
National advance specials
Miscellaneous benevolences
MANAGEMENT ACCOUNTING /FEBRUARY 1969

Debt Retirement:
Transfers from United Fund to
Captial Expansion Fund
Non - Budget Disbursements:
Dining room
Literature
Coca Cola box
Miscellaneous
Th e general ledger system is that
prescribed for colleges, universities,
churches and other nonprofit institutions .supported by public funds. Th e
following funds are utilized:
United Fund
Special fund (restricted funds)
Capital expansion fund
Maintenance reserve fund
Fixed properties fund
Disbursements, classified above, are
the major groupings, or control accounts,
in the United Fund. A comparison of
these disbursement accounts with the

organization chart (Exhibit 1) will
show the accounting system generally
follows departmental lines within the
church. This is the basis for effective
financial management of church funds.
Each of the major disbursement accounts has subsidiary functional accounts, such as salaries, supplies, utilities, etc. Subsidiary accounts under the
Benevolent Budget consist of a classification of the particular type of benevolence. The Capital Expansion Fund
and the Maintenance Reserve Funds
have receipt and disbursement accounts
peculiar to their operation. The Special
Fund has a subsidiary account for each
type collection or special gift to show
the receipt and disbursement for each
account.
Each budgeted general ledger disbursement account is set up to show
disbursements year -to -date, budget, and
unencumbered balances:
Fixed Assets: are recorded at cost. An

Exhibit 1
ORGANIZATION CHART

appraised value is used for those assets
where the cost is not known . No provision is made for depreciation. Exhibit
2 is a flow chart of the financial transac-

tions of the church. The following is
a key to these transactions:
1. Budget compiled and adopted.
2. Obtain pledges from members.
3. Budget pledged.
4. Budget ' sed on pledges. Establish
meml- .rs' ledgers.
5. Contributions from members.
6. Post members ledger from church

envelopes.
7. Other contributions and revenue.
8. Writer checks for disbursements.
9. Prepare members' statements and
financial statements, end of month.
10. Chairman, commission on S & F
presents financial report to Official
Board.
11. Audit by CPA firm presented to
commission on S & F and to Official Board.
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AUDIT
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Member ship Pledges
By far the majority of clerical effort
within the business office centers around
the membership pledges. A ledger is
established for each member who makes
a pledge. The church also maintains a
ledger for contributions by members
who do not make a pledge, if their
contribution is identifiable. A tab is
placed on each ledger car! that is for
a non - pledge member, to facilitate control of the pledge accounts.
A memorandum control account is
maintained for member pledges. Th e
memorandum account is maintained
in such a manner to show additions,
deletion, total due to date, amount
paid against pledges due, and the percentage of pledges delinquent as of the
end of each month. Each year's pledges
are handled separately.
Church envelopes are used as posting
media to members' accounts. An en-

velope is prepared for each check received from a member which is not in
a regular church envelope. Accounts are
set up alphabetically. The envelopes are
batched by week and retained until the
records are audited.
The accounting machine used has
dual controls which enables the ledger
card and the statement to be posted
simultaneously. At the top of both the
ledger and the statement is a block to
show how the pledge was made. That is,
how much was pledged each week,
month, quarter, semi - annual, or annually. Statements are mailed each month
only to those who are delinquent. The
statement will show payments to date,
the amount which should have been
paid, based on the manner of the pledge,
and the amount past due.
The church has a special form which
is prepared for those who request the
amount of their contributions for tax

purposes. The form is prepared manually, as the calendar year contributions
will cover a part of two church fiscal
years.
In t e r n a l C o n t r o l s
SUNDAY COLLE CTI ON S.

Sunday

colle c-

tions are locked in a canvas bank bag
and placed in the night depository of
the bank. On Monday morning two
members of the church staff go to the
bank and pick up the locked bags containing the collections. At least three
members of the church staff participate
in counting the collection. The pledge
envelopes are opened and the a mount
entered on the outside of the envelope.
An envelope is prepared for checks from
members not submitted in a church
envelope. An adding machine tape is
prepared listing the amounts shown on
the envelopes. A weekly collections
summary is prepared to summarize the

Exhibit 2
FLOW CHART OF FINANCIAL TRANSACTIONS
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total receipts for the week, including
receipts received in the mail. It is used
as a posting media to the general ledger.
A pre- numbered, duplicate, receipt
book is used for recording receipts of
all funds. One receipt is written to cover
the Sunday collections and members'
contributions received in the mail. Individual receipts are written for funds
received from various Sunday School
Classes (their special collections, class
pledges, etc), from the dining room,
for advertising in the church paper, etc.
The total amount shown on the
weekly collection summary is checked
against total receipts for the week and
the total deposits made during the
week. A tally roll resulting from posting
to members' ledgers is checked against
the corresponding amount on the weekly
collection summary. All receipts are
deposited in the bank intact.
DISBURSEMENTS.
All disbursements
are made by check except for small
petty cash items. An imprest petty cash
fund is established for this purpose.
Several separate bank accounts are
maintained as required by the various
funds.
Two signatures are required on all
checks. One of the check signers must
be an elected official, and the other
signer, either the Business Manager or
the Assistant Business Manager. The
majority of checks are signed by the
Treasurer and the Business Manager.
Disbursements are approved by the department head for items affecting their
department, except for routine expenses.
Church Budget
A church budget is adopted biannually. Each chairman of a commission or
independent committee complies the
budget for the church departments
under his jurisdiction. The Budget Committee puts the proposed budget in
final shape with the assistance of the
staff of the business office. The proposed
budget is then presented to the Commission on Stewardship and Finance.
Following approval of the final draft
by the Commission, it is then presented
to the Official Board for adoption.
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Following final adoption of the budget the every- member canvass is made
to get sufficient pledges to cover the
budget. The total membership is informed through various media of the
details on the proposed annual budget,
with the understanding the budget presented and pledges made will run for
two years. Only pledges given are considered in determining if the budget is
raised. The loose plate collection each
Sunday generaly off -sets the delinquent
pledges. This, at present, amounts to
approximately six percent of the total
annual pledge.
The church operates under a united
budget. This permits a member to make
a single contribution to cover his
pledged amount. All receipts from
members go to the United Fund. A
percentage of pledge receipts and loose
collection is transferred each week to
the Capital Expansion Fund for debt
retirement. This percentage is based on
the ratio of the amount in the budget
for debt retirement to the total budget.
A reference to the classification of
accounts above will show dining room
receipts and disbursements are classed
as non - budget items. The dining room
(or kitchen) is supposed to be self supporting.
Financial Statements
A complete financial report is prepared as of the close of the fiscal year.
This report is furnished to each member
of the Official Board and the Commission on Stewardship and Finance.
The report for the fiscal year ending
April 30, 1967, filled eight legal -size
pages, and consisted of:
Combined Balance Sheet, with details
for each Fund.
Receipts and Disbursements for each
fund separately.
Resume of Annual Report—A narrative explanation covering the highlights of the year's financial operations.
For the monthly meeting of the
Official Board, other than the annual
report, a one -sheet summary showing

the status of each fund is prepared.
Members of the Official Board agree
that once a year is often enough to try
to digest the full financial report. The
Chairman of the Commission on Stewardship and Finance presents a brief
report to the Official Board on the
financial status of the church.
The Commission of Stewardship and
Finance meets just prior to each meeting of the Official Board. The Business
Manager is an ex- officio member of the
Commission. When he meets with the
Commission he will have with him the
full financial report, in worksheet form,
and other statistical data, in case the
information is needed during discussion.
Except for the annual report, members
of the Commission are supplied the
one -sheet summary, the same as furnished the Official Board. Financial
statements are not furnished to the
general membership.
Audit
The books of the church are audited
annually by a firm of certified public
accountants. There is an Audit Committee, generally consisting of one man.
It is his responsibility to see that arrangements are made to have the books
audited. The Chairman of the Audit
Committee presents the Audit Report to
the Commission on Stewardship and
Finance and to the Official Board.
Conclusion
This accounting system has been
adopted, at least in part, by several
other churches.
Some churches in the more cosmopolitan cities have already turned to the
computer for recording membership
vital statistics and for their accounting
records. They are generally utilizing
computer service centers. Adapting the
church records to data automation is
certainly considered feasible in the foreseeable future in church financial management circles. The Management of
the First Methodist Church has tentatively explored the use of the computer,
but does not consider the project
economically feasible at present.
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Recent Publications
1% 9 U NIT ED S T A T E S
MASTER TAX GUIDE
Commerce Clearing House, Inc., 4025
W. Peterson Ave., Chicago, Ill. 60646,
1968, 560 pp., $5.00, (hard -bound
$8.50).
Designed to help taxpayers in preparing
their 1968 tax returns, this Guide will
help him to find answers for most questions that may arise. It features a variety
of useful tax tables as well as an explanatory text. One chapter, "Income
Tax Accounting" may be of special interest to readers of this magazine.

ORG ANIZATION AND
ENVIRONM ENT
Managing Differentiation and
Integration
Paul L. Lawrence and Jay W. Lorsch
Harvard Business School, Division Research, Soldiers Field, Boston, Mass.
02163, 1967, 279 pp., $6.50.
Managers must apply sound practices
and procedures to meet the rapid
changes in technology and the market
place to maintain viability of their organizations.

COST CONTROL FOR
THE LONG PULL
Research Institute of America, 589 Fifth
Ave., New York, N.Y. 10017, July
1967, booklet, 12 pp., (no charge).

FINANCING AND
PRO B LEM S O F
D E V E L O P M E N T B ANK ING
J. T. Dock Houk
Frederick A. Praeger, 111 Fourth Ave.,
New York, N.Y. 10003, 1967, 177 pp.,
$12.00.

PRO M O TIO NAL DECIS IO NS
USING MATHEM ATICAL
M O DELS
Allyn & Bacon, Inc., 150 Tremont St.,
Boston, Mass. 02111, 1967, 330 pp.,
$9.75.

T H E EC O NO M IC S O F
TRADING ST AM PS
Harold W. Fox
Public Affairs Press, 419 New Jersey
Ave., S.E., Washington, D.C. 20003,
1968, 167 pp., $6.00.

TH E RETIREM ENT
RE S I D E N C E
An Analysis of the Architecture
and Management of Life -Care
Housing
James Frush, Jr. and Benson Eschenbach
Charles C. Thomas, 301 -327 E. Lawrence Ave., Springfield, Ill. 62703, 1968,
108 pp., $5.75.
60

GRO WT H, PROF ITA BILITY
AND VALUAT I ON
A Study of United Kingdom
Quoted Companies
A. Singh and G. Whittington
Cambridge University Press, 32 E.
57tH St., New York, N.Y. 10022, 1968,
323 pp., $8.50, (paperbound $3.95).
THE FOUNDATIONS OF
MO NEY AND B ANK ING
Boris P. Pesek and Thomas R. Saving
The Macmillan Co., 866 Third
Ave., New York, N.Y. 10022, 1968, 525
pp., $8.95.

UNCE RT A INT Y IN
RE S E A R C H , M A N A G E M E N T ,
AN D N E W P ROD UC T
DE VE LOPME NT
Reinhold Publishing Corp., a subsidiary
of Chapman- Reinhold, Inc., 430 Park
Ave., New York, N.Y. 10022, 1967, 234
pp., $11.50.

THE HUMAN
O R G A NI Z A TI O N
Its Management and Value
Rensis Likert
McGraw -Hill Book Co., 330 W. 42nd
St., New York, N.Y. 10036, 1967, 258
pp., $7.95.
Investment in human organization,
building and maintaining an organization are reasons why firms successfully
achieve their objectives. The author believes that assets invested in the human
organization do fluctuate and should be
under constant surveillance to avoid
costly miscalculations. A plan is suggested for equating the value of the human organization and of goodwill.

EXPERIMENTS ON THE
VALUE O F INFO RMAT IO N
IN S I M U L A T E D
M AR K E TI NG
ENVIRO NMENTS
Paul E. Green, Patrick J. Robinson and
Peter T. Fitzroy
Allyn & Bacon, Inc., 150 Tremont St.,
Boston, Mass. 02111, 1967, 194 pp.,
$7.95.

GOVERNMENTAL
ACCOUNTING, AUDITING,
AN D FINANCIAL
RE P O R T IN G
Municipal Finance Officers Association
of the United States and Canada, 1313
E. 60th St., Chicago, Ill. 60637, 1968,
234 pp., $8.50.

PROCEE DINGS O F TH E
FO URT H ANNUAL
NATIO NAL COLLOQ UIUM
ON INFORMATIONAL
RE T R I E V A L
Intcruational Information Inc., 2101
Walnut St., Philadelphia, Pa. 19103,
1967, 225 pp., $12.00.
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Secretary of Commerce Maurice H. Stans posed with President
Richard M. Nixon and his Cabinet after they were introduced
during a special TV program. Front row, I. -r., David M. Kennedy, Treasury; Melvin R. Laird, Defense; Vice President Spiro
Agnew; Nixon; John A. Volpe, Transportation; Robert Mayo,
Budget; Robert H. Finch, Health, Education & Welfare. Back

row, I. -r., William P. Rogers, State; Winton M. Blount, Post master General; John N. Mitchell, Attorney General; Secretary
Stans; George Romney, Housing and Urban Development;
Clifford M. Hardin, Agriculture; George P. Shultz, Labor, and
Walter J. Hickel, Interior. Secretary Stans, who joined NAA in
1941, was a New York Chapter member during the campaign.

NAA Member Named
Secretary of Commerce
MAURICE H. STANS GETS HIGH POST; OTHER ASSOCIATION MEMBERS ELECTED TO STATE, MUNICIPAL OFFICES
It was no surprise to most political observers when President Richard M. Nixon named Maurice H. Stans Secretary
of Commerce. Mr. Stans, who served
as Director of the Bureau of the Budget
in the Eisenhower Administration,
played a leading role in financing the
successful Nixon campaign.
His appointment came as no shock
to his colleagues in the accounting field,
either. Mr. Stans had been known and
respected for his ability long before he
joined the Cabinet. Secretary Stans is
the most prominent NAA member to
take public office as a result of the
November 1968 elections. According to
MANAGEMENT ACCOUNTING /FEBRUARY 1969

a poll conducted by MANAGEN I E N T AcCOUNTING, at least 13 NAA members
were elected, appointed, or are currently
serving, in public office.
One member, Peter Yonavick of
Reading Chapter, ran for the U.S.
Ilouse of Representatives from Pennsylvania but was unsuccessful. Wichita
Chapter can boast of two members in
the Kansas state legislature.
They may not constitute a trend but
those accountants who ran for public
office last year seem to share in an increased concern of citizens in their
governments— municipal, state, and federal. They chose to change their roles

from spectators of constantly rising
costs of government to participants in
the process of controlling expenditures,
and as accountants they have their own
special expertise in monetary affairs to
bring to government.
Secretary Stans himself predicted an
increased participation by accountants
in government when he wrote in the
Handbook of Modern Accounting, published in 1955: "As the science of financial accounting continues to grow in
importance, as its techniques become
more firmly established and recognized,
and as the number of accountants grows,
so also will the influence of the accountfi1

ing profession on the government increase. Accountants, individually and
through their professional organizations,
will play a greater and greater part in
furnishing legislative guidance, in planning state and local budgets, in administering the finances of government and
in participating in government itself.
The stature of the accountant will grow
immensely."
"Just as the profession will grow because of the growing demands of industry, so also will the number of accountants engaged in government increase. The time should not be far
ahead when accountants will occupy all
the positions connected with finance,
auditing and controls in the state and
Federal governments. This should have
happened long ago. The idea of a sovereign state having an insured salesman
for state auditor or an architect for state
treasurer, as has occurred in the past,
places a bit too much emphasis on vote getting ability and not enough on efficient public service."
Mr. Stans has done much to raise the
stature of the accountant in government. He is still remembered in Washington for his efforts as Director of the
Bureau of the Budget to hold down
Government spending. Characterized as
a man who demands results and demands them fast, he is expected to upgrade the status of the Commerce Department in top -level deliberations.
A member of the Asssociation since
1941, Secretary Stans is well known in
the accounting field as a speaker and
frequent contributor to accounting
journals. Just prior to his taking office
in Washington, he was president of
Clore Forgan, Wm. R. Staats, Inc., investment bankers. He started his career
at Alexander Grant & Co. in 1928, rising to executive partner by 1940. He has
served as director of a number of corporations and holds the CPA license in
eight states.
His first experience in the Federal
Government was in 1953, when he
served on a task force which assisted
the House Appropriations Committee
in reviewing the federal budget for the
fiscal year 19 54. Subsequently, he helped
make a special study of postal fiscal systems and accounting practices for the
Postmaster General and served as
deputy Postmaster General for two
years.
A past president of the American
Institute of CPA's, Secretary Stans won
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State Senator Dean Steele (center) pauses for a picture with fellow legislators during
recess of the Delaware legislature. He is past president of Delaware Chapter.

the American Accounting Assn. Annual
Award in 1952, the AICPA Annual
Award in 1954, and, in May 1961, he
was awarded the Great Living American
Award by the Chamber of Commerce of
the U.S. A big game hunter, he is an
honorary member of the East African
Professional Hunters Assn., a member
of the Shikar- Safari Club, the Adventurers Club, and the Explorers Club.
Secretary Stans, who is 60, received
his education at Northwestern and Columbia Universities. His wife Kathleen
and he have two sons, Steven and
Theodore, and two daughters, Maureen
and Terrell.
Watching the Money
"The biggest problem we all have at
the national, state and local levels is
money. Who's more familiar with playing around with money than accountants?" That's how Dean C. Steele, reelected to his senate seat in the Delaware legislature, describes the potential
contributions of accountants to government.
A past president of Delaware Chapter, Mr. Steele feels he is especially
qualified to serge in an era of rising
taxes and increasing demand for costly
services. "My two a.eas of interest are
fiscal and education. Over half of the
state budget goes to education —primary, secondary and college - level." He

is a past president of the Delaware
Congress of Parents and Teachers.
With Du Pont Company for 25 years,
?\lr. Steele is presently manager of the
control division, Pigments Department.
His company supports and encourages
political and community activities on
the part of employees, according to Mr.
Steele.
Delaware has a 90 -day session every
other year to consider any kind of legislation and a 30 -day session during the
even vears to consider state legislation
and tax and fiscal matters. "It takes a
lot of time
but it's fascinating, challenging and...
interesting, tiring and sometimes frustrating because you don't win
them all." And vet when the legislature
ends its session this year, Delaware
Senator Dean C. Steele will know that
he has done his part in working for better government at minimum cost.
Another Delaware Chapter member,
Joseph T. Cashman, was defeated in
a bid for a second term in the State
House of Representatives, however,
Governor -elect Russell W. Peterson
designated him as budget director. A
certified public accountant, Mr. Cashman had served as chairman of the
House Labor Committee. He was also
director of program and manuscripts for
his NAA chapter.
Paul F. Crowley of Pennsylvania
Northeast Chapter is one of the youngMA N A G EM E N T A C C O UN TIN G / F E BR U A R Y 1 9 6 9

Elected or Appointed to Office

CROWLEY

HARLAMON

est members of the Pennsylvania General Assembly. At 34 he will be serving
his first term as an elected representative
although he has been active in politics
for a number of years. Representative
Crowley agrees with Mr. Steele that
financing is one of the biggest problems
facing government today. He suggests
that accountants can add an extra dimension to government which traditionally has been dominated by lawyers.
With both a business and labor background, he feels uniquely qualified to
serve his district. A former vice president of a labor union, he is treasurer of
Mark Truck Rental Corp. in Dunmore,
Pa., and also serves on the board of
directors. During 1966 -67, and 1967 -68,

NAME

OFFICE

CHAPTER

Robert C. Buchanan
Joseph T. Cashman
Eugene C. Cowell

City Council
Budget Director
Washington Township
Hospital Board
State Representative
County Treasurer
City Council
Mayor, W aterbury
State Representative
Member/ Secretary, Chalfont, Pa.
Zoning Board of Adjustment
State Representative
Member, Walker City School Board,
Walker City, Ga.
State Senator
County Comptroller
State Senator

Chattahoochee Valley
Delaware

Paul Crowley
Moye L. Daniel
Wayne W. Ellison
George P. Harlamon
Joseph A. Hubenak
Edward H. Kelley
Richard C. Loux
Frank S. Lyndall
Vincent E. Moore
Nicholas M. Russo
Dean C. Steele

he served as vice president of Pennsylvania Northeast Chapter.
Secretary Stans, State Senator Steele,
Budget Director Cashman and Representative Crowley are only four NAA
members who are actively participating
in government. Many more have served
in the past and will serve in the future,
bearing out Maurice Stans' prediction

Alameda County -South
Pennsylvania Northeast
Augusta
Southern Minnesota
Waterbury Chapter
Houston
North Penn
Wichita
Chattanooga
Wichita
Mid - Hudson
Delaware

that accountants will play a greater role
in government. In a time when more
and more emphasis is being placed on
social programs, which for lack of a
better measure are evaluated from a cost
effectiveness standpoint, accountants
may well step into the breach to utilize
the tools of analysis that they have developed over the last half century.

NAA Plans 50th Anniversary Celebration
OPERATIONS COMMITTEE SCHEDULES SPECIAL EVENTS FOR 1969 ANNUAL INTERNATIONAL CONFERENCE

Fifty years ago the National Asssociation of Accountants was just an idea;
today it is a vigorous, international organization with approximately 66,000
members. A series of events and special
features at the 1969 Annual International Conference will point up the contrast between then and now.
Scheduled June 22 -25, at the New
York Hilton Hotel, the 50th Anniversary Conference promises to be one of
the most elaborate annual meetings ever
planned. The Operations Committee,
composed of members from metropolitan area chapters, will meet for the third
time this month to carry forward their
planning.
With the motto, "Proud of the Past,
Preparing for the Future," as a theme,
the convention will take a nostalgic look
MANAGEMENT ACCOUNTING /FEBRUARY 1969

at the past, while preparing members
for the future. On Saturday, June 21, a
VIP dinner will feature as guests of
honor all living past national presidents
of the Association and their wives, and
widows of past presidents. Top officers
of sister organizations here and abroad
will also be invited to attend.
A historical, noncommercial exhibit
of accounting and office machines will
be displayed during the Conference.
The Association's own historical exhibit,
including early photographs of NAA organizers and members, will be displayed
in the same area. All those attending the
Conference will receive a special anniversary booklet, tracing the Association's
growth from 1919 to the present.
The Conference Ball will star topflight musical entertainment, playing

some of the old, nostalgic tunes in keeping with the theme of the Conference.
The pomp and pageantry of the Annual
Dinner takes on added significance this
year when the Golden Anniversary celebration will bring together many of the
leaders, past and present, of the Association.
Heading the list of speakers planned
for the technical program is one of the
nation's foremost accountants. Others
who are scheduled to speak include top
figures in industry, public accounting
and accounting education. A series of
in -depth concurrent sessions will be held
on Wednesday to focus on particular
areas in industrial accounting.
The ladies' program has been planned
Continued on page 71
63

Close -up

At November meeting of the Milwaukee Chapter was Senator
William E. Proxmire (left) of Wisconsin as speaker. Chapter
President Hans L. Metzner stands beside the Senator.

Bull or bears — everyone's interested in the stock market, including Los Angeles Chapter which recently toured the exchange. L. -r., Thomas Phelan, president of the Pacific Coast
Stock Exchange, NAA Member Miss Noella Asch and Hepburn
Duncan of Harris, Upham's Los Angeles office. Mr. Phelan spoke.
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At Western Carolinas Chapter, NAA's 50th Anniversary was celebrated
with a cake. L. -r., Harold Q. Langenderfer, National Vice President
Robert J. Hinz, and Chapter President Charles T. Smith, Jr.
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In celebration of the NAA Jubilee, Nashville Chapter
set up this exhibit at May Hoisery Mills. Display
features some of the Association's publications.
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NATIONAL ASSOCIATION OF

Westmoreland County set up this attractive exhibit, describing the Association and its services in building block concept.
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L. -r., Thomas Bennett, F. Milton Claney, National Director
George Bennett, Gordon W. Glaus, and James V. Malesky.
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Omaha Chapter sponsored this original billboard display in an area of high visibility, featuring NAA's Anniversary.
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Second Advanced Management
Program Scheduled
UNIVERSITY OF MICHIGAN GRADUATE SCHOOL OF BUSINESS ADMINISTRATION AND NAA TO CO- SPONSOR MEETING

A two -week Advanced Management
Program designed specifically for accounting and finance executives who
hold important positions in the middle
and upper - middle ranks of management
will again be held on the University of
Michigan campus in Ann Arbor. The
program is scheduled for June 1 -13,
1969.
The program, which is jointly sponsored by the University of Michigan
Graduate School of Business Administration and the National Association of
Accountants, is being repeated because
of the enthusiastic response to the 1968
program by both the executives and
faculty. This cooperative effort between
a major school of business and a major
professional association illustrates one of
the innovations that organizations are
making to meet head -on today's challenges of executive training and development.

developments in decision theory,
management science and business
organization; and
• Develop an understanding of the
important economic and governmental forces which affect the environment in which the modern
corporation operates.
A unique feature of the program is
that it will be limited to executives with
a common background in the accounting and finance function. This home geneity permits the development of a
program which recognizes that the participants will bring with them not only
their functional expertise, but also a
well - developed appreciation of planning
and control in other functional areas
and for the company as a whole. The
result is a highly intensive program designed to fulfill the specific executive
development needs of the participants.

Program Objectives

The major areas of study in the program are:
• The economic, social and political
environment;
Organization and information for
planning and control —the decision
process;
• Human relations and manpower
management;
• The marketing function;
• Labor - management relations.
Selected staff members from the University of Michigan Graduate School of
Business, with extensive experience in
executive level continuing education,
will comprise the basic faculty for the

The primary purpose of the program
is to broaden and develop the general
management skills of the participants.
More specifically, it is designed to:
• Develop the perspective and ability
to think about and solve problems
from a corporate viewpoint;
• Develop practical and operational
insights into the human relations,
communications and manpower
management skills, procedures and
concepts which are critical to executive effectiveness;
• Develop an appreciation of the
management implications of new
66

Study Program and Faculty

program. In addition, special lectures by
authoritative speakers will provide additional opportunities for exploring and
discussing selected topics of general
interest.
Accommodations and Facilities
The participants will be housed in
special quarters reserved in one of the
University dormitories. A single room
with daily maid service for each participant will be available. Pleasant dining
and lounge accommodations will be resen•ed for the exclusive use of the group.
Classes will be held in the School of
Business Administration building. Extensive library as well as other school
facilities will be available to the participants. Although the class schedule, special discussion sessions, outside reading
and class preparation consume a very
substantial portion of the available time,
participants will be able to enjoy the
University's extensive recreational facilities, including tennis courts, swimming pools and the University golf
course.
Who Should Attend
The program is intended only for
men of recognized competence who
hold important accounting and finance
positions and are facing even greater
executive responsibility in general management or upper -level financial management.
Candidates for the program must be
recommended by their companies, and
applications should be mad:: by April
Continued on page 71
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Chapter /Member News

Two New Chapters Chartered
GROUPS IN NEW JERSEY AND PENNSYLVANIA ARE PRESENTED CHARTERS BY NAA
Making the presentation were National Vice President Charles R. Miller
and Managing Director Robert H. Sommer. The organizing committee chairman, Dr. G. Kenneth Nelson, was
elected president of the new chapter.
At the same time the Executive Committee approved member /industry surveys from organizing groups in Maryland, Wisconsin, and California. Its
survey shows that the Cumberland Area
in Maryland has a potential of 124
members, Waukesha Area survey listed
more than 100 current and potential
members, and the prospective Salinas
Valley- Monterey Peninsula Chapter
found 16 current and 110 potential
members in the area. All thre e of the
potential chapters have the support of
neighboring Hagerstown, Milwaukee,
and San Jose chapters.
Eme r i t u s Li f e As s oc i a t e s
KENNETH E. ALLEN, Member -at- Large.
VICTOR O. BERGQUIST, Los Angeles.
ELBRIDGE A. BOLLONG, Boston
ALVA R. DOUD, Detroit past president;

Oakland County.
Brunswick Area charter was presented to President Walter J. Folek, right, last
November. Making the presentation are National President James E. Meredith,
Jr. (left), and Executive Director Rawn Brinkley. See story.
The Executive Committee chartered
two new chapters as of November 1,
1968 —the Brunswick Area (N.J.) and
Central Pennsylvania Chapters. Both
were presented charters by top officers
of the Association and the Executive
Director and Managing Director last
November and December.
Organized to serve members and industry in East Brunswick, South Brunswick, Highland Park, Helmetta, Milltown, New Brunswick, North Brunswick, South River and Spotswood, the
MANAGEMENT ACCOUNTING /FEBRUARY 1969

chapter elected Walter J. Folek president. Petitions from 44 members and
39 applicants were submitted by the
new chapter, the thirteenth in the state.
National President James E. Meredith,
Jr., and Executive Director Rawn Brinkley presented the charter.
Ce nt ra l Pennsylvania su b mit t e d
signed petitions from 22 members and
33 applicants. The chapter will serve the
communities of State College, Bellefonte, Lewistown, Philipsburg, Tyrone
and University Park.

ARTHUR J. ELDER, Pittsburgh.
ROBERT H. FORSYTHE, JR., Boston.
ALVIN F. FREUND, Chicago.
MAX FROEHLICH, Toledo.
HENRY J. HARDER, New York.
FRANKLIN C. HILL, Atlanta past president; Stuart Cameron McLeod Society.
ERWIN A. HINTZ, Milwaukee.
GEORGE E. HURSIG, Kansas City.
ARTHUR A. KRAUSE, Peoria.
PAUL MARSHALL, Los Angeles.
ARTHUR T. SETHER, Seattle - Tacoma.
LEO J. STEPHENS, Pittsburgh.
JAMES J. TAYLOR, Memphis.
HARRY B. TURBETT, Elmira Area.
CHARLES T. WHEELER, Muskegon.
RALPH E. WHITEHEAD, Cincinnati.
ARTHUR W. ZIMMERMANN, Chicago.
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P r o m o t i o n s a n d N e w P os it i on s
BRIAN A. COOKE, Alameda County South, has been named senior vice
president of World Airways, Inc. He is
a past president of Hawaii Chapter.
R. L. ALPHIN, Asheville, was recently
elected vice president for Wachovia
Bank & Trust Co.
WILLIAM H. MELDRUM, JR., Atlanta,
has been appointed chief accountant of
the Great Southwest Atlanta Corp. and
Six Flags Over Georgia.... RANDY W.
VIEWERS has been promoted to manager of the Credit Bureau of Gadsden,
Ala.
HARRY M. LITTLE, Boise, has been
named comptroller of the Idaho First
National Bank.... GORDON C. SMITH
was recently named systems manager
for the J.R. Simplot Co.
WILLIAM A. HANDS, Boston, has been
elected vice president and treasurer of
the National Casket Co.

sale Co. CARRY WALKER succeeds him
as office and credit manager.
N. M. AUGUSTINE and R.

J. EVANS,

Detroit, were named senior accountants

at Haskins & Sells. . . . Vickers Corp.
has named RALPH STAELGRAEVE assistant supervisor of accounts receivable
and RAY ZUBRow, assistant supervisor
of accounts payable. . . . three were
named at Vernors, Inc. GERALD HEIDISCH is controller, WALTER MOODY was
named general manager, and LAWRENCE
KUEHN, manager of the data processing
department.... R. R. BARNA has joined
Higbie Mfg. Co. as controller. . . .
ROBERT LANG was promoted to controller of UMAC Div., Sperry Rand of
Canada. . . . EARL FORSYTH is now
oontroller of Karmazin Products Co.
... FRED METTZ joined Bigelow- Liptak
Corp. as controller. . . . JOHN QUICK
was named general assistant controller,
General Motors Corp.

appointed manager of cost accounting
for Stanley Hardware Div. of Th e
Stanley Works.
RONALD S. HIRASHIMA, Hawaii, has
joined Castle & Cooke, Inc., as corporate accountant.... GERALD M. MIURA
has joined Hawaii Hotel & Restaurant
Supply, Inc., as treasurer and controller.
. . . HAROLD H. NG has transferred to
Oahu Transport as chief accountant and
office manager.... KENNETH M. TAKAHASHI has been named controller of
Amfac Properties, an Amfac division.
NELSON ST. JOHN, Houston, was recently elected treasurer of American
Commercial Lines, Inc., and assistant
treasurer of Texas Gas Transmission
Corp.
DTJANE A. PETERSON, Jamestown, was
recently named vice president and
treasurer of Sterlingworth Corp.

WILFRED J.KREBS, Buffalo, has joined
Mahaney & Co. as an executive man-

CARL O. WESTRING, Kansas City, has
been named vice president of Allied
Egry Business Systems, a subsidiary of
SCM Cor p .

agement accountant. . . . ALBERT J.
WRIGHT, III, has been admitted to
partnership at Peat, Marwick, Mitchell
& Co.

C. THEODORE FULTINEER, Lancaster,
has been admitt ed as a partner in the
firm of Kuntz, Hipple, Briggs & Co.,
CPA's.

GOLDSTON HARRIS, Charlotte, has been
admitted to partnership in Peat, Marwick, Mitchell & Co.
H. L. MCVAY, Chicago, has been appointed to the newly created post of
corporate manager of cost systems, National Lead Co.
Seven Cleveland members were named
managers by Ernst & Ernst. They are
R. G. BAERMAN, R. J. FOLLETT, GARY
Fox, JOHN KATZENMEYER, KENNETH
MARKLEY, JOHN OPDYCKE and RICHARD
POPENEY.
Two Columbus members have been
named at Education and Executive InsureIS, Inc. CHARLES A. TIPPETT was
promoted to the new position of executive vice president, and RONALD G.
YANAi has been promoted to vice president and controller.
THOMAS N. WRIGHT, Coosa Valley
president, has been promoted to vice
president of finance, Chastain - Roberts.
L. P. KRZYKOWSKi, Dallas, was named
controller for Texas Lite Weight Concrete. . . . J.M. PHILLIPS is now manager of accounting with Allis - Chalmers.
E. N. FOSTER, Des Moines, has been
elected vice president of accounting and
finance of Hoxie Institutional Whole68

COOKE
Alameda County -South

KELLEY
Hartford

M. P. COUGHLIN, East Bergen -Roekland' has joined The United Corp., as
treasurer.. . • . T. R. Di IENNO is now
controller of IBM's Space Systems
Center in Huntsville, Ala. . . . FRANK
SANCHEz has joined Hayden, Stone, Inc.,
as supervisor of international accounting.
C. A. Ross, JR., East Tennessee past
president, was recently named vice
president of Tennessee Eastman Co.,
Eastman Chemical Products, Inc.
JAMES M. ERTL, Grand Rapids, was appointed corporate controller of Gulf &
Western Automotive & Appliance Mfg.
Div. of Gulf & Western Industries, Inc.
. . . ALVIN J. VEGTER has been named
cost manager of the Amway Corp.

JEFFREY L. GOLDBERG, Long Island,
has been named vice president- finance
at Granite Equipment Leasing Corp.
NEIL W. KELLY and HARVEY J. GLASS,

Los Angeles, were named assistant
treasurer and assistant controller, respectively, of Campbell Silver Cosby.
. . . SANFORD G. HIRSCH was recently
named treasurer for the Network Electronics Corp .. .. JEROME J. JAHN has
been appointed corporate secretary and
a director of San Fernando Electric
Mfg. Co.
W . F . PRATT, Madison, has been pro inoted to controller's assistant at Ray O -Vac. . . . JAMES SCHOMMER was
named a partner at Ronald Mattox &
Associates.
H. JACK GRUSCHUS, Member -at- Large,
has been named controller for Bekins
Van & Storage Co.

THEODORE E. CHERNAK, GreenwichStamford, has been appointed vice president, finance and administration, Dunham and Smith Agencies.

ROBERT M. C.ONNORS, Miami, is now
assistant to the president of Keller Industries, Inc.

ED. W. KELLEY, Hartford, past national
director, has been elected president and
a director of Consolidated Cigar Corp.,
and group vice president of Gulf &
Western which owns Consolidated
Cigar.... JAMES C. LORENCE has been

ETTORE BARBATELLI, Milwaukee, has
been elected president of American Appraisal Co. A past national vice president, he is currently a national director
of the Association. . . . GERALD H.
GOELZER has joined Bradley WashMANAGEMENT ACCOUNTING/FEBRUARY 1969

Two Minneapolis members were recently promoted at Pillsbury Co. RoLAND L. BOLES was promoted to manager of the Promotion Service Center,
and LLOYD E. SPAWN named accounting
and central manager —Feed Ingredient
Div. . . . ROBERT B. RYAN and RAYMOND D. ERICKSON have formed a
partnership with Claire J. Martin under
the name of Martin, Ryan, and Erickson. . . . TERRY G. MCANNANY has
formed a partnership with David S.
Guckenberg.under the name of Guckenberg, McAnnany & Co. . . . RONALD
O. POFERL has been named treasurer
of Dahlberg Electronics, Inc.
A. A. BENCE, Morristown, has been appointed director of manufacturing services for RCA corporate staff in Camden.
. . . ROBERT T. BRENNAN has been appointed controller of the Wire & Cable
Div., The Okonite CO. . . . HAROLD
ZIERAU has been appointed division
controller of Reaction Motors Div.,
Thiokol Chemical Corp.
CHRIS CAMPOS, Newark, has been admitted to partnership in the firm of
Ernst & Ernst. . . . ALBERT H. PRICE
has been appointed vice president of
Ronson Corp. service - domestic con sumer products. . . . KURT G. SIEDERER
has been appointed director of the new
management information services department at Engelhard Minerals &
Chemical Corp.
VICTOR LOTA, New Orleans past president, was elected secretary and treasurer,
with executive responsibility for the
operations of the Treasurer's Dept., at
New Orleans Public Service, Inc.
NELSON LYONS, New York, has been
MANAGEMENT ACCOUNTING /FEBRUARY 1969

`VILLIAM E. DOVE, Oakland County,
was named a vice president of the Troy
National Bank. . . . ROBERT O. WAG NER was appointed general accountant
of the Detroit Edison Co.
E. O. WINDHAM, Peninsula -Palo Alto,
has joined Arcata National Corp. as
controller.
HILLIARD EURE III, Piedmont, was recently appointed a partner in Peat, Marwick, Mitchell & Co. . . . Robert S.
IJAMES has been promoted to assistant
group comptroller for Fairchild Hiller
Corp.
Four Pittsburgh members were appointed to new positions at Allegheny
Ludlum Steel Corp. JAMES B. BRANACAN is director of general accounting,
HARRY E. FISCHBAUGH, assistant to the
director of general accounting; JAMES
P. FALLON, JR., manager of financial
accounting, and JOHN L. RAYLE, manager, receipts and disbursements. . . .
WAYNE T. ALDERSON was named assistant controller of Pittron Div. of Tex tIOn. . . . ROBERT L. HENRICH is now
controller of Martin & Nettrour Contracting Co.
JOHN DEITHORN, Princeton, is now controller with Down Publications, a subsidiary of Down Communications.

Two Raritan Valley members were
recently named by Chicopee Manufacturing Co. HERBERT SEIFFERT was appointed assistant treasurer and director
Of management services, and JULIUS W.
SOSTAZKO was named assistant treasurer
and director of financial accounting....
seven chapter members have been
named at Johnson & Johnson. JOSEPH
FINEZA has been promoted to general
auditor in charge of domestic and
foreign audit operations, DONALD

JOHN J. MCCUSKER, Roanoke, has been
named manager- product accounting of
the new Control System Business Section of the General Electric Industry
Control Dept.
J. A. DINGLER, Reno Area, has been promoted to vice president- operations,
Nevada National Bank.

Two Richmond members have been
named by Concrete Pipe & Products
Co. RONALD CARICOFE was promoted to
manager- accounting department, and

MakeProfitsforYourCompany
andMoreMoneyforYourself.
.ENROLLinN01`111 Al"I'a 110

ROMESTUDYCOURSER
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Procedure

BARBATELLI
Milwaukee

GRILLI was promoted to manager of
plant accounting at Permacel Div., WILLIAM LANGENBERG IS now director 'of
budgets and costs for Johnson & Johnson International, KENNETH HOWORTH
was promoted to operations controller at
Permacel Div., CLARK H. JOHNSON has
been appointed acting treasurer of DevI o Div., ROBERT A. KEENAN 1S assistant
treasurer at Ortho Pharmaceutical Corp.,
and LEE RUDINS was named controller
at Permacel.... D. F. CALLIARI is now
vice president of finance for RaybestosM a n h a t t a n , In c . . . . LYLE ZIMMERMAN
has joined Sterling Communications,
Inc., as controller.

&

J. R. GROSECLOSE, JR., North Alabama,
has joined Computer Generation, Inc.,
as secretary and treasurer. . . . O. J.
LAPOINTE is branch manager for Monroe International in Memphis, Tenn.
JOHN HOOVER, North Central Indiana,
is now controller for Ball Memorial
Hospital. . . . ROBERT L. VANDERKOLK
is now assistant auditor at Beverly Bank.

e'

ST. JOHN
Houston

elected vice president— administration
of Airco Industrial Gas Div. of Air
Reduction CO.... ALLAN H. SEED, III
has been appointed director of corporate
diversification, International Paper Co.
A past president of Minneapolis Chapter, Mr. Seed is currently on the Research Planning Committee.

systems

fountain as controller. . . . DENNIS
KEHOE is supervisor- product cost at the
Hotpoint Div., Gene ral Electr ic.... J.
MICHAEL MCBRIDE Is regional controller of Servomation Corp. . . .
THOMAS W. MILLER was named secretary and assistant treasurer of The Beath
Corp.... CHARLES R. WALKER is now
controller at Oshkosh Trucking Corp.
. . . ROBERT E. WIMMER has been
named controller of Bruce Publishing.
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CARTER SHUMAN to manager -cost accounting. . . . K. L. YOUNGER is now
controller with Inta -Roto Machine Co.

J.STUART AMISH,

Rochester, has been
elected vice president - finance of Woods
Communications Corp.... DAVID P.
EHMANN has been elected secretary of
Carhart Photo, Inc.... ADRIAN FENYN
has been named manager of accounts
receivable, and M. R. KANOVSKY, manager of cost accumulation, at Pfaudler
division of Sybron Corp.

Products, Inc., a subsidiary of Lear
Siegler, Inc.

in the Waterbury Division of Metal
Hose, Anaconda American Brass.

BLACEY M. CAMMARATA, Trenton, has
joined Sandoz Pharmaceutical & Chemical Co. as manager, internal auditing.
...BYRON H. WETHERELL was Iecently
appointed assistant treasurer of Paterson Parchment Paper Co.

RAYMOND D. ROBINSON, West Bergen Passaic County, has been named comptroller of the Boyle- Midway Div., American Home Products Corp.... LEWIS
A. WHITE has been appointed chief
accountant at international division,
National Distillers & Chemical Corp.

P. E. BURKS, Tri-Cities, has been named
chief accountant of Iowa - Illinois Gas &
Electric Co.
DANIEL KUJAWA, Tucson, was named
assistant vice president of Southern
Arizona Bank and Trust Co.
HAROLD HORN, Tulsa, was recently appointed financial vice president of
White Steel Corp. . . . DALE JACOBS
has been elected secretary- treasurer of
Braden Industries, Inc.

6

PRICE
New ark

SEED
New Yo rk

JOSEPH J. BREZNAW, Saginaw Valley
past president, has been appointed
special project analyst for the Chevrolet
financial department.
GORDON A. HENDRY, St. Paul, has been
named vice president and controller of
York Enterprises. . . . PETER J.KOVACS
is now cost supervisor at Lakeside Industries.
HENRY JOHNSON, San Antonio, Is now
chief accountant in the State Office of
Mental Health & Mental Retardation.
...ROBERT WHITLOW has been named
a partner in Peat, Marwick, Mitchell
& Co.
W. W. STONE, San Diego, was named
assistant controller, and MARVIN HuMPHREY, director of estimating and cost
analysis at Rohr Corp.

DAVID A. BUSH, Union County, was
recently promoted to controller of
American Hoechst Corp.
THOMAS L. CORDLE, JR., Virginia Skyline, has been appointed director of finance and administration of the Dawbarn Div., Thiokol Chemical Corp.
STEWART KOEPCKE, Washington TriCities, past national director, has been
promoted to directing fiscal management activities at McDonnell Astronautics, Western Division. . . . K . L .
ROBERTSON was elected Corporate treasurer of Douglas United Nuclear, Inc.
A. C. FISCHANG,Waterbury, is now Controller of accounting at the Colonial
Bank & Trust Co.... G. A. SCUTT was
promoted to planning control manager

D. G. BARLOW, Worcester, is now controller of R. H. Stearns Co.... LEONARD D. DONOVAN has been appointed
controller for Norton Company's Refractories and Protective Products Divisions.

Sorry About That
DAVID W. REWICK, Chicago, past
national vice president, has been
named partner in charge of the
Northwest District office of Ernst
& Ernst. Mr. Rewick's company
affiliation was inadvertently omitted
in the November issue.

Organization Service
VERN E. ODMARK, San Diego, has been
elected president of Beta Alpha Psi,
national professional accounting fraternity. He is professor of accounting at
San Diego State College.
Kudos
S. R. GOODMAN, Westchester, has been
granted a Ph.D. degree by New York
University covering the major areas of
marketing, accounting and corporate
finance. He is controller, The Nestl6 Co.

A. L. MASSEY, San Francisco, was
named controller, Western Girl, Inc.
WALTER JENSEN, Southwest Los Angeles, has been appointed manager, internal audit and subcontract audit,
Hughes Aircraft Co.... T. J.LAWLOR,
JR., is now controller of McDonnell
Douglas Finance Co.
PAUL METEVIA, JR., Springfiald, has
joined Multicolor Corp., a division of
National Gypsum as assistant controller.
JOE L. MYERS, Toledo, is now associated
with Ernst & Ernst asstaff accountant
.... ROBERT J.REGAN recently joined
Driggs Dairy Farms, Inc., and Toledo
Milk Processing, as controller... .
GEORGE H. WILLIAMS was named manager of general accounting, Lighting
70

New Study Published
On Computer -Based Information Systems
This month NAA will publish a new study titled ComputerBased Information Systems for Management: A Survey. Written by Neil C. Churchill, John H. Kempster, and Myron
Uretsky, it is the first in a new NAA research series in management planning and control. This series will comprise
studies dealing with the means by which information from
both inside and outside of the company is organized for
internal use by management. Price of the study is $ 3.50 for
NAA members, $4.50 for nonmembers.
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G. MATHIASCHECK, 42, Quin- Charles Di Maria, West Bergen- Passaic
cy Area, 1965.
County
JOHN E. MCDERMOTT, 38, Harrisburg, Gerald W. Devlin, New York
1965.
Charles W. Lamden, New York
LLOYD T. METZGAR, 57, Lehigh Valley,
Donald G. Schroeder, New York
1965.
Thomas
J. Torpey, Raritan Valley
LEONARD F. SCHULTZ, 62, St. Paul,
Roger Biringer, Raritan Valley
1962.
ANTHONY J. SCORSONE, 59, New Or- Vincent Nagengast, Long Island
leans, 1953.
Henry W. Ward, Jr.,West Bergen -PasJACK E. STANLEY, 40, Des Moines, 1954. saic County
FRANK STUMPF, JR., 51, Los Angeles, Edward J. Buckley, West Bergen - Passaic
1965.
County
HOWARD E. SWENSON, 71, Springfield, George R. Roache, East Jersey
In Memoriam
1944. Emeritus Life Associate.
FORREST R. AGIN, 45,Wheeling, 1959.
SHIRLEY H. SWIFT, 59, Reno Area, Joseph J. Carroll, East Jersey
David P. Blake,Westchester
1968.
CLYDE W. AKERS, 47, Dayton, 1959.
Edgar
Schmidt, Long Island
ALEXANDER J. ANDERSON, 58, New York, EVERETT C. THOMAS, JR., 47, Phoenix,
Salvatore
Ferraro, Long Island
1967.
1941.
JAMES S. BAYNARD, 49, Columbia, 1964. WAYNE S. TRAER, 61, Atlanta, 1941. Mrs. Fred J. Sengstacke
Mrs. Clemens A. Erdahl
CHESTER R. BEEBE, JR., 24, Michiana, Emeritus Life Associate.
DAVID I. TUCKER, 49, Florida We st
1968.
Details on the technical program, laCentral, 1951.
HARRY F. BLYTHE, 64, Newark, 1932.
dies' and teen -age activities will be
SAMUEL D. BUTZ, 67, Lehigh Valley, CARL L. UNANGST, 51, Pittsburgh, 1947. mailed to members next month. RegisCLARENCE B. VANDENBERG, 64, Brook- tration forms for Conference will be in1953.
BEN T. CLARK, JR., 51, Member-at- lyn, 1955.
cluded in this mailing.
JAMES D. WITTE, 61, Houston, 1956.
Large,1958.
HEROLD C. CROUT, 70, Denver past LESTER A. WRUCK, 53, Phoenix ppast
president, 1926. Emeritus Life Asso- president, 1956. Stuart Cameron Mc- ADVANCED MANAGEMENT PROGRAM...
ciate. Stuart Cameron McLeod Society. Leod Society.
Continued from page 66
ARTHUR G. DEALY, 46, Nashville, 1962. L. W. YOUKER, Milwaukee, 1938.
8th. Individual participants will be
HOWARD G. DERNBERGER, 54, Los An- Emeritus Life Associate.
selected
and notified by April 18th. AtEARL
O.
ZINK,
61,
Twin
Cities,
1956.
geles, 1964.
tendance
at the program will be limited
ANTHONY
G.
ZIZZAMIA,
58,
Boston,
JERRY E. DICE, 41, Youngstown, 1963.
1963.
to 40.
R. S. GATES, 59, Tri-Cities, 1943.
The fee for the program is $750, of
JOSHUA N. GRAY, 47, Oakland County,
1967.
which $600 will defray the cost of
50TH ANNIVERSARY
...
G. LEO GUEVIN, 68, New Haven, 1954.
tuition, books and supplies, and $150
Continued
from
page
63
WALTER HANAS, 48, East Jersey, 1958.
is for room and board. Complete details
VERNON HARRISON, 57, Corpus Christi,
about the program and application
to allow wives of NAA members to take forms are available from the Continuing
1961.
JAMES J. HASTINGS, 78, Newark past advantage of the recreational and enter- Education Program, NAA, 505 Park
president, 1924. Emeritus Life Asso- tainment facilities in one of the largest Avenue, New York, N. Y. 10022.
ciate. Stuart Cameron McLeod Society. cities in the world. A highlight will be
PAUL R. HERARD, 30, New York, 1967. a show depicting 50 years of women's
ROBERTO HILDAGO-MEDINA, 40, San fashions. Educational and entertaining Conference Calendar
Juan, 1961.
NAA Continuing Education Program
programs are also being arranged for
ROBERT M. HOLTZMAN, 90, PhiladelFeb. 24 -28 —Rice Hotel, Houston.
teen -agers and the pre -teens who attend
phia, 1920. Emeritus Life Associate.
March 24 -28 — Statler- Hilton Hotel,
the
conference with their parents.
JOHN H. JACOBS, 63, Atlanta, 1964.
New York.
While the Asssociation celebrates its
MILTON B. JOHNSON, 53, Lake Superior,
April
21 -25 — Sheraton Palace Hotel,
50th Anniversary, the Stuart Cameron
1959.
San Francisco.
McLeod Society will observe its 35th
LEO L. KAvFNY, 59, Denver, 1959.
May 12- 16— Palmer House, Chicago.
RAYMOND J. KUNTZ, 71, Lehigh Valley Anniversary. The Society expects a large
Other NAA Meetings
past president, 1937. Emeritus Life As- turnout to participate in such activities
sociate; Stuart Cameron McLeod So- as induction ceremonies, annual elec- March 23-26—NAA Regional Conferciety.
ence, Sahara Hotel, Las Vegas.
tion, and the annual dinner.
JOHN J. LEAHY, 62, Parkersburg- MarietApril 27 -May 9— Integrated ManageThose
serving
on
the
Operations
ta,1959.
Committee include:
ment Accounting Program for AcSAMUEL D. LEIDESDORF, 87, New York,
Fred
J.
Sengstacke,
Chairman,
New
York
counting
Executives and Managers,
1928.
Stagecoach Inn, Salado, Tex.
Clemens A. Erdahl, Vice Chairman,
AY E. LENLEY, 67, New York, 1942. New York
June 1 -13 -2nd Advanced Management
Emeritus Life Associate.
James A. Connell, Vice Chairman, New
Program, University of Michigan,
WILLIAM A. LOACH, 79, Denver past
York
Ann Arbor, Mich.
president, 1936. Emeritus Life AssociPaul B. Cate, New York
June 22 -25 — Annual International
ate. Stuart Cameron McLeod Society.
William C. Steuben, New York
( 50th Anniversary) Conference, New
LEO LoKATz, 62, New York, 1966.
Maurice E. Karosen, Newark
York Hilton, New York.
JEFF LYMAN, 33, Phoenix,1966.
Former Member Honored
A new reading room for periodicals and
microfilm equipment has been established at New York University Law Center to honor Jay E. Lenley. Mr. Lenley,
an NAA member who died in 1967, was
an accountant and a lawyer and an honorary alumnus of the NYC School of
Commerce, class of 1922. The Jay E.
Lenley Memorial Room was established
through a gift by Mrs. Leonore Lenley
and Loyal League Philanthropies Inc.
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Time Off
.01

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.
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.

"I suppose you know that I took an extra long coffee break."

Accounting Lives
From the New York Times, Sunday,
November 17, 1968, "So in two
months he [Lee J. Cobb] was back in
New York selling radios for Davega
and studying accounting at NYU at
night. 'I didn't get very far because
accounting and I became mortal
enemies. I survived but I didn't kill
accounting —it's still around, isn't
it ?' "
Ask Admiral Rickover. Ed

The Computer and Ekistics
The world is moving from the Metropolis and the Megalopolis to the
Universal City, or Ecumenopolis,
which will cover the whole earth by
the end of the 21st Century. This is
the view of Dr. Constantinos A.

Doxiadis of Athens, one of the
world's foremost city planners and
regional developers. Dr. Doxiadis,
who is an expert in ekistics —the
science of human settlements —uses
computers and mathematical models
to plan future cities. Currently his
firm is making a regional study of the
Great Lakes Megalopolis.

$275 Million Shell Game
A recent General Accounting Office
report shows that the Federal government's losses on price support of
peanuts are not peanut- sized, saes
Tax Foundation. Losses from 1955
through 1966 totaled about 5275 million and unless changes are made,
losses in 1967 -71 will amount to "at
least" $248 million.

For the most efficient service in
the Financial and EDP field ....
contact your Robert Half specialist.
Mail resume to your newest R -H office.

ROBERT
HALF
PERSONNEL
AG E N C I E S
Atlanta: 235 Peachtree St., NE
(404) 688-2300
Baltimore: One Charles Center....._.. _.1301) 837 -0313
Boston: 140 Federal St.
__....(617)423-6440
Chicago: 333 N. Michigan Ave. ...___(312) 782 -6930
Cincinnati: 606 Terrace Hilton .............(513) 621 -7711
Cleveland: 1367 East 6th St.
(216)621 -0670
Dallas: 1170 Hartford Bldg.
.._ (214) 742 -9171
(313) %1 -5430
Detroit: 1114 Guardian Bldg.
Garden City, N.Y. 585 Stewart Ave. (5161248.1234

....._..

_._._..

Hartford, Conn: 75 Pearl St.
(203) 278.7170
Les Angeles: 3600 Wilshire Blvd. (213) 381 -7974
Miami: 1107 Northeast Airlines Bldg. (305) 377 -8728
(112) 986 -1300
New York: 330 Madison Ave.
(201) 623.3661
Newark: 570 Broad St.
(215) 5684580
Philadelphia: 2 Penn Center
(412) 471.5946
Pittsburgh: 429 Forbes Ave.
(503) 222 -9778
Portland. Ore: 610 S.W. Alder St.
(314) 231 -0114
St. Louis: 1015 locust St.
San Francisco: 111 Pine St.
Stamford, Conn: 111 Prospect St.

(415) 434.1900
(103) 3254158

Wo r l d ' s Larges t F i n a n c i a l &
E D P Pe r s o n n e l S p e c i a l i s t s .
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ATTENTION
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C

COURSL�
Mathematics for Business Management
Basic Mathematics
Advanced Methods & Models
Statistical Inference
Probabilistic Models
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
Accounting for Foreign Operations
Report W riting & Communications

Mon. thru Fri.
Mon. thru Fr i.

Mon. thru Fri.
Mon. thru Fr i.
Mon. thru Fr i.

Mon. thru Wed.

Mon. thru Wed.
Mon. - Tues.

Wed. thru Fri.
Thurs. Fri.
Thurs.

Fri.

Thurs. Fri.
Marc h 31 — Apr il 2`

'Spec ial s es s ion at T he Drake Hotel

SEMINARS
Financing Corporate Expansion & Corp. Debt Capacity
Administration of the Budget Director's Job
Capital Expenditure Management
Comprehensive Budgeting
Write or call NAA Registrar,

505 Park Avenue, New York, N.Y. 10022
(212) 759 -3444

Mon. - Tues.
Thurs. - Fri.

Thurs. - Fri.
Mon.

Tues.

