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These are the words of Thomas Wolfe. Do they describe to you "a dying
nation," "a sick establishment," "society's inability to move "? We think
not. Society is now on the move —and is now developing human resources.
We are now on the way toward bridging the gap between the developed and
underdeveloped human resources of our society, and we have now realized
that this gap must be bridged in order for our society to endure.
Recent discussions and conclusions of several national committees strongly indicate that many members of NAA and the many chapters of NAA
have also come to this realization. Business counseling and training of the
disadvantaged have increasingly become an integral part of a number of
regular chapter activities. Through these activities, help to raise the standards
of the disadvantaged is being offered. Sustained efforts are being planned to
prepare men and women for their future in meeting the problems of a career
or as an entrepreneur in the business community. A couple of weeks ago,
each chapter president was asked to give thought to possible programs for
his area. We can only urge each of you, when you're approached by your
chapter president or committee chairman and asked to give a hand, to remember the words of Thomas Wolfe quoted above.
If not you, who? If not now, when?
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SE C Pub l i sh e s R e vi se d Rul e s
O n Fi n an c i a l Di s c l osur e
As a result of the criticism of the
earlier proposals, the SEC has softened
its original proposals concerning product
line and divisional reporting. In its
revision, the SEC dropped the requirement
for disclosure of the amount of assets
employed in each segment of the business
for which operating results are reported.
Its revised proposals would also not
require separate reporting from companies
with 10% or more of total sales and
revenues derived from operations outside
the U.S. and Canada or from Government
procurement or any single customer.
These operations, however, would have to
be reported under general disclosure
requirements. The basic proposal that
disclosure of sales and profits be made
for each operating division or "line of
business" that contributed 10% or more to
the company's total sales and revenues
remained unchanged. The SEC is also now
calling for disclosure with respect to
any line of business which resulted in a
loss of 1075 of such income before income
taxes and extraordinary items. The
Commission called for additional comments
on the proposals.

1969

requiring financial reporting be lowered
to 5% or less, and that a corporation
might be required to report its sales and
revenues on all product classes "with
sales exceeding a specified absolute
amount, say $25 million." The report
also suggested that a rule be considered
requiring conglomerate corporations, for
a period of years, to report separately
the financial results of the acquired
companies without changing accounting
rules.

NIC B Re l e a se s Pr oduc t i vi ty S tudy
The larger the company, the more
productive it is likely to be, suggests a
study recently released by the National
Industrial Conference Board. The study
found a strong parallel between company
size and labor productivity and a close
relationship between high- concentration
industries and high productivity ratios.
The results would suggest, note the
authors, that antitrust policies directed
against companies based on raw data on
industry concentration or company size
alone might "run the risk of lowering
productivity rates below those that would
be reached if criteria were aligned with
a wider array of relevant industry and
company facts."

Cong l ome r at e s Un de r F i r e
Even as the SEC published its revised
proposals concerning financial reporting
by multi - divisional companies,
conglomerates came under fire from
several directions. Rep. Wilbur D. Mills,
chairman of the House Ways & Means
Committee, suggested that tax provisions
favoring such corporate mergers might be
wiped out by Congress. Meanwhile, the
Federal Trade Commission is preparing a
preliminary report on a study it has made
of conglomerates. In still another
action, the House Antitrust Subcommittee
launched an investigation of conglomerate
mergers by sending off questionnaires to
a number of companies. . . . A report
published by the staff of President
Johnson's Cabinet Committee on Price
Stability suggests that the SEC proposals
do not go far enough. The report
recommends that the 1076 level for
4

CPA ' s Se t U p S c h ol a r sh i p Fund
To H onor J ohn L . C a r e y
A scholarship fund has been established
by the AICPA in cooperation with Yale
University to honor John L. Carey, the
Institute's chief staff executive for
nearly 40 years. Mr. Carey, who retires
next month, is the author of a well -known
book on CPA ethics, as well as The CPA
Plans for the Future.

AID S e e k s A c c oun t a n t s
The U.S. Agency for International
Development is seeking accountants and
auditors for positions in the Washington,
D.C. headquarters and in the Agency's
overseas missions. For further
information, write James J. Redfern,
Professional Talent Search, A /PM, Agency
for International Development,
Washington, D.C. 20523.
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Readers React
More Controversy?

will

To the Editor:
Mr. George T. Logan's article "The
Direct Costing Controversy" (September 1968), extolling the value of direct
costing is lucid and refreshing. His conclusions, however, are far broader than
the technique deserves.
As a practicing certified public accountant I am aware of the various accounting techniques which are available
to determine product profitability, return on investment, departmental burden absorption rates, marginal income
concepts and the like. I have even been
charged with the interpretation of financial statements for boards of directors, members of which are unaware or
unappreciative of the accounting
niceties involved in preparing financial
statements. Thus the CPA's world and
the management accountant's world are
not separately encapsulated.
Mr. Logan's cavalier treatment of
theory as a basis for practice is disturbing. I do not contend that a theory
once formulated is ever - supreme, or that
it cannot be modified, or even discarded
when its usefulness is ended by increased knowledge or better processing
methods. I do contend, however, that
theory must be the basis for practice,
and that any practice not based upon
logically valid theory
cause more
problems than it solves.
Additionally I am disturbed by the
implication that the use of direct cost
as a basis for external financial reporting
is preferable to statements based upon
absorption costing. As a CPA, and a
talented one from his article, Mr. Logan
is doubtless aware of the tortuous effort
put forth to forge our present accounting procedures. He thus is aware that
the best accounting minds available over
the years have given support to the absorption method as the most useful in
external financial reporting.
I have no quarrel with Mr. Logan's
enthusiastic endorsement of direct costing as a solution to his problem. I do
object to his blanket recommendation
6

of direct costing as "the accounting for
all seasons."
Russell P. Kneen
Partner
Alexander Grant & Company
Kalamazoo, Mich.

One Step Further
To The Editor:
The September 1968 article by
George T. Logan Jr., "The Direct Costing Controversy," aroused a great deal
of interest in our office. We work with
the project -work order accounting system, and this article seemed to hit the
nail on the head. We have had many
discussions on this very subject. The
conclusions reached at these discussions
were often the same as those expressed
by Mr. Logan.
For instance, the direct costing system becomes an ideal way of accounting for costs directly attributable to a
certain sales project. In a company of
the size mentioned in the article, direct
costing works very efficiently.
When you reach the $50,000,000
sales level, you seem to reach a plateau
where it becomes difficult to ascertain
just what costs are being incurred because of this one particular job order or
project. For example, if you had a drafting department for a company of the
size mentioned in the article, the costs
incurred by the drafting people are easily identified to certain job orders.
When you reach the $ 50,000,000 plateau, you will more than likely have a
department with its own secretaries and
clerks, a department whose materials
and supplies figure become a large number, a department that will be paying
more in space allocation costs. What
becomes of all these "indirect costs"
which now are quite sizable in amount?
You either allocate them to projects at
a predetermined percentage, or you
write them off to an "Overhead Variance" account.

In other words, the direct costing
method seems fine to a degree, but you
still need a combination of the absorption method and direct costing when
you reach a higher level in sales.
In the area of the sales commissions,
I again agree with Mr. Logan; but I
feel direct costing can be carried even
one step further. Any marketing "give
aways" awarded to the customer for his
signature on an order should also be
charged to the particular project or job
order. This will help control these expenses.
Andrew J. Riddell
Divisional Controller
Graphics 6 Instrument Division
Electronic Associates, Inc.
West Long Branch, N.J.

Direct Costing for Internal
Reporting
To the Editor:
Mr. Logan, in his article "The Direct
Costing Controversy" (September 1968),
makes a significant contribution to understanding the direct costing controversy by:
1. Successfully illustrating direct cost ing's inherent value as a managerial
tool for internal management purposes,
2. Clearly pointing out that direct costing works for internal purposes
whether or not it is good accounting
theory.
It is interesting to note that most opponents of direct costing are theorists
( usually public accountants or accounting teachers) preoccupied with external
reporting and accounting theory.
Several years ago I researched direct
costing's pros and cons with the results
being published by the Journal of Accountancy, August 1961, pp. 52 -60, in
an article titled "Direct Costing —Progress or Folly." In that article I introduced the idea that there would be no
MANAGEMENT ACCOUNTING /APRIL 1969

conflict over direct costing if the contestants recognized that direct costing is
primarily an internal management tool,
not a method of valuing inventories for
external reporting purposes.
I believe most opponents of direct
costing would quickly change their minds
if they were put into the situation of
providing accounting data for everyday
management decision making situations,
or were exposed to the problems of
working with operating people (who do
not understand the accounting process
and frequently are hostile to accounting
data) on a day -to -day basis. Mr. Logan's experiences in this area have been
experienced over and over again by
countless numbers of management accountants.
I appreciate Mr. Logan's point of
view in the direct costing controversy
because one actual experience is worth
a dozen theoretical suppositions.
John J. Brausch
Controller
Stone Manufacturing Co.
Greenville, S.C.

Write -off to Retained Earnings
To the Editor:
In the article, "The Direct Costing
Controversy" ( September 1968) by
George T. Logan, Jr., the author states
that in switching from a full absorption
cost system to direct cost he transferred
the absorbed burden from inventory to
a deferred charge. Then he proceeded
to write off this balance over ten years
and, of course, stopped absorbing the
subsequent burden altogether.
Writing off such a charge to income
over a ten -year period represents a distortion of subsequent income and does
not represent an acceptable means of adjusting such an account. A better approach would be to charge this off to
earned surplus.
Willis M. Mohn
Chemicals Division Controller
Atlas Chemical Industries, Inc.
Wilmington, Del.

Status of Accounting Education
To the Editor:
In his article entitled "The Direct
Costing Controversy" (September
1968), Mr. George T. Logan, Jr. presents an excellent illustration of the use
MANAGEMENT ACCOUNTING /APRIL 1969

of direct costing in management reporting. Although I agree with Mr. Logan
with respect to the use of direct costing
as a management concept, I take exception to his conclusions concerning
the acceptability of direct costing for
published financial statements. (See
"The Variable (Direct) Costing Concept in Perspective" which appears elsewhere in this issue for my response to
Mr. Logan on this point.)
I would also like to comment on and
clarify Mr. Logan's remarks concerning
the lack of adequate accounting instruction at our colleges and universities.
His statement that "accounting instruction in college
(must) change
drastically. ...." ...
is not a fair statement concerning the accounting curricula of today's colleges. Even a cursory
review of any leading collegiate textbook on management accounting on the
market today will indicate that direct
costing is discussed in considerable detail. Even the introductory textbooks
(not the cost or management texts) discuss direct costing in detail.
In addition to the introductory
course, an accountancy major is then
generally required to take a course in
management (or cost) accounting. In
either of these courses the direct costing
concept is discussed in considerable detail. For example, the two most widely
used managerial (or cost) accounting
texts for the first course in managerial
accounting devote one entire chapter to
direct costing (in addition to incorporating the concept into text materials in
other chapters) and offer a great variety
of questions, problems, and cases to illustrate the advantages and disadvanages and the potential uses of the
concept.
I can only assume, of course, that Mr.
Logan was equating the content of his
collegiate course of many years ago as
the equal of the collegiate offerings of
today. The subject of direct costing may
have been in its infancy and may not
have been fully developed when Mr.
Logan attended college. Maybe what is
best demonstrated by his remarks is the
importance of recognizing that the discipline of accounting has advanced at
a very rapid rate in the past five to ten
years and the importance of continuing
education to keep abreast of current
accounting developments.
Philip E. Fess
Professor of Accountancy
University of Illinois
Urbana, Ill.

Land Development
To the Editor:
Dr. Gardner M. Jones is to be commended for his knowledgeable and professional treatment of a difficult subject
in the article "Some Problems in Accounting for Land Development" (August 1968). It is this type of original
and down -to -earth accounting literature
that makes MANAGEMENT ACCOUNTING
useful and beneficial to accountants in
every type of industry.
Several years ago, while serving as a
Manager in one of the Big Eight CPA
firms, I was called upon to devise a land
development accounting system for a
company listed on one of the major
stock exchanges which had recently ventured into the land development business with the purchase of 17,000 acres
of land. Had this article been available
at that time, I am certain that it would
have materially expedited and facilitated
my systems study and design.
After several years of practical experience with the system, I would like to
point out several additional factors to be
considered and pitfalls to be avoided.
In dealing with multi -year projects, I
think we have to go one step further
and provide for the year -to -year adjustments. The system should be designed
so that the cost of sales for all lots sold
to date is adjusted annually taking into
consideration the major changes in expected market values, estimated development costs remaining, and actual
costs to date. If such adjustments are
not made each year, the inventory value
of land held for development and sale
can become materially misstated and result in carrying over substantial profits
or losses to future years.
I agree with Dr. Jones that it is necessary to estimate and include in cost of
sales the development costs to be incurred on lots already sold. Here is one
of the pitfalls which an accountant may
experience: Some companies fail to
properly estimate and record costs to be
incurred after the lots are sold because
of the "current ratio" effect of recording
such sizable liabilities. Most of these
companies do include these estimated
costs in computing the cost of lots sold;
however, these estimated completion
costs oftentimes are not reflected in an
appropriate liability account or in the
land inventory account. As a result,
when the cost of lots sold (which includes the estimated completion costs)
is recorded, the land inventory account
Continued on page 59
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years and deals in three main areas ...

To ascertain the extent to which tax considerations are incorporated into capital budgeting, financial and management execu-
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On the Nature of Management
Information
A SET OF CRITERIA TO FACILITATE BOTH THE GENERATION AND USE OF BUSINESS INFORMATION

By Gerald E. Nichols

viduals and groups other than the observer. The steps involve:

The primary purpose of a management
information system is to expose significant relationships that will decrease uncertainty in organizational decision making with a corresponding increase
in the utilization of organization resources. Those concerned with achieving this goal need some criteria for
guiding their efforts. The necessary considerations include a knowledge of the
types and qualities of information needed throughout the organization, for the
fate of the business is determined by the
information supplied the decision maker.
This paper attempts to give the reader some insights into the elements to
be considered in judging information.
Such knowledge should facilitate both
the generation and use of business information.

1. Classification of data —the basic
problem is relating observations to
anticipated situations of all classes
of economic decision - makers.
2. Establishment of procedures for recording data in a manner facilitating
recall, yet sufficiently simplified to
enable the operation to be routinized.
3. Summarization of data classified and
recorded.
4. Specification of the collection procedure of the system.

Classification and Information
Man is confronted with a wide and
varied environment. To reduce the diversity of his environment to manageable order, man resorts to classification
and to the formation of general ideas
about groups of things —that is, man
simplifies to aid comprehension.
Information generation' requires four
steps if it is to be useful beyond the moment of observation or useful to indiJa me s W. Giese, Classification of Economic Data
in Accounting, a dissertation, University of Illinois, 1962, p. 122.
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Lansing - Jackson Chapter (Baton
Rouge 1965), is Assistant Professor of
Accounting and Computer Science at
Michigan State University. Professor
Nichols received a B.S. degree in
Chemical Engineering from Auburn
University. He also received an M.B.A.
and a Ph.D. degree in Accounting
from The Louisiana State University.

Classification reduces the complexity
of the material, provides a means of
identification by grouping like things together, provides a record of experience,
and orders and relates classes of events.
Three major characteristics2 of any classification system are that:
1. Classes must not overlap —they must
be mutually exclusive.
2. The classification system must be exhaustive —each item to be classified
must be placed in some distinct category.
3. The basis of classification must be
significant ( related to some specific
goal) and in accordance with some
predetermined pattern.
The Information Generating
System
The general functions of information
systems are to determine user needs, to
select pertinent data from the infinite
variety available from an organization's
environments (internal and external),
to create information by applying the
appropriate tools to the data selected,
and to communicate the generated information to the user. Such a system is depicted in Exhibit 1. This presentation
uses the three levels of information postulated by Gregory and Van Horn 3 who
state that:
Ibid., p. 15.
Robert H. Gregory and Richard L. Va n Horn,
Automatic Data Processing Systems, Wadsworth
Publishing Company, Inc., Belmont, Calif., 1965,
p. 54.
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SP E C I F IC AT I O N O F
I N F O R M AT I O N N E E D S

The specification of needs is necessary since information has meaning only
when associated with the decision to be
made. This element also implicitly includes the specification of the events to
be observed and the time and place of
observation.
The information that is generated and
made available within the organization
should be tailored to the task at hand.
However, the concept of "tailoring"

se,

within the organization is much more
comprehensive. "Tailoring" requires
that the decision -maker and the information required by the decision be
matched at each decision point within
the organization.
The emphasis is upon supplying each
decision point with enough information,
of the right quality, when it is needed.
This requires that the system be constantly updated. Not only must the information supplied the decision point
be current, but the skills, or knowledge
level, of the decision- maker,
must
also be kept current. That is, the information to be supplied the decision point
must be tailored not only to the specific
requirements of the decision to be made
but also to the skills, attitudes, and capabilities of the decision - maker. The manager must be supplied with information
he can comprehend and use effectively.
Ideally then, the information flowing
to any given decision point would be
adjusted when changes occurred in the
capabilities of the decision - maker, or in
the information available or pertinent
to the decision; or if the manager responsible for a given decision were
changed.
per

"Considered at the syntactic level, data
consists of collections of symbols or
characters arranged in some orderly way
to serve as the vehicle for' information.
Information is the meaning derived
from data and represents the semantic
level —the relationship between a symbol and the actual object or condition
that is symbolized. The impact of the
objects or conditions on the receiver
represents the pragmatic level of information."
Thus, "data" is used to refer to perceived and symbolized events (syntactic
information); "potential information"
refers to meaning derived from data (semantic information); and "information"
refers to the impact upon the receiver
(pragmatic information). Each of the
functions depicted in Exhibit 1 will be
discussed in detail.

M E AS UR E M E N T

As used here, measurement includes
the observation and symbolization of the

pertinent aspects of the above - specified
events in one of the four possible measurement scales: nominal, ordinal, interval and ratio.
The nominal scale refers essentially to
classification; whereas the ordinal scale
requires that things or classes of things
be ranked minimally as either "less
than" or "greater than," but may include the assignment of numbers or
symbols as a means of ranking multiple
objects or classes. The objects ranked
must be comparable in terms of some
relationship.
The interval scale not only ranks objects or classes but also contains information on how large the interval is numerically. The rules of the real number
system are applicable to an interval
measure, but not all arithmetic operations can be applied because the interval scale has an arbitrary zero and thus
many different scales can be applied to
measure the same phenomenon. For example, temperature can be measured in
either degrees centigrade or degrees
Fahrenheit.
The ratio scale is an interval scale
whose origin is absolute zero. All arithmetic operations are applicable to measurements derived using a ratio scale.
Note should be made of the fact that
measurement, and thus, data, is concerned only with the past, since an

Exhibit 1
AN INFORMATION SYSTEM
De ci sio n M a k i n g P ro c ess

Speci fica tion
of
Inf ormation
Needs

Data
Stora ge

Po t en t ia l

1

Inf ormat ion
Stora ge

Mea su rement

10

Da ta
Manipula tion
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event must have occurred before it can
be measured.
DATA MANIPULATION

Management is concerned with the
past, the present and the future. Since
data is past oriented, manipulation is
necessary to convert data into potential
information relevant to the present and
the future. In a sense, data may also be
potential information, requiring only
that it be communicated to management. Johnson, Kast, and Rosenzweig
have stated that:
"The information- decision - system must
be designed to garner pertinent facts
and screen unwanted or unusual data.
Screened data may become information
for managerial decision - making. However, it is more likely that additional
processing is necessary before meaningful information is available." 4
Time is an essential consideration in
developing and presenting information.
Therefore, manipulation is also concerned with the timeliness of data determination and presentation, and thus
its conversion into potential informat i o n . M a n i p u l a t i o n is definitely neces-

sary for converting data to potential information concerning decisions affecting
the future.
Actually, all decisions concern the future and are based on past experience.
In the business organization records of
past experience (data) usually require
manipulation such as summarization to
expose significant relationships that will
reduce uncertainty in decision - making.
Other common manipulations are the
determination and extrapolation of
trends, correlation analysis of organization data with economic indicators, simulations, or the assignment of probabilities to possible situation outcomes.
DATA AND POTENTIAL
INFORMATION STORAGE
In this day of absentee ownership and
the large organization, the decision maker does not usually gather all of the
information necessary for the decisions
he makes. Potential information is generated throughout the organization
which requires that some form of intermediary storage be used. Data covering
long periods of time a re necessary for
some manipulations and decisions.
Hence, data must be stored until needed. Data storage is also necessary where
4 R ic h a r d A . J o h n s o n , F r e m o n t E . K a s t , a n d J a m e s
E . Rosenzwo gg, T h e Th e o r y a n d Ma n ag e me n t of
S y s t e m s , M e ( ; r a w -H i ll Book Co m p a ny , I n c . , N e w
Yo r k , 1 9 6 3, p . 181.
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specialization within the information
generating process is used.
It should be observed that data refers
to measures of events concerned with
the organization's internal and external
environments, while "potential information" and "information" are internally oriented concepts. Data and potential information storage may involve
such things as written documents,
punched cards, or magnetic tapes, and
a concomitant concern with the method
and speed of retrieval.
COMMUNICATION
Communication problems can be considered from three different levels —the

technical, the semantic and the effectiveness levels. These considerations are
comparable to those previously associated with information. However, only
the effectiveness level will be considered
here.
"Effectiveness" implies a relationship
to purpose. The effectiveness of a communication refers to the changes it
causes in the pursuit of a purpose. The
effectiveness of a communication is determined by comparing the purposeful
states of the decision -maker before and
after receipt of the communication.
The communications is considered to
have been effective if it changes a pur-

poseful state in one of three possible
wa ys:

1. Informs — changes the probabilities
of a choice
2. Instructs — changes the efficiencies
of a course of action
3. Motivates —changes the values of
the outcomes
Effective communication of information may result from proper sequencing,
spacing, coloring, or things of like nature that affect or result in the reduction
of uncertainty in the decision - maker.
Thus, potential information must be effectively communicated and have news
content pertinent to a given decision to
be considered information. These considerations tie in with the concept of
"tailoring" which stresses the importance of the decision -maker as well as
the information supplied a decision
point.
T h e At t r i b u t e s o f In fo r ma t i o n
The management information system
is, in general, concerned with informaRu s se l L . Ackoff , " To w a r d s a Be h a v io r a l Th e o r y
of Co m m u n ica t io n , " Ma n a g e me n t S e r v i c e s , A p r il
1958, p. 226.
5

tion pertinent to the achievement of organization goals. Representations of an
event require two basic types of information, quantitative and descriptive.
Quantitative information tells how
much or how many; but the majority of
the information will be descriptive and
will serve to identify that which has
been quantified. Business information
specifically requires information regarding the five basic flows of economic systems— money, orders, materials, personnel, and capital equipment —in a time,
or dynamic, context.
A partial list of desirable business information attributes are: relevance,
availability, timeliness, objectivity, sensitivity, comparability, conciseness, completeness, quantifiability and quality.
The meanings of most of these attributes are self- evident even though there
may be some overlap in meanings.
Information must possess the first
three attributes — relevance, availability,
and timeliness —to have value, and thus
to qualify as information. Objectivity,
sensitivity, comparability, conciseness,
and completeness are desirable, but they
a re pr e se n t a n d necessa ry on ly i n vary-

ing degrees. These latter attributes of
information are favorably influenced
when the information is derived using
higher levels of measurement scales,
progressing up from the nominal to the
ratio. That is to say, quantifiability is
desirable.
The last attribute, quality, refers to
the presence or absence of ambiguities
in information. All information should
possess "quality." Measures of quality
are validity, accuracy, and precision.
These measures of quality are especially
important and applicable to quantified
information, for quantified information
creates the illusion of rightness. However, numbers are of course not sacred
and are subject to ambiguities.
In f or m a t i on a n d t h e M a n a ge m e n t
Hi er ar ch y
The amount, or quantity, of information to be provided each decision -maker
is a function of the state of arts and the
individual decision -maker as determined
by the application of the "tailoring"
concept. The amount of information
supplied management is also a function
of the relative position of the manager
in the managerial hierarchy and the environment with which the information
is concerned —the internal environment
of the organization and the environment in which the organization exists,
11

its external environment. It is a well
known generalization that internal information should be more and more
summarized as the level of management
for which the information is prepared
increases in the hierarchical structure,
with top management receiving the
most summarized reports. This contention is based upon the fact that most
internal data is control oriented and the
lower echelons of management are the
most control oriented; while top management is more planning oriented.
This situation is depicted in Exhibit
2A where management activity is bisected into planning and control. Exhibit 2A is to be interpreted broadly
and is not intended to portray accurately the actual percentage of the time
spent by the various levels of management in either planning or control.
However, the representation is roughly
correct according to an estimate by
Terry.6
It seems just as plausible to generalize
that information concerning the external environment of the organization
should be summarized in a manner exactly opposite to that posited for information concerning the internal environment. This is to say that since the upper
levels of management are more planning
oriented and since planning necessitates
more information concerning the organization's external environment, information concerning the external environment should be increasingly more
summarized and selective as the position
of the receiver decreases in the managerial hierarchy. This situation is depicted in Exhibit 2B.
Informational Constraints
The conceptual nature of information
systems makes them difficult to study
and understand. There are, however,
physical systems whose well developed
theories may be beneficially extended or
applied to information systems. For example, classification was previously contended to be a necessary device for coping with reality. However, classification
creates a paradox, for it at once creates
and destroys information. The number
of classifications regarding a particular
event (that is its information potential)
are infinite, while classification systems
are finite. Thus, classified data loses all
information potential other than the potential possessed by the category into
which it is placed.
George R' Te rry Principles of Management,
Richard D. Irwin, 'I nc., Homewood, Ill., 1964, p.
238.
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To achieve its total potential (perfect
information) an event would have to be
classified into an infinite number of
categories, which is to not classify at all.
Thus, only a finite amount of information is available in a given system; or
conversely, a certain amount of information is not available.
The situation is analogous to that of
energy in the physical world. The second law of thermodynamics states that
in an isolated system the probability
that entropy shall decrease is zero
(where entropy is the positive measure

of disorder). In addition, the conversion
of energy from one form to another in
a given system is accompanied by an increase in entropy (that is, energy is
lost).
The application of these concepts to
business information systems makes
more obvious some intuitive facts:
1. Information is a function of order.
2.. Order, and thus information will not
spontaneously increase in an isolated system.
3. The amount of information availa-

Exhibit 2
MANAGEMENT LEVELS RELATED TO PLANNING CONTROL AND INFORMATION
A. Re la ti o n of Ma na g er ia l P o si t i o n T im e Sp en t in Pl a n n i ng a n d Co n t r o l

Pl a n n in g

Cont rol

100%

0
Ma na geria l
Hiera rchy

T ime sp e n t in pl a n ni ng
and control

B. Rel a t ion o f M a n a ge ri a l Po si t io n t o Su m ma ri z a t io n of Informa tion

Informa tion
a b ou t th e
ex te r na l
envi ronm ent

Informa tion
abou t the
int ern a l
env iro nme nt

0
Managerial
Hierarchy

100%
Deg re e of summarization
of information
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ble in a system is finite; the measure
of the unavailable information is a
measure of disorder.
4. Conversion of information from one
form to another (communication)
results in a decrease in available information.
One method of minimizing information loss through communication is to
maintain a certain level of redundancy
in messages. However, redundancy is related to efficiency of coding or classification by the relationship:
Redundancy = 1 - Efficiency
This relationship reveals that a highly
efficient code or message is accompanied
by a low redundancy which in turn increases the possibility of loss of information.
To convey understanding, there must
be uniformity of-meaning of words and
numbers used in information systems,
and rules or guidelines for the use of
resulting abstractions are necessary to
assure that the underlying activity is revealed and not obscured or distorted by
the reporting process. To this end, the
AAA Committee on Basic Accounting
Theory proposed five guidelines' for the
communication of accounting information:
1. Appropriateness to expected use,
2. Disclosure of significant relationships,
3. Inclusion of environmental information,
4. Uniformity of practices within and
among entities,
5. Consistency of practices through
time.
These guidelines appear to be pertinent
to all business information. Other more
specific means to improve communication8 are:
1. Finding out what information is desired,
2. Limiting the quantity of information to the essentials,
3. Highlighting the most important figures on reports,
4. Rounding numbers.
However, communication is much
more complicated than has thus far
been indicated. Studies have shown that
even when executives have all the information they need to make a decision,
American Accounting Association, A Statement
of Basic Accounting Theory, American Accounting
Association, Evanston, Ill., 1966, p. 13.
s Harold W. Jasper, "Future Role of the Accountant," Management Services, January- February,
1966, P. 53.
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they do not always make the correct one.
These failures are thought to occur either because the executive does not
know how to translate information into
effective action or because the information has not been adequately communicated to him.
Some feel that the answer is to be
found in a better understanding of the
manager himself and how he thinks and
works. The information purveyor must
fit his reports to specific individuals.
Value of Information
There are various approaches to the
problem concerning the value of information. One approach to the information collection problem centers on the
minimization of the sum of two costs:
the cost attributable to decision error,
and the cost of assembling and analyzing
the required information. The information system is restricted by economic
limitations to the accumulation of useful information only, and the measurement of usefulness depends upon the
ability to relate the cost of gathering information to the benefits received. This
approach is ideally correct, but the detennination of the requisite costs necessary in applying this approach is in many
cases impossible. Many- authorities have
termed this type of approach impractical and so general as to be useless. More
rigorous approaches based upon this philosophy have recently been formulated,
but are beyond the scope of this paper .9
The following are some non - dollar
value guidelines10 for evaluating information:

(that its value is increased) only when
it is used in conjunction with or judged
by comparison with:
1. Other current measures
2. The same measurements in previous
periods
3. Standards or targets
4. Forecasts
5. Parallel activities elsewhere12
The value of information presented in
reports can be increased by maximizing
their. psychological impact and usefulness to managers. Doris Cook13 recently
surveyed the attitude of managers towards certain aspects of performance reports. Based upon her findings, she proposed that the usefulness, and thus the
value of performance reports can be increased if they:

5.

6.
7.
8.

Are provided as frequently as costs
and other circumstances permit
Are provided as soon after the end
of a reporting period as possible
Give appropriate credit for favorable performance
Include, if possible, the reasons for
reported below average performance
Provide as much detailed information as specifically needed by each
recipient
Include only controllable items
Are accurate
Compare actual results with an accurate, fair and appropriate basis of
measurement (where possible the
quality of the job should also be
measured)
Emphasize the exceptional items
which require the attention of the
manager
Avoid using performance reports as
a pressure device to prod the managers continually to increase output
or decrease costs

I. Information must influence decisions.
2. Increasing the accuracy of information increases the cost.
3. Timeliness influences costs.
4. Shorter delays mean higher costs.
5. The systems capacity affects the cost
value of the information.

10.

A pragmatic approach is taken by
Kirk who states that a value can be assigned information by simply asking,
"How much does this piece of information reduce my uncertainty in this decision situation?""
Adopting a pragmatic approach, information is seen to acquire significance

The value of information is also increased when the user has confidence in
the information. Confidence is increased
if the user generates the information
himself. When the user and the generator of information are not the same person, confidence, and thus value, is increased by a knowledge of the method
of generation and of the generator.

For example see: Norton M. Bedford and Mohamed Orsi, "Measuring the Value of Information
-An Information Theory Approach," Management
Services, January- February, 1966.
io Rudolph E. Hirsch, "The Value of Information,"
The Journal of Accounting, June, 1968, pp. 42.43.
u Andrew Kirk, "Company Organization and Control," MANAGEMENT ACCOUNTING, England, February, 1966, p. 63.
9

9.

Continued on page 15
u J. A. Scott, "The Measurement of Performance
in Industry," The Cost Accountant, England,
April, 1963, p. 131.
n Doris M. Cook, "The Psychological Impact of
Certain Aspects of Performance Reports,' MANAGEMENT ACCOUNTING, July 1968, pp. 33 -34.
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Management Accounting Concepts
and the Principles Dilemma
PUBLISHED STATEMENTS CAN BE GENERATED DIRECTLY FROM INTERNAL REPORTS

By Richard H. Homburger and
William C. Dent
Could management accounting concepts provide the answer and end the
controversy over accounting principles?
This article indicates the use that management makes of the management accounting concepts and explores the idea
that the information provided by these
concepts could be of more interest to
third parties than that provided by generally accepted accounting principles.
Following are some management accounting concepts which are currently

RICHARD H. HOMBURGER
is Professor of Accounting and Coordinator of Graduate Studies in Accounting at Wichita State University.
He holds a J.D. degree from the University of Zurich, Switzerland, and an
M.S. degree in Accounting from Columbia University. Prior to his joining
the WS U faculty, Dr. Homburger,
who is also a CPA, was head of the
Department of Business Administration at West Virginia State College.
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being used to make managerial decisions
(the list is not intended to be all inclusive) :
1. Direct costing (marginal contribution reporting)
2. Replacement cost
3. Price level adjustments
4. Discounted cash -flow techniques
5. Opportunity costs
6. Market valuation of current assets
The above concepts are not used in
financial reporting because they are not
generally accepted for financial reporting.
The following management concepts
are not now used in financial reporting
because management normally does not
want the information revealed to third
parties:
1. Actual income compared to budgeted with variation analysis
2. Divisional income reporting such as:
a. by product line
b. by intra- company divisions
c. separately by subsidiary of the
parent (See a report of the Accounting Principles Board of
September 25, 1967.)
On the other hand, the following
accepted accounting principles used in
financial reporting are not useful to
management in the decision making
process:
1. Inter- period income tax allocation
2. Intra- statement income tax allocation

Full costing of pension plans
whether or not there is an actual
legal liability
Long term lease obligations presented as liabilities
Management Accounting Concepts
and Published Reports
Management accounting concepts are
primarily used for profit planning and
control. Effective profit planning is essential for the long -run success of the
enterprise. To effect planned profit and
to control operations, management has
realized that income determination
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degree and an M.B.A. degree from the
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must be related to budgets, must be be objective, comparable, and allow
established by product lines, by divi- judgment on the effect of volume
sions of the company and between changes upon costs and income. Conparent and subsidiary. Since realized ventional absorption costing is fiduciary
profit is directly related to costs in- in character and subjective in its applicacurred, responsibility center accounting tion, as methods of overhead allocation
has proven most effective in profit plan- to periods and products are arbitrarily
applied and may, therefore, mislead the
ning and control.
Users of published financial state- public in its interpretation and comments are interested in substantially parison of cost data. Direct costing, as
the same type of information which a general principle of costing in pubmanagement has developed to meet its lished financial statements, would not
own needs. Comparative data are useful only serve the needs for information
to the investor and creditor alike. Pub- and planning of investors and creditors,
lished financial statements should allow but would also lend a higher degree of
a comparison between budgeted and credibility to published financial stateactual figures for at least two years, to ments, because of its relatively objecenable the user to form a judgment on tivity and simplicity, as compared to
the prospects for future development. absorption costing.
Direct costing could be applied on
Furthermore, any comparative presentations which might help place enter- an actual- historical or on a replacement
prise financial conditions and results in cost basis. Historical cost is presently
perspective, such as comparisons of com- advocated as the more objective means
pany ratios with industry averages, of cost determination, as evidence of
should be supported rather than cur- actual cash outlay is more easily obtained than that of replacement cost.
tailed.
One of the most effective tools of This, again, is fiduciary rather than
management in determining profits has managerial thinking. Actual cash outlay
been the concept of marginal contribu- may be so insignificant in its managerial
tion reporting based on cost- volume- and budgetary implications as to be
profit relationships. Marginal contribu- actually misleading. Replacement cost
tion reporting has its foundation in the is subjective in that its finding requires
concept of direct costing. This concept judgment and evaluation of available
has permitted management to establish evidence. On the other hand, it is more
profitability of the various products and objective in terms of determining prodivisions of the company. In respon- ductive capacity, and its use in pubsibility center accounting, it has relieved lished reports may well serve to make
the cost center manager of responsibility those reports less misleading and more
for the costs over which he has no con- useful.
There is a question whether and to
trol, such as committed capacity costs.
what
extent imputed costs should be
To be useful to investors and creditors
placing their reliance on published fi- used in published financial statements.
nancial statements, cost data should There is not only the question of ob-

jectivity versus subjectivity, but also
that of usefulness to the public not
directly involved in making specific managerial decisions for the reporting enterprise. While discounted cash flow
may provide a means — possibly the
sole means —of establishing a significant
replacement cost figure, opportunity
costs should probably be excluded from
published financial statements and their
use restricted to the internal needs of
management.
Conclusion
In any event, the method used in
determining cost should be fully disclosed in published reports. Preferably,
several types of cost relevant to the
interpretation of financial data, such as
historical and current replacement costs,
should be shown separately in parallel
columns, on a direct costing basis.
Effects of the allocation of indirect costs
to products or departments can be
shown in supporting schedules, with
the method of allocation clearly indicated.
Valuation of current assets at a price
realizable in the market serves management as an indicator of the company's
ability to liquidate current obligations.
Third party users of financial data, especially creditors, view such a valuation
procedure in the same light. Important
as market valuation of assets may be,
it is thus a specific procedure with a
limited objective somewhat in conflict
with the general goals of profit planning
and control. It would appear, therefore,
that market values, wherever relevant,
would best be disclosed in separate
supporting schedules.

ON THE NATURE OF MANAGEMENT INFORMATION

Continued from page 13
Confidence in the person or group
generating the information can be attained by either a personal acquaintance
with, or power over, a person; or through
some sort of confirmation of or attestation regarding the reliability of the generator. Confidence in the information
itself will be increased when the information and the method of generation
are standardized, providing the user has
knowledge of the standards and their
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meanings and limitations. Useful standards will involve criteria regarding the
previously mentioned attributes of information in addition to the factors outlined above.
Summary and Conclusions
The general functions of information
systems are to determine user needs, to
select pertinent data from the infinite
variety available from an organization's
environments, to create information by
applying the appropriate tools to the

data selected and to communicate the
generated information to the user. The
nature of and criteria for evaluating
management information and the information generating system have been presented. Much more research is necessary
regarding the interrelationships of information and decision- making. Such a
body of theory would be very useful as
an aid to individual decision- making but
its greater use would be in the designing
of information systems for decision making in the whole business system.
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New Areas of Creativity in the
Accounting - Finance Function
PLANNED CREATIVITY TRANSFORMS CRITICISM INTO POSITIVE THINKING

By Myron J. Hubler, Jr.
Of the principal areas of corporate management such as marketing, production,
engineering, industrial relations, etc.,
the accounting and finance function is
perhaps the most rigidly confined within the restraint of consistency and conservatism. This is due to several principal factors:
The numerous legal, technical, governmental and professional requirements for conformity in reporting.
Corporate financial stewardship is a
trust which basically is a responsibility for preservation of the assets
and funds of others, including shareholders, employees and management.
The opportunities for breaking these
bonds of conformity are limited. Often
the accounting system employed has
been used with success over many generations and has withstood numerous
challenges to establish reliability.
Recently, however, these bonds of
conformity have been particularly challenged in the area of communication
techniques developed over the past
twenty years. The rapid accumulation
of data due to the simple mathematics
of the computer has made innovation a
dynamic challenge in the modem accounting department. The introduction
of many new types of equipment in recent years has made possible the handling of increasingly larger volumes of
transactions with a minimal increase in
16

personnel. On the other hand, choosing
between the alternative methods of
processing this larger volume of data can
become quite complicated.
There is an urgent need for understanding the problems arising from the
introduction of the more sophisticated
and complex management information
systems which fall into two categories:
1. Technology is out of phase with the
organization.
2. Management is out of phase with
the technology.
Perhaps many of the problems encountered in the union of technology
and management skills in this dynamic

era might have been made less burdensome had there been a better understanding of the planned program of creativity on the part of many management
accountants. This planning is not to be
confused with 'ideas' which are usually
random - access inspirations that may or
may not apply to the problem at hand.
There are relatively few creative financially oriented individuals which is
primarily attributable to the restraints
imposed by early training and experience in their chosen profession.
It is the purpose of this paper to encourage a planned program for creativity
which will result in the greatest potential for progress in the accounting area
just as it has worked so successfully in
other areas such as advertising, engineering, marketing, etc.
Techniques of Creativity

MYRON J. HUBLER, JR

Cleveland Chapter 1967, is Controller
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Hubler, a CPA, received a B.Sc. degree
from Ohio State University, Columbus, Ohio and an M.B.A. degree from
Case Western Reserve University,
Cleveland, Ohio. He was awarded an
NAA Certificate of Recognition for
this article.

DEFIN IT ION. Creative activity is the
combining of old and /or new ideas to
form a new combination which will better satisfy a need. Further, it is an act;
it is conscious and voluntary; the ideas
need not be new or original; a need
must exist.
CRE AT IV E PROCE SS FORM ULA. Planned
creativity must first become a part of
the working environment. It is certainly
not possible to reduce this phenomenon
to a working formula, but the following
theoretical application from Creativity
at Work,' is an excellent attempt:
i A. L. Simberg. Creativity At Wo rk , Industrial
Education Institute, 221 Columbia Ave. (Farnsworth Publishing, Inc., Boston, Mass., 1965).
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The data processing department
should
be included in the organization
C =r
1
IE[M] = i under the responsibility of the accountAs + Ps
ing- finance function. Of all the areas of
Terms:
corporate management, the accounting C = The creative process or product
finance function is on the most critical
I = Native intelligence (constant)
time schedule and requires direct control
T = Specific talents (constant)
of the corporate data flow.
E = Experience (includes education
However, in order to make the EDP
and environment)
function more effectively, representaA2 = Attitude of the individual times
tives from other departments in the
attitude of the organization*
Creati vity a t Work
company, such as manufacturing, engiP3 = Perseverance, thus the factor is
Due to the substantial history of strict neering, marketing, etc., should be incubed
conservatism on the part of the ac- cluded in the organization of the EDP
M = The filter factor —the scientific counting- finance management profes- department. These individuals serve a
method and discipline is never sion, the concept of structured free- twofold purpose. They generate quesneglected in this process
thinking is somewhat revolutionary. tions and ideas that force the accounti oo = Imagination unlimited
However, business enterprise has been ing personnel to design creative systems
T HE SCIEN TIFIC M E T HOD. T h i s b a s i c
recently confronted with an ever -in- for the total company rather than for
method as applied to this discussion will creasing demand for change, which im- accounting alone. In addition, these individuals from other departments proconsist of the following organized ap- plies a strong need for creativity.
The introduction of key - punched vide a valuable liaison between the comproach to creative problem - solving:
card equipment followed by the compu- puter department function and other
1. Orientation. To define the problem
2. Preparation. Background and history ter, has had a substantial impact on the line and staff department requirements,
3. Analysis. Evaluation of the problem performance of accounting functions. such as marketing and sales analyses,
4. Hypothesis. Should be free - thinking Such functions as payrolls, payables, re- which are derived from basic accounting
5. Incubation. T o encourage subcon- ceivables and their aging, standard costs, information or statistical sources, engibilling, general and detail ledgers, plus neering applications, business model
scious thinking
6. Synthesis. To redefine and establish numerous other functions, have been games and similar applications.
A PRACT I CAL M E T HOD . T h e workshe e t

RKI X T xt]

presented in Exhibit 1 is useful in developing the concept of logical, sequential planning for creative effort. An important feature of this worksheet is the
bilateral approach to problem- solving
orientation. Once the problem is established, the criteria and hypotheses can
be helpful tools for structured creative
effort.

function to the parts
7 . Verification. Of the resultant ideas
This type of management environment is necessary to commence the program of creativity within the accounting- finance function.
•A positive attitude, of course, should provide more
success than a negative environment.

radically changed by the introduction

W i t h a l m o st p e r i o d i c r e g u l a r i t y , n e w

of EDP. The transfer of these functions
to data processing equipment has demanded a great deal of creative effort
which, in turn, has opened up other
areas and ideas which previously were
out of reach because they were physically impossible or too costly'to perform.

and alternative methods of recording
and retrieving financial data are announced by manufacturers. Employee
exposure to such possibilities should be
encouraged through literature, lectures,
seminars and similar opportunities to exContinued on page 38

Exhibit 1
CREATIVITY WORKSHEET
THE PROBLEM: To determine the most efficient and economical method for preparation of Hourly Payroll
for 20 locations covering 8,000 employees.
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Developing Financial Executi- -es
N,7

A PRIMARY RESPONSIBILITY OF THE PRINCIPAL FINANCIAL OFFICER

Alternative Approaches
It would seem that there are three
approaches to the solution of the problem, though each may have numerous
18
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The Basic Problem
The financial area of business requires
technically competent managers, endowed with intelligence and administrative capabilities. Persons meeting
these requirements are rare, since technical competence envisages much more
than an ability to utilize accounting
techniques, install and operate data
processing systems and understand the
latest developments in such varied fields
as finance, insurance and taxation. The
financial manager must also serve the
operating areas of the business, furnishing them with cost information and assisting them in planning for the future.
Such assistance, to be really helpful, can
only be furnished by those who also understand the problems of production
and marketing.
Corporations organized along product
or geographic lines need people of this
caliber in every major profit center. This
requires companies to follow a well planned training program to ensure that
sufficient talent is available as demands
dictate. Even functionally organized entities of substantial size encounter similar problems.

of

The author has found from experience
that a primary responsibility of the principal financial officer is to provide a
framework within which managerial
personnel can be developed. This paper
discusses ways of fulfilling this responsibility.

alternatives. The first approach is to hire
only at the lowest levels and promote as
vacancies develop up the line. Second,
hire from the outside to fill vacancies at
any given level of competence, after ensuring that no one in the organization
is capable of filling the vacancies. Third,
develop a pool of candidates for managerial positions and, over a period of
time, broaden skills within this pool in
order to fill all vacancies from within.
The primary variable that applies to
all of these approaches is the organizational structure to which it applies.
Should the search for personnel available for promotion or the extent of the
pool be limited to a profit center or
should it be company - wide? The answer

of

By John V. van Pelt, III

to this question is difficult, and depending on how it is answered will dictate
the extent of involvement of the senior
financial officer in the development of
financial executives.
Experience has indicated an initial
antagonism toward the introduction of
"outsiders" into divisional financial organizations. These people generally prefer to hire local people for their financial
groups and promote from within. Moreover, the practice of filling jobs from
outside the area generally requires some
assistance from the corporate organization. Divisional managements tend to
view such assistance as an erosion of
divisional authority.
The financial group is normally centered in the division office. It is this situation that creates a different atmosphere
from other functions. Divisional sales
and operating personnel, if assigned to
territories or plants removed from divisional headquarters, can be hired in
other areas and they are less closely associated with the tight management
family.
Assuming that the divisional antagonism can be overcome, the adoption of
a program of promoting or training
across divisional lines is still not easy.
The mere operation of the program may
involve serious compensation problems
relating to reimbursement for costs of
moving and also for differences in cost
of living. Family situations arise which
stagger the imagination.
Advantages of Company -Wide
Promotion
Despite drawbacks, the promotion of
financial personnel should be made
across divisional lines. As opposed to the
limited horizons offered by internal diMANAGEMENT ACCOUNTING /APRIL 1969

visional advancement, promotion across
divisional lines presents an intriguing
picture to the ambitious employee. He
can see the fields of opportunity presented in organizational charts, and beyond
these visual opportunities are the openings created by new developments in
other divisions or corporate staff assignments.
By moving men across divisional lines
it is possible to develop a pool of potential managers who know all of the operations of the company. Over the years
this will mean that those who rise to the
senior positions in the financial establishment are broadly based as to experience, rather than narrowly oriented.
T h e Role of the Senior Financial
Officer
When a company promotes interdivisionally, the senior financial officer
should be the key man in the selection
of management personnel for advancement. He should not delegate this responsibility to those under him who
have direct responsibility for certain staff
functions, or direct responsibility for
certain staff functions, or direct responsibility for supervision of certain divisional functions. Human beings have
foibles and those in charge of certain
functions often find it difficult to eliminate natural loyalties to subordinates in
making selections.
Underlying all of the responsibilities
of the senior financial officer is the development of manning tables both current and prospective. These are necessary to develop a sound program. They
are also essential in setting up proper
recruiting schedules. Planned manpower
movement must fit the needs of such tables. Finally, these charts will be a major factor in counseling with the ambitious managers of the future.
While the senior financial officer will
hardly take it upon himself to visit business schools all over the country for the
purpose of student interviews, his work
in the recruitment of personnel is vital.
He should ensure that the positions in
each division filled by potential management candidates serve to provide positive training. He should also specify the
necessary scholastic and technical background required of management candidates.
Within the corporation it is obvious
that there must be a focal point from
which moves are dictated. First, someone must be familiar with the development of each man, and the time he
should serve in each assignment so that
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both his interests and those of the company will be served. Second, if a man is
scheduled to move to a position in another area in a few months, it would be
unsound to make a move that can only
fill an opening on a temporary basis.
Third, if there are commitments with
certain functions of the business to
maintain jobs as training centers, there
must be planning to have a constant
flow of replacements available. Fourth,
the technical competence of the man to
fill certain positions can only be evaluated by those who are knowledgeable as
to the requirements of each area of the
business. Finally, the personal hopes,
ambitions and family restrictions of the
individuals involved must be considered.
Despite these highly personal factors,
the company is not organized solely to
train management personnel, and the
demands for assignments to fill openings
cannot be controlled with meticulous
precision. As a result there must be flexibility in the programs of individuals so
that the needs of the business can be
filled from the available manpower.
Finally, the company's counseling
program is essential in keeping the individuals who comprise the current and
potential management pool up to date
in terms of their own shortcomings, accomplishments and potentials of advancement. In an organization of any
size it would be physically impossible for
a single individual to counsel with each
man in the overall pool, but the direction of such counseling sessions and the
results obtained should be reviewed personally by one individual.
A Compan y's Experience
In this corporation the controller
served as the senior financial officer insofar as responsibility for organizing the
financial functions of the corporation
were concerned. Although it was far advanced in application of the concepts of
modern business to production, sales,
research and financial techniques, the
company had made no effort to develop
financial management manpower.
The program that was proposed to
the president of the company was laid
out along the following lines. The divisions would be asked to open up jobs
that could be used as training spots; certain of these jobs would be in production and sales areas as well as finance.
The finance department would select
trainees at the rate of approximately
three a year, predominantly masters of
business administration recruited upon

graduation, but including a few college
graduates with bachelors degrees with
heavy concentration in accounting and
also a few from company ranks who
showed promise.
The trainees would be given a series
of work assignments being in a different
division or in the corporate office and
each assignment being in a different
functional area, with one being in a supervisory position. Classification would
be that of a trainee throughout the period with compensation adjustments being on a time basis so long as performance was satisfactory, without consideration of the scope of the job assignment.
Each trainee would be counseled at
least every six months and his progress
reported to him. At the end of five years
those who completed the program would
be guaranteed a position either as an assistant divisional controller or one equivalent thereto.
During its first eight years, no trainee
actually spent a full five years in the
program because the demands for key
management personnel had forced the
acceleration of each assignment. Additionally, in many instances, the trainees
were not moved to four different divisions, as the program contemplated.
The cost of the program was largely
offset by various savings. Extensive rotation required an abnormal amount of
job overlap and this did involve extra
cost. Additionally, the cost of moving
personnel was not insignificant. However, the caliber of the men involved
was such that break in periods were
short, and work assignments in unfamiliar areas moved from simple to complex with great rapidity. Furthermore,
in all probability, the trainees performed
in many instances at levels of compensation lower than would have been required had a regular supervisory or technical employee been given an equivalent
task.
An added benefit from the program
was the atmosphere it created in the
schools in which recruiting was undertaken. The program interested the professors and in some instances they
steered top level students to the company interviewers. Though a comparatively small company, it was able to present a story which was as interesting to
students as that of some of the major
organizations.
While the trainees were viewed to
some degree as "fair- haired boys," this
did not result in any loss of key personnel, particularly in view of the anContinued on page 42
19

A Comment on the Undergraduate
Accounting Curriculum
INCREASE THE STUDENTS' CAPABILITY TO UNDERSTAND AND COMMUNICATE

By James E. Quackenbush
Each year I interview senior accounting
majors for positions with my own public accounting firm as part of one of the
local university's intern programs. In
reviewing a student's course record,
I first look to see what English courses
the student has taken, and whether or
not he has completed any advanced
English courses, such as creative writing.
Only then do I review his grades in
accounting. Obviously, above - average
grades in accounting courses are essential, but the capability to communicate
is equally essential. Each year it becomes
more and more disheartening to see
how lacking these senior students are in
so far as a truly liberal arts education
is concerned.
How to Correct the Present
Situation?
What can the colleges and the universities do to correct this situation? The
following are a few of the things that
might be appropriate:
1. Encourage their professors to spend
some part of their time involved in
actual business employment, thereby
enabling them to better judge their
approach to their students.
2. Re- evaluate their curricula with the
objective being to have their graduates improve their ability to communicate.
20

3. Increase the opportunities for successful businessmen to teach their
specialties.
4. Initiate more seminars between business and faculty. A seminar of the
"operation up- date" variety that is
well planned can be quite successful.
5. Seek the guidance of successful businessmen in the constant revision of
the curricula. This could be easily
accomplished by an annual questionnaire which would outline the
current courses being offered and
request suggestions as to additions or
deletions for the future, together
with the reasons for any suggestions.
6. Cooperate with the business community in some form of joint effort
to effectively communicate to the
high school student who is looking
ahead to a college education the
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genuine benefits inherent in an accounting career.
7. Extend the college placement bureau's period for evaluation of the
success of the curricula being offered
to at least ten years after graduation
rather than simply judge on the basis
of the initial placement.
The important point is to create the
type of educational curriculum that will,
in turn, graduate the type of student
that will encourage a greater percentage
of the qualified undergraduates to enter
the profession of accounting.
Conclusion
In accounting, as in any other profession, success is accomplished through
work, application, common sense, communication and the technical ability to
manage and plan.
When a student, in considering his
college curriculum, asks me in what
general areas he should concentrate, I
tell him with complete sincerity and
from the knowledge I have gained
through my own mistakes, that no matter what he eventually wants to do, he
should take all the English and accounting courses he can manage. For if he
cannot effectively communicate he will
never be a success, and without a general understanding of our economic system, best gained through a knowledge
of accounting, he will find it difficult to
cope with our present day life.
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The Variable (Direct) Costing
Concept in Perspective
VARIABLE COSTING SHOULD BE RECOGNIZED AS A CONCEPT OF MANAGERIAL ACCOUNTING

By Philip E. Fess
Some of the controversial topics currently being widely discussed in accounting literature seem to have been made
more controversial than is warranted
simply because of the failure to give
proper consideration to the diverse functions of accounting in the modern economy. For example, in the article entitled
"The Direct Costing Controversy" in
the September, 1968, issue of MANAGEMENT ACCOUNTING. George T. Logan,
Jr. presents a very excellent illustration
of the use of direct ( variable) costing in
management reporting. He concludes
that variable costing "works" (and absorption costing does not work) and,
therefore, variable costing should be universally used in financial reporting.
What Mr. Logan fails to take into account is the fact that accounting data
is used for many different purposes, only
one of which is for management reporting. What "works" for one purpose may
"not work" for another. In other words,
just because a concept is useful for
management reporting does not make it
appropriate for use in published financial reports.
Diverse Accounting Functions
The purpose of this paper is to emphasize the importance of recognizing
the diverse functions of accounting. The
author submits that some of the controversy in accounting will be eliminated
if proper recognition is given to those
diverse functions, and if the functions,
MANAGEMENT ACCOUNTING /APRIL 1969

goals, and purposes of accounting are
put in their proper perspective.
Accountants are the principal suppliers of financial information to many
parties with an interest in business enterprises. These interests often vary significantly in respect to the type of financial data desired, and naturally, each
interest group demands information oriented to best serve its needs. For purposes of this paper, we will examine the
nature of accounting data provided for
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federal income return preparation, for
managerial planning, decision - making,
and published financial reporting.
Income Tax Returns
In supplying data for use on federal
income tax returns, the accountant
seeks data that is acceptable under the
Internal Revenue Code and which keeps
the amount of taxable income to a
minimum. He is not concerned with
data that is appropriate for published
financial reporting or data that has been
found useful for management reporting;
his only concern is for data acceptable
for inclusion on the tax return.
In accumulating data for the tax return, the accountant ignores the amount
of income received on certain municipal
bonds held as an investment because
such income is tax - exempt. (Few accountants would, however, argue that
such income is inappropriate for published financial reports or for such management reports as income statements
covering past operations or projections
of future operations including budgeted
income statements, cash forecasts, etc.)
In determining the amount of the depletion deduction for a firm exhausting
natural resources (oil wells, for example) the accountant would surely consider the percentage or statutory depletion (a fixed percentage of gross income
for depletion of oil wells) allowable
when it exceeds cost depletion. In many
such cases the sum of periodic depletion
deductions far exceeds property cost.
( Few accountants would argue that such
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depletion allowances should be used for
published financial reporting or for reporting to management on the profitability of oil wells.)
These are just two of many illustrations that could be presented to lend
support to the conclusion that what is
appropriate expense and revenue data
for income tax returns is not necessarily
appropriate data for published financial
reports or for much of management reporting.
Management Reporting
The role of accounting in providing
data to management can be viewed in
many ways. Broadly conceived, it is
management's function to utilize efficiently the resources at its disposal, and
it is accounting's function to provide
data to assist management in achieving
this goal.
For purposes of our discussion, the
management functions are divided into
two categories: planning and control.
We do not wish to carry this division of
managerial accounting to its ultimate
conclusion, but we want to point out
that the data needed in many instances
for managerial reporting differs from the
data acceptable for published financial
statements and federal income tax returns.
Accounting Data for Control
Purposes
The control over operations focuses
upon providing management with the
information necessary to keep operations
within pre - determined goals. In many
cases operational control boils down to
the control of costs. In this process, operations are best controlled by placing
responsibility for the incurrence of costs
and then accounting and reporting the
cost data to those who are held responsible for the incurrance of the costs.
One concept useful to this end is the
concept of budgeting. Relevant data for
the budget are expected future revenues
and costs. However, these data are not
generally published nor are they generally useful for income tax returns.
Another concept employed to assist
in the control of costs is the concept of
controllable costs.
All costs are controllable by someone
within the firm, but they are not all
controllable at the same level of management. For a specific level of management, controllable costs are costs that it
controls directly, and uncontrollable
costs are costs that another level of management controls. This distinction, as
22

applied to specific levels of management,
is useful in fixing the responsibility for
incurrence of costs and then for reporting the cost data to those responsible
for cost control.
Variable manufacturing costs are responsive to the control of the operating
level of management because they vary
with changes in production. By including only the variable manufacturing
costs in the cost of the product, variable
costing provides a product cost figure
that is subject to control by operating
management. This does not, however,
mean that the fixed factory overhead
costs are to be ignored. It simply means
that the fixed factory overhead costs are
ordinarily the responsibility of a higher
echelon of management.
The concept of controllable costs,
therefore, is merely a useful concept for
reporting appropriate costs to the level
of management responsible for their
control. Such a concept has little usefulness for published financial statements
or for income tax returns.
Accounting Data for Management
Planning
Another important objective of accounting is to provide data that will be
useful to management in analyzing and
resolving current problems and making
plans for the future. For any particular
business problem there may be a variety
of possible solutions, only one of which
can be selected. Much of the analysis
involved in consideration of alternatives
is based on accounting data. A few illustrations are presented to point out the
type of accounting data useful for this
purpose and the limitations of this data
for published financial reporting and income tax returns.
One decision management must make
is the determination of the selling price
of a product. One of the factors that enter into this decision is the cost of making the product.
Microeconomic theory deduces, from
a set of restrictive assumptions, that income is maximized by expanding output
to the volume where the revenue realized by the sale of the final unit (marginal revenue) is equaled by the cost of
that unit (marginal cost). Since the exact information assumed in economic
theory is rarely available, a firm can seldom make the precise adjustments in
selling price that are necessary to maximize income. Nevertheless, the concepts
of marginal revenue and marginal cost
can be used in pricing decisions.
In the short run, the fixed costs and

expenses cannot be avoided, but the
variable costs and expenses can be eliminated if the company does not manufacture the product. The selling price of
a product, therefore, should not be less
than the variable costs and expenses of
making and selling it. Any revenue resulting from a selling price in excess of
variable costs and expenses contributes
toward covering fixed costs and expenses
and providing net income. Variable costing procedures yield data which emphasizes these relationships.
In the long run, the selling prices of
its products must be sufficient to cover
all costs and expenses and provide a reasonable profit. Hence, in establishing
pricing policies for the long run, cost
data provided by absorption costing procedures is useful.
In setting pricing policy, then, both
the variable costing and absorption costing concepts are useful. For published
financial reporting and income tax returns, variable costing is not a generally
accepted concept; absorption costing is
an acceptable concept.
As a final illustration of the use of
accounting data for management decision- making assume that an enterprise
is considering the disposal of a plant
asset that is no longer needed in the
business. Its book value is $600,000.
The asset can be sold through a broker
for $475,000 net of his commission. The
asset can be leased a number of years
for a total of $800,000, after which the
asset would be sold as scrap for a negligible amount. Since the repair, insurance and property tax expenses during
the period of the lease are estimated at
$175,000, the net revenue of the lease
alternative is $625,000. Hence the lease
alternative shows a net advantage $150,000 over the sale alternative. (The alternatives in this illustration were relatively simplified to focus attention on
the subject of our discussion. Such other
factors as the income tax differential
and the differential revenue from investing the funds generated by the alternatives would have to be given consideration) .
It should be noted that it was not
necessary to consider the $600,000 book
value of the plant asset in making the
decision. As a sunk cost, it had no bearing on the decision. However, assume
that the lease alternative is accepted. In
such a case, few accountants would support the omission of the book value of
the plant asset from the published financial reports, from management reports indicating financial position and
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results of operations, or from income tax
returns covering the periods of the expiration of the lease agreement.
In concluding the discussion of management's use of accounting data, it can
be said that a single figure may not adequately serve all the varied purposes for
which cost and revenue information is
needed. For one decision, one type of
cost or revenue figure or a combination
of classification may be most useful; for
another decision, another cost or revenue concept or an entirely different
grouping of cost and revenues may be
best. Likewise, data useful to management may not be acceptable for published financial statements or for income
tax returns.
Accounti ng for Publi sh ed
Statements
The published financial statements
present much of the basic information
needed by various interested parties to
form opinions and to make decisions regarding the business. These statements,
although of some use to operating management, represent accounting's principal contribution to the large group of
"outside" business interests.
Each party is concerned that his interests have been considered in the accounting procedures. To serve all these
varied interests, published financial
statements must not give preference to
any one group. Financial statements
must fairly reflect the financial position
and results of operations to all segments
of the business community. The public
character and responsibility of business
calls for an accounting that is impartial
to all business interests. Thus, accounting principles for published financial
statements that establish the framework
for the reporting of business activities
to varied interest groups, should serve as
guides for all accounting practice aimed
at published financial statements.
Generally Accepted Accounting
Principles and Variable Costing
The major issue in the variable costing vs. absorption costing controversy as
relates to generally accepted accounting
principles is the proper reporting of income and inventory in published financial statements.
The variable costing view of fixed
costs as time costs fails to give recognition to the reason the costs are incurred.
The fixed costs are incurred for the same
reason all costs are incurred —to provide
a service. After all, a fixed cost differs
from a variable cost only in the matter
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of time; over a long enough period all
costs tend toward variability. A fixed
manufacturing cost should be treated in
the same manner as a variable manufacturing cost —as a cost of product produced. Variable costing cannot be supported on the grounds that some costs
are by nature "time" or "period ". costs
while other costs are product costs.
If income were determined only for
completed ventures, all costs would be
matched against all revenues in the process of income measurement. For periodic income measurement, these costs
should be divided into two segments:
one portion properly chargeable against
revenues as costs of the product producing revenue, and the second portion representing costs applicable to future revenues. It seems only logical that if all
costs and all revenues are matched for
the determination of completed venture
income, portions of both the fixed and
variable costs should be related to the
proper period through inventory to determine periodic income. As concerns
income measurement, then, the fixed variable breakdown of manufacturing
costs is irrelevant. Thus, for purposes of
income measurement all costs should be
considered as part of product cost.
There appears to be no logical reason
for treating one category of cost, fixed,
differently from another category of
costs, variable, since both categories of
costs are similar in nature. This would
logically lead to the rejection of variable
costing as a generally accepted accounting concept for published financial statements.
For income tax purposes, variable
costing has likewise not been generally
accepted.
Summary
One of the major users of accounting
data is internal business management.
Variable costing may provide management with more useful data for guiding
some types of business operations than
does absorption costing. However, accountants must not forget that there are
many other users of accounting data outside this internal operating organization:
creditors, owners, governmental agencies, labor unions, and so forth. Accounting is extremely flexible in that it
can provide information to both internal
and external interests. Information provided external users must be based on
generally accepted accounting theory.
The social aspect of financial reporting
requires that accounting be impartial in

its reporting; the social good must serve
as the basis for theoretical soundness.
What Is Needed?
Much of the literature on variable
costing expresses support for or against
the concept for general (universal) use.
All too often the diverse functions of
accounting are not recognized. What is
needed is a set of concepts and principles which give recognition to the separation of the diverse functions.
just as laws are a "must" to guide the
day -to -day actions of society, accounting
principles are necessary to serve as guides
for all accounting practice aimed at published financial statements. Unfortunately, perhaps, these principles have
been referred to as "generally accepted
'accounting principles" thereby denoting
application for use in all situations.
What must be recognized is that they
have applicability only to published financial statements.
Such separation should also be reflected in the official or semi - official terminology used by professional accountants. Phrases such as "generally accepted accounting principles" erroneously
imply a relevancy to the entire field of
accounting, while they actually refer
only to principles and concepts which
underlie published financial statements.
The example of income tax accounting was another independent area of accounting discussed in this paper. Another example is regulatory accounting
as found in certain regulated industries:
railroads, utilities, and insurance, for example. Even a superficial examination
of the accounting practices employed in
these industries indicates significant departures from generally accepted principles of financial accounting. It is also
well known that such accounting does
not fulfill managerial needs. The prescribed accounting practices are primarily aimed at furnishing relevant information for the special purposes of the
regulatory bodies. This area is distinct
from traditional financial accounting
and should be governed by different
principles.
At a time when professional accountants are devoting considerable attention
to the managerial aspects of accounting,
income tax accounting, and all other
areas of accounting, it is appropriate
that the differences between the functions and areas of accounting be clearly
defined and reflected in the accountant's
terminology and in accounting theory
and practice.
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Computer - Assisted Financial
Planning
THIS COMPANY IS NOW ABLE TO EVALUATE A MUCH WIDER RANGE OF ALTERNATIVES

By Lyle F. Hughes and
Charles A. Olson
The way in which most companies record and report the results of their
operations has changed drastically in the
last few years. However, there has not
been a corresponding change in the
financial planning function. And yet,
it is the entire cycle of plans followed
by results which feed back into more
plans that is required for adequate financial planning.
At Matson Navigation Company we
have recently reviewed this planning
cycle and designed a model which will
use our data processing system to pro-
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duce financial plans. For the first time,
inputs to the planning function are
precisely defined, so as to facilitate their
eventual generation as a by- product of
the system that processes the results of
our operations.
This new model will be used for our
regular quarterly and annual financial
plans, and for many special studies. In
our financial planning efforts, we now
will be able to evaluate a much larger
range of alternatives than would be possible using conventional methods.
Operations
Matson Navigation Company operates a fleet of sixteen freight vessels and
one passenger vessel, providing freight
and passenger services between ports
on the Pacific Coast of the United
States and Hawaii, as well as container
freight service to Japan. A wholly owned
subsidiary, The Oceanic Steamship
Company, operates a fleet of five ships
which furnish passenger and freight
service between ports on the Pacific
Coast of the United States and Canada
and ports in Hawaii, Australia, New
Zealand and certain South Pacific
Islands.
The Planning Function
Financial planning at Matson has
evolved over the years into a comprehensive program of short -range plans
covering the year ahead; long -range
plans which cover a five -year period of

time; capital expenditure budgets, cast,
flow forecasts and balance sheet proformas. The annual plan is revised
quarterly by inserting the actual results
to date and re- projecting the remaining
quarters of the year. As a tool for management control, the financial plans are
regularly compared with actual performance, and significant differences are
analyzed for management's corrective
action.
In addition to these scheduled plans,
special studies are frequently undertaken to provide a financial evaluation
of numerous "what if" situations: level
of competition, changes in fleet configuration or scheduling, revisions of
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cargo volume forecasts, contemplated
new services, and so forth. These studies
vary in scope from relatively simple projects that can be completed within a
few man -days of effort, to complex
projects that can span several man months.
For years the company's organization
has been geared to develop the recurring
annual plan and its quarterly revisions,
and five -year plans, but the irregular
requests for non - recurring studies have
frequently caused burdensome and unpredictable demands on staff time.
Particularly affected was the company's
Accounting Department, which is involved heavily in the development of
statistical data for planning purposes,
and also responsible for bringing together completed financial plans. When
deadlines were tight, special demands
were met only by the deferral of day-today routine, by substantial overtime, by
projections in less than the desired
degree of detail, and by reducing the
scope of the study, such as examining
only a few of the possible alternatives.
These problems, together with the
certainty that financial projections
would be used to an even greater degree
in the future, made it clear that the
company needed a better method for
financial planning. We were hopeful
that the obvious advantages of a computer could be applied to this problem.
Our subsidiary, Matson Research Corp.,
was asked to determine if such an application was feasible.
The Study
MRC assigned a team comprising a
financial systems analyst and a computer specialist to conduct the necessary
initial survey. This team conducted a
detailed review of the calculations and
methods used by clerical personnel in
developing recent plans. All of the working papers supporting a full variety of
planning reports over a prior year's
period were examined to secure the underlying background. Then the sequence
of calculations for each operating division was flow- charted to the level of
detail required for estimating their complexity as series of computer programs.
It was determined that a financial planning model suitable for programming on
Matson's computer system is feasible.
At this point, the project team looked
outside Matson to see what could be
learned from the experience of other
companies. The manufacturer of the
company's computer equipment was not
familiar with the application and could
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offer no useful suggestions or references.
Some references to financial planning
models in recent professional journals
were studied and found to be not directly applicable. Representatives of a
utility company, who reported on a
financial planning model at the May
1968 ORSA/TIMS meeting in San
Francisco, were interviewed. They
handled costs and revenues in less detail
than the planned Matson model, but
the results obtained appeared to be similar to what Matson was seeking. We
also compared notes on related projects
in other companies. From this and other
information, we concluded that no one
has made public any major developments in this type of modeling and that
Matson should proceed independently
on its own study.
Voyage Accounting
Before proceeding to a discussion of
planning, it seems appropriate to make
some general remarks about accounting
in the steamship industry. Traditional,
and almost universally applied, steamship accounting practices treat each
voyage of a vessel as a business venture;
the crew is signed on and the cargo
and /or passengers are boarded; and
there is a commitment for a complete
round trip. This treatment is similar to
a contract entered into by a construction contractor. The steamship company
or the contractor may elect to follow
either the completed contract or percent of completion method of accounting.
The completed contract (closed voyage) method of accounting has been
used by steamship companies for as long
as history has been able to trace the
industry, and is almost unanimously applied throughout the world today. The
authors know of only one major company engaged in waterborne commerce
which has adopted the percentage of
completion method, and this procedure
is followed for only a specialized area
of its charter operations.
Under this traditional accounting
method, Matson's results of operations
during a month, quarter or year, will
reflect the number of voyages that have
been completed, generally when the
vessel returned to its home port and
substantially discharged its inbound
cargo or passengers. Vessel operating
expense is deducted from net - to-vessel
revenue' earned on each voyage to
Gross freight revenue less direct cost of cargo
handling, freight commissions and cargo claims.
1

arrive at direct profit, which we call
voyage results. This amount would be
generally comparable to the gross profit
from operations in a manufacturing
organization. Non - voyage income and
fixed expenses are then added or deducted to arrive at operating income
from shipping operations.
To estimate our future performance,
we begin by forecasting the demand for
our services in terms of tons of cargo
and numbers of passengers. These demands are translated into requirements
for the various ships in the fleet. Using
revenue rates and direct cost factors per
ton and per passenger, we convert the
cargo and passenger forecasts to gross
revenue and net -to- vessel revenue.
To calculate the cost of fleet operations at the level which the forecasts
indicate will be required, we use per
diem and per voyage cost factors, separately calculated for each ship in the
fleet. Naturally, there are various fleet
schedules that could carry the required
tonnage, but the plan is based on efficient utilization of the fleet in terms of
total cost.
The various costs for each ship and
voyage type are applied to the projected
fleet schedule to produce the total estimated vessel operating expense. Then,
just as for the actual results mentioned
above, this is subtracted from net -tovessel revenue to produce voyage results.
Estimated fixed expenses are then subtracted to produce the estimated operating income.
Similar calculations are carried to this
level for each operating division and
then a consolidated statement is prepared for the entire company, including
its subsidiaries. These are the calculations and reports to which we directed
our attention in the development of a
financial planning model as described
below.
General Description of Model
The model consists of a number of
computer programs or routines which
are used to transform the input data
into a set of financial reports. The input for any one division or service will
include a cargo forecast, a passenger
forecast, a fleet schedule, revenue and
cost factors related thereto, fixed expenses, and sometimes escalation rates.
Exhibit 1 shows the basic structure of
the model which processes these data.
The first step is to edit each line of
input, looking for errors or out- of -balance conditions. When a complete set
of data is available for one service (for
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example, Hawaii Freight Service), a run
request may be entered. The routine
represented by the first box on the right
of Exhibit 1 will assemble a set of data
in the computer to be used for one service's calculations.
Provided that no inconsistencies in
the data are detected, processing continues through the next three boxes
( routines) to produce net - to-vessel results. Then the fleet schedule is costed
out to determine vessel - voyage costs and
voyage results.
The last calculations are for fixed
expenses and subsidy. Then the various
reports (described below) are printed
to complete the run. This cycle is repeated for each of the company's services.
The main summary report for each
service is a proforma operating income
statement described in the previous
section. Subsidiary reports contain fuller

direction

FORECASTS

FREIGHT

detail on cargo tonnage and revenue the profitability of a well- defined set of
and fleet cost, plus various subtotals future operations for a division, coverthat are frequently required in expanded ing periods of a year or more, divided
versions of the profit- and -loss statement. by months or quarters as desired.
Combining the different service totals
into company -level statements is being Reports
left as a manual process for the present,
There are a total of eight subsidiary
but could be added to the computer -pre- reports plus two versions of the operatpared reports without difficulty.
ing income statement. The descriptive
On the input side, cargo and passen- titles of these reports are:
ger forecasts must be made, cost factors
Fleetutilization report
computed, and fleet schedules compiled.
Percentage of fleet capacity used
This will remain a manual task for the
by cargo type
system as now designed. When the
Revenue by commodity and direcmodel is used to study the results of
tion
alternative courses of action, the
Gross revenue by commodity class,
changes in input to represent each
such as paper products, canned
alternative are entered one set at a
goods, autos, lumber, etc.
time. But all inputs that remain unHandling cost by commodity and
changed need only be entered once,
thus permitting rapid analysis of a wider
Handling costs for each comrange of alternatives than would be
modity class, as in (2 )
possible manually. The model evaluates 4
Net -to- vesselsummary report
The net of items (2) and (3) at
the cargo type level
Exhibit 1
Vessel- voyage expense
By cost categories and by ship
SUMMARY FLOW CHART OF FINANCIAL PLANNING MODEL
and voyage type
TYPE OF DATA
6. Vessellay -up expense
ASSEMBLE DATA FOR
REQUIRED
Cost of vessels in lay -up status, by
RUN REQUEST
expense classification
PASSENGER FORECASTS
Report of fixed expenses and other
FLEET SCHEDULES
REVENUE RATES
CARGO-HANDLING COSTS
PASSENGER COSTS

I

expenses

OP TI O NAL FREI GHT

By type and function

TONN AGE ROUT INE

Subsidy report

VESSEL VOYAGE COSTS
OTHER EXPENSES
ESCALATION FACTORS
NET -TO- VESSEL
ROUTINE - FREIGHT
EDIT AND

I I

NE T - T O -V E S S E L
ROUTINE - PASSENGER

STORE DATA
VOYAGE RESULTS
ROUTINE

DISK FILE
or MAGNETIC TAPE
or CARD TUB FILE

FIXE D E XPEN SES

I

ROUTINE

SELECTIVE RECALL,
CORRECTION & REENTRY
PRIN T PR O FO RMA
REPORT
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I I

PRINT SUBSIDIARY
REPORTS

I

Amount of operating - differential
subsidy earned on planned voyages
9 Operating income (internal and external versions)
Two sets of income statements
are prepared to reflect differences
in allocating fixed costs for internal and external reports.
Each report can have up to eight
columns for successive time periods and
totals. The first three reports present
the results for services using tonnage
forecasts and tonnage related revenue
and cost factors. Reports (4) to (7),
used for all divisions, show the results
of three separate routines. The subsidy
report (8) is applicable only to our
subsidiary, The Oceanic Steamship
Company. Report (9) draws together
the results of all prior calculations.
No one service currently uses all nine
reports. Even the same service will not
always use the same set of reports, depending upon what is specified in the
run request. In any case, the operating
income report is provided to summarize
the calculations and present a one -page
MAN AG E M EN T AC C OU N T I N G / AP R I L 19 6 9

statement of the financial results which
would result from the projected plan.
These reports differ from manually
prepared reports only in minor ways.
For example, some headings and cost
category names are written in more
general wording, since most of the reports are basically the same for each
service. The division name and a heading describing the run appear at the
top of each report. For runs with only
quarterly data, the monthly portions
of the resulting reports will be eliminated. Runs using input data on an
annual basis reduce the report size still
further, showing only a single column
of annual results.
If the input data covers fewer (or
more) revenue or cost items than are
customarily forecast, the respective plans
are automatically adjusted to display
only as much detail as is entered. Thus,

planning model. In some areas, such as
revenue rates, cost rates and forecasts,
the eventual goal is to link the planning directly to the computer routines
and data from the actual results side.
What is practical remains to be seen.

compact reports are prepared for both
small and large calculations.
Future Plans
Our first objective is to implement
the system as described above. Experience will dictate what improvements
or expansions would be most useful. We
have developed the chart shown in
Exhibit 2 to describe the relationships
among various planning and accounting activities.
On the right side, the blocks represent the collection and summarization
of results of our operations. This work
is mostly computerized.
The block in the middle, called Operating Plan, refers to the area covered
by the financial planning model.
The activities which precede the
Operating Plan are likely candidates for
expansion of the scope of the financial

Summary
We have described a financial planning model which will produce pro forma operating income statements for
each service in a steamship company.
These statements become future year
budgets, against which the actual results
of our operations are compared.
The model will also be used in evaluating the financial results of alternative
policies or capital investments. This is
the first computerized step into the
area of planning which includes a number of other activities which also are
potential computer applications.

Exhibit 2
INFORMATION PROCESSING FUNCTIONS IN RELATION TO FINANCIAL PLANNING
P L AN

L ONG - RANGE
F O R EC AST S

CAR GO - HANDL I NG
CO S T R AT E S

NET -TO- VESSEL

HANDL ING
COSTS

FREIGHT AND
PASSENGER
FORECASTS

VESSEL
PE R DI EM C OS TS

LONG RANGE
F L E ET P L ANNI NG

FREIGHT
STATISTICS

C O NT AI NE R
O P E R AT I O NS
COS T RE PO RT

VESSEL

VOYAGE
EXPENSE

P R O F I T 8 LOSS

F I N AN C I A L

FLEET
S C HE D UL E

S T AT E M E NT

M A I N T E NA NC E &
R E P AI R S R AT E S

M A I NT E NA N C E 3
RE P AI R S E X P ENS E

I NS UR ANC E
R AT E S

(C AR GO C L AI M S)

AD M I NI S T R AT I VE &
G E NE R AL R A T E S

AD M I NI S T R AT I VE
G E NE R AL E X P E NS E

D E P R E C I AT I O N
R AT E S

CAP I TAL
ASSETS
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AD M I N I S T R A T I VE
G E NE R A L RE P O R T
&

PL ANNI NG
CONTA INER YARD
F ACI L I TI ES

R E VE NUE
R AT E S

&

T AR I F F S T UD I E S
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Accountant's Productivity Increases
in aComputer- Dependent
Organization
AVAILABILITY OF THE COMPUTER - PROCESSED DATA ENABLES THE ACCOUNTANT TO FURTHER REDUCE THE AREAS
OF UNCERTAINTY

By Edward L. Summers
The electronic computer represents the
first real technological improvement in
accounting hardware since the punched
card. Accordingly, it is now reasonable
to discuss increases in managerial accounting productivity. To do so, it is
necessary to have a concept (and a quantitative measure) of accounting productivity. This paper uses statistical decision
models to provide a concept and a quantitative measure of that productivity.

rectly on the decision - maker, or indirectly. The effect is indirect when the
decision -maker is the agent of an entity
or organization which is affected directly. Then the decision - maker's welfare
would be a function of the entity's welfare.
Exhibit 1 shows a decision model under conditions of risk or uncertainty. Decision- makers, closely bound to an entity, make decisions that cause the entity
to commit resources in a way that inter-

Conceptual Definition of Decision
This inquiry into the impact of computers on the productivity of accountants begins with an operative demonstration of the management accounting
function.
Suppose a decision -maker faces a decision in which he can select one, and
only one, of a set of mutually exclusive
alternatives. It is also assumed that the
environment in which the selected strategy will be carried out consists of one,
and only one, of a mutually exclusive set
of previously anticipated conditions. It
is customary to refer to the environment
as Nature.
The selected strategy and the condition of Nature interact to produce a
unique effect on the welfare of the decision- maker. This effect may occur di28
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acts with the condition of Nature. The
interactions are observed by the management information system, which then
furnishes the decision - makers with information for the next decision.
Strategy Selection
If the decision -maker was thoroughly
ignorant and attempted to select his
strategy in a completely random manner, he might or might not benefit. Normally, one would not expect an executive whose ignorance forced him to
choose among alternatives randomly to
be a very successful decision - maker. The
probabilities against success by chance
are high.
Much uncertainty about future events
is precisely ignorance of how the past
and present worlds determine the future
world. We expect that reduction of ignorance concerning the future will improve decisions; that is, the choice of a
strategy to deal with future conditions
will result in a more desirable effect on
the decision maker's welfare. It is possible for accounting information to reduce
ignorance and therefore produce this effect. Specifically, we want to be able to
identify:
1. The strategies available
2. The possible future states of Nature
under which those strategies may
have to be operative
MANAGEMENT ACCOUNTING /APRIL 1969

3. The relative likelihood of occurrence
of each future state
4. The effect on the decision - maker's
welfare of each strategy and future
condition combination

Exhibit 1
A DECISION MODEL
OBSERVATION OF INTERACTIONS

INT ERACT ION
WITH
NAT URE

ENT IT Y

RESOURCE
REPRESENTED BY
111111
DECISION MAKER
COMMITMENTS

MANAGEMENT
INFORMATION

INFOR-

DECISION

CHO IC E OF

MATION

MAKER

STRATEGY

SYSTEM

DESCRIB-

Consider the last two of these four
classes of information. The more likely
it seems that a possible future state will
be the future state, the more important
it will be to select a strategy to deal with
it specifically. Knowing the effect on the
decision - maker's welfare of each strategy- future state combination enables the
decision -maker to choose between strategies on the basis of effects he wishes to
encourage or discourage.
A S i m p l e Ap p l i c a t i on
A real decision which corresponds to
the model is the familiar inventory control problem, set up as a statistical decision under risk. This model is presented
in tabular form in Exhibit 2. In this
model, during the coming period either
one, two, or three of a certain item may
be sold; either one, two, or three items
may be ordered, to arrive in time for
sale during the coming period.

ING
NAT URE
AND T HE
WELFARE
OF TH E
ENT IT Y

T h i s is a si m p l e b u t rea listic m o d e l .
C HANGE
ow

NATURE...

CONDITION
OF
NATURE

1. The cost for each possible order and
demand combination
2. The combinations which are most
likely

Exhibit 2
INVENTORY CONTROL DECISION MODEL

obje cti ve :

P r o f i t m a x i m i z a t i o n ov e r

Revenue :

$1000 per unit sold

Costs:

$ 5 0 0 p e r u n i t orde re d

The squares have numbers which are
the gross profit for the order size (row)
and sales (column). When this same
decision is to be made repeatedly, it is
apparent that the quality of knowledge
about the problem may have an important effect on the outcome of the decision. Specifically, the more that is known
about the decision, the more acceptable
to the decision -maker the results are
likely to be.

Co n d i t i o n of N at u r e

t i me s p a n

Qu a n t i t y D e m a nd e d
Initial inventory: 0
Time Span:

It is essential for an intelligent decision maker to know:

1 period
2

1

3

Accounting Productivity
Economic analysis indicates that organizations are willing to sacrifice for
1
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extra units of production at prices just
equal to the benefit those extra units
will provide. That is, when conditions

are stable, the marginal cost of every
resource used will equal the marginal
revenue its use provides. This criterion
surely also applies to the sacrifice made
to acquire accounting information.
We turn now to a demonstration of
how information can reduce ignorance
and increase profits in the inventory
control problem. Assume that actually:
29

I unit is demanded 40% of the time
2 units are demanded 40% of the time
3 units are demanded 20% of the time

Exhibit 3
THE PRODUCTIVITY FUNCTION

If the decision -maker has no information at all to rely on in estimating
either these demand frequencies or how
many units will be demanded next
period, he might order:
1 unit I/3 of the time
2 units r/3 of the time
3 units r/3 of the time

Percentage of
accurate
demand
forecasts

Accuracy ( %)
33
40
70
100

30

Cost ($)
0
50
100
500

information
as a basis for
the forecast
urea

His order - forecast would be correct one third of the time. His average profit
would be $467.
Alternatively, he might just order 2
units every time. His forecast will be
correct 40 percent of the time. His
average profit would be $600.
Using information that enables him
to forecast demand correctly 70 percent
of the time, there will be an average
profit of $705. (This figure was computed by applying statistical decision
theory and assuming that the erroneous
forecasts were evenly divided among
the two incorrect demands.)
If perfect information were available,
so that forecasts were 100 percent correct, the average gross profit would be
$900.
Thus, the profit or productivity increase due to additional information
may be quantitatively determined.
The critical information required is
the cost of accounting information as
a function of the accuracy with which
the future demand can be forecast. The
general form of this function is always
that higher accuracy costs progressively
more ( Exhibit 3) .
At some point the additional cost of
information will just equal the additional benefit of the more accurate forecasts.
At this point the marginal cost equals
the marginal benefit of accounting information, and the benefit from the information is at a maximum. In terms of
this application, let the following costs
apply:

Table 1
MARGINAL GROSS PROFITSAND COSTS
Total
profit

Marginal
profit

Percent
accuracy

Total
cost

Marginal
cost

467
600
705
900

467
133
105
195

33
40
70
100

0
50
100
500

0
50
50
400

Marginal
profit
—Marginal
cost
467
83
55
—205

Net
profit
467
550
605
400

The marginal gross profits and costs certain information and the welfare of
are then (in dollars) as shown in Ta- the same organization acting with that
information available. To the extent
ble 1.
If these are the only four alternatives, that computers use information to reAlternative 3 (70 percent accuracy) is duce future uncertainty, they increase
preferable, for marginal cost is equal to accounting productivity (assuming no
or less than marginal profit; therefore change in the managerial decision
net profit is at a maximum. If forecast- process).
ing accuracy in excess of 70 percent were
possible, the point at which marginal Summary
cost would equal marginal gross profit
In summary:
would produce the absolute maximum
total net profit.
I. Quantitative analytical methods enAnalysis of problems such as invenable accountants to reduce uncertory control in terms of alternatives and
tainty.
the costs and benefits of additional in- 2. The computer enables accountants
formation is possible in practical situato use these uncertainty- reducing
tions only if computers are available to
analyses to prepare improved inforperform the calculations. In this applimation for managerial decisions.
cation, assume a computer's availability 3. An improved decision data base will
permitted a change from 40 percent
result in decisions that increase the
forecast accuracy to 70 percent forecast
welfare of the organization, given a
accuracy. Then the net marginal comconstant rational decision process.
puter- caused increase in accounting 4. Computer - processed accounting inproductivity is $ 60 5 — $ 5 50 = $ 5 5.
formation accordingly has a value to
An accounting productivity change
the organization which is symbolic
will be the difference between the welof an accounting productivity infare of an organization acting without
crease.
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Budgeting —Boon or Bust?
BUDGETS DERIVE THEIR VALUE FROM THE WAY IN WHICH MANAGEMENT ACCEPTS AND USES THEM

By Lavern W. Luepker
The subject of budgeting evokes reactions ranging from anger to apathy to
enthusiastic acceptance. It has been
hailed as the most valuable tool of modern management and decried as a waste
of executive time.
There are many reasons for these
various opinions, and the purpose of
this article is to attempt to place budgeting in proper perspective as a tool of
operating management. The subject will
be discussed through the examination
and commentary on a series of statements which are often made about
budgeting.
Budgets Should Be the
Same as Goals
This statement leads us to a discussion on one of the two major phases of
budgeting— namely, budget preparation.
The two main questions which must be
answered are: (1) Who should do the
budgeting? (2) When should it be
done? To answer the first question, it is
necessary to trace the historical development of budgets.
The first budgets were the result of
top management's desire to project the
result of future operations. The normal
procedure was for the accountant to
make up a forecast based on past results
and temper this with any known plans
for the future. The results were then reviewed with top management and, to
the extent that profit was not satisfactory, "controls" were established in the
form of arbitrary limits which were set
in certain expense accounts.
As the use of budgets continued to
increase, it became apparent that, alMANAGEMENT ACCOUNTING /APRIL 1969

though top management through budgeting had a theoretical control over operations, in actual practice this control
was not totally effective because the
control was over an amount of money
and was not broken down into the areas
that would actually make the expenditures. It was this weakness that led to
development of departmental budgets.
The departmental budget increased
the communication of budget information throughout a company, since it was
necessary to have a great deal of discussion and arbitration to decide how an
expense would be allocated. At the conclusion of this budgeting process, each
departmental foreman had complete information of the amount lie could spend
during the coming year.
Although departmental budgets represent a big step forward in the use of
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budgets, there still remained a concern
about their overall effectiveness. The
problem was that the budget was basically still "someone else's" document.
The key element that was missing was
responsibility.
RESPONSIBILITY BUDGETING

As is the case with any technique,
there are certain objections raised about
responsibility budgeting. Opponents of
the procedure generally center their objections around two main areas:
1. Foremen cannot relate to corporate
objectives.
2. Foremen cannot see beyond their
own department.
There is a very simple answer to the
first objection: Foremen can relate to
corporate objectives if they know what
they are. To o many companies think
that they have instituted responsibility
budgeting simply because they have
their foremen start the budgeting procedure. They fail to give the foreman
the information that he needs. The resulting confusion and lack of direction
ends up lowering morale of all concerned —and, in addition, creates an
overall budget of questionable value.
Operating management has a firm obligation to provide objectives to the
first -line supervisors. Many organizations
have now adopted the technique of
goal setting. In addition to providing an
objective means for evaluating individual performance, it has also proved to
be a good tool for communicating the
objectives of top management to lower
levels of the organization. This has also
allowed individuals to develop specific
programs for achieving these objectives
in their area of responsibility.
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At this point, it is appropriate to discuss the relationship of budgets to goals.
If a foreman has been fully appraised of
his supervisor's objective in a specific
area, it is imperative that the foreman
be given the freedom to establish his
own budget for that item even if the
budget differs from the goal. Although
it is in order for the supervisor to carefully question the reasons for any variance, the ultimate responsibility for
establishing the budget must rest with
the foreman. To do otherwise would
completely destroy any positive motivation for the foreman.
The second objection to responsibility budgeting (foremen cannot see beyond their own department) can also
be answered rather simply: "They can
if they're given the chance." It is a regrettable fact that many foremen have
been asked to establish budgets without
being given any information as to the
production levels which are expected for
the coming year. Although certain information such as new product development may be restricted to higher management levels for security reasons, there
is a large amount of infonmation which
can be communicated to the various levels of management. As an example, what
foreman has ever been told to consider
in his budget the fact that halfway
through the year he will get a new machine in his department which will reduce his productive labor by 10 %?
WHEN SHOULD BUDGETING
BE DONE?

The second major question of this
section can be answered by summarizing
the conclusions noted above: Only after
the foreman has been given adequate
information as to the future activities
which will affect his department and he
has been made aware of upper management's objectives.
Responsibility budgets prepared in
the manner noted above will result in
not only a very useful control tool, but
Will also provide a strong impetus toward molding all levels of management
into an effectively motivated team.
Budget Progress Reviews
Are Too Frequent
Many organizations spend a great
deal of time and effort in carefully developing a budget, only to lose much of
its benefit by failing to provide for regular budget reviews. Although the frequency of reviews will vary between different levels of an organization, every
individual should be scheduled to re32

view his budget and goal performance
with his superior at least once a quarter.
Failure to require an adequate number of budget reviews will encourage
lower levels of the organization to believe that there is little management interest in using the budget as a tool in
controlling costs. This will quickly lead
them to concluding that budgeting is a
once -a -year exercise for the benefit of
the Accounting Department.
One of the problems which faces operating management is to develop the
proper supervisory attitudes toward
budget reviews. There is no doubt that
one of the major purposes of a budget
review is to examine and discuss excesses of actual expense over budgeted
amounts. Extreme care must be taken,
however, to assure that this is not the
only purpose of a budget review. If an
individual learns that he is only questioned and criticized for budget excesses,
he will quickly resort to applying a
"fudge factor" to future budgets. Not
only will this result in unrealistic budgets, but it could lead to higher costs,
since some problems which would have
been detected in a proper budget will
now go undiscovered.
To be fully effective, a budget review
must give equal attention to all variances —both over and under budgeted
amounts. The accountant or budget director can and should be of great assistance to operating management in the
review of budgets. With his experience
in analyzing reports and the availability
of other financial data, he should be
able to point out significant variances
or trends as soon as they occur.
The proper budget review procedure
can be summarized as a regularly scheduled meeting to discuss significant unfavorable and favorable budget variances. It should be preceded by a review with the budget director for his
analysis of problem areas, as well as affording an opportunity to request any
special analyses which are desired.
Budget Should Include On ly
Controlled Costs
Many companies feel that the budget
should be used to make the foreman
aware of the total costs of operating his
department. They feel that in addition
to such controllable items as overtime
and material handling, the budget
should include a portion of the plant
depreciation, taxes, salaries, etc.
Although there is always a need to
make management personnel aware of
total costs and profits implications, it is

highly questionable as to whether the
budget should be used for this purpose.
There is an ever - increasing demand on
the foreman's time, and it is rather presumptuous to assume that the prorated
accounts should be carefully reviewed
each week. Another consideration is that
a large number of these accounts will
have a tendency to clutter the budget
and make variance analysis more difficult. As a general rule, it is advisable to
include in the departmental budget
only those items which are at least partially controlled by the foreman.
On occasion, a foreman will object to
certain items being included on his
budget because he cannot control the
total amount of the charge. This is frequently true on maintenance and inspection charges. The only "right answer" to these problems is to budget the
charge to the area which can exercise
the best control. This will involve negotiation and may mean trying one
method one year and another method
the next. The important factor is to establish and develop a feeling of responsibility in the department to whom the
charge is made.
A Budget Should Not Be Changed
Operating management contends
that there are several valid reasons for
revising budgets. Their main concern is
changes in operating conditions, accounting procedures, etc., which can
have a major effect on actual results.
They feel it is unreasonable to expect
the foreman to anticipate the exact impact of these changes, and argue that
not changing a budget can result in the
foreman losing all incentive to control
a particular area since it would be impossible for him to perform at the budgeted level.
The accountant, on the other hand,
has tended to be very sympathetic but
very adamant in refusing to alter budget
amounts to agree with actual results and
contends that this practice will simply
be used as a method of hiding poor performance.
Most organizations have been negligent in failing to make budget adjustments as often as necessary. This is due
in part to operating management's failure to insist that valid changes be made,
and this can often be further traced to
the fact that the company did not make
effective use of responsibility budgeting
and it made little difference to operating
management if any change was ever
made.
Continued on page 51
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Opportunity Accounting
for Product Line Decisions
A STEP -BY -STEP ILLUSTRATION OF THE DECISION ANALYSIS

By Douglas P. Gould
The most significant evidence of aggressive management is its willingness to
make decisions. The most significant
measure of excellence of management is
the quality of those decisions. Hesitancy
in decision making often stems from an
inability to ascertain or develop the decision alternatives and to quantify their
effect.
Every business decision, to some extent or another, is a compound of risk,
size of investment, return on that investment, and the time periods involved.
One common area of decision making
concerns the feasibility and desirability
of adding a new product to the company's product line. The failure rate of
new products which has been estimated
at between 80% and 90% emphasizes
the significance of this kind of decision,
and the degree of potential error and
risk which is attached to such decisions.
The financial and accounting functions are deeply involved in these decisions in such determinations as the following:
1.
2.
3.
4.
5.
6.
7.
8.
9.
10.

Costs to manufacture
Facilities requirements and costs
Potential product profitability
Capital investment requirements
"Payout" of investment
Return on investment
Pricing
Performance evaluation
Overhead apportionments
Interpretation of financial aspects
to non - accounting personnel
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Of necessity, projects are either aggressively pursued or abandoned depending on the cost and profit data communicated to management. However, difficulties often result when conventional
accounting approaches are used to evaluate such projects.

niques. The related decision techniques
to be explored include:

Decision Analysis
In order to provide a better approach
to such problems and decisions related
to them, a combination of analytical
approaches is useful. Although the
methods to be discussed have wide application in many decision areas, an illustration of a new product decision
provides a useful vehicle by which to
explore several useful and related tech-

The intent is to provide a meaningful
basis of accumulating and analyzing the
various data pertinent to the real yield
of the new product program, and its
profit effect on the company.
A cracker - barrel philosopher once
noted that it was desirable to "trim
your lamp so there is less smoke and
more light." A comparable approach is
here intended.

1

4r

DOUGLAS P. GOULD
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Trundle Consultants, Inc., Cleveland,
Ohio. He received his A.B. and
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1.
2.
3.
4.
5.

Price - volume curves
The marginal income concept
D.E.A.L. (multiple break- evens)
CompDunding
Discounted cash flow

The Situation
Allen Manufacturing was a mature
instrument company. For various reasons it had experienced declining volume
and attendant profit decline in recent
years. Profit - volume analysis of the overall company revealed the following annual structure, also shown graphically in
Exhibit 1.
Fixed expense

Marginal income rate
Break -even point
Objective

$2,000,000
25%

$8,000,000
20% on invested
capital, after tax

Marginal income is the amount available for the payment of all fixed expenses
and for the provision of profits. It is
found by subtracting the total variable
expense from total sales income.
33

Fixed expenses are always expressed
in dollars and are a function of time.
They represent the cost of "being in
business." Variable expenses are usually
expressed as a percentage of the sales
dollar or the direct labor dollar, and are
a function of quantity. It follows then
that the percentage difference between
the sales dollar and the total variable
expense will be the marginal income
rate.
If t h e marginal income rate is low,
say between 15 and 20 %, large changes
in volume are required to produce material changes in the profit and loss result. If large increases in volume are attained, additional working capital may
be required faster than it is made available by the marginal income. In such a
case, a business with inadequate working
capital is liable to encounter financial
difficulties.
Wh e n the marginal income ratio is
high, say above 35 %, large profits and
an easy cash position result from comparatively small increases in volume
above the break -even point. Conversely,
heavy losses will result from relativelv
small decreases as the volume falls below the break -even point.

Somewhat less than a third of the
units sold were priced over $9.00
Based on the performance of prototypes and nature of the competition, the
company felt that it could rapidly
achieve about a 10% penetration of the
market with its present distribution, but
that in all probability such penetration
would be obtained in units in excess of
the average price. Based on expected developments, the product life would approximate only five years.
Exhibit 2 shows a price /demand chart
constructed from the information at
hand.
Variable Cost
Cost estimates for the new product
revealed a variable cost pattern as follows:
1. Low variable cost, per unit
2. High variable cost, per unit

$ 5.10
$ 5.60

No fixed burden of any sort was alIocated to the product, as the objective
was to determine the actual contribution to fixed overhead and profit which
would result if the product were marketed. If a decision resulted to proceed
further, any new fixed costs which
would result from the program itself
would be included in the program evaluation format. Such program fixed costs
were estimated to range from $40,000
to $ 50,000 per year to gain the market
share attempted.
Marginal Income
Because of the variable costs associated with the product, it was then necessary to develop the probable total marginal income dollars which would result
if 10% of the unit market was obtained,
at the indicated price -unit relationships
shown in Exhibit 2.
The marginal income dollars per unit
were developed by deducting both high

Exhibit 1
BREAK -EVEN CHART

Market Size and Prices
In its endeavor to improve profit, the
company had embarked on a product
development and acquisition program.
One such product under consideration

was a unique counting device felt to be
superior to those currently on the market. Although application was somewhat
specialized, it was felt that a fairly substantial market existed for the new
product. In order to obtain a more reliable estimate of market size and prices
actually existing in similar purpose prod-

ucts, a market study was conducted
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which revealed the following situation:
1. An annual market of about 680,000
units

2. An average unit price of $ 5.80 at the
manufacturers' level
Unit prices ranging from approximately $4.00 to $10.00
4 Evidence of a rising interest in similar purpose products, plus evidence
of unfavorable customer reaction to
unreliability of lower priced units
Some price sensitivity in demand,
across the product lines
6. A feeling that devices for this purpose priced in excess of $12.00 per
unit (manufacturer's level equivalent) were "too high priced"
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to $ 50,000 per year to accomplish this
objective, the total marginal income input of $70,000 to $96,000, depending
on actual price and volume, appeared to
be encouraging. The next step in the
decision involved the development of a
D.E.A.L. Chart, using the multiple
break -even principle to cxplore the effect
of the range of prices, costs, volumes on
the profit contribution likely to be obtained.

Exhibit 2
PRICE - DEMAND CHART
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D.E.A.L. (Decision Evaluation
And Logic)
The probable end result in terms of
profit contribution of any decision of
this type is a combination of ranges or
likely limits of variable costs, selling
prices, fixed program costs, sales volumes, and break -even points. The
D.E.A.L. technique analyzes and summarizes the range effect of all of these
factors, and permits a conclusion as to
the likely end result, recognizing the extent of the extremes involved. The
D.E.A.L. chart, in effect, superimposes
and combines four break -even charts.
Supporting it would be the usual schedules of detailed variable product costs
(omitted here) and schedule of the net
new program fixed costs.
Table 2
SUMMARY OF PROGRAM FIXED COSTS
(ANNUAL)

0

200

400
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800

1000

UNITS SOLD (000)

of $7.00 to $7.50 per unit. Exhibit 3
presents this information graphically.
Thus, a probable market of 40,000 to
50,000 units could be obtained if the
manufacturer's realized price was as high
as $7.00 to $7.50 per unit. Coupled
with new program fixed costs of $40,000

and low projected variable costs from
the indicated sales prices, and by extending the result across the indicated
number of units.
Table 1 summarizes this calculation.
It is apparent that the marginal income
dollars are optimized in the price range

Table 1

MARGINAL INCOME PER UNIT

+
+

+

+

+

+

+

+
+

.90
1.90
2.40
2.90
4.90
6.90

Total $M.I. at
stated market share
At low
At high
variable cost
variable cost
- $182,000
50,400
26,000
70,000
76,000
76,800
52,800
12,800

- $132,000
8,400
58,500
95,000
96,000
92,800
58,800
13,800
-

®
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.10

6

5

-

-$1.10

-

-$1.60
.60
.40
1.40
1.90
2.40
4.40
6.40
+

120
84
65
50
40
32
12
2

+

$4.00
5.00
6.00
7.00
7.50
8.00
10.00
12.00

4
M.I. /Unit
At low
At high
variable
variable
cost
cost
($5.10)
($5.60)
3

+

Selling
price /unit

2
Units
10% of
indicated
market
(000)

1

Depreciation -new
equipment
(Investment
$40,000)
Added engineering
personnel
Added sales personnel
Advertising, trade
magazine
Total

Low

High

$8,000

$8,000

10,000
12,000

15,000
15,000

10,000
$40,000

12,000
$50,000

Fixed costs directly associated with
this program are noted in Table 2.
These costs of a "time" nature would be
incurred in addition to any existing common fixed costs, and in the event the
program would be subsequently dropped,
these time costs could be eliminated.
In addition, prior to the first year's
sales, a one -time expenditure of $ 50,000
would be incurred for a required relayout of two departments, for outside
engineering fees, and for specialized
catalog material. These latter costs
would be considered as a part of the investment analysis rather than as components of the on -going D.E.A.L. analysis.
The specified ranges were considered
reasonable. Selection of one value for
35

any of several elements of volume, price,
variable and fixed costs did not parallel
the way things really happen. A technique which recognized that ranges of
volume, cost, and break -even points
were most likely to be encountered, and
which expressed the profit contribution
effects of those ranges in consolidated
form provides a rational and understandable appreciation of what might actually happen.
THE D.E.A.L. CHART

Exhibit 4, was made to project the
first full year of operation. On the break even grid, the high and low fixed costs
were noted. The range of marginal rates
was determined in percentage as follows:
Sales price
Variable cost
$M.I. /unit

Low
$7.00
5.60
$1.40

$2.40
$7.50

$1.40
$7.00

32%

20%

hand, if the opposite condition oocurred (i.e., lowest fixed cost, highest
marginal income rate and highest volume), the program could provide as
much as $80,000 additional profit contribution, pre -tax above the fixed operating costs in the first year.
The actual result would be somewhere
between these extremes. The likelihood
of approximating the high or low range
limits can be determined through probability analysis.
In this instance the probabilities of

Exhibit 3
MARGINAL-INCOME CHART
100

HIGH M.I.
PE R UNI T
$

M.I. Ratio

High
$7.50
5.10
$2.40

At this point it can be observed that
when the program is operative, the combination of most unfavorable circumstances (i.e., highest fixed operating
cost, lowest M.I. %, lowest volume dollars) would still result in a situation
where a modest ($6,000 per year pretax) profit contribution would be obtained. The program could be said to
slightly exceed a break -even situation on
its own operating fixed costs even if
everything approached the most unfavorable anticipated levels. On the other

50

LOW M.I.
PE R UN IT
$

Using the basic marginal income
equation Fixed expense = Break -even,
M.I. rate
it is possible at this point to determine
the four applicable break -even points as
follows:

-

M.I. %

1 Low fixed cost _ $40,000
Low M.I. rate
.20
0

= $200,000 Break -even
2 High fixed cost _ $50,000
Low M.I. rate
.20
= $250,000 Break -even
3 Low fixed cost _ $40,000
High M.I. rate
.32
= $125,000 Break -even
4 High fixed cost _ $50, 000

High M.I. rate

50

.32

= $156,000 Break -even

MULTIPLE BREAK -EVEN CHART

With a knowledge of these four
points, the appropriate multiple break even chart can be constructed by drawing the four lines through the appropriate break -even point to the associated
fixed cost point.

100

The vertical volume ranges can be
drawn as follows:
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Minimum sales volume 40,000 units
x $7.00 = $280,000
Maximum sales volume 50,000 units
x $7.50 = $375,000
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Table 3
SALES GROWTH AT 10%

@

Less
Average
Fixed
Costs

%

Sales
10% Growth

Net $M.I.
(Rounded)

-

-

-

$M.I.

=

=

$45,000
45,000
45,000
45,000
45,000

=

-

83,200
91,520
100,620
110,739
121,813

-

=

$

.26
.26
.26
.26
.26

=

X
X
X
X
X

=

$320,000
352,000
387,000
425,920
468,512

-

-

Year
0-1
1 -2
2 -3
3-4
4-5
5-6

Sales X
M.I.
26%

$38,000
46,500
55,600
65,700
76,800

was anticipated, with a 10% annual
sales growth rate. The sales growth compounded at 10% would be as in Table
3, anticipating zero sales the first or
"get ready" year.
The "after tax" operating gain is then
determined, using a 53% combined income and surcharge tax factor as shown
in Table 4.

=
=

-

-

=

=

=

=

=

=

=

=

=

=

@

=

=

Discounted Cash Flow
Calculations to this point have taken
into consideration the prices, costs and
Table 4
OPERATING GAIN
profit- volume relationships involved in
the new product, the range of values
Rounded
After -tax
Tax
Net $M.I.
value
$M.I. gain
53%
likely to occur, the planned sales and
(pretax)
Year
0-1
0
margin growth under expected operating
$20,000
$20,140
.53
1 -2
$38,000
X
conditions over the life of the program.
24,600
24,645
.53
2 -3
46,000
X
At this point the return on the invest29,500
29,468
55,600
.53
3-4
X
ment
must be developed and a decision
34,800
34,821
65,700
.53
4-5
X
40,700
40,704
.53
76,800
must be reached on whether to accept
5-6
X
or reject the proposed program. The discounted cash flow technique will be used
one extreme or the other were consid- sufficient return to warrant the invest- for this purpose.
ered equal, and the center point identi- ment. Hence the program itself must
The effect of income taxes is considfied as $38,000 M.I. contribution at be subject to detailed analysis of its "re- ered, and depreciation is added back.
$320,000 annual first year volume was turn" possibilities over the expected life Table 5 shows the calculation.
to be used in further projections. A 26% of the program.
Various discount tables and assumpmarginal income rate would be expected
tions can be employed with slightly varyCompounding Sales Growth
under that assumption.
ing results. In this instance, the present
To this end, the sales growth from the value of the cash flows over the life of
There is considerable discussion of
"new product pricing." Actually, the chosen base must be presented and the the program is slightly less than the
price of the "program" is the significant marginal income yield of the program value of the investment in the year 0 -1,
factor. The entire program must provide determined. In this case, a five -year life at a rate between 27 and 28% indicating that the proper rate of return is
slightly less than the latter figure. At
about 28% the present value of the discounted cash flows over the life of the
program and the amount invested in the
program would be approximately equal.
Value of the Analysis
As the company's profit plan objective in this case was 20% after tax on
investment, the project would exceed
the "par" established, and authorization
could be given to proceed.
A sound "project description" has
been provided for the product manager,
in the form of a D.E.A.L. chart or charts,
and he is in a position to gauge his progress against his approved plan as time
goes by. This formal "pre- audit" for
product additions forces attention to the
key decision factors. Likewise, it forms a
good basis for reviewing the degree of
excellence of the decision at the termination of the program.
There is no real intention of "to the
penny" accuracy, as some broad assumptions are obviously necessary. The intent
is to consider the probable return on the
investment, in time, with a rational consideration of all factors involved. To this
MANAGEMENT ACCOUNTING /APRIL 1969
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effects of changes are very difficult to

ord of the premises on which the original decision was based, the need for and

measure.

Table 5
DISCOUNTED CASH FLOW FROM PROJECT

0-1
1 -2
2 -3
3-4
4-5
5-6

$20,000 $8,000
24,600
8,000
8,000
29,500
8,000
34,800
8,000
40,700

—

Year

Add back
M.I. gain depreciation
after tax

Total
cash flow
($50,000)
(40,000)
28,000
32,600
37,500
42,800
48,700

Discount
factors
at 27%

Present
values
at 27%

Discount
factors
at 28%,

Present
values
at 28%

.787
.620
.488
.384
.303
.238

$(70,830)
17,360
15,909
14,400
12,968
11,591
1,398

.781
.610
.477
.373
.291
.277

$(70,290)
17,080
15,550
13,988
12,455
11,055
(162)

$

—

end the several techniques used herein
combine to provide a practical operational technique which can be readily
employed to give greater dimension and
accuracy to the profit aspects of decision
making.
There can be considerable variation
in the degree of sophistication surrounding the application of these and other
useful techniques. The primary value is
to approximate the real conditions likely to be encountered over the life of a
given program, and to give proper direction to the decision maker. Most factors
of the problem will change, if sufficient
time passes. Unless there is a good rec-

Indicated rate of return 28%

NEW AREAS OF CREATIVITY IN THE ACCOUNTING- FINANCE FUNCTION

Continued from page 17
plore this ever changing technology.
There have been several areas of creativity with which the accountant is familiar. Perhaps, the most common is in
the area of federal and state tax planning, as evidenced by the methodical
reduction of physical inventories at tax lien listing dates for personal property
tax purposes.
Mergers and acquisitions are another
area of creativity at work. Both of these
areas are highly technical and the opportunity for exposure to the creativity
aspects are ordinarily quite limited in
the typical organization. Post - merger assimilation and integration offer great
possibilities for creative thinking to ac-
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counting- finance personnel through centralization and consolidation of functions.
Creativity may be especially helpful
in such areas as the development of effective reports for any function of the
enterprise. In this connection, some accounting departments have resorted to
charts, cartoons and other eye- catching
means of relating important data to
management. Cost reduction programs
lend themselves well to this type of presentation, particularly as it relates to employees in the plant.
A well- coordinated program of creativity will encourage the interaction
across functional lines of authority
where the greatest achievement appears
to be possible. This type of program

must be able to free the individual from
the environment for unrestricted thinkmg.
Conclusion
Both the organization and individual
environments for creativity in the accounting- finance functions must be encouraged. A program of creative development can be initiated through a staff
or committee function. Outside consultants may be a source of guidance,
but, to be effective, the program should
be generated from within the confines
of the organization.
A program for creativity may be costly
but, hopefully, will offer an opportunity
for subordinates, to develop an attitude
of positive thinking.
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The Allocation of Pension
Costs to Periods of Time
A SET OF SUGGESTIONS THAT MIGHT LEAD TO IMPROVED PRACTICES

By William H. Parrott
The rapid growth of private pension
plans in the U. S. has presented accounting theorists and practitioners with a
number of challenging and perplexing
problems. Paramount among them is
the determination of the pension cost
to be charged against income from operations so as to provide for the proper
matching of costs and revenues.
In an attempt to clarify a number of
the difficulties involved in accounting
for the cost of pension plans and to suggest some tentative solutions, the American Institute of Certified Public Accountants issued in 1965 a study of the
accounting problems of pension plans.'
The study was followed in November
1966, by Accounting Principles Board
Opinion Number 8. The express purpose of the Opinion was to significantly
narrow the wide range of practices currently existing and it has undoubtedly
had the desired effect?
The purpose of this paper is to investigate the possibility of narrowing the
allowable range of practices even further,
to search for the one "best" or "most
appropriate" method of allocating pension cost to periods of time. Before doing so, however, it seems desirable to
place the entire area of private pension
plans and the accounting for them in
i E. L. Hicks, Accounting for the Cost of Pension
Plans, Accounting Research Study No. 8 (N .Y .:
A.I.C.P.A., 1965), p. 106.
1
Accounting Principles Board of T he A.I.C.P.A
Accounting for the Cost off Pension Plans, A R
Opinion No. 8 (N.Y.: A.I.C.P.A., 1966), p. 83.
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historical perspective. Hopefully, this
will: (1) aid in understanding the present state of accounting theory and practice concerning pension costs, and (2 )
indicate some parallels in the development of accounting for pension costs
and depreciation expense.
A Historical Perspective
While industrial pensions first appeared in the U.S. several years before
the beginning of the twentieth century,
they were of little significance in providing old -age financial security until the
1940's. Since then, their growth has
been phenomenal.

WILLIAM H. PARROTT
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of Illinois. He received his B.A. degree
from Harpur College, of the State
University of New York at Binghamton, and a Master of Accounting Science degree from the University of Illinois. Mr. Parrott was the recipient of
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Typically, early private pension arrangements were informal and discretionary. The employer assumed no legal
obligation to provide benefits. Gradually, plans have become more formal with
broader employee participation and definite legal liability on the part of the
employer to pay the benefits promised.
The cost of such plans is now recognized
as one form of wage supplement or
fringe benefit.
Pension Costs Parallel Fixed
Asset Costs
As APB Opinion No. 8 points out,
differences in viewpoint concerning the
nature of pension cost quite naturally
result in different views as to the preferable way to recognize pension cost, particularly concerning the treatment of
past service costs and actuarial gains and
losses. In many respects a remarkable
similarity exists between the historical
development, in theory and practice, of
the determination and accounting treatment of pension costs and of the costs
of fixed assets.
Charges of depreciation against income were at first arbitrary and discretionary, and were normally made only
in periods of prosperity. Like depreciation, general recognition of the concepts
and problems involved in the area of
pension costs is likely to take a substantial amount of time. Also analogous to
depreciation, more than one method of
determining annual pension cost is likely to persist due to differing viewpoints
as to its nature.
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cept for vesting provisions in their penFunded and Unfunded Plans
sion
plans could record quite different
Until recently, companies having unpension
costs. The legal requirements of
funded plans often charged to pension
the
plan
should not be the sole deterexpense the actual amount paid out durminant
of
the amount of pension exing a given period. As pointed out in
pense
in
an
ongoing company.
APB Opinion No. 8, however, the deterAlthough
pension cost may also be
mination of the amount of pension cost
considered
from
the much broader perfor accounting purposes depends on difspective
of
society
as a whole, I believe
ferent considerations than the amount
it
is
desirable
for
the
accountant to reto be funded for the year or the amount
strict himself to the point of view of the
to be reported for income tax purposes.
This is an extremely important point individual firm. For purposes such as
deciding whether to grant preferential
and one which has often been misuntax treatment, the broader view of priderstood. Even in the Opinion though,
vate pensions as fulfilling certain desirthe matter sometimes seems a little conable
social objectives is the correct one
fusing because of the fact that any of a
to
take.
But except for national income
number of actuarial cost methods, whose
accounting, most accounting theory and
original purpose was to ascertain the
practice is concerned with the individual
amount to be funded by a. company
business enterprise. Therefore, it seems
each period in order to provide the
logical to consider pension costs from
promised benefits to retired employees,
the same point of view in discussing
were found acceptable for accounting
other business expenses.
purposes.
In addition, it is obvious that the Annual Pension Costs
amount to be funded (a financial matThe total amount of annual pension
ter) and the amount charged against cost to be charged to expense is comrevenue are not completely independent posed of one or more of the following
if the Opinion's conclusions are ac- elements: (1) normal cost, (2) a porcepted. For example, the pension cost tion of prior service cost, (3) an interest
charged to a future period may vary factor and (4) actuarial gains and losses.
somewhat (because of the interest fac- Determination of the "correct" amount
tor) due to management's decision now of each of these components of pension
to fund an amount that differs from cost involves a number of theoretical
the amount determined for accounting and practical difficulties, some of the
purposes.
more important of which are discussed
Conceptually, the pension cost to be in the succeeding paragraphs.
assigned to a given period could be asBoth ARS No. 8 and APB Opinion
certained in a variety of ways. Not all No. 8 accept the use of certain actuarial
are equally defensible from an account- cost methods in accounting for pension
ing standpoint, however. In some plans cost on the accrual basis. Strangely
the employer is responsible only to the enough, neither attempts much justifiextent of payments made to the fund. cation for their contention that methEquating pension cost with such pay- ods designed primarily as funding techments has three serious shortcomings. niques are also useful in determining
First, the going concern concept on pension costs for accounting purposes.
which so much of accounting theory This seems particularly odd when it is
rests is violated. Second, improper remembered that both works specifically
matching of expenses and income may state that the amount to be funded is a
result. Third, pension cost (and conse- financial matter and that annual penquently income) can be manipulated by sion cost and the contributions to the
management if the amount and timing pension fund should not necessarily be
of payments to the pension fund are equated.
discretionary.
Limiting pension cost to the increase An Alternate Approach
In the following paragraphs, I shall
in the employees' vested benefits will
often result in understating the pension attempt to develop an approach which
expense, particularly in the first few is conceptually superior, in my opinion,
years after a plan is adopted (if, e.g., a to some of the methods and practices
new company with a youthful work indicated in APB Opinion No. 8. My
force adopts a pension plan in which purposes in doing so are threefold: (1)
benefits vest only at retirement or after to present an alternative to the Opina long period of service) . Companies ion, (2) to narrow the range of acceptsubstantially similar in every respect ex- able theoretical accounting methods for
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determining pension cost, and (3) to
stimulate thought and discussion in this
important area. A simple example will
be employed for illustration purposes.
Assume that two newly - formed companies begin business on January 1,
1968. These companies are identical in
every respect that might conceivably affect pension cost, except one. Company
A's pension plan is funded; Company
B's is not. Both plans promise the same
benefits and have the same expenses of
administration. Also identical are the
present and prospective: age composition and average age of the employees
in the two companies, rate of turnover,
the proportion of employees who will
die before retirement, and the mortality
of those employees who do reach retirement age. Salary scales are the same.
Vesting occurs only at retirement age
which is 65 for both companies. On the
average the pension assets of Company
A are expected to earn five percent.
Above are all the actuarial assumptions utilized by any of the actuarial
cost methods recommended in the
Opinion. Given that the actuary would
make the same assumptions for both
companies, it might seem, at first glance,
that their annual pension cost would
also be the same. This is not the case,
however, except in the first year. If the
Opinion's conclusions are accepted as
valid, Company B will record an increasingly larger pension cost than Company A each year. The reason is simple.
According to the Opinion:
"In unfunded plans, pension cost should
be determined under an acceptable actuarial cost method in the same manner
as for funded plans; however, because
there is no fund to earn the assumed
rate of interest, the pension -cost provision for the current year should be increased by an amount equivalent to the
interest that would have been earned in
the current year if the prior year provisions had been funded." $
During the first year neither company
has any pension assets. Thus, their pension cost in 1968 would necessarily be
the same. In 1969, however, pension
cost for Company B would exceed the
pension cost of Company A by 5% of
the pension cost of 1968 which was
funded by the latter but not by the former. In succeeding years the discrepancy between the amount of pension
cost charged to expense by the two companies will grow as the interest factor
becomes more significant. As a numeri3
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cal illustration, assume that the actuarial
cost method used by Companies A and B
assigns an annual pension cost of $100;
000. If this amount is funded each year,
Company A will record a pension expense of $100,000 a year (assuming this
amount is also contributed annually to
the pension fund) . Company B, on the
other hand, will record pension expense
of 100,000 in 1968, $105,000 in 1969,
and so on.
The question quite naturally arises as
to whether the pension expenses of these
two companies should differ. I believe
not. Deciding whether or not to fund a
pension plan is largely a problem of financial management. Often the decision
hinges on tax considerations and provisions in labor contracts. Under the going concern concept, accounting assumes that an employer will continue in
business indefinitely. As ARS No. 8
points out, experience has shown that
once adopted, most pension plans also
continue indefinitely although occasional amendments may be made, usually in
the direction of increasing benefits or
earlier vesting. Employees tend to be
paid the pensions promised them whether an adequate amount has been funded
or not.
Because I believe the going concern
concept applies to pent ion plans, I feel
that, from an accounting point of view,
unfunded and funded plans should be
treated alike, even though they differ as
concerns legal liability or for income tax
purposes. Thus, in my example above,
the pension cost should be the same for
both companies.
We still have the problem of how to
compute this pension cost, however. I
propose the following tentative solution:
Select one of the actuarial cost methods advocated by the Opinion and apply
it as recommended for determining normal cost, but with one important change
— assume an interest rate on any funds
invested of zero percent. By doing so,
the pension cost assigned to a period
will not be affected by any amounts expected to be, or that are actually funded. Consider any return on invested
funds as financial income, not a reduction of pension cost. In this way, the
cost of a pension plan will not vary depending on whether the plan is funded
or not. Also, the rapidity with which the
fund is built up may affect financial income, but not pension cost. The net result is that financial decisions regarding
funding and the determination of pension cost for accounting purposes are
kept completely separate.
MANAGEMENT ACCOUNTING /APRIL 1969

Are Asset Earnings, Income
or Reduced Costs?
It is probably a moot question whether the return on funded assets represents financial income or a reduction of
pension cost. Both ARS No. 8 and APB
Opinion No. 8 apparently accept the
latter view. Unfortunately, neither attempts to justify its choice. I believe my
proposal deserves careful attention for
the following reasons. First, in no other
area of accounting does the earnings of
a fund serve to reduce an expense. A
company may have a number of funds
besides a pension fund, e.g., a sinking
fund, a plant expansion fund, or a stock
redemption fund. As Moyer and Mautz
state, however, all income and expense
associated with these funds are closed
to Profit and Loss at the end of the accounting period? Thus, any earnings or
expenses of the funds are considered as
financial in nature. One wonders why
the pension fund should be treated any
differently for accounting purposes.
Second, my proposal has a number of
advantages over the methods recommended in the Opinion. One is that the
decision to fund or not to fund in no
wav affects the detennination of pension cost for accounting purposes. In
addition, if because of tax considerations or other reasons, management does
decide to fund their pension plan, the
rapidity of this funding has no effect on
pension cost, only on financial income.
The net result is that the possibility for
management to manipulate pension cost
is much reduced.
A second advantage of my proposal is
that by removing the actuarial assumption as to the appropriate interest rate,
the estimate of the pension cost is made
somewhat more accurate. As William
Dreher points out, a variation of onehalf of one percent in the assumed interest rate can change the amount of
annual pension cost determined through
use of an actuarial cost method by ten
to fifteen percent .5 Practically speaking
it is quite likely that the actual interest
rate will vary from the assumed rate by
as much as one -half of one percent.
Thus, since the interest rate under my
proposal no longer enters into the calculation of pension cost, the amount of
actuarial gains and losses should be substantially reduced.
Included in actuarial gains and losses,
C. A. Moyer and R. K. Mautz, Intermediate Accounting, John Wiley & Sons, Inc., New York,
1962, p. 378.
5 W. A. Dreher, "Alternatives Available Under
APB Opinion No. 8: An Actuary's View," Iournal
of Accountancy, September 1967, p. 39.
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according to the Opinion, are: (1) deviations between actual prior experience
and the actuarial assumptions used, (2 )
changes in actuarial assumptions as to
future events, and (3) investment gains
and losses. Under my proposal, the latter would in no way affect pension cost.
Of course, (1) and (2) would still exist
but should be of somewhat lesser importance because the effect of actual or
expected changes in the interest rate
would be eliminated.
The Opinion argues that all actuarial
gains and losses (except as otherwise indicated in Paragraphs 31 and 33) should
be spread or averaged over the current
and future years. No correction of prior
years' provisions for pension cost or retained earnings should be made. In the
case of (2) above, I believe this reasoning is sound. Changes in actuarial assumptions as to future events by no
means implies that these assumptions
were incorrect in the past.
As for deviations between actual experience and actuarial assumptions, however, I feel that theoretically a strong
case can be made for adjusting either
retained earnings or prior years' pension
cost. If the actuarial assumptions made
had been more accurate, prior pension
cost would have been different. From a
practical standpoint though, due to the
many uncertainties involved, it is impossible to determine annual pension
cost completely accurately. Nothing is
gained by adjusting the records of previous years every time a minor deviation
from actuarial assumptions is noted. For
this reason, I concur with the Opinion's
conclusion to treat most actuarial gains
and losses similarly. I also basically
agree with their suggested methods of
treatment.
Past Service Cost
Past service cost is the pension cost
assigned to years prior to the inception
of a pension plan. Prior service cost is
the portion of cost assigned to prior
years (including any remaining past
service cost) at any valuation date subsequent to the adoption of the pension
plan. An increase in prior service cost
generally occurs upon amendment of a
plan (to provide greater retirement
benefits) because part of the increased
pension cost associated with the amendment is assigned to years prior to the
amendment. One of the most difficult
problems in accounting is determining
the "best" way to treat prior service cost.
Up to now we have assumed no prior
service cost existed.
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Consider Company C, similar in
every respect to Company A in our earlier example except that it does not
adopt a funded pension plan until 1970.
This plan, when adopted, provides the
same benefits as the plans of Companies A and B. Should Company C
charge retained earnings for the total
amount of pension cost related to 1968
and 1969? The general consensus of
opinion, and one emphasized by the
APB, is that
".

. . the entire cost of benefit payments should be charged against income
subsequent to the adoption or amendment of a plan and that no portion of
such cost should be charged directly
against retained earnings." e
I agree with this conclusion for two
reasons. First, in my opinion, pensions
should be viewed as a form of deferred
compensation. There obviously can be
no deferred compensation of this type
before the existence of a pension plan.
Therefore, it is illogical to argue that
some pension costs should be assigned
to years when there was no plan in effect
since with no pension plan there can be
no deferred compensation.
Second, the benefits to the employer
from adoption of a pension plan are all
present and future. These include ability to attract and retain better employees, reduced turnover, and more orderly
retirement of older workers. One cannot
reasonably argue that the past should
be charged with costs that did not bene"APB Opinion No. 8, Op. cit., p. 73.

fit it. To do so would result in improper
matching of costs and revenues.
I believe that any prior service cost
should be accounted for over the average remaining service lives of all employees of the company at the time of
the plan's adoption or amendment.
This view is largely a reflection of my
conception of the nature of pension
cost. In essence, those employed by a
company when a plan is adopted or
amended receive an increased amount of
wage supplement in the form of deferred
compensation over their remaining service lives. This should be reflected in the
books.
The minimum suggested in the Opinion and elsewhere (that only interest
on unfunded prior service cost should
be included in pension cost) seems to
me to be of questionable validity. It appears to confuse cost expiration with
cost outlays. Just because cash outlays
in a going concern are unlikely to exceed normal cost (plus an amount
equivalent to interest on unfunded prior
service cost) does not mean that the
amount of pension cost determined for
accounting purposes should not exceed
this figure. No amortizing of prior service cost tends to imply that this cost
does not benefit the present or future.
Conclusion
The above discussion regarding the
"correct" allocation of pension costs to
periods of time has necessarily been in
terms of generalities. It has been purposely critical of many of the recom-

mendations found in APB Opinion No.
8 for I believe it is largely through
thought and discussion resulting from
differences of opinion that further advances in accounting theory and practice will come about. Many of my conclusions are heavily dependent on my
view of the nature of pension cost.
Others with a different conception of
pension cost will likely reach somewhat
different conclusions.
In retrospect, however, my proposals
are not as radical as they might seem at
first glance. They agree in many respects
with the recommendations found in the
Opinion. The major difference is that I
view the return on pension assets as financial income, not as a reduction of
pension cost. Thus, income from the
pension fund should be treated analogously with the income from other types
of funds. I still recommend the use of
an actuarial cost method, but with an
assumed interest rate of zero percent so
as to separate the effects of funding (a
financial decision) from the determination of pension cost (an accounting
problem) . I also suggest actuarial gains
and losses be treated in the manner recommended in the Opinion. Finally, my
proposed treatment of prior service cost
falls within the limits suggested in the
Opinion. In conclusion then, I only
hope that my suggestions are sufficiently
controversial to generate a good deal of
thought and discussion, which in turn
might lead to the development of new
and better principles and practices in
this important area.

across divisional lines is an essential in
developing competent senior financial
management. It is only by this route
that men will be available who have a
broad knowledge of the company. Furthermore, such moves should be planned
to include assignments in functional
areas other than finance.
Training programs along the lines described constitute a better solution to
procurement of personnel than a practice of hiring into regular jobs, particularly if rotation is a company policy.
One advantage of a training program is
its impact as a selling point to the recruit. A program with a historical record

of successful performance may well enlist assistance in recruiting on the part
of a college or university faculty. Furthermore, there should be an understanding on the part of the trainee that
mobility is the order of the day. The mobility should be pointed up and not out.
No program involving people will operate smoothly all of the time. However,
the efforts of the senior financial officer
in providing a well - planned and supervised executive development program
can provide the corporation with a most
significant asset, i.e. the talents required
to perpetuate the growth and financial
success of the company.

DEVELOPING FINANCIAL EXECUTIVES

Continued from page 19
nounced intent of the company to take
into the program outstanding employees
who were not specifically recruited as
trainees. It should be borne in mind
that when assigned, the trainee reported
through the divisional line management,
and in this sense his relationship to the
organization in which he worked was
not different from that of his immediate
co- workers.
Conclusions
The writer is convinced that in today's climate a program of reassignment
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Financial Pitfalls in
International Operations
THE EMPHASIS IS ON THE STARTING POINTS IN DEVELOPING A GOOD SYSTEM

By William Schanz
In 1959, a U.S. corporation purchased
a small Brazilian company which showed
great promise. In addition, an intercompany loan was made to supply
needed working capital. For the next
two years, the accounting records disclosed the rapidly growing company
was quite profitable, but the steep decline in the value of the cruzeiro prevented the U.S. parent company from
receiving any tangible returns on its
investment. In fact, the Brazilian company found itself in a very poor working
capital position, just as it had on occasions in the past.
By this time, the parent company's
management had a much better grasp
of the Brazilian monetary situation and,
although they were satisfied with the
progress of the operating results and
wanted to assist the subsidiary wherever possible, they did not want to send
further funds to the subsidiary where
such funds would undoubtedly get
"locked in." Funds for borrowing were
not readily available in Brazil, while the
United States banks were adverse to
lending funds to a Brazilian company.
Adding to the complications was the
fact that the company could not get any
tax deduction for the potential 10 million cruzeiro exchange loss unless it was
"realized" through the actual remittance
of foreign currency.
An exploration of various approaches
proved unsuccessful until the manageMANAGEMENT ACCOUNTING /APRIL 1969

ment utilized the services of a Swiss
bank with whom the company's Swiss
marketing subsidiary had a substantial
loan. After transferring the ownership of
the Brazilian company from the U.S.
parent to the Swiss subsidiary, the company was able to formulate an agreement whereby the Swiss bank would
lend the Brazilian company enough
funds to repay the intercompany loan
(now held by the Swiss company). In
this way, the Brazilian company was
able to "realize" the exchange loss which
arose when the loan was repaid. This
initial transaction was consummated
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almost at year end. Several days after
year end, the Swiss company once again
established the intercompany loan relationship by forwarding equivalent
funds to the Brazilian subsidiary who in
turn repaid its "borrowings" from the
Swiss bank. The end result had no effect
on the Swiss company's funds, but the
Brazilian subsidiary was able to claim
a tax - deductible exchange loss of over
$17,000 at a cost of a few thousand
dollars (also tax deductible).
The Need for Competent
Professional Advice
Naturally, the situation and monetary
amounts have been altered slightly for
easier explanation, but the transaction
is not fictitious! The important lesson
here is not the device that was used to
gain tax benefits, since that loophole
was closed a few years later by the
Brazilian government's efforts to restrict
currency flows, but two much more
salient facts which every company
should consider when doing business in
foreign countries.
First, it is important to keep an open
mind that each transaction involving
foreign exchange must not only be
analyzed independently from both the
parent company and the subsidiary's
viewpoint, but also from the interplay
of factors both in and outside of the
parent- subsidiary relationship. Difficulties experienced in transferring funds between two countries can often be
43

eliminated or reduced by using a third
country as an intermediary. However,
care must be taken that possible tax disadvantages of using the intermediate
country do not offset the benefits to be
derived from the more efficient currency
flow.
Another consideration, which is almost mandatory for the newcomer to
foreign operations, is the need for securing competent outside professional
help. The burden of interpreting and
acting within the complex, everchanging
framework of U.S. — International law
(tax and otherwise) seems at times to
be almost overwhelming in itself, but
the complexity almost doubles each time
a new inter - country relationship develops. Generally speaking, it is best to
get professional opinions from "both
sides of the pond," when questions of
significant importance arise.
Obviously, no company can operate
wholly on outside professional advice,
no matter how competent. The ultimate
responsibility for managerial action must
come from within. In the financial areas
of a company involved in international
operations, this managerial action takes
the form of two important functions,
treasury and accounting. Some people
might prefer to classify the tax function
separately from either of the aforementioned, but I feel that it is so closely
interlinked to the roles of the treasury
and accounting departments that it becomes an integral part of both.
Financial Measures Against
Losses from Fluctuating
Exchange Rates
Anticipation plays a key role in effectively managing the treasury function
in international operations. This anticipation should not take the form of a
gambler's "hunches," but rather should
result from a well thought out plan
prepared after thoroughly appraising the
current economic and political situation.
Many foreign subsidiaries of U.S.
based companies are restricted from
taking appropriate action when a financial crisis develops within a particular
country because they are not in the
financial position to do so or they are
restricted by government action. Unless
sufficient anticipatory action has been
taken to minimize the risk of a currency
devaluation, a foreign subsidiary could
find itself in the midst of a situation, knowing what should be done (or
should have been done), but unable to
do it. It is a harsh fact of life that many
companies do not operate in a liquid
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position which would enable them to
quickly transmit funds to a U.S. parent
without hurting the current operating
situation. Except for the problems
which result from low working capital,
this is often the desirable circumstance
for overseas subsidiaries.
Another reality the U.S. parent and
foreign subsidiary must face is the fact
that the government of the country
which is experiencing the currency problems will be taking appropriate action
to counteract those factors which are
creating the currency fluctuations. These
actions are often of a nature which make
it more difficult for the foreign subsidiary to alleviate their own problem.
Nevertheless, there are a number of
general rules whereby a company can
provide themselves with some built -in
protection.
Borrowing locally in the foreign country is an important way to cope with
rising inflation. On a broader thought,
U.S. companies should reconsider any
tried and true rules about equity versus
debt financing in dealing with overseas
operations. The ratio relationships which
are being followed by the parent may be
unrealistic in a country with inflationary
conditions and an unstable currency.
Investing dollars in equity capital could
possibly create future hardships for the
subsidiary in case the parent decides to
repatriate some of those dollars. On the
other hand, significant advantages in
foreign exchange might be gained by
utilizing foreign currency loans for longterm capital.
Cash balances should be kept as low
as possible. Transmission of cash to the
parent company in the form of dividends, payments of current accounts
receivable, payments for royalties or
administrative charges.or repayments of
longer term obligations should be made
as rapidly as possible.
Obligations in dollars or currencies
more stable than the local currency
should also be paid promptly. This is
another area where the parent company
should reassess their policies of maintaining a certain "quick ratio" or "current ratio." What may be good practice
in the United States may be inappropriate where unstable currencies are
concerned.
Receivables from trade transactions
should be collected as quickly as possible. Additional incentives such as discounts to promote faster payment on the
part of customers could help to develop
a better cash flow so that preventive
actions can be taken in utilizing the

available cash. In addition, the foreign subsidiaries should take full advantage of longer payment terms in
dealing with their suppliers. One rule
which is appropriate in both U.S and
foreign countries is to request arry extension of time the government will
permit in paying taxes. This serves the
double purpose of allowing the company to use the funds for a longer period
of time as well as providing some protection against a weakening of the currency. It is a common practice in many
countries to allow companies to borrow
funds by the use of a bank overdraft.
This can provide a flexible means of
securing funds and is another measure
whereby the overseas company can follow the practice of utilizing debt financing.
There are a number of actions which
can be taken in order to minimize the
risk from having excess cash on hand,
should this be the case. Investments
can be made in inventories or fixed
assets. These tend to maintain their
value much more readily in times of
inflation. Naturally, there are limitations
to the amount of such "investments"
a company should maintain even when
doing business' overseas. Excess foreign
currency fund§ might be used to purchase dollars or other "hard currencies."
These can be used to pay dollar obligations or to maintain a bank account in
dollars. Here again, it should be emphasized that prompt payment of dollar
obligations and the remission of excess
cash to the parent company whenever
possible should be the rule.
Since each country will be taking
countermeasures to prevent the outflow
of funds or, at the very least, will have
laws restricting excessive outflows, it is
extremely important to adequately document transactions which will require
the transfer of funds out of the country.
Both equity and borrowed capital should
be officially recorded. All dollar obligations should be adequately documented.
Anticipating restrictions on currency
flows makes it wise for the financial
executive to try to secure official permission to pay future dividends or
transfer dollars so that such actions can
be taken when the occasion arises.
A very effective measure to offset the
in -roads that inflation may make against
profits is the adjustment of selling prices.
While this may be basically a marketing
decision, the ability to raise the selling
price in times of devaluing currency is
a great asset. This aspect should be
considered in advance of establishing
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the subsidiary, particularly when the
subsidiary will be manufacturing and
selling prjmarily within its own country.
The previous comment regarding investing excess cash in inventories takes on
added significance in marketing situations where the selling price can be
readily adjusted. If they can possibly be
arranged, sales contracts in dollars will
provide some insurance against the devaluation of the local currency. In all
export sales from the United States, the
terms of payment should be in dollars.
Accounting Techniques
Understanding and using the proper
accounting techniques, particularly in
translating foreign currency statements
into U.S. dollars, is a vital step in accurately reflecting the results of overseas
operations. The intricacies of preparing
the U.S. dollar statements of an overseas subsidiary are often the source of
considerable confusion. Probably the
best known literature on the subject of
foreign currency translation can be
found in the National Association of
Accountants' Research Report #36,
Management Accounting Problems in
Foreign Operations. No matter what
theories form the basis for translating
the foreign currency accounts, one
should always keep an open mind
toward the myriad of situations which
arise in the area of foreign accounting.
Do not allow the rules of this game to
create a stereotyped approach to each
situation.
Companies should be realistic with
respect to gains or losses arising from
foreign exchange transactions or the
translation of foreign currency statements. Unless there is positive evidence

to indicate that the value of a particular
foreign currency will recover from its
present level, a U.S. company which
defers losses (even if unrealized) will
often find they are merely postponing
the day when a larger loss will have to
be recognized.
Whenever the terms of payment on
an account call for U.S. dollars, such
debts of the foreign subsidiary's should
be reported in the equivalent of U.S.
currency. Each year as the difference in
the dollar obligations and the foreign
currency creates a potential exchange
loss, such losses should be provided for
in the accounts of the foreign subsidiary,
if permissible under that country's laws.
There is usually a close tie -in between
the tax laws and the accounting requirements in overseas countries. Some foreign countries require that any deduction for tax purposes be entered in the
books of accounts. Thus, exchange losses
(if tax deductible) should be booked
by the foreign subsidiary.
While U.S. companies may make any
number of arbitrary allocations or adjustments to reports prepared for internal use, many overseas accountants
do not readily accept the fact that .reports which are prepared for management use within the company may differ
from the prescribed presentation of the
statements for public consumption. The
concept of Schedule M which reconciles
book and tax income on the U.S. Corporation Income Tax Return is unknown to many overseas accountants.
From a psychological point of view, it
may be desirable to make any adjustments which the overseas accountant
considers arbitrary on the U.S. dollar
internal reports only.

An Illustration
Exhibits 1 and 2 have been prepared
to show the paradox of using different
accounting techniques to translate Foreign Currency Statements. To simplify
the illustration, the company is assumed
to be doing business in a country where
it is unnecessary to accrue for income
taxes on the current year's earnings -in
the current year. (Although providing
for income tax would have no effect on
the principles illustrated.) It is also
assumed that the only fixed asset is a
warehouse which has not been depreciated since depreciation on buildings is
not deductible for tax purposes. This
eliminates any additional complication
that would be created by the effect of
depreciation expense on the translation
of the Earnings Statement.
Early in year 19X1, the company is
first organized with $ 50,000 in cash,
capital stock in the same amount, and
a $200,000 loan, the proceeds of which
are used to buy the building. At the
time the subsidiary is organized, the
rate of the foreign currency (abbreviated
FC) is on a par with the U.S. dollar.
However, in the year of organization,
before any sales are made, the foreign
currency is permanently devalued 50
percent.
Exhibit 1 presents two alternate situations at December 31, 19X1, showing
both the foreign currency and the
translated U.S. dollar amounts. In the
first, the note payable is due in foreign
currency, while the second case assumes
that the loan is an intercompany loan
from the parent, payable in U.S. dollars.
Although Accounting Research Bulletin
No. 43 states in reference to foreign
exchange that "long -term liabilities and

Exhibit 1
RELATIONSHIP OF U.S. DOLLAR TO FOREIGN CURRENCY STATEMENTS
DECEMBER 31, 19X1
(Rate o/ .5, or 2FC /or each U.S. Dollar)
ST AT EMENT OF FINANCIAL POSIT ION
Assets:
S

Ca sh ( C u r re nt Ra te )

CASE II
U.S. Dolla r Loa n

U.S.

Foreign

U.S.

Foreign

Dolla rs

Cu rrency

Dolla rs

Cu rrency

25,000

FC

50,000

200,000

200,000

S

225,000

FC 250,000

S

F i x e d As se t s ( H i st o r i c a l R a t e )
T o ta l

CASE 1
Foreign Cu rrency Loan

S

25,000

FC

50,000

200,000

200,000

S

225,000

FC 250,000

S

200,000

F C 200,000

50,000

50,000

Li a b il it ie s a n d Ne t Wo rt h:
100 ,0 00

FC 200,000

Ca p i t a l st o c k ( H i sto r i c a l R a t e )

50,000

50,000

Un re a l iz e d Ga in on T ra n sl a t io n

75,000

—

Not e pa y a b le

(25,000)

T r a n sl a t i o n ( l o ss)
T ota l
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S

225,000

FC 250,000

S

225,000

—
F C 250,000
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Exhibit 2
RELATIONSHIP OF U.S. DOLLAR TO FOREIGN CURRENCY STATEMENTS
DECEMBER 31, 19X2
CASE. 11

CASE I

$

Oper a ti ng Pro fit

U.S.

Foreign

Dolla rs

Cu rrency

U.S.
Dolla rs

F C 2,000,000

1,0 0 0,0 0 0

F C 2,000,000

800 ,0 00

1,6 0 0,0 0 0

80 0 ,0 0 0

1,6 0 0 ,0 0 0

200,000

400,000

200,000

400,000

100,000

200,000

200,000

400,000

100,000

200,000

Lo ss o n F o r e i g n E x c h a n g e
Ea rn ings Before T ra nsla tion

Fore ign
Cu rrency

1,0 00 ,00 0

$

EARNINGS STATEMENT
Sales
Co st s ( E x cl u d e s d e p re c i a t i o n )

U.S. Dolla r Loa n

Foreig n Cu r rency Loa n

(Ra re of .5 , or 2FC fo r e ac h U.S. Dollar in e ffe c t a ll y e a r)

100,000
-

T r a nsl a ti o n G a i n ( L oss)
$

Net E a rn in gs

200,000

FC

400,000

125,000

FC

250,000

$

200,000

FC

25,000

FC

200,000

ST AT EMENT OF FINANCIAL POSITION

200,000

T ota l

$

Fi x e d Asse t s ( H i st o r i c a l R a t e )

325,000

FC

50,000

FC

50,000
200,000

200,000

200,000

450,000

225,000

FC

50,000

FC

$

$

Ca sh (C u r re nt R a t e)

$

Assets:

250,000

capital stock stated in foreign currency
should not be translated at the closing
rate, but at the rates of exchange prevailing when they were originally incurred or issued",' a common practice
is to translate the liabilities which are
payable in the foreign currency at the
current rate of exchange. This is realistic from the standpoint of showing
the true liabilities in terms of U.S.
dollars on the statements. In the first
part of Exhibit 1 this latter procedure
has been followed to illustrate what will
happen when local currency loans are
translated in this manner. Thus, the
more commonly used practice results in
an unrealized gain on translation of
$75,000 in this instance.
Contrasted to this, the loan payable
in U.S. dollars would be reflected in
that amount. Here the only effect shown
by the translation of the accounts is the
Reinstatement and Revision of Accounting Research Bulletins, Accounting Research Bulletin No.
43, American Institute of Certified Public Accountants, New York, May 1953, p. 114.

1

$

T ota l

325,000

$

'

175,000

50,000
200,000

-

-

-

75,000

Un re a l iz ed G a i n on T ra nsla ti on

50,000
400,000

200,000

Re ta in e d Ea r ni ng s

FC

loss of $25,000 resulting from the reduction in terms of dollar value of the
cash (which happens in both cases) .
Although no actual operations have
been conducted, the year -end statements
reflect two quite different situations, depending on the approach used in translating to U.S. dollars.
At this point, conservative judgment
should enter the picture. With the
close relationship of the note payable
to the fixed assets, it is not realistic to
reflect an unrealized gain on translations
which is related to the lower rate used
in converting the notes payable to U.S.
dollars. I n this case, the problem can
be resolved by following George Watt's
suggestion that "long -term debt be
translated at the current rate only to
the extent of the net loss from the
translation at the current rate of other
financial items ... the remaining balance of long -term debt be translated at
the historical rate, providing the local
currency balance of fixed assets net of

450 7 000

$

Ca pi ta l St oc k (H isto ri ca l Ra te )

$

Lia bil it ies a nd Net W ort h:

225,000

FC

250,000

accumulated depreciation is at least
equal to the long -term debt to be translated at the historical rate." 2 If this
were not done, the statements would
reflect the unrealistic gain on translation
as shown in Exhibit 1, which in this case
is anticipatory of a potential gain on
foreign exchange.
Exhibit 2 reflects the following year's
results wherein sales took place and the
loan was repaid. In the first illustration,
the company now shows an unrealized
gain on translation in the same amount
as at December 31, 19X1, as a result of
repaying the loan in cheaper currency.
Thus, the statements would not reflect
this as taking place in the year 19X2 if
the method of translation shown in
Exhibit 1 were followed. On the other
hand, if the note payable were translated at December 31, 19X1, at the
Continued on page 59
George C. Watt , "Unrealized Foreign Exchange
Gains Arisi ng from Funds Borrowed in Local Currency," Management Accounting, February 1965,
p. 5.

2

IN THE NEXT ISSUE

Of MANAGEMENT AccouNnNC we will carry another article on this subject. Titled "Organizing for
International Operations," by Donald H. Alder, the article reviews many of the problems that
face the American company wishing to enter foreign markets.
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Certification of Cost or Pricing Data
Under Defense Contracts
TRUTH IN NEGOTIATIONS: AIMED AT THE ONE ROTTEN APPLE

By Edwin P. James
One of the most controversial areas in
defense contracting today is "Truth in
Negotiations." It involves the certification of cost or pricing data by the contractor basically on negotiated procurements which exceed $100,000 and the
sometimes resultant charge of defective
pricing by the Government. At issue is
Public Law (PL) 87 -653 and the follow-up Armed Services Procurement
Regulation (ASPR) Sections III and
VII, including Defense Procurement
Circulars (DPC) 55 and 57.
In effect the regulations require a
contractor to submit detailed cost information on a DD Form 633 with his
pricing proposal; to update all data at
the time of final negotiations; to sign a
certificate (Exhibit 1) to the effect that
cost or pricing data are accurate, complete and current; and to be subjected
to a post -award audit by the Defense
Contract Audit Agency (DCAA) or the
General Accounting Office ( GAO) to
determine if defective cost or pricing
data were in fact submitted. (Important
rights and risks are involved.)

tion of a contract price, and thus becomes the data certified in the cost or
pricing certificate.
There are various formats to the DD
Form 63' ) covering original contract
pricing, change orders, technical services, technical publications, motion pictures, and research and development. A
kev clause in the instructions on the
reverse side of the DD Form 633 is
paragraph 5, which in effect gives the
contracting officer complete access to
the contractor's records. Paragraph 5
states: "By submission of this proposal
the offeror grants to the contracting
officer, or his authorized representative,
the right to examine, for the purpose of
verifying the cost or pricing data submitted, those books, records, documents

EDWIN P. JAMES

Contract Pricing Proposal:
DD Form 633
To begin with, it would be pertinent to review the steps a contractor
must go through leading up to the
final signing of the cost or pricing
certificate. The initial submission of his
quotation must be accompanied by a
DD Form 633, Contract Pricing
Proposal. The DD Form 633 provides
the basis for the data submitted by the
contractor. It is used in final negotiaMANAGEMENT ACCOUNTING /APRIL 1969
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and other supporting data which will
permit adequate evaluation of such cost
or pricing data, along with the computations and projections used therein.
This right may be exercised in connection with any negotiations prior to contract award." This right is further cemented by the now famous "Nitze
Memorandum" of 29 September 1967,
and by a recent revision to PL 87 -653,
which grants the Department of Defense access to cost performance records
on non - competitive firm fixed -price contracts. Thus, "Truth In Negotiations"
has led to the downfall of the time honored industry and even government
theory of the privity and sanctity of
fixed -price contract costs after the fact.
There is one other major point to
bear in mind concerning preparation of
the DD Form 633. If a defense contractor's pricing system is not compatible
with the format and cost breakdown
on the form, he may present it in another form attached to the DD Form
633, with approval of the contracting
officer. In such a case, however, the DD
Form 633 must still be signed in order
to preserve the Government's access to
records prerogative.
Pre -award Audit
After submission of the pricing proposal by the defense contractor, the next
link in the "Truth In Negotiations"
chain of events will be a government
audit requested by the contracting officer. This is not an audit for the purpose
of defective pricing (which is covered
by a post -award audit) but rather a pre award audit to supply the contracting
officer with audit recommendations for
47

use in negotiating a final selling price.
Due to the current heavy workload of
the DCAA, which has been increased
considerably by the requirements of PL
87 -653, the results of the audit may riot
be available for quite some time even
though pre -award audits have top priority. When they are available, the contracting officer has to digest them,
which takes time, or he may delay the
negotiation further due to other more
pressing business. The result of all this
is that the defense contractor must update all of his data in order to meet the
requirements of PL 87 -653. New vendor
quotes are now required, perhaps labor
standards have changed, and variation
and overhead rates may well be out of
date. So the defense contractor, caught
in myriad government red tape, has no
choice but to submit a revised pricing
proposal. Now the DCAA audit is obsolete and a new one is required.

tracts of $10,000 or less, but may
be requested on modifications (to
negotiated or formally advertised
contracts) of less than $10,000.
The ASPR requirements under (1)
and (2) above may be waived in
exceptional cases, where the secretary of a military department (or,
in the case of a contract with a
foreign government or agency thereof, the head of a procuring activity)
authorizes such waiver and states in
writing his reasons for such determination.
Termination and change order claims
are subject to the cost or pricing certificate requirements.
There are certain other situations
where a certification of cost or pricing
data is not requested —even though cost
or pricing data may have been requested

in the solicitation. These situations
would exist where the price negotiated
is based on:
Adequate price competition
Established catalog or market prices
of commercial items sold in substantial quantities to the general
public
Prices set by law or regulation
Immediately the question arises, what
is adequate price competition? Many
times industry feels adequate price competition does exist whereas the government rules that it does not. For example, if the Government obtains several bids on a negotiated procurement,
and one bid is far below the others, it
may rule that effective competition does
not exist, and thus subject the really
efficient contractor to the harsh realities

Exhibit 1

1. When the award of any negotiated
contract is expected to exceed $100,000 in amount
2. When the pricing of any contract
modification is expected to exceed
$100,000 in ampunt for any formally advertised ;or negotiated contract, whether or not cost or pricing
data was required in connection
with the initial pricing of the contract
When the award of any negotiated contract is not expected to
exceed $100,000 in amount or any
contract modification is not expected to exceed $100,000 in
amount for any fonnally advertised
or negotiated contract, whether or
not cost or pricing data was required
in connection with the initial pricing of the contract, and provided
the contracting officer considers that
circumstances warrant such action
In analyzing the above situations, several important points need to be considered:
1. A certificate of current cost or pricing data is not restricted to negotiated procurements; it is also required
on contract modifications to formally advertised contracts.
2. A certificate of current cost or pricing data is not requested for con48

CERTIFICATE OF CURRENT COST OR PRICING DATA
This is to certify that, to the best of my knowledge and belief,
cost or pricing data as defined in ASPR 3- 807.3(e) submitted, either
actually or by specific identification in writing (see ASPR 3-807.3(f),
to the contracting officer or his representative in support of
*

Certification
Certification of cost or pricing data
is required in the following situations
per ASPR Section 3- 807.3:

are accurate, complete,
**

and current as of
D A Y

M O N T H

Y E A R

Firm
Name
Title
* * *
DATE

OF

EX E C UTI O N

Describe the proposal, quotation, request for price adjustment or
other submission involved, giving appropriate identifying number
(e.g., R E P No.
).
**

This date shall be the date when the price negotiations were
concluded and the contract price was agreed to. The responsibility
of the contractor is not limited by the personal knowledge of the
contractor's negotiator if the contractor had information reasonably
available (see ASPR 3-807.5(a)) at the time of agreement, showing
that the negotiated price is not based on accurate, complete and
current data.

* * * This date should be as close as practicable to the date when the
price negotiations were concluded and the contract price was
agreed to.
MANAGEMENT ACCOUNTING /APRIL 1969

of PL 87 -653. The contracting officer
should be required during the course of
negotiated procurements to furnish a
written determination that adequate
price competition did not exist. In addition, the ASPR regulations need to be
revised to clarify the knotty question of
adequate price competition.
Another problem area exists as to
whether or not a contractor's commercial product meets the test of "sold in
substantial quantities to the general
public." What are substantial quantities? Industry and government vehemently disagree on this subject with the
application of PL 87 -653 riding in the
balance.
In connection with the question of
whether or not a cost or pricing certificate is required, some contracting officers are prone to request a certificate
on almost every pricing action. Defense
contractors should know their rights in
this area and resist such requests where
not justified.
At this point let us examine in detail
the controversial certificate of current
cost or pricing data (Exhibit 1), the
signing of which can lead to dire consequences for the defense contractor. It
contains the far - reaching words, "accurate, complete, and current," which
cover just about everything. Although
the regulations specify that certain data
(such as overhead expenses, production
records and minor material items) may
not be reasonably available as of the
date of execution of the cost or. pricing

certificate, the time allowed for compliance is subject to different interpretations by different contracting officers.
"Significant" costs, such as changes in
the labor base or in prices of major
material items, must be absolutely current. What is significant? The ASPR
( Section 3-807.5(a) (1) itself states
that no hard and fast rule can be laid
down on what is significant since it can
depend upon such circumstances as the
size and nature of the procurement. As
a result a contractor can be suspected
of defective pricing on just about any
negotiated contract he obtains.
Another important matter to consider in the cost or pricing certificate is
the reference to data submitted to the
contracting officer, either actually or by
specific identification in writing. Since
cost or pricing data per the ASPR consists of all facts which can reasonably
be expected to contribute to sound estimates of future costs as well as to the
validity of costs already incurred, a contractor must either submit or reference
complete back -up support for his quotation. Some contracting officers demand
t h a t pra ctica lly all su p p o r t i n g da ta b e

forwarded to them personally. Other
contracting officers are content to have
references made on the proposal to the
various substantiating files in the contractor's plant. In any event, all data
must be identified one way or the
other, or defective pricing becomes a
reality. The mere availability of records
to government auditors is not enough.

Exhibit 2
BREAKDOWN OF NEGOTIATED CONTRACT SELLING PRICE

Pu rch ase d Part s
Raw M at e ri al
Total Parts
In d i re ct M at eri al E x p e n s e
Total Material
Production Labor
Production Overhead
T o t al P r o d u ct i o n Lab or & O. H .
E ngi ne e ri ng Labor
Engineering Overhead
T ot al E ngi ne e ri ng Labor & O. H.
T o t al M at e r i al , Labo r & O. H .
Warrant y Cost s
Spe ci al T oo li ng
Packing & Shipping
T o t al Pri me C o s t s
G &A Expense
Ge n e ra l R & D E x p e n s e
To t al Co s t
Pro fit o f C o s t
T o t a l S e l l i n g Pr i c e
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Per the
contractor
Rate
Amo unt
$ 88, 124
9, 258
97, 382
3%
2,922
100 304
17,
15 0 %
44�6�

11 0 %

5%

lo%
3. 5%
10%

2, 352
2,588
4 940

1 49:707
7, 485
2, 000
1 000
1 0,192
16, 019
5,607
181,818
18, 182
$200, 000

Per the
go v e r n m e n t
hate
Amo unt
$ 93,120
9. 2 58
102,378
2.969
2. 9%
105, 347
,725

149%

3 � �
—3
2

10 9 %

2,117
2,308
4 4 ,25
1 4 8 ' 92 i

5%

9.8%
3. 5%
10.76%

7,446
2, 000
1,000
159,37 4
15,619
5,578
180, 571
19,429
2001 000

An import ant poin t to remember is
that the contractor is certifying only to
factual (actual or historical) data and
not to his judgment on estimates based
on budgets or projections. In other
words, he cannot be accused of defective pricing on estimated costs. Th e
actual data upon which the contractor's
judgment is based, however, is subject
to defective pricing.
We ca nnot lea ve t he su bject of the
cost or pricing certificate without explaining the two dates on the form.
The first date is th e date of the price
agreement at final negotiations. Th e
second date, or date of execution, allows
the contra ctor to go back to his plant
for a final check of his data. Negotiations may have t o b e reopened if he
discovers all of his data is not accurate,
complete and current. Th e two dates
may coincide if a contractor is confident
he has access to and has revealed all
possible data in final negotiations.
One last word of warning on the certificate of current cost or pricing data —
several versions have been issued over
the years and, if a contractor is accused
of defective pricing, he should carefully
examine the wording of the certificate
in the contract under fire before preparing his defense.
Once the certificate is signed and
dated in full, another little problem
rears its ugly head. Although both parties agreed to a figure at the selling price
level, they did - not agree to individual
elements of cost. In almost every case
the contractor's breakdown will not
agree with the contracting officer's
breakdown, yet the government negotiator will not allow the contractor to
see how he arrived at his price. See Exhibit 2 for a typical example of the two
breakdowns resulting in the same selling
price. Later on when a post -award defective audit is performed, which cost
did the contractor certify —his version
or the Government's version? Invariably
the auditors will use the Government's
version which in itself can become a
bone of contention.
P os t - Awa r d Au d i t
The post -award audit for defective
pricing is a story in itself. In the case of
contractors with defense contract sales
of $ 5,000,000 or more per year, the frequency of defective pricing audits by
DCAA depends on the quality of their
Cost Estimating systems. Smaller defense contractors are selected for defective pricing audits by DCAA based on
random sampling techniques at the na49

DCAA Fact Sheet
In fairness to the DCAA, it should be
pointed out that on October 10, 1967
that agency released a "Fact Sheet" for
use of its auditors in defective pricing
reviews. It contained the following explanation of what is and what is not defective pricing:
CIRCUMSTANCES THAT ARE NOT DEPRICING. Illustrations of this
guidance as to circumstances which will
not, in and of themselves, support findings of defective pricing are: (quote)
FECTIVE

Subsequent to the award of the contract, a significant difference is noticed between proposed costs and
experienced costs.
After completion of the contract, it
is found that the profit actually Tea lized on the contract was higher
than profit contemplated at the time
of negotiation.
Subsequent to the completion of the
contract, it turns out that contingency provisions proposed to and
accepted by the contracting officer
did not materialize.
50

The original proposal disclosed facts
as to historical costs, but projected
that costs for the future would be
higher and such projections were accepted by the contracting officer but
did not materialize.
Estimates (or judgment) contained
in the original proposal turned out
to be wrong, e.g., (a) labor productivity was higher than anticipated,
or (b) actual cost of an item of material was less than proposed due to
such conditions as changes in market
conditions or an advantageous buy."
CIRCUMSTANCES THAT

INDICATE

DE-

Conversely, the following illustrate circumstances which
may be the basis for findings of defective pricing: (quote)
1. Subsequent to submission of the
original proposal but prior to agreement on price, firm quotations are
received or purchase orders are
awarded at amounts significantly
less than those indicated in the original proposal. This information was
not disclosed to the contracting officer.
2. The original proposal was supported
in part by a "priced out" bill of material which, subsequent to agreement on price, was found by the
Government to have been overstated
because the costing data used were
obsolete, as evidenced by, for example, firm quotations received from
suppliers prior to agreement on price
providing for prices substantially less
than the purchase order prices from
a prior contract which had been used
to "price out" the bill of material.
3. The original proposal contained a
"make or buy" plan which stated
which parts or components were to
be bought and which were to be
made in- house; however, prior to
agreement on price, the "make or
buy" plan was changed in a manner
which resulted in the incurrence of
significantly less costs. Such change
was evidenced by a series of plant
work orders providing for the manufacture in -house of a number of
parts and components that had been
identified as "buy" items in the original "make or buy" plan. These
data were not disclosed to the contracting officer.
4. The labor estimate in the original
proposal was based upon the actual
labor experience on a prior contract
for an item that was similar, but not
identical, to the item to be contractFECTIVE PRICING.

a

tional level. In addition, contracting officers may request such audits on a particular contract, and the General Accounting Office (GAO) may perform
defective pricing audits on any contract
it so selects.
We now come to the most alarming
aspect of PL 87 -653, the no offset ruling. In effect the ASPR states that generally under defective pricing a contractor may not offset costs which have been
understated against those which have
been overstated! The Armed Services
Board of Contract Appeal (ASBCA)
has also on occasion interpreted PL 87653 to mean just that. As a consequence
the government auditors have no choice
so they may "set off" costs only in a
very narrow way within a single item of
data, such as unit price and quantity of
the same purchased part. One purchased
part may not be offset against another
purchased part, labor may not be offset
against material, one class of labor may
not be offset against another class of labor, etc.
The no offset rule, incidentally, does
not apply to negotiations prior to signing the pricing certificate, or to any
other government pricing action for that
matter. It is strictly the stepchild of a
law which was enacted to insure that a
fair price was obtained by the Government.

ed for; however, prior to agreement
on price, a complete time and motion study for the item was performed which demonstrated that the
labor estimate was overstated. These
data were not disclosed to the contracting officer. (Note that this study
must have been completed prior to
the agreement on price.)
5. The original proposal was based in
part on the continued use of manufacturing processes and machinery
utilized in the past; however, prior
to agreement on price, a management decision was made to acquire
new equipment and use new processes (to be used during the period
of the contract) . This decision was
evidenced by the minutes of a board
of directors meeting, fixed asset appropriations, and requests for quotations sent to suppliers for the new
equipment. This decision was not
disclosed to the contracting officer.
6. The original proposal contained an
estimate for overhead and G &A
based upon the overhead and G&A
rates for the last fiscal year, however,
prior to the agreement on price, the
company's budgets for future production, sales etc., were approved by
top management which indicated a
sizeable increase in volume resulting
in significant reductions in overhead
and G &A rates. The data in these
budgets were not disclosed to the
contracting officer."
Delayed Reaction
The final step in the "Truth in Negotiations" flow of events is a decision
by the Government that the defense
contractor is guilty of defective pricing.
At this point the contractor must support his position and attempt to rebut
the Government's position at the contracting officer level. If this fails, he may
decide to carry his case to the Armed
Services Board of Contract Appeals, or
to a higher court. If in the final analysis,
he is found guilty of defective pricing,
the result is a reduction in contract price
which is a loss of sales and profit. It
should be noted that the period of exposure on defective pricing is three years
after the final payment under the contract, so a contractor may find himself
facing a problem long after the final
product is delivered.
Flow -Down to Sub - Contractors
A problem area of major importance
in certification of current cost or pricing
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data is that of proper flow -down clauses
to subcontractors. Since the Government feels its remedy lies with the prime
contractor, any defective pricing refunds
related to subcontracts should from the
Government viewpoint be levied against
the prime contractor. He in turn needs
some kind of subcontract coverage to assert his rights against the subcontractor.
At the present time the ASPR Committee has in process some proposed revisions to ASPR on this subject. Their
initial review by industry resulted in
some strong adverse comments, as follows: (quote)
1. The June, 1967 ASPR draft was
more satisfactory than the March,
1968 draft as it recognized affirmatively that when a subcontractor has
furnished all the information he has
received from potential suppliers and
has disclosed any defects known to
him, he has accomplished all that
PL 87 -653 could ever envision as a
requirement and all that he could
possibly, reasonably and practically
accomplish under the circumstances.
2. The most recently proposed treatment would make the prime contractor an insurer of the currency,
completeness, and accuracy of such
data from "potential" subcontractors
even though he could not know or
find out if such was the fact. If anything the Government would not
only have all the information available to the prime but would even be
in a better position if it so desired to

3.

4.

5.

6.

7.

verify through audit the currency,
completeness and accuracy of data
from "potential" subcontractors.
Continued updating of submissions
by all "potential" subcontractors to
the date of agreement on the prime
contract price is administratively impractical, if not impossible.
"Potential" subcontractors may be
unwilling to certify submitted cost
or pricing data in the quotation
stage, since both PL 87 -653 and the
Subcontractor Cost and Pricing Data
clause only require certification by a
subcontractor as of a date which is
as close as practicable to the date of
agreement on the subcontract price,
and ASPR requires that the prime
submit only one certificate.
The coverage would hold a prime
contractor financially liable for inadequate data from a source with
whom he may never contract.
Such coverage would only foster further litigation in this already excessively litigated area since the - contractor and the Government would
seldom be in a position to reach
agreement on the effect that such
inadequate data might have had on
an alleged overstatement of the
prime contract price.
Prime contractors could be liable for
reductions in contract prices where
actual subcontractors had furnished
defective data, but such subs are not
liable for reductions due to the subcontract being under $100,000 or
because of some other exemption."

There is no question that PL 87 -653
has complicated considerably the relations between prime and subcontractors.
The prime contractors in their efforts to
insure complete coverage of subcontracts sometimes demand cost or pricing
certificates when they are not appropriate. Small defense subcontractors must
be aware of their rights on this matter
in dealing with both the Government
and the prime contractors.
Conclusion
In a monopsonistic market such as defense contracting, the single buyer can
impose innumerable, almost impossible
requirements on the many sellers. The
implementation of PL 87 -653 is certainly one of them. It is aimed at the "one
rotten apple in the barrel," as are so
many procurement regulations. As a result the cost to the taxpayer of administering government contracts has risen
due to the enormous amount of detail,
support and analysis required by both
sides. Perhaps the solution is a revision
to PL 87 -653 itself. The theory behind
the "Truth In Negotiations" concept is
sound, and one which all businessmen
support. Government persorinel are entitled to know all the facts concerning
the cost or pricing data available to the
contractor. Some method must be devised, however, to make the law's
operation more fair and efficient, or
defense procurement may suffer by
withdrawal of competent firms from defense business.

BUDGETING —BOON OR BUST?

Continued from page 32

Sum ma ry

Despite the procedural objectives
which the accountant ma}, voice, if a
valid and significant budget change is
proposed, it should be made. Individuals cannot be expected to strive for performance levels which are altered by
circumstances beyond their control. If
the changes are not made the individuals
involved will stop proposing them.

Good budgeting procedures are not
easy to attain. To be effective, budgeting must be preceded by extensive planning and goal- setting activities throughout all levels of management. The budgeting process should begin at the foreman level and proceed up through the
organization. This is the only way in
which an individual can truly feel re-
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sponsible for his budget. The final step
in the budgeting cycle is to conduct
regularly scheduled budget reviews.
Management tools are not effective
because of their techniques or methodology. The), derive their value from the
way in which management accepts and
uses them. This is particularly true
about budgeting. Communication and
motivation are key elements in an effective budgeting program.
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Truth in Defense Contract Pricing
(PL 87 -653)
WE NOW HAVE A DEFECTIVE - PRICING LAW WITH SOME TEETH IN IT

By Paul M. Trueger
From time to time, changes take place
in the Armed Services Procurement Regulations applicable to defense contracts
that may be of concern to accountants.
This article explains the background and
factors relevant to the changes that
have taken place since 1962 —the Nitze
Memorandum, dated September 29,
1967, the implementing regulatory instructions contained in Defense Procurement Circular No. 57 issued November 30, 1967 and the revision to the
law as it applies to defense contracts
subject to defective pricing under Public Law 87 -653.
The irritation of Congress with what,
in the opinion of some of its members,
constituted (1) excessive use of negotiated contracts at the expense of formal
advertising, and (2) ineffective negotiation of contract prices, resulted in the
1962 amendment of the Armed Services
Procurement Act of 1947. Known officially as Public Law No. 87 -653, but
more widely as H.R. 5532, the amendment reflected three basic objectives:
Emphasize Congressional preference
for formal advertising and to reduce
the use of negotiated contracts.
Increase bargaining under negotiated contracts.
Require contractors to submit certain cost and price certifications under negotiated contracts, and provide
for price reductions where the data
certified was inaccurate.
52

The requirement for submission of
certifications as to the accuracy of cost
and price proposals had been established
in the Armed Services Procurement Regulation prior to the passage of Public
Law 87 -653. The current certificate, set
forth in ASPR 3- 807.4, is somewhat
more demanding than its predecessors.
What is probably more important, is
that the current requirement for prime
and subcontractors to execute the certificate will henceforth be much more
strongly enforced, since the inception of
this phase of the law.
Price Analysis and Cost Analysis
Price analysis is defined as the process of examining and evaluating a prospective price by the use of price data
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but not including cost data. Illustrations
of methods for accomplishing price analysis include: comparison of quotations
received from various sources; comparison of current quotations with prior
quotations and contract prices; comparison of quotations with independent government estimates; etc. Price analysis
may be used by DOD contracting officers when this method establishes the
reasonableness of the price or when
there is adequate price competition.
When a Defense Department contracting officer is unable to satisfy himself as to the reasonableness of a price
proposal through competition or the
various techniques of price analysis, he
is required to secure a breakdown of the
elements entering into the contractor's
price proposal. Thereafter, as distinguished from price anlysis, and relating
to a more intensive evaluation of a proposal, cost analysis is the process of
verifying and evaluating the specific cost
elements included in a contractor's price
proposal.
Defective Cost or Pricing Data
A Price Reduction for Defective Cost
or Pricing Data clause is now required in
contracts where the contractor is required to certify to the cost or pricing
data. Where the contracting officer determines that the contract price was increased because the prime or subcontractor furnished data which was not accurate, complete and current, he may
reduce the contract price appropriately.
There are two ways in which the GovM A N A G E M E N T AC CO UN TING / AP RIL 19 69

ernment can arrive at an opinion that
the contractor's cost or pricing data
were defective. First, and logically, this
can be done at the time that the contractor's price proposal is being evaluated in connection with the contemplated award of the contract or change
order. Second, to be used where the first
method does not serve the purpose, is an
after the fact audit. To accomplish
this, APR 7- 104.41 requires that, generally, contracts with Price Reduction
for Defective Cost or Pricing Data
clauses shall contain a clause giving the
Government the right to audit (any time
until 3 years after final payment under
the contract) any records, documents,
etc., which will permit evaluation of the
data submitted which were available to
the contractor as of the date he executed
the certificate.

Public Law 87.653
The enactment of PL 87 -653 in 1962
accorded considerable satisfaction to
certain members of the Congress, to
the General Accounting Office, and to
many representatives of military department audit agencies, predecessors of the
Defense Contract Audit Agency. These
were those people whom we can describe as having a cost - oriented view of
contract pricing.
Many DOD procurement officials,
and most industry representatives, on
the other hand, were price- oriented.
This latter view tied in with the philosophy of exploiting the profit motive
to achieve lower prices and tended to
emphasize competition to secure lower
prices. And where competition could
not be achieved, they looked for the increased use of incentive and firm fixed price contracts to produce conditions
similar to those found in a competitive
environment.

DOD and the GAO
Since the passage of PL 87 -653, GAO
has been carrying a running controversy
with DOD over that department's implementation of the law in ASPR, and
its related practices. In certain instances,
DOD has amended ASPR to comply
with GAO views; in other cases, DOD
has stood firm. Over and above the
ASPR provisions, DOD and GAO have
been at odds with regard to circumstances under which price reductions
should be secured because of alleged
defective pricing. DOD officials have
also resisted pressures to push for voluntary refunds where overpricing is alleged
but where the Government does not
MA N A G E M E N T AC C O U NTIN G / AP R I L 1969

possess a basis for price reduction. However, over the years GAO has concentrated heavily on after the fact audits of
government contracts. Based on these
examinations, it has, from time to time,
reported alleged overpricing due to defective pricing and complained about
the inadequate work by government
pricing people, etc.
In some instances, GAO became frustrated because it had been unable to
establish definitive proof that excessive
prices were negotiated as a direct result
of contractor's representations which
were alleged to be other than accurate,
complete and current. These situations
come about when there are no negotiation records maintained by either party
to show precisely how the total contract
price was reached. GAO feels quite
strongly that the Government should
maintain records to show just what was
agreed upon with respect to each cost
element and profit so that an after the
fact review could determine (1) the validity of the contractor's proposal for
each element and (2) the propriety of
the Government's negotiation.

DOD Views on Pricing Data
DOD expressed itself in strong disagreement with the view that contract
prices should always be supported by
specific agreements on each significant
cost element. Forecasts, on the other
hand, are not subject to factual proof;
rather, there comes into play many complex judgments and other factors, including assessments of how risks should
be distributed between the buyer and
seller, etc.

GAO Direction
On the other hand, the GAO has
time and again reiterated its views that
the Defense Department was not doing
a satisfactory job in implementing PL
87 -653. The Comptroller General criticized the newly established Defense
Contract Audit Agency because its Contract Audit Manual initially did not go
far enough in this direction. CAM instructed DCAA auditors to be alert to
possible defective pricing situations but
advised that audits for this purpose
should not be undertaken as a normal
procedure. GAO specifically disagreed
and wanted the DCAA to make audits
pointed to searching for possible defective pricing as a normal, regularly
scheduled type of activity.
Many procurement officials believed
strongly that the objective of securing
fair and reasonable prices and of har-

nessing the profit motive to achieve cost
reductions, should stress a cooperative
industry- government venture to bring
about a climate which would reflect the
disciplines of the commercial marketplace. Their failure to assign a high priority to seeking out possible defective
pricing situations could not be attributed to a willful desire to ignore the statutory requirement; rather, it was the
thought that this feature did not represent a truly productive contribution to
the established price objectives. In addition, with respect to firm fixed -price
contracts, DOD had been assuring industry that the integrity of this type of
procurement would not be undermined
by establishing a ready opportunity for
auditing the resulting costs and profits.
It is generally believed in industry
that DOD auditors all favor the position
expressed by the General Accounting
Office. Based on our informal discussions with DCAA officials, we believe
that this Agency has been divided in its
views. It is true that many auditors
would be in favor of stepping up their
efforts to seek post defective pricing situations. On the other hand, we have
found other DCAA representatives
would much prefer to use their limited
manpower on audit ;ng the pricing proposals as submitted and, thereafter, on
auditing contractors' representations as
to costs incurred on variable price contracts. As a matter of fact, DOD procurement, contract administration and
audit offices, in many cases, are shorthanded, and cannot maintain a current
position on their current requirements.
Any significant emphasis on audits specifically designed to hunt for defective
pricing situations will further hurt their
efforts to become current.
The position on the GAO recommendation for DCAA to audit for defective
pricing was more difficult to reach.
Many DOD officials, both in procurement and in audit capacities, would
have preferred for DCAA to concentrate
its available people on current audits.
However, the official DOD reply promised GAO that the Defense Contract
Audit Agency would institute a program for regularly scheduled audits in
search of defective pricing. As a hedge,
DOD qualified its position by stating
that DCAA would launch its efforts
into this area to the extent that it could
make manpower available from its other
requirements, including pre -award audits.
The DOD initial course of action has
been the establishment by the Defense
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Contract Audit Agency of a formal program for post -award audits. DOD had
agreed with GAO that contracting officers should request these audits when
considered appropriate; however, this
matter became tangled up with several
other and more complicated aspects and
it has not been published to date.
The final GAO recommendation
would require new contract clauses which
which would give contracting officers
and DCAA auditors access to records
under certain negotiated firm fixedprice contracts for the purpose of ascertaining whether there had been defective pricing. This also has been accomplished by virtue of the " Nitze" memorandum, the implementing Defense
Procurement Circular No. 57 issued
November 30, 1967 and the recent revisions to the PL 86 -653.

Post -Award Audits Extended to
Firm Fixed Price Contracts
Basically, the " Nitze Memorandum"
broke with precedence and established
new policies under which Defense Department contracting officers and auditors will have the right to audit the
records of costs incurred under certain
firm fixed -price contracts.
The " Nitze Memorandum" constituted a directive to the ASPR committee to promulgate new contractual
clauses and other ASPR revisions which
would establish the right of DOD to
have access to cost performance records
on noncompetitive firm fixed -price contracts. As previously stated, this has
been accomplished with the issuance of
DPC No. 57 on Nov. 30, 1967.
The Defense Contract Audit Agency
has been given the major responsibility
within the Department of Defense to
implement PL87 -653. Post -award audits
for possible defective pricing, in accordance with the law and ASPR, are to
be performed by DCAA auditors. These
audits may be triggered by the GAO,
by contracting officers, or on the initiative of DCAA.
As indicated heretofore, the issuance
of this memorandum and the implementation thereof can have a major
impact on certain fixed price negotiated procurements from now on. As to
the audit and its results being limited
to defective pricing use only, this is
a moot point. It is difficult to comprehend, from a day -to -day practical viewpoint, how cost and profit data that
are made readily available would not
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Defense (COMP.). As near as we can
ascertain, this requirement has been
met by the issuance of a memorandum
from the Director of the Defense Contract
Audit Agency to all DCAA ReCurrent Developments
gional Managers, which memorandum
Despite this revision to ASPR, in
satisfaction of the desires of GAO and was required to be "reproduced immediately and distributed to all DCAA
certain members of Congress, the legisaudit offices for compliance, with the
lative branch of the Government was
additional requirement that it be made
not quite satisfied. Some of the memavailable to all auditor personnel of
bers of the Senate and House of Reprethe Agency for their guidance."
sentatives stated rather frankly that
The DCAA memorandum contains
they did not feel quite secure with the
two enclosures, one of which is the
DOD regulations which could be
changed at any time. Accordingly, a Nitze memorandum and the other a
"Fact Sheet" on the subject: Performpressure developed to provide a specific
ance of Defective Pricing Reviews
legislative authority for post -award auUnder PL 86 -653. The fact sheet condits.
cedes that there is concern that defecWe might add here, parenthetically,
tive pricing audits might result in "price
that some of the more vocal spokesadjustments to recover higher than exmen for industry once again accomplished a lot more harm than good. pected profits or for other reasons not
anticipated by the statute." The fact
The heavy criticism levied at the Nitze
sheet then seeks to provide guidance
memorandum and DPC No. 57 unto DCAA auditors to assure that "price
doubtedly rendered further weight and
adjustments will be recommended only
support to those Congressmen who
in strict accordance with the law and
contended that DOD regulations might
its implementation in ASPR." Therebe readily changed and that assurance
after, the fact sheet is divided into
could only be found in legislation.
The amendment to Public Law 87- three general sections:
653 to establish statutory authority for a. Illustrations of circumstances that
are not defective pricing.
post -award audits passed the House of
Representatives last May. Further ac- b. Illustrations of circumstances that
tion was delayed because of DOD's exindicate defective pricing.
pressed views that its ASPR provision c. Commentary on when data are reamade legislative action unnecessary.
sonably available to the contractor.
Further delays were encountered by
reason of the Congressional recess for Conclusion
the political conventions. But shortly
As a result of all the implementing
after Congress returned, PL87 -653 was features that we have to date, we now
amended by adding the following pro- have a defective pricing law with some
visions:
teeth in it. All subject contracts en"For the purpose of evaluating the ac- tered into after December 1, 1967, will
curacy, completeness, and currency of have an audit clause providing that the
cost or pricing data required to be sub- actual costs under the contract can be
mitted by this subsection, any author- audited during the performance of the
ized representative of the head of the contract or until three years after the
agency who is an employee of the date of final payment under the conUnited States Government shall have tract for the purpose of disclosing dethe right, until the expiration of three fective pricing. In the event the foreyears after final payment under the going audit reveals a defective pricing
contract or subcontract, to examine all situation, the contracting officer under
books, records, documents, and other the existing law can request a refund.
As a final comment on this item,
data of the contractor or subcontractor
corporations
susceptible to the applicarelated to the negotiation, pricing, or
tion
of
the
defective pricing package
performance of the contract or subconshould
be
alerted
to the possibility of
tract."
having renegotiation completed for the
The Nitze memorandum also re- year in question (that resulted in a required the issuance of implementing in- fund) and having the same contracts
structions by the Assistant Secretary of subject to a defective pricing audit.

be put to some direct or indirect use
in any subsequent procurement actions
with a contractor.
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Truth in Negotiations
HIGHLIGHTS SOME OF THE PITFALLS THAT WILL FACE DEFENSE CONTRACTORS

Public Law 87 -653, better known as the
Truth in Negotiations Act, was enacted
in September 1962. Despite its elevation from regulatory to statutory law,
ASPR implementation of Public Law
87 -653 failed to furnish it with the teeth
which would enable it to function as
Congress had intended. It has only been
within the last year, with the issuance
of Defense Procurement Circulars
(DPC) #55 and 57, that this purpose
has been achieved.
Prior to the issuance of DPC 55 and
DPC 57, in September and November
1967, defense contractors submitting
proposals to the various U.S. Government agencies were never quite pinned
down as to what data they had presented for the Government to rely upon in
negotiating a price agreement. DPC
# 55 clearly established that cost or pricing data used in support of a contractor's
proposal had to be submitted with the
proposal or specifically identified. DPC
# 57 was far more comprehensive. Intended as a "clarification of the current
Armed Services Procurement Regulation
implementation of Public Law 87- 653 ",
it not only incorporated the latest decisions of the Armed Services Board of
Contract Appeals (ASBCA), but expanded upon them.
This article will review DPC # 57
and discuss its impact upon the preparation of contractor proposals and the
conduct of subsequent negotiations.
It will also attempt to highlight some
of the pitfalls which will face defense
contractors as a result of the revised
regulations. Unfortunately, we may
MANAGEMENT ACCOUNTING /APRIL 1969

raise more questions than we can answer since it will be some time before
contracts containing these latest ASPR
clauses come before the ASBCA.
The essence of DPC # 57 is contained in the following excerpt from
ASPR 3- 807.3:
"Cost or Pricing Data: The contracting officer shall require the contractor to
submit, either actually or by specific
identification in writing, cost or pricing
data in accordance with 16 -206 and to
certify, by use of the certificate set forth
in 3- 807.4, that, to the best of his
knowledge and belief, the cost or pricing
data submitted was accurate, complete,
and current prior to ..."
Note: Reference to 16 -206 above is to
the ASPR section which sets forth the
requirements for use of Contract Pricing
Proposal Forms -DD Forms 633, 633 -1,
633 -2, 633 -3 and 633 -4.
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Applicability
Generally, the requirements of ASPR
3 -807.3 are applicable to any negotiated
contract which is expected to exceed
$100,000, or any contract modification to
a formally advertised or negotiated contract which is expected to exceed that
amount, whether or not cost or pricing
data was required in connection with
the original pricing action. Between
$10,000 and $100,000, the contracting
officer may, at his discretion, require the
submission of certified cost or pricing
data. DPC # 57, however, attempts to
discourage such a requirement by pointing out that "there should be relatively
few instanQes where certified cost or
pricing data and the inclusion of defective pricing clauses would be justified in
awards between $10,000 and $100,000."
It is suggested that partial data without
certification be requested if it is considered desirable to support a limited cost
analysis. Certified cost or pricing data
will not be required where:
a. The price negotiated is based upon
adequate price competition.
b. The award is expected to be less
than $10,000.
c. Price is based upon established catalogue or market prices of commercial items sold in substantial quantities to the general public.
d. Prices are set by law or regulation.
Item (a) above is of particular interest
and represents one of the pitfalls a contractor may encounter. The contractor
is not always aware of the basis upon
which an award is finally made. Meetings may be held with government personnel which appear to have been ne55

gotiations, yet the contracting officer
may document his award on the basis
of competitive prices received. Although
this may sound a bit far - fetched, it has
happened and was the basis of a case
before the ASBCA.1
Certification
When certified cost or pricing data is
required in accordance with ASPR 3807.3, the contractor must submit a certificate of current cost or pricing data.
If defense contractors do not see, in
DPC # 57, a lessening of the complexities of doing business with the Government, they can at least draw some satisfaction from the fact that it has put the
use of the Certificate of Current Cost
or Pricing Data and the DD Form 633
(Contract Pricing Proposal) into proper
perspective. It has been the author's experience that contracting officers have
often insisted upon the submission of
both of these documents with the proposal and again upon completion of negotiations. Those of you who have been
faced with the need to detail, in DD
Form 633 format, a price which was negotiated in total will recognize the incongruity of this demand. Such a contrived price breakdown is meaningless
and, in all probability, bears no resemblance to the contracting officer's version of the negotiated price. However,
DPC # 57 makes it clear that the DD
Form 633 is required with the proposal
and that the Certificate of Current Cost
or Pricing Data is required upon attaining a price agreement.
Data
It seems appropriate to examine this
word "data" around which all "Truth
in Negotiations" revolves. DPC # 57
treats with "data" at some length and,
of course, a thorough reading and rereading of the entire document is essential to any defense contractor. Summed
up, data consists of verifiable facts which
can reasonably be expected to contribute to sound estimates of future costs as
well as to the validity of costs already
incurred. This encompasses more than
historical accounting data and includes
such factors as trends, production methods, make -or -buy decisions or "any other
management decision which could reasonably be expected to have significant
bearing on costs ".
Do you make known, in your proposals or negotiations, all of your plans for
updating plant equipment? Isn't "learnI

ASBCA No. 11363, Sparton Corporation.
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ing ", as depicted by an improvement
curve applied to historical labor hour
experience, comprised of improved production methods as well as improved
efficiency on the part of the production
worker? Apparently, if any such improvements are more than just hoped for achievements (already reflected in
the proposed price via the improvement
curve) we must cite them or be open to
a claim of defective data.
Judgement, of course, is not data and
should be clearly identified as such.
However, DPC # 57 does not stop at
this point. It requires submission of the
factual data used as a departure point
for judgemental estimates.
SUBMI SSION OF DATA. As we have
seen, DPC #57 requires that cost or
pricing data be submitted "either actually or by specific identification in writing." This is a significant change from
the past and is what finally provides
"Truth in Negotiations" with the
strength that makes it enforceable. Defense contractors can no longer get by
with a general statement that their proposals are based upon past experience
and that their records are available for
government review. Government auditors were constantly frustrated in their
attempts to ascertain what data the
contractor had given to the Government
or, more importantly, what pertinent
data was contained in the contractor's
records which the auditors failed to discover in their pre -award review. Now
the burden is placed upon the contractor to furnish the data and to represent
it as accurate, complete and current.
The initial outcry of contractors,
"that these requirements would entail
truckload shipments of their files," has
not stood up. Admittedly, in the beginning the contracting officer was as much
in the dark as we were. When my firm's
initial proposal was returned for reprocessing we could obtain no more than a
statement that it had to be resubmitted
in compliance with the requirements of
DPC # 55. All attempts to obtain specifics brought only a repetitive reference
to the regulations and it took several
months to evolve a satisfactory proposal
content.
The contractor should be alert to the
fact that verbal disclosures of data during the course of negotiations do not
protect him from subsequent claims of
defective data since they were not submitted in writing. While accounting
schedules and reports presented during
negotiations are "in writing," their submission should be documented. It seems

obvious, then, that some member of the
contractor's negotiating team should be
assigned the responsibility of noting
such submissions and of seeing that they
are confirmed in writing upon conclusion of the negotiations. An important
point to note is that schedules or reports
tendered during negotiations and refused by the government representative
have not been submitted.
ACCURATE AND COMPLETE DATA. The
requirement for accurate data is fairly obvious and each of us is familiar with the
problems within his own accounting organization to produce flawless records.
It brings to my mind the repeated cry of
dismay uttered by the project engineer
when he has encountered "another accounting readjustment." Complete data
is quite another matter. It is highly questionable as to whether or not a contractor can ever fully protect himself against
later claims of incomplete data. With
the inherent hindsight afforded by the
post -award audit (also implemented by
DPC #57), government auditors are
free to search until they find a correlation between actual results and some element of past experience which was not
submitted. If the correlation is there,
doesn't that prove that the experience
in question could have been reasonably
expected to contribute to sound estimates?
For example, in preparing a proposal
for initial production of a new vehicle,
you may review your experience on a
number of previous vehicle contracts.
After weighing such factors as design
comparability, complexity, degree of
commonality, quantity, etc., one or several are deemed to be most closely related to the job at hand. Estimates for
such cost elements as freight, material
scrap, inspection, labor scrap and rework, and production engineering are
then based upon this experience. (Presumably, the major cost elements have
been established on a more specific, detailed basis.)
This seems to be a reasonable approach to estimating such costs. At least
it has served for many years and has
been acceptable to government auditors. However, there is always the possibility that the final outcome might more
closely approximate one of the vehicle
programs discarded in your review. Was
your data then incomplete? It is hardly
feasible to cite, in each new proposal,
all previous experience.
To choose another cost area, your
purchasing department might receive
an unsolicited quotation from a source
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s ASBCA No. 10305, American Bosch Arms Corporation.
s ASBCA No. 10453, Lockheed Aircraft Corporalion. (Emphasis Supplied)
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"Notwithstanding the foregoing, significant matters are important to contractor management and to Government
and any related data would be expected
to be current on the date of agreement
on price and therefore will be treated as
reasonably available as of that date." 4
Assuming the significance of the data
is discernible, there remains little doubt
about when it is reasonably available for
disclosure. No matter that you may be
negotiating two or three thousand miles
from your office —up to the time of the
handshake all events of significance taking place at home must be disclosed.
This, of course, will not always be possible —time differentials, for one, could
prevent even the most earnest attempt
to comply. It remains, then, to conduct
another review for significant events
upon returning to your office, and to
protect yourself against possible claims
of defective data you must bring them
to the contracting officer's attention.
This, of course, may lead to a reopening
of negotiations. At least at this time you
can argue the effect of the new data on
price. As we will see, once defective data
is established by the Government, the
effect on price may not be open for discussion.
Since the significance of the data has
taken on such an important meaning,
some guidelines are needed as to what
is significant. DPC # 57 does not provide the answer. The entire subject is
covered with the following statement:

decisions preceding the issuance of DPC
# 57, the ASBCA held that a $300,000
item in a $25,000,000 procurement was
significant .5 It would appear that it is
not easy to diminish the importance of
$300,000 under any circumstances.
NATUR AL

AND

PROBABLE

CONSE-

The Government's burden of
proof, in connection with defective data
claims, has been substantially eased. In
fact, a critical area has been shifted to
the contractor. Whereas the contracting
officer once had to prove that defective
data caused an increase in the contract
price, DPC # 57 now relieves him of the
need to speculate as to the effect of defective data. Instead, the contractor must
demonstrate the absence of effect. It is
difficult to improve upon the wording of
DPC # 5 regarding this matter:
QUENCE.

4

Emphasis supplied.

a

"In establishing that defective data
caused an increase in the contract price,
the contracting officer is not expected to
reconstruct the negotiation by speculation as to what would have been the
mental attitudes of the negotiating parties if the correct data had been submitted at the time of agreement on . price.
In the absence of evidence to the contrary the natural and probable consequence of defective data is an increase
in the contract price in the amount of
the defect plus related burden and profit
clear
or fee; therefore, unless there
indication that defective data was not
used, or was not relied upon, the contract price should be reduced in that
"Although changes in the labor base amount. "e
or in prices of major material items are
The conclusion seems inescapable.
generally significant matters, no hard or When any doubt exists, the prudent
fast rule can be laid down since what is course of action is to disclose the quessignificant can depend upon such cir- tionable data. At least, you are in a
cumstances as the size and nature of the position at that time to argue its merits
procurement."
and to debate its effect on price. Later,
Certainly, this is not an unreasonable with the benefit of hindsight, that unapproach to a very difficult question. solicited quotation from an unknown,
Any attempt to establish a single defini- unproven vendor, is too easily assigned
tion of significance would be likely to greater credence than it truly desen•ed.
OF FS E T S . Since its inception, Truth
create many more problems than it
in
Negotiations has not required recogcould hope to resolve. The measure of
nition
of underestimates. Equitable adsignificance will now be left to the
justment,
by netting underestimates and
judgment of the parties involved and, if
overestimates,
was not provided for in
the contracting officer's judgment is a
the
law.
In
the
initial
case heard by the
bit more restrictive than the contractor's, we can hope for and reasonably ASBCA, netting of "overs" and "unexpect an objective determination by ders" by the contracting officer was accepted without comment and did not
the ASBCA.
A word of caution, however. A per- become an issue before the Board. In
centage relationship to the total value two more recent cases contractor reof the procurement is not necessarily quests for equitable offsets was denied
the gauge of si gnificance. In one of its
is

unknown to them and which constitutes
the low bid. Pending an opportunity to
conduct an appraisal of his qualifications
and reliability, this vendor's quotation is
not likely to be used in the compilation
of your proposal, particularly since his
price is well below that of your proven
suppliers. Not having disclosed the existence of this lower bid will constitute
defective data if any part of the requirement is subsequently procured from this
source.
C U R R EN T D A TA. Whether or not the
data submitted is current seems to hinge
upon whether any more recent data is
"reasonably available" for disclosure. In
one of the very early cases decided by
the ASBCA, recognition was given to
the complexities of the contractor's accounting system and undisclosed purchased materials data received by the
contractor up until a month before the
execution of a Certificate of Cost and
Pricing Data was considered reasonably
available.2 In a later case involving a
subcontract, the ASBCA reduced this
period and made the following statement with. regard to the subcontractor's systems: "The alleged complexity of the subcontractor's accounting
perhaps slows the process
system
...the determination but cerof making
tainly does not render reasonably
available information unavailable." 3
Furthermore, the fact that the urgency
of a procurement seriously curtails the
time permitted for preparation of a proposal does not relieve a contractor of his
obligations *under DPC # 57. If, for the
sake of expediency, the contractor
adopts any shortcuts he does so entirely
at his own risk.
Defense Procurement Circular # 57,
in examining the subject of availability
of data, brings into play the significance
of the data. It recognizes that data on a
large number of minor material items
"each of which by itself would be insignificant" may be reasonably available
only as of a cut -off date prior to price
agreement. It also recognizes that data
such as overhead expenses and production records are usually only available on
normal periodic closing dates. It is recommended that the contracting officer
and the contractor attempt to reach a
prior agreement for establishing cut-off
dates for such items of data. The key
statement on availability of data, however, is contained in the following:

s ASBCA No. 10900, Cutler - Hammer, Inc.
" Emphasis supplied.
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and, in fact, flatly ruled out in the more
recent decision. The ASBCA explained
its position in the latter case as follows:
"The simple answer to this is that both
the statute and the contractual provision which it implements, literally
limit the adjustment to pricing deficiencies which tend to overstate the
contract price. As such, we would need
to be shown a clear Congressional intent that all cost and pricing deficiencies,
regardless of their nature or direction,
were correctable under the statute before
we could grant that relief here. On this
point we must, of course, recognize that
there is some indication in the legislative history that the result which we
here reach may not have been intended.
By the same token there is just as much,
if not more, evidence that such was the
Congressional purpose. As a consequence we cannot say that the Congressional purpose in this regard is
conclusively evident one way or the
other. We are therefore constrained to
adopt a literal interpretation of the
statute, and, if we err, it is for others,
be it Congress or the courts, to set the
matter right." 7
Despite the foregoing unequivocal
statement, DPC #57 does reopen the
door to offsets. After first setting forth
a general rule against offsets, it proceeds
to recognize two exceptions where "set
offs" may be permitted.
1. In a single item of data, which is an
average or composite rate, overstatements in making up the rate may be
set off by understatements for the
purpose of correcting the rate.
2. Overstated data (such as unit price)
relating to a single item of data may
be offset by understated data (such
as quantity) relating to the same
item.
An example of number 1 above,
would be a case where an adjustment of
an overstated overhead account would
be based upon the net change in the
account, giving consideration to both
the "overs" and "unders" of the various
elements. In example number 2 we have
the case where in computing an average
rate for Class A engineers an overstate* ASBCA No. 10900, Cutler-Hammer, Inc.
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ment of the salary range may be offset
by an understatement of the low end of
the range. However, an understatement
in computation of an average rate for
Class B engineers could not be offset
against the overstatement for Class A
engineers. While a contractor may view
these as one item, engineering labor,the
narrow exception permitted by DPC
# 57 does not consider them to be a
single item of data.
In no event, of course, will the contract price be increased for a net adjustment which is upward. Only downward net adjustments will be made to
the price.
SUBCONTRACTS. The Government's
right to a price reduction extends to
cases where the prime contract price was
increased as the result of defective data
furnished by a subcontractor where a
certificate of cost or pricing data was or
should have been furnished. The prime
contractor, therefore, must protect himself by including in his subcontract
provisions which clearly indicate both
parties' rights and remedies regarding
certification and submission of cost or
pricing data and the responsibility for
any defects in such data. Proposed revisions to the regulations concerning
subcontractor coverage under Public
Law 87 -653 are being formulated by the
ASPR committee and indications are
that they will place prime contractors
even further into the position of a
guarantor of the subcontractor's data.
One Way Street?
Truth in Negotiations, as well as
many other regulations pertaining to
procurement by government agencies,
seem to find their basis in the attitude
that the defense contractor is untrustworthy. Not agreeing with this premise,
the defense contractor is prone to view
as somewhat less than the "American
way" a situation where one of the two
parties to a transaction makes up all of
the rules and changes them whenever
the end results are not to his satisfaction. Nevertheless, these are the circumstances under which we must conduct our business and philosophical
objections are not likely to compete with
ingrained suspicions of the lawmakers.
It is interesting to note, however,

that while present regulations are quite
effectively designed to make the defense
contractor divulge all he knows in connection with a negotiation, the government has reserved to itself the right to
withhold knowledge which enhances its
negotiating position. In DPC #58,
issued on January 31, 1968, government auditors are admonished as follows:
"Information generated through sources
other than the contractor's records may
be available to the contracting officer
which may significantly affect the
Government's negotiating position. The
auditor, therefore, will not disclose to
the contractor his conclusions and recommendations to the contracting
officer on the contractor's proposed cost
or estimates to complete. No portion of
the advisory audit report will be furnished to the contractor without the
concurrences of the contracting officer.
The above limitations are not intended
to preclude disclosure of discrepancies
or mistakes of fact such as duplications,
omissions, and errors in computation,
contained in the contractor's cost or
pricing data supporting the proposal."
Surely, this is a reasonable warning
to the auditor that he does not necessarily have access to all pertinent data
and, therefore his conclusions and recommendations do not represent the
final Government conclusions. Nevertheless, the inference is there —the
contractor is not to be told everything
and nowhere in the regulations is the
Government required to do more than
make him aware of his own errors.
Conclusion
The future volume of Truth in Negotiations cases to come before the
ASBCA will depend to a large extent
upon the degree of objectivity and reasonableness with which government
auditors approach their broadened responsibility. Despite the day to day
grumbling of defense contractors about
government auditors, the latter are
largely a responsible group with a job
to do. Unfortunately, there are exceptions, as in any group, and the tools
provided to those few by DPC # 57
and the new post -award audit provisions
are formidable.
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FINANCIAL PITFALLS IN INTERNATIONAL OPERATIONS

Continued from page 46
historical rate as suggested above, the
year 19X2 would reflect the gain arising
in the year the loan is paid. Contrasted
to this the company would realize a loss
on foreign exchange when they repaid
the U.S. dollar loan as a result of repaying twice as many foreign currency
units (400,000) as they originally borrowed ( 200,000) . Since, under the
translating procedures used, the fixed
assets have retained their historical value
in U.S. dollars, a translation gain of
$100,000 arises in case two of year
19X2. The U.S. dollar amount of retained earnings at December 31, 19X2,
gives effect to the $25,000 loss on the
devaluation of the cash in 19X1 as well
as the earnings after translation in
19X2.
These exhibits and the accompanying
comments portray two of the pitfalls
which can trap the company operating

in the international area. The effect of
protecting assets from losses arising from
unstable currencies by investing funds
borrowed in local currency in fixed assets such as buildings (a treasury function) can readily be seen. The alternative results which are shown in the
financial statements in different time
periods or under different financial circumstances, depending upon the approach used in translating the foreign
currency statements (an accounting
function), is a factor which can distort
the reported results unless methods are
applied which are appropriate to the
special circumstances of the situation.
Conclusion
There are a number of avenues open
wherein protective measures against fluctuating foreign currencies can be taken.
Regardless of which of these measures
is applied in any given situation, the
real key to their success comes from the

proper anticipation of the economic and
monetary situations in the foreign country. Constant awareness of the foreign
subsidiary's exposure to currency losses
is a must if effective anticipatory action
is to be implemented.
Although there is no one "best" way
of accounting for foreign operations, the
starting points in developing a good
system are to (a) gain a thorough understanding of the uniform practices that
are followed in accounting for foreign
operations and (b) adapt the "standard"
practices to the individual situations of
the U.S. parent and each overseas subsidiary. While the specialized techniques are many and varied, common
sense, an awareness of potential future
events, an accurate information system
and sound decisions of knowledgeable
personnel will have the most influence
on the success of a company's system
of accounting for and reporting overseas
operations.

READERS REACT

Continued from page 7
is relieved of costs which have not been
recorded therein. An understatement of
the land inventory results.
Another pitfall which must be guarded against is the failure to properly recognize the substantial losses which normally occur from contract cancellations
where only nominal down payments are
received at the time of the sale. Some
companies that require only a nominal
down payment do not record the sale
until the purchaser makes his first
monthly installment payment. Until
that time, the down payment is treated
as a deposit although such deposit is not
returned to the purchaser in the event
of cancellation.
Charles T. Smith, Jr., CPA
Vice President - Finance
Henderson Advertising Agency, Inc.
Greenville, S. C.

Investment Credit Data Sources

To the Editor:
The article, "Collecting Investment
Credit Data" (September 1968) by Dr.
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Victor A. Tidwell, makes the important
point that proper Section 38 cost segregation requires more than cursory accounting treatment and that such analysis is most desirable at the time the
property is installed. However, additional points are pertinent:
While the major responsibility must
rest with the tax department, the
primary source of information relating to qualifying property can be
best developed from an engineering oriented analysis. Usually, a cost
analysis involving property cannot
be made properly by tax and accounting specialists without engineering assistance.
Dr. Tidwell observes that cost coding can be helpful in identifying
capitalized items that qualify for the
investment tax credit. The danger is
that often the coding becomes the
primary or only method used, resulting in erroneous and invalid
identification. No coding system is
broad enough and flexible enough to
identify all of the many kinds of
property that qualify for the invest-

ment credit. Care is needed if this
technique is used.
Contractors ordinarily accumulate
costs by trades, sub - contracts, or on
a time and material basis, not by
units or property in the accounting
sense. The disadvantages to the taxpayer relying on contractors' data
are many:
Proper cost identification is difficult.
Qualifying property is lost as it is
co- mingled with nonqualifying
property.
Analysis of law and ruling is lacking,
resulting in tax credit property
being identified poorly or not at
all.
Use justification improperly or not
stated.
Contractors' data are a source of useful information only as a basis for reconciling the investment tax credit
analysis to total cost of construction.
Robert K. Holst
San Francisco District Manager
The American Appraisal Co.
San Francisco, Calif.
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Recent Publications
T H E PRO G RESS O F
MANAG EM ENT
Process, Behavior, and Operations
Research
Harold Lazarus and E. Kirby Warren
Prentice -Hall, Inc., Englewood Cliffs,
N.J. 07632, 1968, paperbound, 330 pp.,
$4.95.
To an executive, this book represents a
ready aid to solving of practical problems through easy -to -apply suggestions.
To a student, a supplement enriching
his text. To an average reader, a condensed collection of thought provoking
articles that appeared in many professional journals.

THE PROFESSIONAL
MANAGER
Douglas McGregor
McGraw -Hill Book Co., 330 W. 42nd
St., New York, N.Y. 10036, 1967, 202
pp., $6.95.
Edited by Warren G. Bennis and Caroline McGregor. To become a true professional, a manager should optimize organizational goals to individual needs.
This can be accomplished through understanding of the social and psychological factors of the organizational
world.

ORG AN IZATI ON AL
DE CISION MAKING
,'Marcus Alexis and Charles Z. Nilson
Prentice -Hall, Inc., Englewood Cliffs,
N.J. 07632, 1967, 447 pp., $10.00.
One of a few books approaching decision making from both the quantitative
and behavioral aspects. The unique interdisciplinary approach presupposes the
reader to have some but not too expert
knowledge of mathematics, statistics,
sociology, economics, psychology, etc.
for purposes of comprehension. Three
areas are developed: concepts and foundations of behavior, qualitative concepts
and problem - solving models, and problems of planning and control.
C0

DECISIO N A N D CO N T R O L
The Meaning of Operations Research and Management
Cybernetics
Stafford Beer
John Wiley & Sons, Inc., 605 Third
Ave., New York, N.Y. 10016, 1966, 556
pp., 513.50.
The author shows how management
uses science as an aid to solve problems
of decision and control. The problems
discussed were experienced by the author through many years of practice as
scientist and manager.

T H E ST RUCT URE OF
HUMAN DECISIONS
David W. Miller and Martin K. Starr
Prentice -Hall, Inc., Englewood Cliffs,
N.J. 07632, 1968, paperbound, 179 pp.,
$2.95.
The authors attempt to generalize ideas
about decisions so as to apply to all decision making activities. They suggest,
first, to classify the problem, then, apply
present decision theory with scientific
methodology.

A MA NAG ER' S GUIDE TO
SPE AKI NG AND LI ST E NI NG
J. Campbell Connelly
American :Management Association,
Inc., 135 W. 50th St., New York, N.Y.
I0020, 1967, 125 pp., $6.00.
This handbook on communication gives
many suggestions and exercise to improve oral presentation and aural awareness. For a more complete professional
and personal development, observation
and memory should be considered.

RISK T A K I N G A N D I N F O RM A T I O N H A N D L I N G IN
CON SUM E R BE HAVI OR
Harvard Business School, Division of
Research, Soldiers Field, Boston, Mass.
02163, 1967, 667 pp., $10.00.
Edited by Donald F. Cox, this book

contains a well organized collection of
research papers on consumer behavior.

DE T E RMINANT S OF
I N V E S T M E N T BE H A V I O R
National Bureau of Economic Research
Distributed by Columbia University
Press, 440 W . 110th St., New York,
N.Y. 10025, 1967, 611 pp., $15.00.
Edited by Robert Ferber, this book contains papers by people who have studied
investment decisions of different economic units, their methods and results.

DE VE LO PI NG COMPUTER B A S ED IN F O RM A TI O N
SY STEM S
Perry E. Rosove
John Wiley & Sons, Inc., 605 Third
Ave., New York, N.Y. 10016, 1967,
384 pp., 514.95.
The author stresses the human factor
where others emphasize either computer programming or hardware engineering.
This book is written for the layman
rather than the expert.

T H E C O M P U T E R SAM P LER
Management Perspectives on the
Computer
William F. Boore and Jerry R. Murphy
McGraw -Hill Book Co., 330 W. 42nd
St., New York, N. Y. 10036, 1968,
paperbound, 357 pp., $3.95, (clothcover
S5.95).
Popular opinion has already voiced its
evaluation of the computer as an effective management tool. But orientation to present and future capabilities
for non - experts in computer terminology and management can best be
acquired through writings of specialists.
The selections in this book supply the
reader with the many applications of
the computer and its impact on the organization during and after its installation.
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COMPUTER LEASING
Evaluating Criteria for Decision
Making
William A. Armstrong
American Management Association,
Inc., 135 We st 50th St., New York,
N.Y. 10020, paperbound, 1968, 16 pp.,
$3.00.
Emphasis is on short -term computer
leasing as a means of financing capital
expenditures. Through the use of a case
study, the author discusses such matters
as criteria for decision making, reliability of equipment, investment credit effecting a lessee, additional lessor services.
COMPUT ER SEL ECTION
Edward O. Joslin
Addison- Wesley Publishing Co., Reading, Mass. 01867, 1968, 172 pp., $7.95.
After determining systems needs, the
user should know the computer that
best fulfills the requirements. Techniques in this book may suggest the use
of competing off - the -shelf equipment in
lieu of custom -built equipment originally thought necessary.
HO W A C CO UNT A NT S C A N
BUI LD A P ROF I T ABLE
MANAGEM ENT SE RVICES
PRACT ICE
Albert J. Storieh
Prentice -Hall, Inc., Englewood Cliffs,
N.J. 07632, 1968, looseleaf bound,
seven sections, $19.50.
A reference book reflecting actual experiences of the author. Some of the
topics covered are profitable pricing policies, systems, estate planning, buy vs.
lease, personnel motivation, purchase
and sale of small businesses, and others.
Helpful hints to the practitioner on
how to get started and how to bill for
management services appear in the last
chapter.
FEDERAL T AX G UIDE
Prentice -Hall, Inc., Englewood Cliffs,
N. f. 07632, 1968, looseleaf bound,
$87.00 subscription price per year.
$81.00 per year subscription price if 2
years are paid in advance.
A helpful one volume continuing service for the busy executive or accountant
with ordinary day -to -day tax problems.
Authoritative explanations, current tax
reports, and extensive index are clearly
labeled for quick references.
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LON G -RAN GE P L A N N I N G
EXECUTIVE
FOR PACKAGING
O B S O L ESC EN CE
William Blau
Frederick C. Haas
American Management Association, American Management Association,
Inc., 135 W. 50th St., New York, N.Y. Inc., 135 W. 50 St., New York, N.Y.
10020, paperbound, 1968, 72 pp., $6.75. 10020, 1968, paperbound, 23 pp., $2.00,
Issued as No. 90 in the series of AMA (nonmembers $ 3.00) .
Research Studies. Modem technology
hastens obsolescence of all properties including humans. Men lose their effec- T H E F O U R T H
tiveness because of inability to cope with C O N F E R E N C E O F A S I A N
rapid changes. Top management must A N D P A C I F I C
create a climate conducive to growth A C C O U N T A N T S
and dynamic development.
C. Balakrishan, Secretary of Conference
Committee, for the Fourth Conference
PRIM ARY ST ANDARD
of Asian and Pacific Accountants, Indraprastha, Marg., New Delhi -1, INDIA,
DATA
1966, 159 pp., Rs 9/ -.
Fred J. Neale
McGraw -Hill Book Co., 330 W. 42nd
St., New York, N.Y. 10036, 1967, 165
pp., $9.95.
M E A S U R I N G A N D E V A L UThis new technique was designed to give A T I N G P U B L I C R E L A T I O N S
British industry a Predetermined Time A C T I V I T I E S
System of its own. Although meant as a American Management Association,
reference for work -study practitioners, Inc., 135 W. 50 St., New York, N.Y.
this book is adaptable for use by stu- 10020, 1968, paperbound, 30 pp., $2.00,
dents of production management and ( nonmembers $3.00).
office methods. A practical illustrated
step by step approach is followed by a
problem application to encompass the
principles discussed and to prove that A P P L I E D D I F F E R E N T I A L
this second generation system can be E Q U A T I O N S
taught without the need for learning the Murray R. Spiegel.
basic system.
Prentice -Hall, Inc., Englewood Cliffs,
N.J. 07632, 1967, second edition, 412
B ER K EL EY SY M PO SI UM O N pp., $8.50.
THE FOUNDATIONS OF
FINANCIAL ACCOUNT ING
Schools of Business Administration, A N N O T A T E D BIBLIOGRAUniversity of California, Berkeley, Calif. PH Y O F F ILM S IN AUTO M A94720, 1967, paperbound, 122 pp., (no T I O N , D A T A P RO C E S S I N G ,
AND COMPUT E R SCIE NCE
charge).
Defines current accounting problems Martin R. Solomon, Jr. and
Nora Geraldine Lovan
and offers possible solutions.
University of Kentucky Press, Lexington, Ky. 40506, 1967, paperbound, 38
A N N UA L CO NFE RENCE
pp., $3.00.
PAPERS 1967
The Canadian Institute of Chartered
Accountants, 69 Bloor St. East, Toronto
5, Canada, 1967, paperbound, 253 pp., A S E L E C T E D A N D
$ 3.50.
AN N OT A TE D SURV EY O F
T HE LIT E RAT URE ON
TRAN SP O RT AT IO N
PRO CEE DING S O F TH E
Status, Structure, Characteristics,
LIFE OFFICE
Problems, and Proposed Solutions
MANAG EMENT
ASSO CIAT IO N
The Franklin Institute Research LaboLife Office Management Association, ratories Science Information Services,
757 Third Ave., New York, N.Y. 10017, Benjamin Franklin Parkway at 20th,
1967, 301 pp., $8.00, (nonmembers Philadelphia, Pa. 19103, 1968, paperbound, 202 pp., $12.50.
$12.00).
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The panel on the program "Time for Taxes" on WHDH -TV, Channel 5, Boston gets ready to go on the air. Howard F. Greene
(center), Boston Chapter past president and past national

director, has been appearing on such programs for years. He
is flanked by Guy J. Rizzotto, Tax Commissioner of Massachusetts, and William Shue, a state tax legal counsel.

On the Air
MANY CHAPTERS ARE BROADCASTING THE EDUCATIONAL MESSAGE OF THE ASSOCIATION VIA RADIO AND TV
CHANGING YOUR ADDRESS? BE
SURE TO NOTIFY INTERNAL
REVENUE SERVICE AND THE
POSTMASTER IF YOU CHANGE
YOUR ADDRESS AFTER FILING
YOUR FEDERAL INCOME TAX
RETURN. THIS IS SPECIALLY IMPORTANT IF YOU HAVE A REFUND COMING.
Messages similar to this one will be
broadcast throughout the country during the 1969 tax period, courtesy of
the local NAA chapter. This public
service is only one of several ways that
chapters, as determined by a spot check
of Educational Activities Reports, are
serving their communities through the
broadcast media and audio visual materials.
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Cooperating with local educational
institutions, government agencies, and
other organizations, chapters are increasingly promulgating the educational objectives of the Association through radio
and television. Although the competition to get on the air is tough, several
have been quite successful. As a welcome by- product they have created an
image of the Association as a professional organization concerned with the
education of businessmen and accountants.
One of the most elaborate projects
was reported by Fort Wayne Chapter
during 1967 -68. The Indiana chapter
helped to plan and produce a series of
one -half hour television shows about
"American Business Systems." The se-

ries was produced under the direction
of Phyllis A. Barker, associate professor
in the division of general and technical
studies at Indiana University, over
WPTA, Channel 21.
According to John E. Overmyer, educational activities director for Fort
Wayne during 1967 -68, the chapter
supplied "eight or ten" speakers for the
series. Topics included "Our Business
Environment," "How to Go into Business," "Management of Business," and
"The Role of the Small Business Administration in Business." The series
was directed at three specific audiences:
students for college credit, small business managers and proprietors, and the
general public.
NAA members used charts and other
MANAGEMENT ACCOUNTING /APRIL 1969

classroom aids in their lectures. Those
who participated in the series, some for
the first time on television, found it enjoyable and educational. Mr. Overmyer,
who calls the project "a most interesting venture," was interviewed by Prof.
Barker on one program. The chapter
received quite a bit of publicity as a result of the programs and, hopefully,
increased public knowledge of the business world.
Probably the most popular and widespread public service offered by NAA
chapters over the air waves is some form
of tax advice during the annual filing
period ending in April. This service has
been offered in several formats. Some
chapters have sponsored 10- or 20 -second spot announcements. Northern
New York Chapter's experience is typical. The chapter contacted the local Internal Revenue Service office and offered
to help promote a Federal tax tip series.
Raymond B. Frank, Jr., director of
educational activities for the chapter
then, reported the IRS cooperation was
overwhelming. The local television and
radio stations also were cooperative. The
tips were used during station breaks just
before April 15. Where possible and
time permitting, the announcer noted
that the tax tips were being furnished
as a public service by the Northern New
York Chapter of the National Association of Accountants.
"It is difficult to determine how much
'good' such a program accomplishes ";
sums up Mr. Frank, "all we can do is
try, and later be on the lookout for
comments, good or bad."
If an award were given to the champion NAA publicist on radio and television, it would probably have to go to
Howard F. Greene, past president of
Boston Chapter. Mr. Greene, who has
served as a national director and on the
NAA Promotion and Public Relations
Committee, as well as on public relations committees of Boston Chapter
and other accounting organizations in
the New England area, has been appearing on television and radio for 11
years.
A summary of his activities during
1968 -69 illustrates the scope of his endeavors. He taped 26 30- second spots
for WHDM -FM and 140 spots for AM
radio; 33 60- second spots for WRORFM; Channels 4 and 7 were supplied
with a series of TV slides to use for
station breaks; two 5- minute TV segments were taped for Channel 56, and
radio stations in the Greater Boston
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Area were furnished with 25 spots of
varying lengths.
The versatile Howard Greene has not
only supplied tax tips for the media but
has also appeared himself on panel
shows dealing with family finances and
family budgeting. It's not an easy task.
"The writing time for even 30- second
spots is fantastic," says Mr. Greene.
Everything that goes over the air waves
must be carefully polished and cut to
fit time limitations. But it's the sort of
work that he enjoys and he plans no
let -up in his single- minded crusade to
help Boston area residents plan their
family budgeting and learn more about
the tax regulations.
On Property Ta xes
Numerous other chapters help to
produce similar productions, usually
during the period February through
April 15 when the public is especially
conscious of taxes and financing. Des
Moines Chapter, for example, sponsored a half hour television program
over station KDPS -TV on March 15,
1968. According to Garry Walker, educational activities director during that
period, the program was topical because
of major changes made by the Iowa
legislature in the property tax laws.
The panel consisted of NAA member
Howard Anderson, who was program
moderator; Andrew Regis, city assessor,
who provided the assessor's viewpoint,
and Jeffrey Lamson, an attorney who
discussed the legal aspects of the
changes in the law. The panel discussed
the new method of assessing property
and other changes made by the lawmakers.
Last year Dayton Chapter sponsored
a television panel discussion devoted to
one aspect of taxes. John Murray, a
member of the chapter, presented the
in -plant accountant's role in federal income tax reporting. The half hour show
was designed to inform the public on
the management accountant's responsibilities for the federal income tax filing
period.
Although it is often difficult for chapters in metropolitan areas to obtain
time on the air waves because of rigorous competition from many groups,
Newark Chapter managed last year in
a half hour program on WVNJ Radio.
Two representatives of the chapter, Ira
Landis and Fred Mandel, were quizzed
by Dr. Fred Long, the Rector of Christ
Church in Belleville, N.Y., on a program called "In the Public Interest."

The agenda covered questions such as
itemized and standard deductions, New
York City tax as it affects New Jersey
residents working in New York City
and how the computerized operation
of the Internal Revenue Service will
check out individual returns.
Another popular format is that of the
panel show with the listening audience
participating by calling in their questions. Peoria Chapter's David W. Morgan and Henry Allovio appeared on
such a radio program on February 1,
1968. The show, titled "Topic," concentrated on financial planning. A moderator from the station guided the
discussion and repeated the questions
telephoned in by listeners. At the beginning of the program the various NAA
activities were discussed by panelists.
There are many more examples of
how chapters utilize the air waves during the annual tax period and at other
times to tell the educational story of
the Association. Most of the community
educational projects designed to reach
the public have concentrated on radio
and TV, but Racine- Kenosha Chapter
participated in a unique pilot program
to develop a library of video tapes of
resource speakers on accounting topics.
Two chapter members, Lloyd C.
Meier and Al King, were taped in
December 1967. Mr. Meier spoke on
income taxes and Mr. King talked about
accounting for foreign operations. The
addresses were recorded as the speakers
spoke, without rehearsing, to a class at
Kenosha Technical Institute, a two -year
vocational school.
"The purpose of the project," according to Robert A. Mech, 1967 -68 Educational activities director, "was to find
out if this procedure was feasible. To
really produce a finished tape, it is estimated by audio - visual technicians that
it takes an hour of preparation for each
minute of tape. The school realized that
resource speakers just do not have much
time available. Under this procedure, no
more time was required than if they
came just to talk to a class.
"After screening the two tapes, the
school was very pleased with the result.
Both men did well despite the fact that
they had not appeared before the camera previously. Since the initial recording, the tapes have been used in an
economics class, shown to an in- service
training class of business educators,
viewed by a visiting educator from
Cyprus, and seen by a member of the
Continued on page 65
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Members of the Research Planning Committee meet in Chicago.
Clockwise, James S. Lanham, Wilber C. Haseman, James D.
Edwards, John Van Pelt, 111; Walter B. McFarland, R. Lee Brum-

met, William F. Colan, R. Wayne Oates, Allan C. Crane, Robert
H. Sommer, Robert J. Weafer, and David R. Arnold. See story
below on NAA research.

A Look at NAA Research
INVOLVING

Research is a big business today. Some
$2,926,000,000 was spent on basic research in 1965, according to the Statistical Abstract of the U.S. Nonprofit institutions alone spent $71,000,000.
In the last 25 years a number of corporations have been established just for
that purpose: research, and research and
development. It is a rare manufacturer
nowadays who does not allocate a certain amount of income to continuing
research. But it is difficult to trace a direct cause and effect relationship between basic research and the ultimate
benefits to the consumer.
This is especially true when research
in the accounting field is considered.
The National Association of Accountants has been conducting research in
accounting, in one fashion or another,
ever since its formation. It is impossible, however, to state the dollars -and64

MATHEMATICAL MODELS, BEHAVIORAL SCIENCES, INFORMATION SYSTEMS

cents value of this research to members
over the years.
There are indications that research
conducted and reported by NAA is put
to use by members. Reports are purchased in quantity by CPA firms and
used
their professional educational
development sections. Major corporations have bought copies for use in staff
training and implementing accounting
programs. Many libraries put the reports
on their shelves because they have received requests for material on research
in management accounting. References
to NAA research reports are often found
in footnotes in other publications and
books.
Even though the benefits of research
in accounting methods and techniques
cannot be readily expressed in monetary
figures, most accountants will agree on
the need for continuing'research in acin

COMMITTEE PLANS STUDIES

counting. They obviously would agree,
too, on the objectives of that research
and the educational programs of the
Association: "to provide leadership in
the continuing evolutionary development of managerial accounting; to disseminate knowledge of managerial accounting techniques and their uses, and
to encourage wider adoption of the best
practices."
Because of the increasing importance
Of research in the accounting field, the
Association has allocated more resources to the research program. As a result, the number of research topics studied and the number of publications
issued has increased in recent years.
Technological change has also
changed the focus of the research program. When the first of the numbered
series were issued in the 1940's, several
concerned accounting problems arising
MA N A G E M E N T ACC OU NTIN G /A PR IL 1969

as a result of mobilization for World
War II and the reconversion to a peacetime economy. Subsequently, a number
of reports covered cost control, standard
costs and direct costing.
New St udies
Last month the Association published
the first in a new series of studies in
management planning and control.
Based upon two years of research, the
book is titled Computer -Based Information Systems for Management: A Survey. Its three authors are Neil C.
Churchill, professor of business administration, Harvard Graduate School of
Business Administration; John H.
Kempster, senior research associate at
NAA, and Myron Uretsky, associate
professor, Graduate School of Business,
Columbia University.
This book consists of a brief review
of the state of computer technology and
communications and a summary description of typical computer configurations
of small, medium and large size firms; a
discussion of computer applications in
marketing, operations, R &D, and general administration as well as accounting; and a report of the findings with
the implications for management, organization, accountants, and needs for
future research.
The authors explore the factors considered responsible for the success or
failure of implementation of computer
applications and attempt to uncover the
factors believed responsible for management decisions for system development.
Their research disclosed how the computer is changing the corporation, in
particular the accounting function.
This study represents an exploration
in breadth rather than in depth with
the objective of presenting the current
"state of the art" in the actual application of computer -based management information systems. A second phase of
the study already in progress will cover
in detail the development of computer based management information systems
applied to a representative range of
management problems.
A second series entitled NAA Studies
in Management Reporting will concentrate on management's reporting economic information to external groups,
including stockholders, creditors, and
government. The first study in the series
External Reporting for Segments of a
Business was published in April 1968.
A second study titled Financial Reporting for Security Investment And Credit
Decisions will be published some time
MANAGEMENT ACCOUNTING /APRIL 1969

this year. This study also grew out of ON THE AIR
the original research on financial report- Continued from page 63
ing.
Anyone who has ever done any re- state department of vocational educasearch has had the experience of discov- tion in Madison. The library of the
ering himself studying an entirely differ- school also has provisions to show the
ent problem than the one he started out tapes to students who request them, and
with. An equally common phenomenon they may be viewed in the privacy of
is that one study leads to another. Pre- individual learning centers."
Mr. Mech, who is chairman of the
liminary research will indicate not just
one topic but several topics that need accounting program at the Institute,
says that the school plans to expand
further research.
The research done for the study on such use of video tapes and the chapter
financial reporting, for example, indi- has agreed to furnish additional speakcated that investment analysts were dis- ers when requested. The Institute is
appointed in companys' interim reports. also thinking of taking portable recordThus, a proposed study on interim re- ing equipment right into the offices
porting practices is now under consid- of industry spokesmen to reduce the
eration by the Research Planning Com- amount of time speakers will have to
subtract from business.
mittee.
NAA chapters have demonstrated a
In many cases, follow -up research, in
high
degree of initiative in promoting
depth, is indicated to adequately cover
the
educational
objectives of the Assosome topics. A study now under way,
ciation.
Radio
and television are intentatively titled "Assigning Costs and
creasingly
being
used by energetic and
Revenues for Segment Reporting by Diimaginative
educational
activities direcversified Companies," seeks to develop
practical ways to implement conclusions tors. Although there is no way -of measfrom earlier NAA and Financial Execu- uring the impact on, or the size of,
tives Institute studies. Such research is listening audiences, it is obvious that
needed in view of the Securities & Ex- thousands of Americans during the tax
change Commission's proposal of new season will be hearing such credit lines
_Chapregulations for financial disclosure by as "...sponsored by the
ter of the National Association of
line of business.
Other research topics approved, or Accountants as a public service."
being considered, by the Research Planning Committee include "Relevant
Change of Address
Costs Concepts and Their Application
in Government Contract Pricing," "Fi- Moving? Use this form to advise MAN nancial Controls for International Op- AGEMENT ACCOUNTING in advance.
erations," "Profit Measurement for Please print new address and account
Evaluating Management Performance," number below.
"Models for Planning and Budgeting,"
)
"Applications of Behavioral Sciences in NEW ADDRESS (Effective
Accounting," and "Accounting for Human Resources."
Name
(please print)
Research is expensive and getting
more expensive every year; it is also necAccount Number
essary. Research in accounting in particular shows where we are and where
Address
we're going.
Unless research is put to use, it becomes a useless intellectual exercise
hidden away on library shelves. The
research done by the Association is pri- City
marily designed for use by members and,
Zip Code
secondarily, to expand the developing State
body of knowledge of the management
accounting field. It is an integral part of MAIL TO: Circulation Manager
the Association's overall educational efMANAGEMENTACCOUNTING
fort and, as technology becomes more
National Association of
complex, research in the language of
Accountants
business — accounting — will become
505 Park Avenue
more and more indispensable to busiNew York, N.Y. 10022
nessmen.
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Close -up

Proud of its prowess in winning the Carter Trophy in 1967 -68,
Pennsylvania Northeast Chapter set up this exhibit (above)
featuring the award and put it in a show window.

Tri- Cities Chapter celebrated the Association's 50th Anniversary
in style with a birthday cake. L. -r., Leonard W. Stiegel, first president of the chapter; A. E. Schroeder, current president, and E. J.
Miller, a charter member. The chapter also showed film strip.

At the Houston Continuing Education Program in February were
three registrants from South America and one from Taiwan.
L.-r., John H. Tanabe, Rio De Janeiro; Yeuh Huang, Taipei,
Taiwan; James Collier, NAA director of member services; Fer-

nan Piedraita, Medellin, Colombia; James S. Lanham, NAA
director of technical services, and Fabio Villada, also of Medellin. Since the chapter was started, four Medellin Chapter members have attended CEP programs.
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NAA staff members were honored recently at a luncheon for
those with ten or more years of service. Seated, I. -r., Mrs. Lotte
Frankel, W alter Kasunic , W alter B. McFarland, Miss Jean Adamoli, President James E. Meredith, Jr., Executive Director Rawn
Brinkley, Miss Evelyn W illets, Donald G. Mackenzie, Harry M.

� i

-%

i

Russell, Mrs. Madeline Long, Edward Odell, and Miss Marie
Arico. Standing, John C. Freeman, Russell' W . Hardy, Mrs.
Helen Dolan, James S. Lanham, Mrs. Ida Sz&emeth, James D.
Collier, Managing Director Robert H. Sommer, and Donald M.
W oodard. Robert F. Nolan, also honored, was not present.

-

tr

Northern New York chapter past presidents held their second
annual meeting recently. Those attending included, I. -r., Execu-

Chappell, Buffalo; R. B. Oakleaf, Olean- Bradford; J. F. Guth,
Binghamton, and P. J. Amodeo, Albany. Wives of members also

tive Director Rawn Brinkley, K. L. Denhard, Syracuse; G. H.

attended this unique multi - chapter function.
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New York Hosts 50th Annual Conference
NEW CHRISTY MINSTRELS FEATURED AS TOP ATTRACTION FOR NAA'ers DURING GOLDEN ANNIVERSARY WEEK

For the wives and children of NAA
members the 50th Annual International
Conference in New York City will be
a week to remember. In celebration of
the Golden Jubilee of the Association,
the Operations Committee has planned
a round of enjoyable —and educational
— activities for members and their
families.
Star attraction of the social activities
at the four -day conference is the renowned New Christy Minstrels, featured in a special NAA stage production
on Tuesday afternoon, June 24, at the
new Madison Square Garden Center.
This popular singing group has starred
in its own TV spectaculars, and their
records featuring a repertoire of American and international folk music have
been consistent best- sellers.
Before the show begins, NAA families will be taken on a behind -thescenes tour of the Garden, which is
constructed on top of the old Penn
Station. Points of interest include the
Sports Hall of Fame and the unique
National Art Museum of Sport. This
special event includes transportation to
and from the New York Hilton and a
luncheon.
The Ladies' Program is in keeping
with the 50th Anniversary theme. At
the brunch on Monday morning in the
Georgian Ballroom of the Hotel Americana, the ladies will be entertained by
Miss Cathy Bauby, noted worldwide
lecturer. Miss Bauby will present an
exclusive production, illustrating through
special music, costumes and glamorous
models, the changes in ladies' finery
during the last half century.
On Monday night the sparkling
rhythms of Howard Lanin's Manhattan
Society Orchestra will set feet to tapping at the Conference Ball. As a
C8

special Anniversary attraction, a storyin -song has been created by Stan Freeman, featuring Singers Jeanne Steel and
Larry Douglas. The skit, "NAA -50,"
will be based upon the Association's
history and members —past and present.
Tuesday morning is free for the
ladies to go window shopping or explore
the many attractions of one of the greatest cities in the world. The afternoon,
of course, is reserved for the Family
Festival program with the New Christy
Minstrels.
A boat ride around the island of Manhattan is planned for the ladies on
Wednesday. This famous cruise covers
35 miles of New York skyline attractions, including the Statue of Liberty,
the Verrazano Narrows Bridge and the
George Washington Bridge. A three hour tour, the cruise is both enjoyable
and educational.
The traditional Annual Dinner on
Wednesday night, with its pomp and
pageantry, trophy and banner presentations, will bring the Anniversary celebration to a close. A unique affair, the
Annual Dinner telescopes the ceremonies and fellowship that have formed an
integral part of the Association throughout its history.
For the Younger Set
Two separate programs for the teenagers and the pre -teens will be provided
by Gulliver's Trails during the Annual
International Conference. The younger
set will have their own separate recreation rooms in the New York Hilton,
open Sunday through Wednesday, and
featuring the latest records, free soft
drinks and snacks, and games and activities.
On Monday, in two separate tours,

the youngsters will be given a glimpse
of the city's storied past. They will visit
the Trinity Churchyard where Alexander Hamilton and Robert Fulton are
buried. Another stop will be the site
where George Washington was inaugurated; then on to the Statue of Liberty,
Chinatown, and a visit to the United
Nations.
Tuesday morning both the teens and
pre -teens will tour NBC -TV Studios and
Rockefeller Center. Later they'll go on
to see famed St. Patrick's Cathedral and
the Money Museum.
The pre -teens will visit the Museum
of the City of New York on Wednesday
morning. On display are baseball mementos of former stars, a gallery of puppets, old model ships and a collection of
antique toys and dolls. The tour continues to the Allied Chemical Tower in
the heart of Times Square where the
children will be treated to a magic show
and space exhibit; then lunch at the
Central Park Zoo and a visit to the top
of the Empire State Building. As the
climax of the week, the children will
dine in a midtown restaurant and see
the Rockettes, a stage show, and a first run film at Radio City Music Hall.
On the final day of the Conference
week, the teen -agers will tour one of the
greatest newspapers in the world —the
New York Times. They'll visit the City
Room, watch the teletypes and meet the
men who manage the paper. Other stops
include the Science and Space Exhibit
at the Allied Chemical Tower, the Empire State Building and a visit to the
Metropolitan Museum of Art. Wednesday night the teen -agers will dine at a
well -known restaurant and then go on
to the New York State Theater at Lincoln Center to attend a revival of one
of the hit musicals of the past.
MANAGEMENT ACCOUNTING/APRIL 1969

Chapter /Member News

At charter meeting of Salinas Valley- Monterey Peninsula are,
I: r., Managing Director Robert H. Sommer, Gil J. Mohr, first

president of the chapter, and National Vice President Floyd F.
Cravens. Messrs. Cravens and Sommers presented the charter.

Chapters Created in Calif. & Wis.
SALINAS VALLEY - MONTEREY PENINSULA AND WAUKESHA AREA ARE CHARTERED FEBRUARY 1
The 227th and 228th chapters in the
United States were chartered by the National Board, effective February 1, 1969.
They are Salinas Valley- Monterey Peninsula in California and Waukesha Area
Chapter in Wisconsin.
The eighth chapter to be established
in Northern California, Salinas Valley Monterey Peninsula is a spin -off from
San Jose Chapter. The organizing committee, which was headed by Gil J.
Mohr, past president and charter member of Palos Verdes - Torrance Chapter,
submitted 41 completed membership
applications and 11 petitions from members requesting the Association to authorize a new chapter in the area.
Wade Salisbury, past president of
San Jose, and past national director, asMANAGEMENT ACCOUNTING /APRIL 1969

sisted in the organization. The charter
for the new chapter was presented by
National Vice President Floyd F. Cravens and Managing Director Robert H.
Sommer on February 27.
Waukesha Area, which is 20 miles
west of Milwaukee, is the fifth chapter
to be chartered in Wisconsin. The chapter submitted 56 applications and petitions. John F. Honer served as chairman
of the organizing committee. Offering
valuable assistance and advice were
Hans L. Matzner, president of Milwaukee Chapter; National Director Richard
Bieganski, and National Vice President
Fred E. Andersen.
Mr. Andersen and Mr. Sommer presented the charter at the chapter's special meeting on February 24.

At the same time, member /industry
surveys from organizing committees in
East Cleveland, Ohio; Topeka, Kans.,
St. Joseph, Mo., and Scottsdale, Ariz.,
were approved. These groups were given
permission to solicit new applications
and signed petitions from current members as a final step directed toward for matiorl of a chapter.
Emeritus Life Associates
BRIGHT C. COOPER, Boston.
MARTIN T. C O U G H L I N , Chicago.
GEORGE K. DEL MASTRO, Bridgeport.
RAY T. STANDLEY, Massachusetts North

Shore.
VERNON L. THOMAS, Portland.
THEODORE WEITzmAN, Baltimore.
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P r omoti on s an d New P os it i on s
A. J. McNAIR, Akron, is now assistant
comptroller of Firestone Tire & Rubber
Co.

J.W. CREECH, Asheville, is now division
controller with Stanley Power Tools
Div., Stanle y Wor ks.... RUBEN RusSELL has been appointed supervisor of
collections, and T . GRIFFIN STANLEY,
market planning specialist, at Olin
Mathieson.

Pueblo, was recently elected controller,
and ART MAY, named assistant to the
vice president and treasurer, at Holly
Sugar Corp.
GEORGE MILLIGAN, Des Moines, was recently promoted to vice president, Iowa
Des Moines National Bank.
ROBERT R. RIEGLE, Fort Wayne, has
been appointed manager of corporate
accounting at Peter Eckrich & Sons.

CHARLES L. DAVIS, Atlanta, has been
named director of finance, City of Atlanta.

A. L. LITTMAN, Hawaii, has been named
assistant treasurer and controller, M.
McInerny, Inc. . . . GARY NELSON was
named controller of Amfac's Industrial
Div.

FRANCIS P. TUNNEY, Baltimore, has
been appointed controller of the Maryland Housing Corp.

JOHN L. HALL, Indianapolis, was elected
treasurer of The Buehler Corp.

MAURICE F. WILHELM, JR., Birmingham, has joined Exchange Security
Bank as vice president.

F -.

JAMES J. FITZSIMMONS, Bridgeport, has
been appointed controller of the Milford
Rivet & Machine Co.
JUDSON M. QUIMBY, Buffalo, has been
appointed treasurer of M_ & G. Convoy.
JAMES R. COLLINS, Butler Area, is now
manager - financial planning at Armco's
headquarters in Middletown, Ohio.
JAMES P. DREVETS, Calumet, was appointed assistant to the divisional comptroller, Wisconsin Steel Works.
FREEMAN VINTON, Central Arkansas,
was elected vice president of the Commercial National Bank.

Two.Charlotte members were recently
named by Southern Engineering Co. E.
A. LOVE is secretary and R. E. MARTIN,
controller. . . . D. A. HACKNEY was
named administrative manager of Wica
Chemicals, Inc., a subsidiary of Corn
Products Co. . . . J. P. HANCOCK was
named assistant treasurer at Southeastern Financial Corp.
RAYMOND P. EASTBURN, Chattahoochee
Valley, has been named sales manager
for Indiana by American Family Life
Assurance Co.
DONALD G. HIME, Chicago, has joined
Illinois Bronze Powder & Paint Co. as
controller. . . . RICHARD A. VIKANDER
has been elected treasurer and assistant
secretary of Lapham- Hickey Steel Corp.
CARLE L. GARRETT, Cincinnati, was recently promoted to controller, Senco
Products. . . . CARL J. WURTZ Is now
controller- treasurer, Friedman Furniture.
MARTIN D. GLADEM, Colorado Springs70

GUTH
North Texas

McPEAK
Raritan Valley

H. WELMER GRACE, Jacksonville, has
been promoted to accounting officer of
Barnett First National Bank.... WALTER J. MOORE, JR., is now vice president
at May - Cohens.... D. L. RADDATz has
been promoted to assistant vice president of Atlantic National Bank.
The following Kansas City members
were promoted by Farmland Industries.
ROBERT FERGUSON to director of budget
and assistant treasurer; JACK P. BLAIR to
vice president and controller; EARL L.
KNAUSS, JR., to assistant controller;
JERRY L. SCHWAB to director of manufacturing accounting; FRANK R. WEND LANDT, JR., to executive director of data
processing, and HOWARD E. THOMAS to
director of systems and procedures....
JOHN W. BALL was recently elected to
corporate accounting officer of Far -MarCO. . . . WILLIAM R. DAHL has been
promoted to vice president of Westport
Bank. . . . DENNIS C. SIiEPHERD has
joined Koch Industries as division controller.

of cost control, Boston Street Special
Products Plant, Sylvania Electric.
ARTHUR F. PAYNE, Miami, was named
vice president for finance for the Red
Barn System, Inc., an affiliate of the
Servomation Corp.
BERNARD J. ROETHELE, Michlana, has
joined Business Supply Co. as field representative and supervisor of the new
engineering supply and equipment division of the company.
RICHARD L. HALL, Mid - Hudson, has
been promoted to general accounting
manager, IBM Systems Manufacturing
Div.
GEORGE J. KUNIK, Minneapolis, has
been promoted to assistant treasurer,
Tescom Corp. . . . H. JAMES LESKEE
was named controller of Northwestern
National Bank.... THOMAS E. NIPPER
has been appointed vice president and
treasurer of Knox Reeves Advertising,
Inc. . . . JAMES L. SHINN has joined La
Maur, Inc., as director of management
information systems.
PAUL M. LEGMAN, Morristown, has
been named assistant dean of New York
University's Graduate School of Arts
and Sciences.... FRANCIS J. MEJSTRICK,
chapter past president, has been elected
assistant treasurer of Suburban Propane
Gas Corp. . . . RUDOLPH THURNEs has
joined Hoffmann -La Roche, Inc., as senior accountant.

Two Newark members have been named
by A. Gusmer Inc. HADLEY R. ROOD
was appointed treasurer and HENRY T.
FLETCHER, assistant treasurer. . . . HAROLD R. TELTSER and WILLIAM J. BAR RETT have been elected directors of
Griffiths Electronics, Inc. . . . JOSEPH
MEGILL has been appointed assistant director of the newly formed management
information services department of Englehard Minerals & Chemical Corp.. .
CARMINE SPINELLI was appointed staff
accounting systems analyst in the newly
formed accounting systems department
of Schering Corp.
WILLIAM L. MOORE, New Hampshire,
has been elected vice president of Merchants National Bank, in addition to his
duties as manager of the bank's new Industrial Park Office.

WILLIAM C. ALPAUGH, Lehigh Valley,
has been appointed assistant secretary
and assistant treasurer of V. Balata &
Textile Belting Co.... KENNETH BAATZ
was appointed office manager of Merken
Industries.

EUGENE P. BARBER, New Haven, has
been appointed assistant plant manager,
at Wallace - Silversmiths, a division of
The Hamilton Watch Co.

DAVID Buccuzzo, Massachusetts North
Shore, has been promoted to supervisor

JOHN P. MEEHAN, New York, is now
controller of the Twentieth CenturyMANAGEMENT ACCOUNTING /APRIL 1969

Fox Film Corp. . . . SEYMOUR MOGEL
has been promoted to vice president,
Cable Information Systems... . . W IL LIAM H. MOORHEAD was named manager of corporate accounting at Hooker
Chemical Corp. . . . RICHARD F.
SCHMIDT has been named director of
financial planning for Reuben H. Donnelley Corp. . . . DAVID A. SHULMAN
was appointed vice president - controller
of Sav -On, Inc.
JOHN D. RINGROSE, Niagara past president, was promoted to assistant controller of the Industrial Chemicals Div.,
Hook er Chemical Corp.. .. WILLIAM
M. SCHOFIELD was named manager of
profit planning at Hooker Chemical
Corp.
JAMES F. MCCABE, North Penn, is now
director of finance & internal audit at
Butcher & Sherrerd. . . . WILLIAM H.
PALMER III was named president of
Clarkies, Inc.
DON J. GUTH, North Texas, has joined
GF Industries, Inc., as vice president,
corporate development. He is a past
national vice president.
F. M. MESTON, Norwich, was appointed
controller of the Thermos Div., King Seeley Themos.

HART
Rochester

KRUEGEL
W. Bergen- Passaic County

THOMAS H. DOOLEY, Oakland County,
was named vice president and controller
of Manufacturers National Bank of Detroit.
GORDON NELSON, Ogden Area, was promoted to assistant division chief of Taxpayer Service Div. at the Internal Revenue Service Center.
GEORGE HAMMONDS, Oklahoma City,
has been appointed assistant treasurer of
the newly- formed Liberty National
Corp. He is also controller at Liberty
National Bank & Trust Co.
ROBERT E. SOBRASKE, Orange County
past president, was appointed vice president, Edwards Laboratories Div., American Hospital Supply Corp.
CLYDE W. CHASE, Pennsylvania Northeast president, was promoted to treasurer of Intext, Inc.
MANAGEMENT ACCOUNTING /APRIL 1969

ROY MOTHERSHED, Pensacola,

Is now
business manager with Whitson Ford
Co.

Two Pittsburgh members have been

JAMES H. KRUEGEL, West Bergen -Passaic County, is now senior vice president
and controller, ITT Avis, Inc., and Avis
Rent A Car Systems, Inc.

named at the New Wheeling- Pittsburgh
Steel Corp. JAMES S. HOWARD was
named vice president, and HERBERT G.
KEISLING, assistant comptroller. . . .
RAYMOND F. WILLIAMSON has been
promoted to manager -legal and financial analysis, Glass Div., PPG Industries.

RONALD W. HILL, Worcester, has been
named senior systems analyst, State Mutual Life.... AARON A. SMITH was appointed comptroller of C & S Wholesale
Grocers, Inc.

DENNIS E. STARK, Providence, has been
named vice president of the Old Stone
Savings Bank and the Old Stone Trust
Company.

JOHN H. LAPPERRE, Chicago, was recently elected chairman of the board of
trustees of the Chicago Chapter, National Multiple Sclerosis Society.

ROBERT BRILLIANDT, Raleigh- Durham,
has been promoted to comptroller of
the Oak Brook, Ill. plant of ITT.

I. MANN, Member -at- Large, was re- elected president of the Institute of Certified
Public Accountants in Israel for 1969.

JOHN MCPEAK, Raritan Valley, has been
elected treasurer of Thomas J. Lipton.

WILLIAM L. BROWN, Pittsburgh, is now
serving as Committeeman and Chairman of the Republican Committee,
Franklin Park Borough.

ERIC M. HART, Rochester, was elected
financial vice president and a director
of Lever Brothers Co.
CLINT CARRIER, Salt Lake Area, has
been appointed partner in charge of the
Salt Lake City office of Peat, Marwick,
Mitchell & Co.
ROBERT EDWARDS, Seattle, has been promoted to controller of Washington Natural Gas.
Four Southwest Los Angeles members
were recently named by North American Rockwell Corp. R. L. BUDMAN was
promoted to director, budgets and forecasts; GRANT SMITH was named assistant
to the vice president of the North American Aviation Divisions office, W . J.
SMOLLEN is now corporate director —
cash and investments, and R. E. WELTEE was promoted to financial staff advisor of Aviations Divisions office.
CHARLES CIESLA, Trenton, was recently
promoted to manager of accounting at
Ionac Chemical Co.
RODGER QUINNAN, Tucson, is now controller, Kruegar Mfg. Co.
CHESTER M. CAMPBELL, Virginia Skyline, has been appointed manager of the
Reid & Thomas Inc. data center.
HARRY N. LEIZEAR, Washington, was
appointed controller of Computer Response Corp.... ROBERT E. WOLPERT
has been named controller of the five
metropolitan Washington divisions of
Computing & Software, Inc.
WILLIAM D. DAVIS, Washington TriCities, is now controller, treasurer and
secretary of Information Systems Management.

Or ga ni za ti on S er vi ce

In M e mor i a m
WILLIAM E. BECK, 43, Memphis, 1966.
GEORGE E. BYERLY, 63, Kalamazoo,
1947.
RALPH E. CASE, 81, New York, 1923.
Emeritus Life Associate.
JAMES D. CORNELL, 55, Peninsula -Palo
Alto, 1966.
MYRON F. FREY, 59, Long Island, 1965.
ROBERT W. GORDON, 91, Los Angeles,
1931. Emeritus Life Associate.
ERNEST B. HAWKINS, 56, Mobile, 1968.
FREDERICK JADICK, 44, Canton, 1961.
JAMES A. KIELY, 63, Member -at- Large,
1946.
SIDNEY G. LARKIN, 56, Milwaukee,
1945.
LESTER W. LEESE, 57, Tri- Cities, 1966.
CLYDE C. NEWELL, 71, Columbus past
president, 1936. Emeritus Life Associate.

Conference Calendar
NAA Continuing Education Program

April 21-25— Sheraton Palace Hotel,
San Francisco.
May 12- 16— Palmer House, Chicago.

Other NAA Meetings

April 27 -May 9 — Integrated Management Accounting Program for Accounting Executives and Managers,
Stagecoach Inn, Salado, Tex.
June 1 -13 -2nd Advanced Management
Program, University of Michigan,
Ann Arbor, Mich.
June 22 -25 — Annual International
( 50th Anniversary) Conference, New
York Hilton, New York.
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Time Off

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

"I've named it 'Merger'."

One Out of Every Four
"The average personality is fairly
sturdy and generally able to bounce
back from crises. However, if anxiety
is sustained and emotional upsets
recur, the red flag of danger is up.
One person of every four in the general population is reputed to be suffering from some form of mental
unbalance. Take a moment to think
of three of your friends. Do they
seem normal and natural, and adjusted? If so, you are the one."
—from "What to Do Until the
Psychologist Comes," by Wallace Jamie, December 1968 -January 1969 issue of journal of
College Placement.

Color Change for
Business Grads?
Is accounting drab? Even so, should
accounting graduates wear academic
costumes trimmed with a color called
drab? There is a movement underfoot to change the image of business

graduates, starting with the color of
the costumes they graduate in. The
American Association of Collegiate
Schools of Business has applied to
the Council on Academic Costume
for a change in color. Some of the
colors in the running include royal
blue, silver, and golden. Red is a
no -no.

I RS and Art
Some taxpayers may consider the
business of extracting money by the
Internal Revenue Service an art. But
as skillful as it is, the IRS does not
consider itself artistic or competent
to judge works of art. So the tax
bureau has appointed a ten -man advisory art panel to help settle differences between taxpayers and the
government over the fair market
value of art objects. Nearly 500 works
of art valued for tax purposes at
S20 million were reviewed last year
by the panel, and the IRS says, that
controversies over art valuations have
been reduced considerably.

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

ROBERT
HALF

E9

PERSONNEL
AG E N C I E S

Atlanta: 235 Peachtree St., NE.._ .....(404) 6882300
Baltimore: One Charles Center .,
(901) 837 -0313
Boston: 140 Federal St.
.1617) 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
Detroit: 1114 Guardian Bldg.
(313) 961.5430
Garden City, N.Y. 585 Stewart Ave. (516) 248 -1234
Hartford, Conn: 75 Pearl St.
12 031 278-7170
Los Angeles: 3600 Wilshire Blvd.
(213) 381 -7974
Miami: 1107 Northeast Airlines Bldg. (305) 377.8728
Minneapolis: 822 Marquette Ave.
(612) 336 -8636
New York: 330 Madison Ave.
(212) 986.1300
Newark: 1180 Raymond Blvd.
(201) 623.3661
Philadelphia: 2 Penn Center
(215) 568 -0580
Pittsburgh: 429 Forbes Ave.
(412) 471 -5946
Portland, Ore: 610 S.W. Alder St.
(503) 222 -9778
St. Louis: 1015 Locust St.
(314) 231 -0114
San Francisco: 111 Pine St.
(415) 434.1900
Stamford, Conn: 111 Prospect St.
(203) 325 4158

....

World's Largest Fi nanc i al &
ED P Personnel Specialists.
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F irst electronic
insomniac.
When you turn off Victor's new 1500 calculator for the night,
a unique core memory retains all figures for the morning. So if a job
isn't finished today, you can pick up tomorrow where you left off.
No other electronic printer can do this. Anymore than a TV set
can remember last night's show.
You'd expect a machine this advanced to be fast. It is. The 1500
calculates, stores, checks and prints out in milliseconds.
With 14 columns entry. Products up to 28 columns.
The new 1500 line speeds up all commercial figurework. You can get
special models, too, for statistical, engineering and bank use. Models with
automatic square root. A choice of 3 or 10 storage registers.
Thousands of 1500's are now in use. Proved successful.
Even to the fact that you can sleep better at night.
Because the 1500 doesn't.
Write: Series 1500, Victor Comptometer Corporation,
3900 North Rockwell, Chicago, Illinois 60618 °V I C T O R

Call onVictor and you're in business.

A
New York
Opening
With Something
For Everyone
1

Annual International Conference

JUNE22-25,1969NEWYORKHILTONHOTEL

