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NAA Cooperates with GAO
Elmer Staats, Comptroller General of the United States, writing in the
January 1969 issue Of MANAGEMENT ACCOUNTING, discussed a study undertaken by the General Accounting Office at the request of Congress to
"determine the feasibility of applying uniform cost accounting standards
... in all negotiated prime contracts and subcontract defense procurements
of $100,000 or more." The amendment to the renewal of the Defense
Production Act of 1950 requires the Comptroller General to carry out his
study in cooperation with the Secretary of Defense and the Director of the
Bureau of the Budget. It also requires him to consult with representatives
of the accounting profession and representatives of the defense contractors.
The January 1969 article by Dr. Staats describes in detail the program that
is being undertaken to develop the report to Congress.
The National Association of Accountants has been consulted in connection with the study and will continue to cooperate with the Comptroller
General's study. The Association has been represented at meetings of accounting organizations with representatives of the Government. An important contribution made at these meetings by the accounting profession
was the review and suggested changes and improvements in the questionnaires sent out in the GAO study. The NAA examined drafts of the
questionnaire and made suggestions regarding the content and the form of
the questionnaire.
We have also reviewed the research reports of the NAA to identify the
reports that would bear on the government study. A report has been submitted to the GAO, identifying NAA research that is relevant. Included
in the report were references to material in Concepts for Management
Accounting, Product Costs for Pricing Decisions, Accounting for Costs of
Capacity, as well as other NAA publications.
Parallel to the government study, the Association has underwritten a
research project tentatively entitled "Relevant Costs and Their Application
to Government Contract Pricing." The research is under the direction of
Professor James Bulloch of the University of Michigan. A project of this
nature had been in the planning stages before the Congress passed the
"feasibility" amendment, and it has been speeded up in response to the
government study.
The NAA research is not intended to focus solely on "Uniform Cost
Accounting Standards" but will rather explore the area of pricing for government contracts. Clearly cost valuations and cost allocations procedures
are important and will be examined in this research study but there are
other factors which need to be considered in pricing government contracts.
Special effort is being made in the stud} to determine contractors' practices
with respect to effect on the pricing decision of alternate uses of facilities,
the use of other than historical costs in valuing the expiration of long -lived
assets, implicit interest on capital employed in projects and any other factors not usually recorded in formal accounting systems.
It is hoped that the NAA study will provide useful information on the
role of costs and cost accounting in pricing government contracts.
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FEI and NAM Oppose Revised Rules
For Corporate Financial Disclosure

computer detailed reports on job openings.
The computer then matches man to job
opportunity and a copy of the
Both the Financial Executives Institute
corporation's report on the opening is
and the National Assn. of Manufacturers
mailed to each pre - qualified subscriber.
expressed opposition to the SEC revised
Subscribers receive a year's service for a
proposals on financial disclosure. FEI
declared, however, that it was pleased the $15 fee. National Registry is located at
655 Madison Ave., New York City.
revisions more closely approach the
recommendations of the research study,
"Financial Reporting by Diversified
Companies," by Dr. Robert K. Mautz.
FEI and NAM urged that the SEC wait until
the business and financial communities
have seen the results of the voluntary
disclosure efforts now being encouraged by
financial and accounting organizations
before issuing the rules.
Banks Must Report Total Net Income
The Accounting Principles Board of the
American Institute of CPA's has set a
new guideline under which banks would have
to include total net income in their
audited financial reports in order to
receive an independent auditor's approval.
Traditionally, according to the AICPA,
bank financial statements have reported a
figure for net earnings from operations
which does not include provisions for loan
losses, or gains or losses on security
transactions. Under the new guideline,
banks would have to conform to accounting
standards set for other industries or the
auditor could take exception.

Accounting Guidelines Developed
For Junior and Community Colleges
To help junior and community colleges
develop more effective and meaningful
accounting procedures, the Assn. of School
Business Officials of the U.S. and Canada
has published recommended accounting
principles and procedures. The 14 -page
pamphlet, "Guidelines for Classification
of Revenue by Source and Expenditures by
Function, Character and Object," is
available from the association at 2424
West Lawrence Ave., Chicago, Ill. 60625.
Big Rise Seen in Sales Abroad
U.S. sales to foreign countries are
expected to rise rapidly over the next
three years — but the major gains are
expected to come from overseas production,
not exports. This was the major finding
emerging from a survey by the National
Industrial Conference Board, covering
182 international executives.
Youth Prefers Small Companies

Many young executives prefer working for a
small- to a medium -sized company where
Manufacturers' Inventories to Rise
there is "room to grow" and greater
Manufacturers are expecting inventory
responsibility, according to a survey of
additions of $1 -1/3 billion in the current 364 executives made by Kiernan & Co.,
quarter and almost $2' /z billion in the next, Inc., management consultants. About 6376 of
according to a survey made by the Office
those replying said they preferred a
of Business Economics. The projected
smaller company with sales volume of $10
increase from March 31 to June 30 would
million to $50 million.
exceed that for any quarter of last year.
Specialist, Out; Generalist, In
Computerized Job-Matching
The pendulum is swinging and industry is
beginning to seek the generalist rather
Latest employment service to use the
computer is that developed by The National than the specialist for top policy- making
jobs, says Charles K. Rudman, President
Registry, an affiliate of Computer
of the Klein Institute for Aptitude
Applications, Inc. Under the system, the
Testing. Buttressing his thesis, he quotes
client fills out a pre -coded form
President Nixon who introduced his
outlining his qualifications. This data
Cabinet nominees as men capable of filling
is stored in the computer's memory bank.
more than one Cabinet seat.
At the same time, corporations feed the
4
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Readers React
The Information Services Function
and the Controller
To the Editor:
Dr. William E. Swyers' views in his
article "Integrated Information Systems
and the Corporate Controllership Function" (October 1968), indicates some
fundamental gaps in his understanding
of the position of the controller in a
modern organization.
As chief accounting officer of a company, the controller has a line responsibility for processing and producing information. His basic responsibilities for
transaction processing and recording; for
providing information which meets the
needs of internal management; for providing financial statements which conform to the requirements for external
reporting; for the protection of assets - 1 submit, cannot be supplanted or
taken over by some sort of corporate information executive. The controller is
the chief information officer of a business. He must have direct control of
"data processing" in its broadest sense.
Regarding the need for attention to
developing information which is not a
product of the financial information system, we should not overlook the fact
that the financial information system is
central to most of the other important
information requirements of management. For example, a personnel information system is a logical extension of
the payroll system. A marketing information system is an extension of the
order entry and billing system. A production and inventory (logistics) information system is an extension of the
cost and inventory accounting system.
In all three of these areas, the data
base for the information systems is developed from proper coding of constant
file and variable transaction data. The
properly developed system provides information which is used in all areas of
the business; however, the information
is truly a by- product of the basic transaction processing and recording which
MANAGEMENT ACCOUNTING /MAY 1969

is and must remain a line responsibility
of the controller.
It is my belief that separation of the
information services function from the
controller is occurring not so much because it is an evolutionary trend, as suggested by Dr. Swyers, but much more
so because controllers have not adequately fulfilled their basic responsibilities for providing information for proper
management planning, control, and decision making in all areas of the business.
The challenge to the modern controller is to seize the tremendous opportunity which the computer offers for
developing the financial information system which processes all of the basic
transactions of the business. Unless he
gives his attention to extending the
unique capabilities of the financial system, he will most certainly end up with
a diminished role and stature in management.
The basic requirements for turning a
financial information system into a full fledged management information system are:
1. Proper coding of fixed and variable
data in the system.
2. Maintenance of properly coded
transaction files and fixed data files.
3. Ability to interface external or planning data with transaction data files.
4. Development of routines (either
computer or manual) for converting
data to information.
5. Recognition of management's needs
and setting priorities so that the
most important needs for information receive attention.
Point 5 above cannot be overemphasized. The controller who, for example,
gives priority to computerizing his property records system before providing a
marketing information system or production and inventory control system,
probably deserves to be replaced.
J. F. Dingle
Controller
Norton Co.
Worcester, Mass.

Direct Costing Overseas
To the Editor:
I am really very satisfied, yes I may
say proud, to see our M A N A G E M E N T AccouN•rcNG in its fine new attire and seriously enlarged. My sincere compliments
for the excellent idea and for the successful realization of the idea!
Let me use this occasion to state one
positive fact more in the evolution of
our publication, i.e. the constant and
substantial rise of the quality of papers
published in the last five years. Please
don't take this assertion as a compliment
but as a statement from an economic
analyst conscious of the specific weight
of these words.
Perhaps it will be interesting to you
that our new law of accounting, just issued, opens the possibility of conversion
to direct costing. To my knowledge Yugoslavia is now the first country in the
world permitting the evaluation of inventories in the balance -sheet without
including the period costs in the cost of
inventory.
Direct costing is a method that fits
best the needs of worker- councils, executive committees and departmental worker- assemblies, as it makes the accounting
informations more intelligible to them.
Roko I.Braut
Professor
Faculty of Economics
Zagreb University
Zagreb, Yugoslavia

Cyrano Computer
To the Editor:
While examining the accountant's
complaints, the author finds the dp
crowd overbudgeted and undermanaged. In many companies, data processing and systems budgets exceed any of
the other administrative departments.
The "black -box empire" turns into an
untouchable area when the profit

squeeze becomes acute.
The hardware is overpriced as the result of the exploding demand for computers and the near - monopoly that exists among a very few makers. The
computer systems men are overpriced
for the same reason that physicians are
overpriced, but those few dp experts
that do come forth have no impressive
degree to guarantee their professional
capabilities.
Dp people can, no doubt, tell you of
the successful demonstration of any
type of magic. Why, he saw that at the
MIS seminar in Las Vegas. Somebody's
done it, and so can we —same type of
computer, we just need the larger model
and a few disk packs. The dreams are
pleasant, the promises all so logical.
However, the pipe is very long, years
from puff to production, and very expensive. The computer is somewhat of
a modern Cyrano —poet, swordsman,
glib of tongue.
Who is to blame for the failure of
this solid -state Monfleury? The ultimate
blow is the indictment of us, management accountants, who have bred and
fed the electronic cavaliers. Yes, the
management accountant introduced the
"box" in your firm, but the controller
failed to control it. The computer is a
success in the "super- clerk" functions,
but we no longer attempt to justify
hardware costs with manpower savings.
Although technically possible, the integrated MIS apparently requires a decade
of costly systems design effort. Meanwhile, the president refuses to admit
that the c.r.t. on his desk is merely an
impressive but very expensive toy and,
like the poet's nose, should be amputated on the spot!
We must force the "computer-people" to substitute careful planning for
their schemes and dreams. Production,
schedules, and milestones must replace
the maybes, tomorrows, and eloquent
reveries. Cost justification must be resurrected. Let the user fund the task,
and let the dp director find the user and
sell him on the long -term advantages.
The manufacturers will be the first to
applaud the application of sound and
profit- oriented business practices to data
processing management and procurement. Today, the computer emulates
Cyrano completely — wooing our management with sweet rhetoric, but failing
to climb the balcony for its kiss of glory.
What is needed now is development
of all of the scientific management techniques within the accounting profession,

including the direction and measurement of computers. I am convinced that
management accountants can utilize the
new technology most profitably. I only
pray that we don't salute with the white
plume of bankruptcy before we stop
fighting the "box" and learn to manage
it.
Fred R. Seeley, III
Manager, Systems and Procedures
Brown Engineering
Huntsville, Ala.

Fora Well- Informed Clerical Staff
To the Editor:
I read with interest the articles "Information Needs in an Era of Change"
by Elmer B. Staats and "Integrated Information Systems and the Corporate
Controllership Function" by Dr. William E. Swyers in the October 1968 issue. Both articles point out extremely
well how today's business leaders find
themselves needing an infinite variety of
information on a current basis in order
to keep on top of what is happening in
their rapidly changing business and in
today's rapidly changing business world.
The management information needs
are usually well communicated down
through the organization to the technical level, such as the programmers and
Junior executives. But the clerical staff
of today's business has been sorely neglected in most of our information programs.
From past experience, I find that it is
most imperative to establish a definite
training program in the clerical area.
Nothing of elaborate proportions is
needed, a half -day or a one -day seminar
will suffice. The clerk should be shown
first that his job is not meaningless and
just how he fits in the organization chart
of the company. Next through the use
of graphs, charts and final reports, it
should be explained exactly what happens with the work once it leaves his
control and how it fits into the overall
information programs.
Once the clerks understand their role
in the overall picture and how important
the source documents are in the final
analysis, their attitude changes remarkably. They generate new enthusiasm in
their jobs, striving to produce more rapidly, and the efficiency level rises significantly. Often they will start to analyze their own functions, seeking ways
to get the job done more quickly and
efficiently. Such efforts should always be

encouraged and if they produce dollar
savings to the company, they should be
rewarded.
Changes in the program and company
policies should be communicated all the
way down the organization to the clerical level to make them realize that they
are an important part of the company
and needed in the company's overall
program.
With this group trained and made
aware of their role in the company, you
can then really have a "total" information program that can operate efficiently
from input of source data to the output
of final reports and r.anagement can
only benefit in the long -run.
Mrs. Twila Valentine
Staff Accountant
Ring Mahony 6 Arner
Fort Lauderdale, Fla.

Beating a Dead Horse?
To the Editor:
When the first of many articles similar to Professor Albert L. Bell's on "College Students' Attitudes Toward Business" ( November 1968) appeared several years ago, they were viewed with
considerable consternation by businessmen generally. I think by this time,
however, business has the problem in
somewhat better perspective. While
businessmen do not wish to minimize
any problems in this regard, they realize
too that such problems are part of a
problem area affecting education, government and our society as a whole.
It is interesting to note ,also, that
all the evidence does not quite support
Professor Bell's thesis. For example,
Duncan Norton - Taylor in his February
1966 Fortune article indicated final career plans for Harvard's 1966 graduating
class were approximately 25 percent
business, the largest percentage figure in
the list of intended careers. Newell
Brown, Director of Career and Study
Services, Princeton, in a May 1967
Princeton Alumni Weekly article pointed out that the percentage of Princeton
graduates going into business had not
changed from 1961 to 1966 and appeared to be even greater in 1967.
Candidates for our company's Financial Management Program were interviewed at some 180 colleges this past
year, and we note no great change in
business attitudes from, say, five or ten
years ago. The number of acceptances to
offers made was the highest in eight
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To the Editor:
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credit departments are either independent, report to the sales department or
report to some financial function. In
my company the} are the responsibility
of the controller, one of the many hats
he wears.
There is an eternal conflict between
the financial and sales viewpoint on extending credit. The sales department is
much more interested in booking sales
than collecting for them afterwards. It
is the financial man who has to wornabout the collection and it is he who has
the priman- interest in the customer's
ability to pay.
We are, of course, primarily concerned about the direct out -of- pocket
cost. If the out -of- pocket cost of a S500
sale is 5200, then additional sales of
$ 5,000 rather than S12,500 must be
made in order to make up for that loss.
However, the risks of doing business include reasonable loss on uncollected receivables. I believe it should not be the
policy of the financial department to
m
i pose such a tight credit restriction
that the actual loss in sales greatly exceeds the amount necessan, to make up
for a reasonable loss on receivables.
George R. Roache
Controller
The National Lock Washer Co.
Newark, N.J.

The opening statement by Messrs.
Jahn and Norberg in their article "'The
BarChris Decision — Liability for All"
(November 1968), that the BarChris
decision "laid aside" traditional standards and the management accountant
and financial fraternity "were given a
new set of rules" is not correct. The
Court enforced Section I1 of the Securities Act of 1933 which requires that
all parties to the registration statement
exercise care and diligence in the cxcrelse of their responsibilities. This is
hardly a "new set of rules" as of March
29, 1968.
Financial officers and directors cannot
turn to the independent CPA for a
clean bill of health. They must satisfy
themselves that what they have signed
is accurate and not misleading.
Now that the corporate annual report is subject to SEC jurisdiction (as
a result of the 1964 amendments to the
Securities Acts), are the financial officers and directors open to significantly
greater liability than prior to 1964? I
would answer yes. The BarChris Decision should awaken all who are associated with financial reporting to the
requirement for due care and diligence.
Eldon L. Schafer
Chairman
Syracuse University On Status Index Reporting
Syracuse, N. Y.
To the Editor:
Bad Credit Risk
To the Editor:
A notice came across my desk recently from a well -known commercial collection agency. This notice included a
schedule of the amounts of additional
sales necessary to offset write -off of accounts receivable due to bad credit risk.
A part of this schedule is shown at the
top of the next column.
You may wonder why I, as controller
of a small company, am worrying about
this particular thing. In large companies
MANAGEMENT ACCOUNTING/MAY 1969

In a recent letter which I received
from one of your readers in Pakistan, an
interest was expressed in my article,
"Status Index Reporting," which appeared in the May 1968 issue of MAN AGEiIIENT ACCOUNTING. I would like to
clarify for him and any of your other
readers a few points which may not
have been clear.
The determination of the projected
completion line appearing in Exhibit I
may be accomplished as follows. First,
as stated earlier in the article, "...the
Continued on page 58

You can tell
about
a company
by the people
it keeps
A business can be no better than
the combined abilities of its personnel.
When a company hires the wrong
person .... when an employee
selects the wrong position
... .
both are harmed.
We can assist you in avoiding
misfit situations in the Financial
and EDP fields. We concentrate
all of our energies in this specialization. We believe that the R-H
System makes the most placements of Financial and EDP
personnel. It's the largest source
of its kind in the world.
For the most efficient service in
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New Set of Rules?

ADDIT IONAL SALES REQUIRED

$

years. Retention rate of young men on
the Program is the highest in over 12
years. Incidentally, over a third of the
men hired for this Program arc liberal
arts graduates.
R. I. Beggs
Consultant— Education and Training
Corporate Financial Manpower
Development
New York, N.Y.

Wor ld' s Lar ges t F i nanci al &
EDP Personnel Specialists.

you haven't time to talk personally
with 3,240 other company executives—
you can learn from men who did.
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By James W. Edwards , Ph.D., C.P.A.
(Chairman, Department of Accounting,
M.J. Neeley School of Business,
Texas Christian University)

Myron Uretsky, Ph.D.

This book is a result of new research done during the past two
yea rs a nd dea ls in three main a rea s ...

• A review of the state of computer technology and
communications
• A discussion of computer application to marketing,
opera tions, R & D, genera l a dministra tion, a nd
accounting
• A r ep ort o f t he im pa ct of t he co mpu te r o n org a n iza tion, a ccou nta nts, ma na ge me nt , a nd t he ne ed for
more re sea rch.
The resea rchers fou nd tha t the pu blished literatu re on systems
in bu siness presents a more a dva nced pictu re of u sa ge tha n a ctu -'
ally exists, even though ma n y c o m p a n i e s feel their co mp u te r
effo rts ha ve mor e t ha n pa id for th emselv es.

Studies of the computer technology of small, medium and
la rge configu ra tions revea l tha t a wide va r ia tion i n the r ela tive
sophistica tion of a pplica tion exists a nd only now a re compa nies
mov in g a wa y from a u tom a tion of pu r ely cl eri ca l activities to
uses tha t are tru ly ma na geria l in natu re.
The book also deals with those fa ctors responsible for the su ccess or fa ilu re of t he im pleme nta t ion o f com pu ter a ppl ica ti ons.

To ascertain the extent to which tax considerations are incorpora ted into ca pital bu dgeting, fi na ncia l a nd ma na gement execu -

tives in 44 corporations were inte rviewed in person as a part of a
study of capital budgeting procedures used by these companies.
Chapter headings include:
Introduction and Conclusions
Mathematical Acceptance Criteria
Income Tax Incentives for Business Investment — The
Investment Credit, Depreciation Guidelines, and
Tax Rate Reductions
Income Tax Incentives for Business Investment — Accelerated Depreciation.
Initial Investment and Cash Flow Projections
Broa der Issu es : Effective T ax Rates, Risk. & Inflation

This book is written for all financial management, but it will
be of spec ia l inter est to bu dget exec u tive s a n d con trol lers. T he
rea der will find it provides a broa d review of the ma nner in which income taxes a ffect the retu rn from investsu
mebjec
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Acquisitions and Mergers
Management Problems
MATTERS FOR MANAGEMENTS' CONSIDERATION RELATIVE TO ACQUISITIONS IN GENERAL AND TAKE -OVER
BIDS IN PARTICULAR

By Robert E. Healy
Acquisitions and mergers are so prevalent today that management of every
corporation must be in a position to
evaluate the possibilities of expansion
by this route. More than that, however,
it must evaluate whether or not its company faces the possibility of being
acquired, as nary a day goes by that the
newspapers do not contain several
notices of tender solicitations.
It is widely recognized that, in the
long run, the most successful programs
for corporate growth are those which
are carefully planned, budgeted and
measured —all vital functions of the financial officials of the management
team. It is for this reason that this paper
will emphasize some of the management
rather than the accounting problems
related to acquisitions and mergers.
It has been said that a successful
marriage is achieved only when the
bride wears something old, something
new, something borrowed and something blue. Thoughts on business marriages may have much the same flavor.
Several 'old hat" comments on acquisition objectives, programs, planning
and investigation will be made to drive
home the importance of these vital
phases of acquisitions. The continuing
failures attendant to acquisitions give
sufficient evidence that these matters
cannot be too strongly emphasized by
reiteration.
One study showed that in the period
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from 1955 to 1965, about 900 of some
5,400 mergers failed; with a failure
being defined as (1) no profit within
three years, or (2) acquired products
had to be radically changed, or (3 )
acquired company was later sold or
liquidated. Undoubtedly, many of these
situations would have been avoided if
the acquirers had made a thorough investigation beforehand.
The something new this article intends to cover, the cash tender offer, is
really not new in the strict sense. Its
more extensive use is new, however, and
it is a logical subject for an in -depth
review. Finally, the "blue" aspects to
management of a proposed takeover by
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an unfriendly group are discussed and
the possible remedial action to be taken.
The Factors Which Give Rise
to a Buyer's Interest
At the top of the list of objectives
in the current acquisition climate is
growth by diversification of product lines. Many companies look for products
which can be distributed through existing facilities —a textbook manufacturer
may want to acquire a school supply
company; or a building products company may seek a hardware company.
Some acquisitions are made to acquire
distribution outlets. Others look to complement a cyclical business. A camping
products company may want to get
together with a Christmas light company.
A company's plant capacities may be
going untapped —many acquisitions are
made to utilize this excess plant capacity.
Utilization of tax -loss carry-overs
often is the prominent factor. Other
reasons for choosing the "buy" route
over the "make" route are to:
Obtain management
Create larger sales volume to spread
fixed costs
Use excess cash
Obtain know -how or patents
Obtain a source of raw materials
To accomplish these objectives the
buyer's acquisition team must pay heed
to Socrates and know enough about its
9

deeply in debt, contact is often made
directly at the lending bank.
There are certain key matters which
the potential buyer should keep in mind
while negotiating with and investigating
the potential seller. In addition to having a top executive in charge, it is essential to use top echelon personnel and
to deal with top echelon personnel
throughout the negotiations. Discussion
of price should often be deferred as long
as practicable until the buyer is convinced he wants the company and has a
fairly good idea of what he is getting.
When ready to make an offer, he should
be reasonably assured that it is not too
complex, since a ridiculously low or
complex offer could kill a good acquisition.
At this point, a thorough investigation should be made of all segments of
the company's business: corporate, accounting, financial, management, personnel, sales marketing and distribution,
operations, engineering and research and
Planning and Investigation
development. George D. McCarthy's
just as the objectives of the buyer book Acquisitions and Mergers contains
are the keystone of his acquisition pro- a comprehensive checklist which is often
gram, the nucleus of any successful ac- used for this coverage.'
quisition program is in the planning and
If the buyer does not have a sufficientinvestigation. To accomplish a success- ly qualified staff to perform his in -depth
ful acquisition program, it is essential review, it is incumbent on him to enfirst of all that a top management ex- gage those qualified to perform such
ecutive be given the responsibility for work. This analysis of the company,
formulating the acquisition objectives more commonly called a businessman's
of the company.
review, provides an inside look at the
Often this top operating executive ap- company in order to determine its weakpoints an acquisition committee to pre- nesses and strengths, profit potential,
pare a list of companies, considered as competitive position and other matters
good acquisition prospects, and to eval- of interest to the buyer. The depth
uate these prospects in light of the cri- which this investigation should take canteria previously established. From this not be too strongly emphasized. Imagimaster list the committee usually elimi- nation, inquisitiveness and alertness are
nates seventy to eighty percent of the key requisites for the individuals making
companies which, without any further it.
investigation, they conclude would not
A very close review should be made
be suitable. A detailed check list is often for inventory obsolescence, unusual
used to find out more about the remain- prepaid and deferred expenses, and obing companies. Full use is made of all solete equipment, or there may be
available sources; annual reports, Form inadequate reserves for known liabilities
10 -K's, registration statements and pros- and possible contingencies such as pospectuses, Dun & Bradstreet reports and sible future pension plan requirements.
the like.
In essence, satisfaction should be obOn the basis of this information the tained that the basic tenets on which
companies which seem to be likely can- the combination is being negotiated are
didates are noted and the appropriate factual.
contact and approach decided on. In a
The team should cover areas of major
closely held company, the company's
importance first so that if there are exmajor stockholder is often the first conpected obstacles they can be given a
tact. Often, a member of the Board of
timely review and thorough consideraDirectors is approached rather than the
President who may want to protect his s G. D. McCarthy, Acquisitions and Mergers, The
own position. When a company is Ronald Press Company, New York, 1963.

own corporate structure, financial status,
managerial productivity and marketing
capabilities before embarking on an acquisition program.
The team must be aware of and
sympathetic to the seller's motivations.
Business marriages are usually successfully consummated only where the
seller's objectives have merit. For example, the need for additional capital;
the desire to diversify his economic
position, or to prepare for voluntary or
required retirement, or the business
may have outgrown the abilities of the
owner and a merger may be essential
to assure the business continuing. One
of the most prevalent reasons for the
smaller, closely held companies being
sold is for the aging owner's estate
tax planning.
All the above factors lead up to the
consideration of the planning and investigation phases of the acquisition
program.
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tion to decide whether negotiations
should continue.
What Price Should be Paid?
Factors to be considered in determining the price to be paid are current stock
market PEE ratios, past earnings and
potential future earnings, expected returns on investment and sales, compensation agreements and tax savings to the
buyer or seller.
As a general rule, earnings should not
be diluted in an acquisition for stock.
However, there are occasions when a
short -term dilution of earnings in anticipation of future accretion in earnings
will be acceptable when compared with
the costs of accomplishing the objectives by internal growth.
While the investigation is being
made, the method of payment should be
reviewed. The advantages and disadvantages of common stock, convertible
preferred stock, cash and various combinations of each should be evaluated.
Legal, Tax and SEC
Considerations
Concurrent with the investigation,
the company's lawyers should be drafting the proposed agreements, consulting
with the accountants on phases relating
to financial matters, and investigating
other legal areas such as possible violations of antitrust laws and possible effects of stockholders' rights of appraisal.
Tax factors usually are not a primary
determinant as to whether an acquisition should be made, but they very often are important in determining the
method by which the acquisition should
be made. It is imperative that the buyer
be counselled by qualified tax personnel,
either internal or external. The objectives of both buyer and seller must be
explored at great lengths in order to
come up with a package that is acceptable to both from a tax standpoint.
Briefly, the tax aspects have their
foundation in Sub - chapter C of the Internal Revenue Code, which sets forth
certain definitions for non - taxable transactions, more commonly referred to as
types "A," 'B" or "C" reorganizations:
Type "A" is a statutory merger or consolidation.
Type "B" is an exchange of voting
capital stock of one corporation for
that of another.
Type "C" is an exchange of voting
capital stock for properties of another corporation.
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Insofar as SEC considerations are
concerned, most mergers are exempt
from registration under the Securities
Act of 1933, except where a new class of
securities is being issued by the acquirer.
However, stockholders of all listed companies and those of unlisted companies
with total assets of $1 million and at
least 500 stockholders are protected under the Securities Exchange Act of 1934,
which requires basically the same type
of disclosure in a proxy statement.
Certainly, legal advice must be solicited regarding antitrust implications but
a defeatist attitude should not be taken
by management —for notwithstanding
the seemingly precedent- setting antitrust
decisions in the past, only a very small
percentage -- considerably below one percent —are attacked and not all of these
are found to be illegal.
The Cash Tender Offer

is

Having considered certain aspects of
an acquisition program, it is now desirable to take a look, by way of contrast,
at one of the vehicles used to acquire
companies —the cash tender offer. A
cash tender offer an offer to purchase
all or part of a company's stock at a
fixed cash price.
Tender offers give the acquiring company control without necessarily acquiring the entire company. A full combination can take place later if it seems desirable. One of the prime reasons is that
a cash tender offer is usually cheaper
and faster, since SEC filing requirements are minimal, and neither a registration statement nor proxy statement
need be filed.
Problems in Using
The Tender Offer
However, use of the tender offer is
not without its drawbacks. Since there
are no acquisition agreements, there are
no representations and warranties of the
seller. Furthermore, the detailed investigation mentioned earlier usually cannot
be made, at least insofar as the company's records are concerned.
If a tender offer is expected to be
made and if management is, in fact, expected to be unreceptive, it is absolutely
essential that secrecy accompany the preliminary investigations so that management of the company to be acquired
does not have the opportunity to launch
retaliatory moves.
It is also very important to set the
premium at the right level. A rule of
thumb used in the past is 20 percent.
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Some tender offers have taken on
mammoth premiums. The shareholders
of one company were offered $83.50 by
an oil company for their stock when it
was selling at $63.00. Those who delayed their tender were even better off
since they will receive equity securities
in another major listed company valued
at $105.00, and in a tax -free exchange at
that.
Signs of Vulnerability to
Tender Offers
High on the list of the signals which
point toward a possible tender are:
1. Little or no ownership of the company by management
2. Continuing poor performance (In
the Hayes and Taussig study, two
thirds of the companies were earning
a significantly lower return on stockholders' equity than their matching
companies.)
3. Strong financial position or excess
liquid assets
4. An expected sharp turnaround in
earnings after a difficult period
5. Situations where book value exceeds
the market value
6. Dividend reductions
7. The company's expansion is not
keeping pace with its segment of the
industry
What Should be Done?
Defense against a tender offer is often
a costly proposition. Management should
take a critical look at their companies to
see if the signs are there. If so, an aggressive effort should be made to correct
the apparent weaknesses.
One action which can be taken is an
aggressive acquisition program by the
company itself. A well - developed acquisition policy is one evidence of management's aggressiveness. It is not coincidental that in 67 tender offers reviewed
by us, about half of the companies being
tendered had not made any acquisitions
in the last five years.
How Does Management
Fight Back?
In cases where management opposes the offer, there are several steps
which can be taken. First of all, management has all the corporate resources
at its disposal. It can use the corporate
funds for its fight and can use its privy
to stockholder lists to communicate with
influential stockholders.
Through banking and other financial

contacts management of the company
might be in a position to discourage the
lending of funds to the potential acquirer. One case worthy of note was the
story in one newspaper that the chairman of a large drug company became
aware of an intended bid for his company and during a game of golf persuaded the chairman of a major bank to
abandon plans to finance the deal. It
was reported that after unsuccessful attempts to obtain financing, the bidder
was forced to admit that it couldn't pay
for all the shares that had been tendered.
It may be possible for a friendly party
to be called in to buy the shares. An approach somewhat similar to this is the
sale of previously unissued stock. Sometimes the corporation itself buys its own
stock thereby reducing the number of
potential tenders. This also could have
the effect of driving the stock above the
reach of the potential acquirer.
Stock splits and increased dividends
have been used on occasion, with the
idea that these actions will drive up the
price of the stock in the market place.
There are cases where such actions have
been successful, but in other cases, the
company was taken over.
Use of delaying tactics and use of legal actions to prevent the potential acquirer from obtaining the stockholder
lists are an integral part of almost every
contested offer; but some other legal actions, worthy of note, give evidence of
the ingenuity of American management
when the chips are down. On occasion,
management has called the attention of
the FTC, the Justice Department or
other regulatory bodies, to possible violations of antitrust, or other governmental regulations. The route most prevalent
to thwart tenders today is that of accelerating merger negotiations with a more
compatible partner.
Tender Offer Legislation
In July, 1968 the Securities and Exchange Act of 1934 was amended as an
effort to protect the investing public.
Then, in July and August the SEC issued certain rules and regulations to implement the amendments. The new law
requires any person, who as a result of
making a tender offer would own more
than 10 percent of the stock of a company, to file with the SEC the solicitation information, prior to publishing the
information or sending it to the stockholders. Amendments to the material
Continued on page 22
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Off Balance Sheet FinanciIRng
MANY CORPORATIONS ARE RELUCTANT TO CAPITALIZE LEASES AND CONSOLIDATE CAPTIVE FINANCE COMPANIES

By Louis E. Levy
Can two plus two equal five? Putting
the question in more meaningful fashion, can a company increase its debt capacity by accounting decisions that do
not change the facts but merely present
them in different form?
The answer is apparently yes for companies with captive finance subsidiaries
and for companies that lease substantial
portions of their property, plant and
equipment. There are economic reasons
why companies can increase their debt
capacity or at least keep the interest
rates down via captive finance subsidiaries or through lease financing. Unfortunately, companies can further increase
their debt capacity by deciding to leave
their finance subsidiaries unconsolidated
or their leases uncapitalized.
The fact that an accounting decision
to consolidate or not to consolidate a
finance subsidiary, or the decision
whether or not to capitalize a lease, can
affect the amount of credit available to
a company defies logic. These accounting and reporting decisions have no effect on the ability of the company and
its subsidiaries to meet their collective
obligations.
In spite of this lack of rationale, it
remains clear that a company can increase its debt capacity through "off balance -sheet financing." When the investment community arbitrarily applies
tests that are unrealistic in particular circumstances to determine a company's
debt capacity, one can hardly fault the
corporate manager who designs his financial reports to take full advantage of
the situation.
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Although the results of these accounting and reporting decisions are similar
(i.e., the omission of substantial
amounts of assets and liabilities from the
consolidated statements), the considerations in each instance are obviously
different and require separate discussion.
The Nature of Captive Finance
Companies
In dealing with captive finance companies the discussion will be limited to
those finance subsidiaries whose finance
receivables arise almost entirely from
sales by the parent or affiliated companies or from sales of the parent company's products by its dealers. The nature of the captives' financing activities
within this broad definition can be diverse.
Macy Credit Corp., for example, purchases only deferred payment accounts
of its parent company, R. H. Macy &
Co., Inc.' On the other hand, Clark
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Equipment Credit Corporation, operating as a sales finance company, has a
published policy that says "It can finance only sales generated by Clark
Products." 2 This includes sales of Clark
products by its dealers as well as direct
sales by the parent.
There are a number of commercial
companies, particularly conglomerates,
that own independent finance companies whose operations are basically unrelated to the parent company's operations. There are also companies with
finance subsidiaries that finance parent
company products but whose independent financing activities are so substantial that, for all intents and purposes,
they can be considered independent finance companies. Although the question of whether or not to consolidate
the independent finance companies has
the same implication as that for captives, it is not intended that this discussion, or the conclusion reached, deal
with these independent finance companies.
In the case of a captive that finances
installment or deferred payment accounts of its parent, the captive may
purchase either specific accounts or an
undivided interest in all such receivables. In either situation, the parent
company generally continues to service
the accounts and merely notes on the
customer's account record that the account has been sold to the finance subsidiary.
The accounts are generally sold to the
R. H. Macy & Co., Inc., Annual Report for the
fiscal year ended July 29, 1967, P. 10.
, Clark Equi pment Company, Annual Re port, 1967,
P. 27.
1
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captive without recourse; however, the
captive will normally withhold 5% to
10% from the purchase price pending
collection. This holdback can be used to
absorb uncollectible accounts. The parent will generally repurchase bad or uncollectible accounts rather than allow
them to be charged -off by the subsidiary.
The provisions of the operating agreements between the parent companies
and their captives vary considerably, but
the discount or fees earned by the captive are usually established at a rate that
will provide the captive sufficient earnings to cover its fixed charges at least
I V2 times. The magic of this ratio
arises from the laws of some states (e.g.,
New York) which require a IV2- tlmesfixed- charge coverage in order for the
debt securities of the company to be
eligible investments for certain institutions.
Captives that are essentially sales
finance companies operate a bit more
independently than those discussed in
the preceding paragraphs, but the effect
is the same in most instances. The
captive sales finance company is still
operated within the framework of the
parent company's total corporate objectives and is therefore not as independently operated as some proponents of
separate subsidiary finance companies
might lead one to believe. The top executive officers and the board of
directors frequently serve as officials of
the parent company.
The likely alternative to a separate
sales finance subsidiary would have the
parent company purchase the installment receivables from its dealers. It
might be argued that some of these
companies would allow the banks to
take over the financing of the accounts,
but it is unlikely that many manufacturers would willingly give up this
money- making activity.
Because bankers are purchasers of
short-term commercial paper are primarily concerned with liquidity of the
borrowing company, the short -term
notes of the captive finance company
offer attractive loan opportunities. The
lenders may prefer to lend money to the
captive with its very liquid assets rather
than be classified as general creditors
of the parent company, where inventories must be completed to be sold and
fixed assets represent a substantial
portion of the assets. The liquid position of the captive permits a leverage
factor for finance companies many times
that allowed for commerical enterprises.
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Captive finance subsidiaries are nearly
always carried in the parent company's
financial statements at equity in underlying net assets, and equity in earnings is reflected in the parent's statement of income. Accordingly, there is
no effect on consolidated net income
or consolidated equity whether or not
the subsidiary is fully consolidated, but
there is obviously a significant effect on
the components of the income statement and balance sheet.
To Consolidate or Not to
Consolidate
Officials of captive finance subsidiaries and some members of the investment community are quick to admit
that consolidation of the captive's financial statements with those of its
parent would reduce the overall credit
available to the group. This view is apparently held even if consolidated statements, which included the captive, were
to be presented only in reports to shareholders, with separate statements available for special purposes. The reduction
in available credit would apply to the
parent, they say, rather than to the
finance subsidiary.
The apparent reason for this is that
when the companies are combined, the
impact of the substantial debt of the
subsidiary is more obvious and not only
do the working capital and debt -toequity ratios change significantly but
also, when the interest costs of the
captive are included in the interest slot
in the income statement, the times interest- earned ratio can decrease even
more significantly. This last effect is
particularly dramatic where the parent
is operating outside the U.S., for instance in South America, where interest
rates paid by the captive for money
borrowed in local currency (a method
of hedging against currency devaluation
or inflation) can run as high as 30%
per year. Of course, whether or not the
subsidiary is consolidated, the sophisticated financial analyst under these
circumstances will or should be primarily interested in determining that
finance charges earned on the receivables are sufficient to cover the related
interest costs, rather than whether the
times - fixed - charges -earned ratio fits
within a preconceived pattern.
Victor L. Andrews, an authority on
captive finance companies, made a
strong case for consolidation of captives
in The Journal of Accountancy in August, 1966.One of his arguments was,

"Often banks undertake or are willing
to undertake the risk of lending to both
subsidiary and parent companies. Unless
a bank lending to both parent and captive limits loans to a ceiling no higher
than it was willing to lend the parent
without the subsidiary, its total risk
exposure is, perforce, greater. For this
type of lender, the best analytical tactic
is to consider the consolidated unit. "s
If a strong case can be made for the
need for consolidated statements by the
bankers, certainly an even stronger case
can be made as to others in the investment community, including equity investors. Separate statements are extremely useful to bankers and other
investors. However, to the investor or
potential investor or credit grantor who
receives only one set of financial statements, consolidated statements must be
considered paramount.
Lease Financing
The volume of leasing transactions
has increased dramatically during the
1950's and 1960's.
In some instances, there are no
practical alternatives to leasing. When
such an alternative does exist, there can
be a number of very practical and real
economic reasons why it becomes advantageous to lease rather than purchase
(ability to obtain 100% financing;
lower financing rate by allowing lessor to
obtain benefits of accelerated depreciation and investment credit when lessee
could not obtain maximum benefit; use
of tax exempt industrial revenue bonds,
etc.) . A few of these reasons might not
stand the test of logic, but are no less
advantageous. One very basic consideration is the ability to keep substantial
amounts of debt off the consolidated
balance sheet.
The Case of Capitalization
Many commercial bankers, investment bankers and others in the investment community may recognize that
non - cancelable leases create both an
asset and liability. Many pay lip service
to the concept of adjusting a company's
balance sheet and income statement to
capitalize material leases of the lessee.
Probably few utilize formal procedures
for such adjustment and many probably
ignore leases entirely.
Those financial analysts who do adjust the financial statements are probably using some informal method such
$ Victor L. Andrews, "Shoul d Pare nt and Capt i ve
Finance Companies be Consolidated ?" The Journal
of Accountancy, August 1966, p. 48.
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as capitalizing eight or nine times
annual rental. Few annual reports provide sufficient disclosure to make a more
precise calculation.
There is certainly a need to capitalize
some leases. Once it is established which
leases should be capitalized, the company is clearly in a better position to
properly reflect the transaction than is
the analyst, who is working with incomplete data found in footnotes. Footnote disclosure is certainly not a substitute for appropriate financial statement presentation.
Conceptually, arguments for capitalization of virtually all leases under the
"property rights" theory4 are almost
indisputable, but to my mind, the
practical considerations and problems
of implementation are almost overwhelming. The Accounting Principles
Board, in Opinion No. 5, summarily
dismissed the concept of recording
"property rights" and concluded that
leases should be capitalized only if they
are "clearly in substance installment
purchases" and "the terns of the lease
create a material equity in the property." The "material equity" criterion
recognized a need to capitalize leases
only if there would be a significant
effect on income. With these guidelines
for capitalization, relatively few leases
are capitalized in financial statements.
Some form of compromise seems appropriate so that substantially more
leases will be capitalized than at present without, for the moment at least,
capitalizing those leases representing
rental of only a portion of the asset for
• John A. Myers, Reporting of Leases in Financial
Statements Accounting Research Study No. 4,
American institute of Certified Public Accountants,
New York, 1962, p. 5.
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only a portion of the total useful life of adopted a resolution in 1966 that sugthe property. This compromise can be gested that the Accounting Principles
accomplished by applying the tests Board revise its Opinion No. 5 "...to
established in APB Opinion No. 7 more nearly conform to the conclusions
which deals with accounting for leases of Accounting Research Study No. 4 and
by lessors. In discussing whether a lessor to require that all financing leases totalshould treat leases under the "financing ing a material amount to be reflected in
method" on the one hand or "operating balance sheets as obligations of the
method" on the other hand, the board lessee companies."
established the following criteria for
leases which should be treated as financ- Conclusion
ing leases:
We have not attempted to cite all of
The term of the lease is in relation to the arguments on both sides of the
the estimated useful life of the property, issue, but rather to provide an insight
or the agreement provides renewal or into some of the underlying concepts
purchase options that are likely to be ex- of off - balance -sheet financing. There
ercised by the lessee.
are other types of off - balance -sheet
The usual risks of ownership (e.g., financing. (e.g., receivable factoring
obsolescence, unprofitable operation, un- with recourse, oil tanker charter arsatisfactory performance, idle capacity, rangements) that have not been disdubious residual value) or rewards of cussed because of their limited use or
ownership (e.g., profitable operations, special considerations.
gain from appreciation in value at end
The Accounting Principles Board is
of lease) rest with the lessee.
presently studying the area of inter One further criterion, the nature of corporate investments and restudying
the lessor's business, does not seem the area of reporting the leases by
relevant to this discussion.
lessees. When the studies are comApplying the criteria in Opinion No. pleted and the resulting opinions are
7 to lessees in order to determine issued, perhaps all companies that
whether the lease should be capitalized finance a material portion of their opwould at least require accounting recogerations through leasing transactions or
nition of those leases which are in subcaptive finance companies will be restance purchases, without applying the
quired to include these integral parts of
test of whether a material equity is
being created, a test that I believe is their operations in reports that purport
rather meaningless. These criteria would to present consolidated financial posirequire capitalization of most leases that tion and results of operations. If these
were entered into where the likely improvements are forthcoming, and all
alternative to leasing would be to pur- companies are required to report under
the same rules, a great deal of the rechase the property.
luctance
to capitalize leases and consoliThe Board of Directors of the Robert
date
captive
finance companies should
Morris Association recognized the need
disappear.
for a solution along these lines when it
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The New Management Information
System: Should Auld Accounting
Be Forgot?
THE ACCOUNTANT MUST DEVELOP COMPUTER FAMILIARITY AND APPRECIATION OF CO- WORKERS' DISCIPLINES

By Gerhard Hecht
Who will be in charge of the emerging
total management information systems?
In the manner of answering this question, Robert Beyer concluded a recent
paper on the subject with the' opinion
that management information systems
form a highly competitive league with
many qualified candidates contending
for the responsibility.' He assured management accountants that they have in
their favor the traditional identification
with the essential management controls
and the information systems of the past,
but he then cautioned that this is not
enough to insure their role in the new
systems —it is but a solid base from
which to project broader corporate vision
and competence in the developing techniques.
Another aspect was touched on by
Bruce Joplin, who introduced a recent
paper on the subject 2 with the comment
that "... within a few years, if the present trend continues, there will be no
computers located in the accounting departments of progressive organizations."
He indicated that, "New organizational
units with large budgets and well paid
positions are being created to manage
Robert Beyer, "M anagement Information Systems: Who'll be in Charge ?" Management Accounting, June 1967, p. S.
1
Bruce
"CanAccounting,
the Accountant
Manage
EDP
?" Jjoplin,
anagement
November
1967,
I

p. 3.
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the `new' computer based management
information systems. These new organizational units often do not include accountants in their management." He
goes on to say, "... that such a trend is
unfortunate, both from the standpoint
of the accountant and the organization,
for the accountant is the logical and
qualified candidate to manage the computers under the new concept of usage,
if he properly defines his role in the organization and expands his knowledge
and background in understanding EDP
operations."
The developments of the past few
decades were traced by Victor Z. Brink
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in some detail in a recent report .3 Prior
to World War II, he wrote, there were
the punch cards and electric accounting
machines for the processing of information. The major use of this technology
was in the processing of accounting
data: payrolls, accounts receivable and
accounts payable. But there were also
applications in other areas such as inventory systems, sales analysis, stockholder
records and the like. Since the accounting applications were obviously the most
important ones, the organizational responsibilities and control of the machines tended quite naturally to reside
in the accounting or financial side of the
organization. This accounting controlled
operation provided the other parts of
the organization with service for non accounting applications.
During World War II, because of the
need of government to develop new
weapons and better control of these
weapons there was a need for further
expansion of computer capabilities. This
included speed of calculations, stored
programs, data storage and retrieval programs, and modification flexibility. After
the War, business saw that these technical capabilities offered possible applications to operational processes, to integrated systems and to decision making.
Victor Z. Brink, "Who Get s t he Compute r ?" Columbia Journal of World Business, Volume 1,
Number 4, Fall 1966, p. 70.
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The last of these uses — decision making
— renders it possible to take over particular activities and processes which formerly required the participation of
lower -level management personnel and
to develop better management decisions
and strategies.
Brink found that, as these potentials
emerged other departments besides finance became computer sensitive. To
an increasing extent, these departments
sought authority to buy or lease computer equipment and to hire personnel
for its utilization. One of the questions
this raised was whether the services
could be provided more economically
through the pooling of the computer
operations. Another question concerned
the form of organization best calculated
to motivate and help managers exploit
the new potentials.

Returning the focus to the specialty
field of accounting —in this age, it can
no longer be described as a simple matter of dealing in a matter of fact way,
with mundane, every day matters, but
must be thought of in terms of subspecialties such as tax work, SEC filing,
auditing, management accounting, and
management services as parts of the
overall information system.
The future is, of course, not easy to
see. Perhaps the coming advances in
technology and science will lead to a
variety of organizational solutions. One
extreme, applicable to highly automated
operations, such as today's mammoth
refineries, may demand that the internal
portion of the management information
system be an integral part of the control
system for the physical processes, and
will therefore be in the hands of process
engineering specialists. The other ex-

Management Information
Systems Personnel

treme may be a "temporary" structure,
organized around problems to be solved .6
Here, the need would be for a highly
flexible information system, suitable to
the changing personnel requirements.?

The following qualifications4 have
been listed for the higher levels of information services personnel. (quote)
1. Ability to think in terms of total
corporate requirements, rather than
along more narrow functional lines.
2. Understanding of corporate organization and objectives.
3. Knowledge and understanding of
computers and their potential uses,
in both the commercial application
areas and the scientific and technical
areas.
4. Ability to get along with all levels of
management.
5. Ability to work well under pressure.
6. Imagination, enthusiasm and creativity while remaining a realist.

7. Ability to inspire subordinates to
high levels of performance."
T h e d i sc u ssi o n t o t h i s p o i n t l e a d s o n e

to believe that the management information system is a highly structured,
perhaps centralized, thing and its manager a sort of all- knowing, all - powerful
technocrat. Opposing this view is the
one which points to a future in which a
combination of in -house computers and
computer utilities (services on a time
shared basis), combined with easily mastered facilities for real -time man -computer dialogue, will permit each organization member to satisfy his spectrum
of information requirements .5
4 R. W. Shopoft and W. R. Jack, " Organi zing,
Stakngg �and Ope rat ing Information Services Function," dfanagement Accounting, October 1967, p. 6.
5 C. C. Barnett Jr. and Associates, The Future of
the Computer Utility, American Management Association, New York, 1967, pp. 11 -14.
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The business firm of the future will have
a growing proportion of people with
technical engineering skills. These specialists will be integrated around a program, project or task, and flexibility
must be provided for individual activity
within this assignment. Required for
this type of organization is the free flow
of many types of information. The networks for these systems will be vital for
a successful scientific and professional
environment. Aside from the purely
technical aspects of computer supervision, probably no one expert will be in
charge of the management information
system.

Additional Qualifications
The accountant will not only have to
be proficient in his specialty, but he will
also have to have an appreciation for the
disciplines of his co- workers in order to
work with them effectively. The following prescriptions of knowledge for the
beginning accountant has been recommended.
1. Thorough knowledge of:
a. The functions of accounting
b. The communication of accounting information
W a r r e n G . Be n n is , Ch a n g i n g Or g a n i sa t i o n s, Mc G r a w -H i l l , N e w Y o r k , 1 9 6 6 , p . 1 2 .
7 R ic h a r d A . Jo h n s o n , F r e m o n t E . K a s t , J a m e s E .
Ro s e n z w e ig , T h e T h e o r y a n d M a n a g e m e n t o f S y s t e m s , Se c o n d E d it io n , Mc G r aw - Hill, N e w Yo r k ,
1967, pp. 419 -420.
s R o b e r t H . R o y a n d J a m e s H . M a c N e i ll , Ho ri zo n s
for a P rofe s s i on, A I C P A , N e w York , 1967.

c.
d.
e.
f.

Double entry structure
Auditing standards
Internal control
Professional ethics

Good knowledge of:
a. Accounting theory and terminology
b. Cost classification and cost behavior
c. Major categories of resources
d. Major sources of capital
e. Auditing methodology
f. Sampling, statistical inference
g. Income taxes
h. Business law
3. Fair knowledge of:
a. Computers— systems, functions
of components, programming,
internal control features
b. Other accounting equipment and
bookkeeping tools
c. Quantitative techniques
d. Types of formal organizations
e. Organization design— authority,
responsibility, information handling, retrieval and communication
f. Taxes, other than income taxes
g. Governmental agencies— kinds,
basic objective, jurisdictions, requirements
These recommendations included the

admonition that future CPA's be exposed to humanistic programs, and that
they have extensive knowledge of economics and the behavioral sciences.
Conclusion
Accountants, it seems, have quite a
ways to go to perfect their discipline—
as do other contributors to the world of
business. They should devote their best
e ffo r t s t o t h i s. As c o n c e r n s t h e m a n a g e -

ment information system, there is some
reason to believe that "early computer
applications were made possible by fitting a problem to a solution which could
be programmed. This same approach has
continued for some time, and even now
the types of problems which can be
solved are restricted to those which fit
certain closely defined rules. The growth
of computer utilities will accelerate the
trend toward reversing the situation described above. Eventually computers
will be available to people for use in
problem solving and information processing, and users will find that they will
have increasing power to structure and
carry out solutions tailored to their
problems.
MANAGEMENT ACCOUNTING /MAY 1969

A Study in Instant Information
REAL -TIME SYSTEMS ARE INSTANT PRODUCERS OF RELEVANT INFORMATION

By James W. Pattillo
On -line real -time information systems
are upon us. The benefits to be derived
focus mainly around the "instant information" aspect. At any one time we are
able to query the computer and receive
up -to -date information on any desired
phase of the business. The information
system may be limited or total. It may
deal with financial information only, or
the system may include data on all functions of the business— finance, production, marketing, personnel and other resource acquisition. The information system may provide data that is relevant
and useful —that portrays the dynamic
nature of the business, or it may provide
data that is largely irrelevant and useless. The point is that real -time systems
should not be considered instant bookkeepers, but rather as instant producers
of relevant information upon which informed decisions can be made.
The real -time system described here
produces this type of relevant information. This system describes the operation
of a state police real -time communication network. We do not detail the program itself, but rather focus upon the
problems faced in designing the system
and the methods chosen to solve those
problems. While several of the problems
facing the police unit were unique,
many of the problems encountered and
the solutions offered are appropriate for
a wide range of potential applications
related to accounting and accounting oriented information systems.
Communications Bottlenecks
The previous communications network had obvious and deep - seated botMANAGEMENT ACCOUNTING /MAY 1969
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tlenecks. A common loop teletype network serviced all the stations, which prevented all but the present user from
sending messages. There was no way to
prescribe priority of users, even on a
first - come -first -served basis. Also, a severe bottleneck existed in the message
numbering system. After acquiring the
line, the operator had to first request a
message number from the home office
before sending his message. A double
two-way flow was thus required for each
message.
Another bottleneck existed in the
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manual files which were then being
used. Considering the vehicles records,
motor identification numbers, driver's
license numbers, driver's license violations, and automobile license numbers,
there were almost three million items
per file. These had to be searched manually by the receiving teletype operator
before the inquiry could be answered.
Often these files were hopelessly out of
date and in some instances the file
would be located some distance from the
teletype operator, which required an additional telephone call to get the required information.
Th e New Networ k
The old loop system was replaced by
an automated switching center which is
able to handle 32 input /output lines,
with any number of stations on each
line. Currently 90 stations feed directly into the switching center, and are
able to communicate through the
switching center with any other station.
With the random search technique that
is used, any inquiry can be answered
within two seconds, regardless of how
many inquiries are being processed at
any one time. Information that formerly took hours to find can now be retrieved in a matter of seconds. Part of
the reason is that the inquiry system retrieval time is not cumulative. That is,
if ten inquiries are waiting to be processed with normal procedures, the tenth
inquiry would require 20 seconds for answering, because each of the previous
nine required two seconds each. Although some files are addressed directly
or sequentially, rather than randomly,
the concurrent capabilities of the system
are great enough to minimize the search
17

Exhibit 1:
RANDOM ACCESS FILES
POINT X

i
O

R

�

•l•

read entry D first, E next, and N last
within the one circle, rather than making three complete circles while searching for a single match on each turn.
Each teletype station may, therefore, inquire simultaneously about entries in
the file and receive real -time answers,
rather than have their inquiries queued
on a first -in- first -out basis. The technique is identified as "real -time batch
processing." It is obviously not time dependent and yet is more efficient than
normal real -time sequential processing.
INTERNAL INDEX AND BINARY
SEARCH
This type of search requires that the

time on any inquiry to less than five

seconds. These files are explained below.
Inquiry Logic
There are three distinct types of inquiry logic available in the system. These
are:
1. Random access
2. Internal index and binary search
3. Modified direct addressing
RANDOM ACCESS FILES

This file is used for items requiring a
minimum response time to inquiries, regardless of when they are received, or of
the number received at any one time. A
random file can be considered circular in
nature ( Exhibit 1) . It has no beginning
or end unless an arbitrary point on the
circle is.considered to be the beginning.
We'll call this point X, the beginning
position. The next entry to be read
would be entry B, then C and so on
back to A. The area between E and N
is available for additional entries or file
items. When an inquiry is received, the
circle will momentarily stop and read
the entry that is then at point X (entry

B in Exhibit 1) . If a match is not made,
the circle spins to the next entry C, and
if a match is not made to D and so on
until a match is made; or no match is
found. It a match is made, no additional
readings are made on this inquiry. If no
match is made, this is noted in the response routine and no additional checks
are made on this inquiry.
The computer also has the capacity
to batch the inquiries. For example, if
three inquiries about entries E, N, and
D, were received in that order while the
reader is at point X, the computer would
keep all these inquiries "in mind" while
making one complete circle. It would
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files be capable of being categorized into
sections of and being further classified
by sequential or nonsequential numbering. Three of the files are accessed in
this manner: (1) the motor vehicle
identification number, (2) the motor
vehicle name, and (3) the driver's license conviction file. These files, w I
upwards of three - million entries, do not
lend themselves to random access. However, although each file is ordered differently, the same inquiry logic applies.
An internal search index which was
devised and stored in the memory in order to conserve memory space is used.
These categories are isolated in the
memory area, and a further binary search
then locates the exact position of the
information.
MODIFIED DIRECT ADDRESSING
This third type of inquiry technique
is used on the license number file. License numbers do not run sequentially,
except-within any given alpha group or
subgroup. Direct addressing would be
possible if the file were sequential. The
direct addressing technique was modified, therefore, to follow a form of indexing, similar to that described in the
technique above. The indexing is based
upon the subgroups of type of vehicle,
then an alphabetical identification.
Within these subgroups a sequential numerical search could be made.
Program Logic
The program logic is divided into five
distinct functions:
1. Real -time input
2. Real -time operations input
3. Real -time batch
4. Real -time operations output
5. Real -time output.
Each function operates autonomously;
all activities within each function must
be completed before the next function

receives control. However, priorities are
assigned to each function. If a function
of higher priority is addressed while a
lower priority function is in operation,
the latter is suspended until the former
function has completed its operations.
Exhibit 2 diagrams this program logic.
REAL -TIME INPUT

Three facets of input must be considered: when does the input begin, the
reception of the input, and when does
the input end. Another primary decision
involves the type of buffer to be used —
"dedicated" or "dynamically allocated"
buffers.
Dedicated buffers are assigned to a
specific teletype line and can be used
only for that line, or one buffer per line.
Dynamically allocated buffers exist in a
"pool "; when an input is to be received
the next available buffer is automatically
assigned to the teletype line. This technique has the advantage of needing
fewer buffers, thus reducing the memory
space required to handle the input. The
number of buffers, therefore, becomes a
function of the activity on the teletype
lines and the required response time. If
there are less buffers than lines, it may
slightly delay receiving an input until a
buffer becomes available. Although there
are normally enough buffers so that this
possibility is very remote, in the system
being described, dedicated buffers were
used. It was desirable that waiting time
be minimized in all cases, since a man's
life may depend upon the speed with
which the inquiry is answered.
It is also important to know when the
end of the preamble or the end of the
message has been received so that processing can begin. Each character has to
be queried as to whether or not it is the
end of the preamble or message, however this takes but a few microseconds

to accomplish. In order to cut down
processing time, the one - character buffers were changed, each time a character
was received, into two- character, three character, and so on, until 18 characters
are reached, at which time it was processed all at once. Thus, the effect is the
flexibility of a one - character buffer and
the processing speed of an 18- character
buffer.
REAL -TIME OPERATIONS INPUT
The characters go from the input buf-

fers to the real -time operations input
buffer which checks the characters for
the end -of- message code. This latter buffer's capacity is the equivalent of 9 input
MANAGEMENT ACCOUNTING /MAY 1969

buffers for each message. Recall that
there are 32 input /output teletype lines
that may be operating simultaneously,
so the total input capacity is very large.
The real -time operations input routine receives control either when 162
characters (9 buffers of 18 characters
each) have been received or when an
end -of- message code comes. This buffer
also operates with an alternate buffer for
each teletype line similar to that described above for the input buffer. Once
the entire message is received, it goes
into temporary storage until processing
time is available. This clears the input
buffers and makes them available for
more input. Wh e n the end -of- message
code is received, an entry is made in the
real -time batch queue, and control is
given to the real -time batch routine.
REAL -TIME BATCH PROCESSING
In the input and buffer operations described above, the processing was time

Exhibit 3:
BATCH PROCESSING
N on-Real-Time
Pro cess I

Out put 1

Pro cess 2

Output 2

Process 3 —
Real -Time

Output 3

Input 1
Input 2

Proc e ss I
Process 2

Output 1
Output 2

Input 3

Process 3

Output 3

Input 1

T

In pu t 2
In p u t 3

l o

critical and, in fact, was real -time processing. Real -time batch processing, on
the other hand, is not time critical. In
this case, the input /output becomes a
function of the processing cycle. Likewise, processing is a function of input,
and the output is a function of the input. There is no time relationship between the input /output.
In the non - real -time batch processing,
output 2 cannot be initiated until item

1 has been completed ( Exhibit 3) . In
the real -time batch processing, output 3
may be completed before 1 or 2, process
2 may be completed before 1 or 3, and
so on. In real -time batch there is no definite time relationship between inp ut/
processing /output.
This latter technique has at least one
disadvantage. It does not insure minimum processing time of an input item.
As soon as several input items exist, each
sacrifices time in relation to their unique
processing cycle. As the number of entries increases, the efficiency of each
unique entry is reduced. On the other
hand, the technique insures that, in relation to the other input items, the
minimum amount of time is required to
process the total number of input items.
Since variable processing cycles exist for
different inputs, this technique automatically time- shares the total inp ut/
output cycles with the processing time.
Also, since the number of input /output

Exhibit 2:
PROGRAM LOGIC FOR INFORMATION FLOW
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I
Re al - t i me b a t c h
processing area
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functions vary depending on the type of
inquiry, this can return smaller input/
output inquiries in a much faster time
than the cumulative effect could do.
REAL -TIME OPERATIONS OUTPUT

Once the real -time batch processing is
complete, an entry is made in the real time operations output routine, and
control is transferred. At this point, the
inquiry response or other message is
ready to be transmitted. Buffers operate
on the output side in the same fashion
as was explained above for the input
operations. Buffers accumulate the message as it comes out of processing until
the end-of- message code is received.
REAL -TIME OUTPUT
From these operations buffers the
message is transmitted to output buffers
in temporary storage. As soon as the appropriate teletype line is available to receive it, the message is transmitted.
Once the output has been initiated, the

transmission continues automatically until the entire output buffer has been
sent. If the end -of- message code is not
included in that buffer, control is
switched to the alternate buffer that
contains the rest of the message, whereupon it is transmitted to the output teletype station.

These sources of input feed directly into
the communications terminal module
controller, which queues the input and
output messages.
The Univac Fastran units serve as
files for certain data, including vehicle
registrations, owners' names, etc., and
may be randomly accessed to answer an
inquiry.

Syst em Ha r dwa r e
The system configuration is diagrammed in Exhibit 4. This shows the
central processing unit, a Univac -418,
connected to several subsidiary units.
The input units consist of 32 teletype
machines (28KSR's) each capable of
having several other stations tied into it.
The system has, therefore, about 90 stations feeding directly into the central
communications system. Also there is a
teletype line connected to the FBI communication center in Washington, D.C.,
and another line connected to the computer system at the State Division of
Administration for access to certain files.

Conclusions
The system described has extraordinary capabilities and seemingly endless
adaptability to other types of data gathering situations. It is believed that most
businesses have problems similar to those
solved by this system: (1) certain data
must be gathered, and (2) the data
originates at remote stations, whether
they be across the room or across the
nation. The techniques described for
this system could, therefore, be easily
adapted to solve certain data handling
problems of many other businesses.

Exhibit 4:
SCHEMATIC DIAGRAM OF SYSTEM HARDWARE
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A System of Man - Machine - Material
Reporting
REPORTING IS NOW SIMPLER AND FASTER

By Ned W. Brenizer
The Tokheim Corp., Fort Wayne, Ind.,
recently installed in two departments a
pilot electronic shop control system for
reporting the status of man, machine
and material. The system is known technically as "Automated Status Reporting" and utilizes IBM 357 Data Collection System equipment.
Not as complicated as it sounds, the
system primarily is a decision- making
tool to assist in machine scheduling and
manpower assignment. With it, management knows at any given moment
what jobs are being run where, what has
been completed and what remains to be
done.
Plans call for ultimate extension of
automated status reporting throughout
the plant.
Continuous Current Control
The pilot system, installed in Machine Shop and Sheet Metal Departments, maintains a continuous current
status check on the 400 men covered,
their machines, and the materials they
use via reports made quickly and easily
by factory personnel at eight "input stations," five in Machine Shop and three
in Sheet Metal.
Information from the input stations
is automatically recorded on punch
cards at a control center. There the
cards are placed in flip file pockets opposite their respective machine numbers.
One side of the opened file contains
MANAGEMENT ACCOUNTING /MAY 1969

information on jobs running. The opposite "page" contains cards with information on jobs to be run.
The machine dispatcher operating the
file can tell at any given moment the
complete status of a job when this information is requested, as it frequently
is. Since the file shows the status of
work on the machines at all times, it
makes possible quick and accurate scheduling of machine work.
At the end of a day, the control
center punch cards and their information are forwarded to the Data Processing Department for subsequent editing
and preparation of computerized reports
on such things as inconsistencies in
labor reporting by department and shift,
and efficiency by department and shift.
The new shop floor control system
quickly points up capacity problems for
corrective action. The new system also
saves job set -up time and eases work -inprocess storage problems by maintaining
a current inventory of materials.

NED W. BRENIZER
is Manager of Information Systems for
the Tokheim Corp., Fort Wayne, Ind.
He is in charge of systems, programming, data processing, and office services. Mr. Brenizer, who was formerly
affiliated with the International Telephone and Telegraph Co., attended
Drake University.

Design and Implementation
Advantages of the system for Tokheim were first recognized by the Company's vice - president, operations, while
he was attending an International Business Machines seminar. He drew up a
set of objectives. Following his outline,
the system was planned in detail by a
committee composed of the production
control manager (who served as the
committee chairman), the manager of
information systems; the supervisor,
shop floor control; an analyst-programmer; and the manager of industrial engineering.
The committee began its work with a
management proposal. After approval to
go ahead with the project came the six month task of designing the system in
detail. It was completed as scheduled
then the committee began training the
400 employees who would be using the
system. This also required careful planning to avoid disrupting production,
and consumed seven weeks across the
three shifts. The committee devised an
instruction booklet for each system user,
who was also exposed to an hour -and10- minute class featuring a mock -up of
an input station.
The stations use IBM "hardware,"
but it was designed and built by Tokheim people to fit the company's specific needs. It is so constructed that a
man uses a minimum of motions passing from right to left as he performs the
functions necessary for a transmission.
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A week before use of the new reporting system became official, practice
transmissions were made from system
input stations. The system was placed in
effect on the original target date set by
the committee. Problems were few and
uncomplicated, mainly because most of
them had been anticipated and solutions were ready.
Here's How the System Works
A man makes a separate transmission
for each time he starts a job, completes
a job, leaves work (at the end of his
shift or for any other reason) , moves or
has material moved, has rejected material, or has material added to a job.

Each input station is marked with a
sign of an assigned color, and the area it
serves is identified with a corresponding
sign. To eliminate mistakes which
might arise from defective color vision,
the signs also bear letter designations.
A man making a transmission first
sets a device called an IBM Model 372
Manual Slide Board. It features pull down slides with finger holes somewhat
like a telephone dial. The slides are set
to show the variable information on a
given job. Then the man takes his individual badge from a rack and a job
card from a pocket opposite his assigned
machine number. The badge identifies
the sender. The card contains informa-

tion that does not change. Both badge
and card are inserted into slots in an
IBM Model 357 Card and Badge
Reader. This automatically transmits the
information to the control center's IBM
Model 026 Output Punch.
If a man has questions about a transmission, he may either check with his
foreman or with the control center via a
direct telephone which is part of each
input station's equipment.
In addition to accomplishing the initially established objectives, the record
accuracy of the work -in- process inventory indicates that the elimination of a
physical inventory is a distinct possibility
next year.

ACQUISITIONS AND MERGERS — MANAGEMENT PROBLEMS

Continued from page 11
must also be filed with the Commission.
The information must disclose the
purpose of the offer, the identity and
background of the offeror, his current
holdings, sources of funds, and options
to acquire additional stock. The offeror
must also disclose his plans for continuing the business of the offeree company,
and any contracts or other arrangements
regarding any securities of the offeree.
All tendered shares have to be accepted
on a pro rata basis, the selling stockholders can withdraw their stock anytime
within seven days after the tender offer
is initially made and, if a higher price is
later offered or paid on the open market
during the effective period of the tender,
such higher price will have to be paid
for all shares tendered. Also, if a majority of directors are to be changed as
a result of a tender offer, the stockholders must be furnished with the same information regarding the new directors
which is required for annual elections of
directors.
As somewhat of a protection against a
corporation pushing up its own stock
price, the bill also provides that a company cannot acquire its own stock during the period of a tender offer unless it

22

has filed with the SEC and sent to
stockholders a statement specifying the
exchange or other sources from which
the securities are to be purchased, the
purpose of the purchase and the source
of the funds.
Sum ma r y
To summarize then, acquisitions and
mergers are big business —the growth of
the use of this technique for business
expansion and growth is evidence that
management believes, in many cases, the
"buy" approach is more economical
than the "make" approach.
Despite what has at times been considered insurmountable problems arising
from antitrust rulings over the years,
managements have continued to accelerate this growth. Although current government investigations may slow the
growth rate somewhat, the number of
acquisitions will continue to be quite
large.
Consequently, it is essential to have
an acquisition or general development
team to plan for growth via the acquisiion route. Top executive talent is essential for the effectiveness of the program
which must be thoughtfully and carefully planned and organized. A review
for logical acquisition candidates should

be made and the acquisition team
should use all of the tools at their disposal. Projections of the future effect of
the combination are basic and a thorough investigation should be made by
inquisitive, alert staff or outside consultants and satisfaction obtained that
the basic tenets underlying the combination are factual.
Tax, SEC and antitrust aspects should
be considered in depth and advice in
this area should be obtained from lawyers and accountants expert in each.
The cash tender route is often an economical approach to acquisitions, but it
has its risks in lacking the protection of
a thorough investigation, and seller's
representation and warranties. Notwithstanding this, there has been a
marked increase in the use of this acquisition vehicle in recent years.
Companies which are the most likely
candidates for these offers are selling below their apparent real value and management ownership is limited.
Management of companies for whom
tender offers are made is sometimes receptive but very often the offer is contested. If it is, management has several
defensive tactics to use. But —the best
defense is a good offense —an aggressive
acquisition program.
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Sensitivity Analysis in the
Return on Investment Computation
THE PROBLEM IS TO RECOGNIZE THE INFORMATION THAT IS CRITICAL TO THE OUTCOME OF THE PROJECT

By John R. Murray
One aspect has received little attention
in discussions of the pros and cons of
using different methods of calculating
return on investment. Return calculations are deterministic in nature; they
report on a set of conditions which are
fixed. These calculations can become
dynamic by considering the probabilities
that the predicted events will occur.
Naturally, it is not practical to obtain
exhaustive information as to all possible
eventualities. The problem is one of
recognizing which information is critical
to the outcome of the investment.

assumption during the life of the
product. Errors in prediction cannot
be eliminated by this process but it
spotlights those estimates that are
potentially the most damaging if
they err.
2. Determination of the most sensitive
assumptions concentrates the energy
of management on the most critical
review areas. Management can determine the probabilities associated
with various values on the critical
events and thus obtain a feel for the
risks involved.
3. Even if probabilities cannot be assigned, management knows the val-

Objectives of the Sensitivity
Analysis
One method of accomplishing this is
by means of sensitivity analysis. Sensitivity analysis involves examination of
the assumed values of the parameters of
a return on investment calculation and
determination of the potential effect of
deviations from these values on the calculation.
Management often lacks awareness of
those estimates that are critical to the
investment by reason of their acute
sensitivity to change. Consider the objectives of sensitivity analysis.
In order to give these objectives more
practical meaning, they have been classified below in relation to an investment
decision for a new product:
1. The determination of the potential
significance of a deviation of a basic
MANAGEMENT ACCOUNTING /MAY 1969
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ues of the parameters required to
make the product profitable. If these
standards are exceeded at different
stages of the product evolution and
life, then corrective action will have
to be taken. This action may involve
improving other parameters. For example, if it is obvious that the cost
of manufacture is going to exceed
the target then serious thought may
be given as to whether more units
could be sold in order to recover
this setback.
4. Sensitivity analysis enhances product
planning and its monitoring. Management has to become aware of the
total evolution process and life of a
product. As an example, a flow
chart of one such process in a division familiar to the writer is shown
in Exhibit 1. The process should be
understood by all managers. They
should be aware of the sensitivity of
each estimate which they can influence by their action. This encourages cooperation and understanding between the contributive
functions.
5. In those cases where there are an
enormous number of products to
evaluate, sensitivity pinpoints the
more outrageous assumptions at an
early stage. The aim here is to conserve the limited time and effort of
key personnel required to evaluate
such projects.
6. Sensitivity analysis tends to familiarize the operating personnel with
those types of errors that are the
23

most common in forecasting and the iarity often also builds a scepticism of
probabilities that estimates will vary its value.
Second, sensitivity analysis does have
are frequently based on the inference
of operating personnel. Often the certain limitations. These limitations
analyst does not have the benefit of are important and their understanding
the operating background of the enhances a deeper appreciation of the
company and the complete picture return on investment calculation. Once
of the internal environment in which again these are examined in relation to
it works. Thus, by involving the a new product investment:
manager with the workings of
sensitivity analysis, the recommendations for a product decision become
consistent with the manager's beliefs. This, in turn, gives more confidence and awareness in the forecasting to the individual evaluating
the proposal. In addition, the probability assumptions become consistent and available for review.

1. The technique in itself is not very
precise because management estimates relationships between variables based on the past and makes
predictions of a future environment.
These relationships may not hold
completely in the future. The percentage of sensitivity deviation used
for testing the estimates should be
the maximum that an estimate is
likely to be in error. It is a subjective
decision but is fundamental to t he
very effectiveness of this tool.
2. Sensitivity analysis fails to consider
the effects of simultaneous deviation
in several parameters. Nor does it attempt to predict the consequence of
a deviation in one parameter on the
probability of deviations in another
parameter. For example, if the number of units sold drops considerably
from the target, their unit cost of
manufacture might increase due to
the under - recovery of fixed overhead.
3. Sensitivity analysis ignores the possible effect of autocorrelation. Autocorrelation is, to a certain extent,
the dependence of an estimated
value of a parameter in one year on
the value of th at pa ramet er in the
previous year. Thus, if autocorrelation exists between one or two esti-

The use of sensitivity analysis compels contribution by all the management
functions. This breathes a reality into
the return calculations which is not always present in a static compilation.
The analysis permits dynamism because
it sets parameters beyond which the
critical estimates may not deviate before
the return objective is missed.

Application of Sensitivity Analysis
The inquiring reader may ask why
this technique is not being used more
universally. Two reasons are apparent.
First, although there is much advocacy for the use of probability theory
in decision criteria, the present management generation has not been fully
educated in its application. They are
not demanding its use because they are
frequently unfamiliar with the terms
and the modus operandi. This unfamil-

mates, the sensitivity testing has to
be adjusted.
Th e writer has recently carried out
certain research with respect to the utility of sensitivity analysis in view of the
limitations outlined.' This was done
both by experimentation with a return
on investment model under varying conditions of uncertainty and by an actual
case study of a product evolution. The
technique did not fully test the effect of
certain assumptions, notably that of
sales volume and mix. However, the
process of evaluation and the application of the sensitivity tests did increase
the awareness of the dangers and opportunities for the investment. This information was so significant that it is clear
that the limitations of the technique
should not preclude its use.
When it is apparent that the value of
a particular parameter is extremely critical to the return compilation and that
the assessment and probability of its occurrence are almost impossible, then one
further refinement to the testing can be
applied. The return calculation should
be reworked to ascertain by how much
the critical estimate can deviate before
the minimum return objectives are
reached. This assumes that all the other
estimates remain constant.
An E x a m p l e
Let us now consider the return calculation for a new product. Two flowcharts, shown on Exhibits 2 and 3, represent a return compiled on a discounted
Murray, " The Role of Sensit ivity Analvsis in
w Product Investment Decisions " ua ublished
W
M.B.A. thesis, The Uni ve rai q of � aa Francisco,
1968.
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Exhibit 2

ENGINEERING

THE CASH OUTFLOW
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cash flow basis as it would appear for
any one year of activity.
Exhibit 2 conceptualizes the cash outflow caused by the investment. In the
case of a new product this normally con-

COST

sists of en g in e e ri n g , tool ing, proc essing

a p r o d u c t l i n e b u t i f a n e w p r o d u c t re-

(the translation from engineering plans
to standard work operations on the
line), patent researches and fixed assets.
The latter are not normally allocable to

quires fixed assets (such as specific warehousing facilities) then the cost is incremental and vital to the product itself.
Continued on page 34

Exhibit 3
THE CASH INFLOW
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The Social Responsibility of Business
A GUIDE TO THE SOCIAL DIMENSIONS OF BUSINESSMENS' BEHAVIOR

By Harold A. Gram
The pressures for and involvement of
many businessmen in the problems and
concerns of society have raised many
new issues which business executives
have not yet answered. Ought business
to feel a responsibility for, and commitment to the improvement of the welfare
of the community in which it finds itself, which is over and above the provision of employment and production?
What criteria should one use to differentiate between competing demands?
It appears imperative that businessmen come to some well thought out
conclusions about these matters before
being confronted by an issue which demands a decision. Decisions made in
haste often haunt both the company and
the executive. The statement that businessmen have not as yet formulated a
consistent philosophy for their social involvement is not a criticism of executives, but rather an admission that this
dimension is both new and novel. Seeking to answer the limitations of the social responsibility, executives need to
view the firm in the light of its social
dimensions.
The attitudes and commitments of
business executives to society can be
summarized into three main philosophies: the laissez- faire, free enterprise
philosophy and its variations; the good
citizen, corporate responsibility; and the
government and business cooperation
which has its origin in the modem economic order as a mixed public - private
market economy.
The Free Enterprise System
The laissez -faire private free enterprise group can trace the source of their
26

philosophy to Adam Smith and the classical economic system of Marshall. In
The Wealth of Nations, Adam Smith
wrote that motivated by self- interest,
and led by an "invisible hand.," the private interests and "passions of men
would lead them to distribute the stock
of every society ... as nearly as possible
in the proportion which is most agreeable to the interests of the whole society."' The operation of self- interest in
the market and competition would solve
the problems of increasing aggregate
output, which we now call economic
growth, and simultaneously solve the
distribution of income problem.
Adam Smith's philosophy not only
provided the basis for an economic system, but also for a moral society. In this
kind of system businessmen would meet
their social obligations as they sought
for the preservation of the free market
structure, strove by profit maximization
for efficiency, and engaged in competitive behavior with one another. When
:
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they acted in these ways the public welfare would be increased, and everyone
would be better off. There was no social
responsibility in the direct sense of the
term, such as contributing directly to
the good society.
Critics of this philosophical position
have been quick to point out some major defects of the underlying assumptions. Where Adam Smith and those
allied in spirit with him conceived of a
very limited role for government, in actual fact the government is both large
and influential. The role of government
had extended far beyond the concerns
for national defense, limited education,
and the maintenance of the courts and
the police system. The atomistic market
structure envisioned by Adam Smith
and others has been replaced by an economy where within the next ten years
more than 50% of all output will be
allocated other than through the market
place. Self- interest which was to protect
competition and the free market, can
lead to collusion and cooperation as a
firm seeks to survive.
These arguments are significant and
cannot be lightly dismissed. They assert
that a rigid adherence to the free enterprise base is partly a question of ideology
rather than of empirically based management theory. Ideology, as a matter
of belief, can vary too widely from person to person to provide useful criteria.
It demands a prior ideological commitment which all executives may not share.
The Pragmat ic Approach
The good citizen and social responsibility philosophy arose in reaction to
the limitations of laissez - faire. As a philAdam Smith, Wealth at Nations, Modern Library,
New York, pp. 594 -595.
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osophical base it sought something
other than Adam Smith's moral sentiments and the invisible hand. It found
its roots and foundations in a pragmatic
orientation which said that social welfare like all other goals can be consciously conceived and effectively pursued.
The responsibility of business in society and its community could be compared to the commitment and responsibility of any good individual citizen. As
a good corporation citizen, the corporation ought not infringe upon the laws
of the community—especially antitrust; contribute to the well -being of
community efforts; pay its taxes, and try
to make its community a good place in
which to live and work. Its extension in
society by responsible behavior meant
that it ought to contribute to good
causes, permit and encourage its executives to become involved in politics, and
make whatever commitments it could
while still meeting its responsibilities to
stockholders, suppliers, employees and
consumers.
The good citizenship idea is a useful
one. The acceptance of social responsibility by business executives acting as
representatives of a corporate citizen is
a definite change. It requires, however,
a search for different standards than
profits for evaluating performance and
efficiency.
The corporation, however, is not an
individual corporate citizen in large
terns. Unlike the individual citizen the
corporation has power in the community over employment and power to encourage or discourage certain kinds of
activities. The personnel of the corporation occupy a special status simply because of their connections with the
corporation. The social responsibility of
the corporation means that one encourages the welfare of the community, but
the questions remain. How far ought the
corporation go in any direction, and
what criteria should it employ to choose
among several alternatives?
Involved in a varying multitude of
demands upon both its money and manpower, the corporation as a citizen does
not have the useful guides of profit
maximizing behavior by which to evaluate, or to determine its contributions
and support. As the corporation becomes concerned with civil rights, United Fund Campaigns, the employment of
unemployables, how does it choose how
much and which claimants? What criteria does one use to reconcile the interests of the stockholders and the conMANAGEMENT ACCOUNTING /MAY 1969

sumers? How does one justify higher
wages with maximum profits; and large
donations to some group with all the
other claimants? Money has to come
from somewhere. Executive time spent
away from the desk is a hidden cost to
the organization. The guidelines of reconciling all interests are not very useful.
Governmental Sponsorship
The third philosophy looks to govemment for guidelines of behavior
which is useful and desirable. Socially
responsible behavior is that which cooperates with government programs,
policies and plans. President Johnson
has fostered this approach through the
concept of the New Federalism.
As business cooperates with government programs it is clear that it is meeting its social responsibility. If the government programs are designed for the
public welfare, then business' support of
these is also support of the public welfare. The involvement of business in
training programs, employment campaigns, and in support of air pollution
and water pollution studies and improvement, saves the executive the necessity of making his own judgments of
the kinds of socially desirable programs
which ought to be supported and shows
him that his firm is socially responsible.
Many people have questioned this
approach. Should business be asked to
bear this kind of increased cost of being
part of society?
There is even a deeper question involved, as to whether a corporation
ought to use its economic power and social influence to further a particularly
desirable end. Is this the right use of
its power, prestige and position? Yet in
a real sense, responsibilities must be
equal to its social power. In many cases
unless business accepts these kinds of
responsibilities willingly, it will have to
do them under pressure.
The results, however, of becoming too
deeply involved in "cooperation" are to
break down differences and co-mingle
the power of business and government
in ways which distort our pluralistic society. The result, says Theodore Levitt,2
is the creation of a feudal society.
A Few Guidel ines
Business does have a social responsibility which cannot be met by adherence to a particular form of economic
S

Theodore Levitt "Business Should Stay out of
Politics" in D. druenwald, and Henry L. Bass,
Public Policy and the Modern Corporation; Appleton Century-Crofts, New York, c. 1966, p. 354.

structure —i.e. the free enterprise economy, and atomistic competition. The
whole issue of social responsibility arises
from a recognition that our markets are
not perfectly free and that the classical
economic system is not totally descriptive of our economic system.
The question is really not whether,
but how will business be socially responsible. The search is fundamentally
for guidelines for socially responsible
behavior.
The following, although not exhaustive, are suggested as useful guidelines
for business executives in meeting their
social responsibility:
Business must insist that its major
function in society is being responsible for the production of goods and
services. Business is part of the
economic arm of society. It contributes to the public welfare as it
does its job well. Through technological advance and efficiency it
utilizes limited resources to satisfy
the demands of people. The more
zealously business devotes itself to
its economic function, the higher
the standard of living can increase.
The profit maximization model as a
model of rational decision making
within the business firm is a good
guide for efficiency and for evaluating the performance of the firm. It
appears to me that business is being
socially irresponsible if it doesn't
concern itself with production, with
output, and with its own survival.
Business as a power group within
our society must use its social and
economic power within the established legal and social framework.
Executives are socially irresponsible
when they use their power as executives to destroy some other group
in society with which they are in
disagreement. The process by which
disputes are resolved means compromise, adjustment, and adherence
to the established democratic framework.
Business is socially responsible when
it is supportive of the values of
society. Business values are no longer
the dominant ones in our society.
The charge of socially irresponsible
behavior has often been levied
against business for its refusal to
accept or respect, or recognize any
other values than its own.
Continued on page 34
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Organizing for
International Operations
MANY A COMPANY'S FUTURE GROWTH DEPENDS UPON REACHING THE WORLD MARKET

By Donald H. Alder

in

It is not unusual now to find comthe United States that ten or
panies
more years ago were doing virtually no
overseas business, which today have major markets, offices and personnel, considerable investment and plants in many
countries throughout the world.
Taking your company into exports or
imports is going to require that you
meet and communicate with a lot of
new people, probably both on your side
and the other side of the Border or
Ocean. You will encounter representatives of the U.S. Customs facilities,
Commerce Department offices, trade
centers, consulates, commercial attaches
and other American and Foreign Government trade agencies assisting in the
processing and encouragement of world
trade. You will be involved with international bankers, auditors and lawyers
on both sides. Your business will funnel
through the offices of land, sea and air
carriers in routing of your cargoes from
origin to destination. Before it gets to
them, it will be handled by exporters,
importers, freight forwarders, custom
house brokers, and marine insurance
firms. It may behoove you to get involved with foreign trade associations
and U.S. and Foreign Chambers of
Commerce. You may decide to have not
only foreign customers, but also foreign
operations and foreign partners.
Before plunging ahead into the business of organizing for export, you must
have an assured foreign market or markets, quantitatively justified in volume
demand for your products or services to
make the extra efforts worthwhile, and
qualitatively justified in profitability af28

ter the extra costs and expenses are added on. Your first step is to determine
where are a few of the best places to sell
your goods abroad.
The U.S. Department of Commerce
lists some 170 countries buying any one
of more than 3,000 U.S. made products.
New markets in developing countries
may also offer good potential. Checking
the importation lists of several of these
countries for items exported by trading
nations, other than the U.S., may also
give you a good lead.
Management must make a thorough
and exhaustive study of all factors involved in arriving at a decision to export,
distribute and sell its products in world
markets. A complete on -site market
analysis, selective industry or product
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analysis, by marketing consultants or
qualified staff members, of the chosen
market or markets should be made before committing your firm to an export
program. Before you commence operations, you must determine whether or
not your product or its package should
be modified or redesigned to meet the
needs, preferences, and buying power of
the particular foreign market. Then,
management is ready to face the problem of choosing the best method suiting
its particular situation, size, market potential, production capacity, financial requirements, and ability to establish an
export operation.
Indirect Methods
This may be review for some, but let's
start with an overview of the several or
more each of indirect or direct means,
which could be either limited or progressive steps for organizing for export
in doing business outside of the U.S.
The indirect methods include utilization
of:
Sales Middlemen:

The Export Merchant —buys and resells your goods.
The Export Commission House —
buys from you here for overseas firm
from whom he receives a commission.
The Export Agent —acts as overseas
manufacturer's representative for
you on commission.
The Export Broker —brings you together with foreign broker usually on
staple products or food deal.
Buyers' Representatives:
1. The Resident Buyer —employed by
large overseas firms.
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2. The Government Buying Agency —
representing a government and /or
country group of companies.
Licensing Abroad—arranging with an
overseas firm to manufacture and sell
your products under your license to use
your patents, know -how and trademark
for which he pays you royalties on sales.
This requires assurance that the licensee
will maintain your product standards.
Direct Methods
Using the term "Direct Export"
means that the U.S. businessman concludes his export sale overseas, consumating collection for the merchandise
in the foreign country, without involving any sales middlemen in the U.S. If
we are talking about organizing for export, then I believe we are slanting toward the more direct methods for setting up shop which include:
THE COMBINATION EXPORT
MANAGER

This method of organizing for export,
which is probably the most widely used
form of direct export today, is the case
where several independent manufacturers share the services of the combination
export manager, who has his own office,
pays his own staff, and maintains his
own overseas marketing set -up. The difficulty is to find a good reliable one these
days. He usually works on a minimum
retainer basis plus commission and
serves essentially as your own export
manager. He uses your stationery, your
packing and shipping facilities and his
overseas agents and representatives operate in your name, and you usually assume the credit risk. His expertise is of
particular value to small companies not
quite ready to establish their own full
time export departments. It is an economical way of getting into the export
business, but it does have some disadvantages, primarily that the manufacturer is not in full control of his export
operations. It does build up a valuable
list of foreign customers for the manufacturer and gains him some familiarity
with international trade.
Some of the services the Combination Export Manager and his staff perform are:
Development of overseas sales
Securing export orders
Setting up prices and terns (in concert with the manufacturer)
Handling all correspondence (in English and other languages)
MANAGEMENT ACCOUNTING /MAY 1969

Preparing the documentation
Shipping, insuring and collection of
invoices or drafts
Arranging for advertising
Registration of trademarks and /or
patents
THE PIGGYBANK PROGRAM

Another relatively new way for U.S.
companies to get into export without
setting up their own overseas marketing
organizations, is in piggyback exporting
or riding on the back of established U.S.
manufacturers with export organizations. For these U.S. exporters it is a
convenient way to expand their own
product lines with compatible items
they do not produce themselves.
The rider has the benefit of the carrier's export organization, which usually
includes facilities for shipping, warehousing, advertising, and marketing.
The carrier may market the rider's products on a commission basis or buy them
outright for resale. The cooperating
companies work out their arrangements
by mutual agreement.
Your Own Export Department?
I expanded on the activities of the
Combination Export Manager because
they are responsibilities you will have to
assume in other forms of direct export,
which you may decide to take on for
your own company. If you go ahead in
setting up your own export department,
there are several ways to go:
THE BUILT -IN EXPORT
DEPARTMENT

Export activities are organized in the
home office. An export manager is usually appointed, and he is given a small
staff with which to work. Many of the
existing domestic departments and their
personnel are involved in filling the export orders, the bookkeeping apd accounting procedures, the credit approval, etc. This is by far the most popular
method used by the small and medium
size manufacturer. In some cases it
might be possible for two or three manufacturers to combine forces for this.
THE SEPARATE EXPORT
DEPARTMENT

This department is organized to conduct most of the export functions itself
with little or no assistance from the
domestic departments. This method of
operation would be used by middle size and large manufacturers, and export
volume is usually large enough to warrant separate managers for each of the

principal duties involved. This is exemplified in the case of the Xerox Latin
American Operations Headquarters in
Rochester, which I will discuss in more
detail later.
THE SUBSIDIARY EXPORT
COMPANY

A separate entity is organized and
employed by larger firms for legal and
tax reasons. The important point here is
that if any tax or other financial involvement occurs overseas, only the subsidiary can be held liable and not the large
parent company. Legal and tax experts
work together to devise the proper organization under the particular set of
circumstances.
THE WESTERN HEMISPHERE
TRADE CORPORATION

The Western Hemisphere Trade Corporation (WHT C) is a domestic corporation formed as a subsidiary of the
parent company, which does all its business in the countries of North, Central
and South America and the West Indies. Its advantage is a substantial tax
saving —from 10 to 14 percent of the
U.S. corporate tax rate.
Many companies have organized their
business outside the U.S.A. into two
U.S. subsidiaries, the WHTC to handle
all activities in the Western Hemisphere
and the export or international company
to handle all their activities in the remaining areas of the world. The Western Hemisphere Trade Corporation Act
dates back to 1942 when it was established by law to ease the "considerable
competitive disadvantage" faced by U.S.
firms selling against foreign competition
in the Western Hemisphere.
Tax relief is also provided to U.S.
firms doing business in Puerto Rico,
Hong Kong and Taiwan, under a special
U.S. legislation which has been enacted.
U.S. Industry Export Trade Associations have exemptions from Antitrust
laws.
Overseas Operations
Once you have determined and organized your modus operandi for your
own stateside direct export operation or
international department, it does not
yet mean you are ready for international
business. The success or failure of your
export plans for your world markets may
depend upon the selection of your overseas representative, distributor, company
office, branch, joint venture, partner
and /or majority owned subsidiary.
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THE COMMISSION
REPRESENTATIVE

If you decide to commence overseas
operations with your exported products,
without staffing your own foreign office
or sales branch, then the overseas commission representative is a good start.
Such a representative must be carefully
and personally selected during an on -site
survey of the territory.
Qualifications and responsibilities of
such a representative should include:

2.

4

8.

9.

He should be a native of the country
in question, and should be well
known in the trade there.
He should have sales ability and a
thorough knowledge of his market.
He should solicit orders and submit
them to the manufacturer subject to
their acceptance or rejection by the
manufacturer.
He must have a good credit sense
and, in the case of initial orders,
must give you his own evaluation of
the account plus bank and commercial references.
He should make recommendations
to the manufacturers, but should in
no case act as "agent" of the manufacturer.
He should make no contractual obligations of any kind, except with
the specific permission of the manufacturer.
He is usually extended exclusive
sales rights in his territory, and is
granted a specified commission on
all of the business.
The representative in turn obligates
himself not to represent or handle
competitive products in his territory.
His commissions are settled on a
quarterly basis by mailing a statement and attaching a check for the
amount due.

A very complete treatment of this
subject can be found in the "International Trade Handbook," published by
the Dartnell Corporation, Chicago, Ill.
In this book you will also find a full
treatment of the qualifications and responsibilities of the foreign distributor.
COMPANY OVERSEAS SALES
OFFICE OR BRANCH

Establishment of an overseas sales
office or branch for your firm staffed
with your own employee or employees,
who may be U.S. citizens or foreign
nationals, may better fit your requirements. Your office or branch manager
acts as an "agent" for your firm with
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special or general purposes as may be
designated or implied. You may authorize him to contract to import, sell your
goods, price it, discount it, extend credit,
provide service, lease or buy property,
and hire employees according to his best
judgment and /or your instructions.
Usually your resident manager will
need to obtain a license to do business
for you in the country of location. For
registration in the country, he may have
to present certified copies of the articles
of incorporation and by -laws of your
U.S. corporation, his powers of attorney
and board approval for establishment of
your overseas office or branch.
Your manager will most likely be
governed by local laws in his dealings
with customers in the country. Having
your own office or sales branch with a
competent manager can give you better
on the scene marketing direction, control and emphasis, if warranted by the
business.
Your foreign sales branch can handle
all distribution and promotion within
its territory and, depending upon your
type of product, may also work through
local wholesalers, distributors and dealers. You may have the type of specialized or technical products where your
branch must maintain parts and supplies. Such distribution may not only
require highly skilled salesmen or sales engineers, but also necessitate provision
of service with well- trained technicians
and repairmen.
SEPARATE FOREIGN LEGAL
ENTITY

This involves the creation of or participation in a local firm organized according to the laws of the country in the
form of a subsidiary corporation, joint
venture, affiliation, or partnership.
F O R E I G N SU B SI D I AR Y . In distinction to
the foreign branch, the foreign subsidiary for sales and /or service is a separate
company incorporated under the laws of
the foreign country in which it is situated. It may be a foreign stock company (similar to a U.S. corporation) or
a limited liability company (similar to a
limited partnership). The capital stock
may be wholly owned by the parent
company, or majority owned and controlled by it.
There are various business, marketing,
political, employment, legal, tax and
monetary advantages for doing business
as a separate entity in each country.
Some countries require foreign companies to be incorporated locally and

have requirements of local participation
in ownership and /or management by
nationals, depending upon the type of
enterprise.
The subsidiary may be organized for
both distribution and manufacturing,
which may be limited to final assembly
or final processing, with importation of
sub- assemblies, parts, materials and supplies from the U.S. It may act as a distributing agent for a certain territory or
section, or its functions may cover a
wide area. In some instances, allied or
associated products of other companies
may be handled.
It may be to your interest to do more
complete manufacturing and processing
in the countries in which you are marketing to become more of an integral
part of the local economies; to take advantage of not only local brains, but also
possibly lower cost, manpower and materials; to save import duties and freight
costs. You build or buy your own factory, perhaps with a partner. You may
contribute equipment as well as capital.
Your foreign management staff and /or
partner contribute a knowledge of local
business, government regulations, customers' and buyers' preferences, as well
as currency and exchange negotiations.
In addition to establishing or acquiring overseas subsidiaries to manufacture
complete products to be imported for
the U.S. market, some U.S. companies
have established overseas operations to
manufacture parts and sub - assembly
products for ultimate use in the U.S.
Good examples of this are Magnavox
with its plant in England which is producing record changers solely for export
to the parent U.S. company which uses
the changers in its stereo sets assembled
and sold in the U.S. Electronic assembly
operations and part fabrication is conducted by subsidiary plants set up just
across the border in Mexico by such
companies as Litton Industries, under
tax and duty incentives offered by the
Mexican Government, along with labor
rates lower than the U.S. Import duty in
bringing products back into the U.S. is
based only on "value added" in Mexico.
P A R TI CI P A N TS

IN

FORE IGN

COM P A N Y .

U.S. firms may make capital investments in foreign countries by purchasing shares in an existing foreign company or by forming a new joint venture,
instead of or along with establishing
their own subsidiaries, if management
control is not essential. Many countries
offer special advantages to joint ventures
with local partners.
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Many U.S. firms have recently entered foreign markets through careful
investment in companies in which they
do not have a majority financial interest.
In some cases these decisions were dictated by foreign laws. U.S. companies
may also advantageously subcontract
with local manufacturers for production
of either component parts or entire
units.
A
score or more large American companies
with a number of subsidiaries in Europe
and Latin America have established regional headquarters companies to supervise and coordinate area operations, instead of trying to run everything from
U.S. parent corporate headquarters.
Esso, International Telephone & Telegraph, Corn Products and Ford have
established such companies in Europe to
supervise all their Continental operations. General Telephone and Electronics has moved in this direction in Latin
America.
Large multiple overseas manufacturing and marketing operations can warrant such area headquarters to avoid
some inefficiencies, duplications and
lack of communications, rapport, and
understanding found in U.S. based international operation headquarters. This
method of operation can also effectively
insulate the local national operating subsidiaries from the feeling of being
treated at arm's length as second class
foreign step - children. It facilitates greater
utilization of local national executives in
operating subsidiaries in place of locally
experienced American executives; who
can operate effectively without resentment or resistance in the management
of the regional headquarters companies
to coordinate subsidiaries in several
countries in combined financial, engineering, manufacturing, marketing and
planning needs and assistance.
OVERSEAS

REGIONAL

HEADQUARTERS.

Staffing for International
Operations
One of the most obvious keys to organizing for export on a direct company
basis is "the right man in the right
place" with all of the qualifications for a
comparable U.S. domestic job, plus special extra technical, managerial, personnel, lingual and cultural capacities; skill
in enlisting domestic corporation departments support; ingenuity and flexibility
to rely on local resources and to solve
problems on his own abroad; and an
ability to teach his skills and to develop
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his personnel around him. Compensation is usually based upon a domestic
position with comparable knowledge
and skill requirements, plus overseas
supplements to cover "cost equalization
allowances."
Sources that can be drawn upon for
staffing international operations include:
trainable company executives with
mostly domestic involvement previously,
who know or can learn another language
and culture and have at least had some
foreign travel exposure; experienced U.S.
international executives from other companies; foreign nationals, working for
your firms or other firms abroad or in
the U.S.; "non- business" individuals
with international experience from
government, the armed forces, foundations and universities; and finally students, graduating in international affairs,
business, economics, finance, politics,
sociology and language. International
management has a unique opportunity
to present a youthful image of worldwide responsibility within many stimulating cultures, and contributing directly
to significant developments in improving industry, health, agriculture, housing, standard of living, as a means of
appealing to high- minded and enthusiastic youth.
This has given you a summary of
approaches to organizing for international operations. Now let us look into
some of the concepts that Xerox has
used in world business, with which I am
familiar.
Xerox Overseas Operations
In the case of Xerox Corporation,
with which I was associated during 1965
through 1968, the company while still
small began its overseas operations over
eleven years ago by entering into an
agreement with the J. Arthur Rank Organization Limited in London to form a
third and separate company —Rank
Xerox Limited. The Rank Xerox arrangement provided for fifty-fifty equity
stock ownership and formula for equal
profit sharing between Rank and Xerox
up to a certain profit level, beyond
which Xerox gains more than 50 %. To
start the Rank Xerox operation, Xerox
provided the technical engineering/man ufacturing know -how including patent
and trademark licenses, and Rank provided the cash requirements and European marketing guidance.
Essentially, Rank Xerox and its subsidiaries market in the Eastern Hemisphere, except in Japan where Fuji Xerox

was formed in fifty-fifty ownership between Rank Xerox and Fuji Film Company. Outside of the U.S. and Canada,
Xerox now markets in the Western
Hemisphere through its Latin American
and Caribbean subsidiaries supported by
Xerox Latin American Operations headquarters and domestic corporations divisions in Rochester, N. Y.
In Canada Xerox operates through a
subsidiary in close parallel to the U.S.
domestic market. Actually, Canada was
really Xerox's first foreign venture, but
has not been thought of as an "overseas"
operation because of proximity to Rochester and similarities of its business
practices.
Manufacturing is currently being conducted by Xerox Corporation in the
Rochester area for machines, parts and
supplies in the United States, Canada
and Latin America. Consumable items
are also being produced in Canada. The
company's subsidiary in Mexico just established a facility last year to do machine conditioning and conversion. Europe and Japan are provisioned with
machines, parts and supplies from manufacturing facilities of Rank Xerox in
England, and Fuji Xerox in Japan, respectively.
Rank Xerox and Xerox Latin American Operations have set up their overseas operations on the principle that
each subsidiary marketing company
should be staffed by the nationals of
that country as far as possible. They are
pursuing a policy of decentralization in
that they are giving increased responsibility to the General Manager of each
company and to their staffs as the experience and competence of each individual company grows. One constant
problem is that of effective communication, for example, Xerox needs to circulate all of its training material in nine
languages.
SELECTION OF MANAGEMENT

The initial selection of subsidiary top
management by Rank Xerox, i.e., general managers and senior staff, which
was organized by the Rank Xerox Managing Director and Staff Controller or
Director of Industrial Relations, as we
know him, was largely conducted
through consultants though they did
some advertising and interviewing in
certain countries as their own experience
grew.
As Rank Xerox companies have
grown, they have decentralized responsibility for all recruitment to general
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managers, who usually operate through
their own personnel managers. However,
Rank Xerox Headquarters retains the
right to formally approve, after interview, the appointment of any individual
who will be reporting to a general manager. In certain cases, in smaller companies, they still continue to undertake
the recruitment of such people on behalf of the general manager.
Xerox Latin American Operations
(XLAO) utilizes the Xerox Corporation
Domestic Employment Department for
recruitment through executive search
firms and placement of ads in the New
York Times, Washington Post and Wall
Street Journal. However, many of the
Rochester headquarters and subsidiary
management people have been located
through other direct sources by the Division Vice President, The Marketing Section Manager and Operations - Planning
Section Manager while traveling in Latin
America, New York and Washington.
They have obtained leads through the
International Divisions and Latin American offices of major U.S. banks.
Auditing firm office managers in Latin
America also recommend candidates.
XLAO has also located people through
their subsidiary minority partners in the
various countries.
Another source is through U.S. Embassies and U.S.A.I.D. Mission offices.
Interviews are conducted in the field
and candidates are invited to Rochester
Headquarters.
SELECTION, TRAINING,
RETENTION AND ADMINISTRATION
OF PERSONNEL

Apart from the top men, selection of
administrative personnel has largely
been left to the general managers concerned. The training of these people in
methods of operation ( for example, finance and distribution) has been organized by the training departments.
Rank Xerox and Xerox Latin American Operations have a continual series
of international training courses for various professional skills offered both at
headquarters and in the field. In addition, of course, they have run a complete
series of marketing training courses for
sales and technical services personnel
ranging from branch managers and supervisors down to courses of instruction
for salesmen and technical representatives, which are written in London and
Rochester for use by the operating companies.
32

LATIN AMERICAN AND
CARIBBEAN SUBSIDIARIES

As mentioned, Xerox Corporation
channels its basic business in the copying and duplicating field within the
Western Hemisphere, outside of the
U.S. and Canada, through the establishment and operation of foreign subsidiaries in Latin America and the Caribbean, similar to corporations. In Latin
America, instead of Inc's or Corp's,
these legal entities are called S.A.'s (Sociedad Anomma) . The S.A.'s require a
minimum number of organizer-stockholders, with one or more required to be
residents (not necessarily nationals) in
some countries; and minimum capital
requirements by our standards which, in
some cases, must be fully subscribed and
paid in at time of organization. In S.A.'s
the directors are usually the managing
officers responsible directly to the shareholders. Corporate decisions, such as
election of managing directors, declaration of dividends, and increasing capital
are reserved for stockholders' meetings.
The form of stock most often utilized
in Latin America is in freely transferable
bearer shares, which do not require record of actual shareholders. However, in
the case of local minority partners,
which some companies choose to have
in most countries, a stock repurchase
agreement is sometimes desired to prohibit transfer to anyone else not of one's
choosing.
It might be assumed that 100% ownership would be most desirable, so that
there would be no minority shareholders
to interfere with management of the
operation. However, I believe that a
leading businessman as a local minority
partner can often contribute a good
local image and experience and knowledge of conditions: marketing, financial,
legal and economic. Mexico pushes for
51 % interest to be held by local nationals, but most other countries do not
legally require any local participation.
Xerox limits capital exposure by selling its machines, parts and supplies to
the subsidiaries on open account financing, for which they pay interest. This
they repay in time from their earnings
income from machines and supplies provided to clients. The equity capital contribution is purposely kept limited to
cover initial start -up costs and first year
working capital requirements. Subsidiaries are encouraged to obtain local financing, if favorable terms can be negotiated, in which they are assisted
through parent company guaranties on

medium term loans, and working with
headquarters of U.S. banks serving overseas subsidiary requirements.
Xerox subsidiaries operate as separate
profit and loss centers, preparing an annual Revenue Forecast and Budget for
approval by corporate headquarters. Its
Latin American subsidiaries are organized with a management structure comprised of a General Manager with
essentially three main departments,
Marketing, Service- Technical and Financial- Administrative. The company is
not yet engaged in manufacturing operations in Latin America, but as mentioned earlier has established reconditioning and limited assembly operations
in Mexico last year, and contemplates
supplies manufacturing in Brazil within
two years.
The company is moving toward area
management for its Latin American subsidiaries with six marketing areas contemplated. The company has not moved
completely in this direction yet. The
General Manager for Peru does now
also have responsibility for Bolivia; the
General Manager of Bahamas is now
also President of Jamaica, the Director
of Venezuela is also over Trinidad and
the Netherland Antilles, the General
Manager of El Salvador is an officer and
director of the company subsidiary in
Guatemala, and the Director of Argentina will also have responsibility over
Uruguay and Paraguay when Xerox enters these latter two countries. Other
remaining Latin American countries set
for entry on a full scale this year include
Chile and Colombia.
While the XLAO subsidiaries are organized as separate local national corporations, there is a management reporting responsibility from the subsidiaries
to XLAO Headquarters in Rochester,
N. Y. This is extended beyond Xerox
Corporation being majority shareholder
by having the Subsidiary General Managers on the U.S. Corporate payroll with
a management agreement and renewable
annual contracts, and reporting to the
Vice President of Latin American Operations.
The XLAO Vice President currently
reports to the Executive Vice President
of Xerox Corporation. Also reporting to
the XLAO Vice President are the Manager of Operations - Planning and the
Manager of Marketing and their staffs,
who also guide and support the subsidiaries and provide the necessary interfaces with the various departments of
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ufacturing, Engineering, Finance, Control and Domestic Marketing. The Vice
President and these two key managers
also serve as members of the Board of
Directors of subsidiaries.
The original concept of the basic system for Xerox Latin American Operations before its actual organization and
implementation was proposed in 1964
and is still in use today. A key controlling element is the management agreement, whereby Xerox selects and makes
available the subsidiary management
personnel and provides corporate supervision and consultation through XLAO
headquarters. In addition there are supplemental agreements for supply, financing, technical assistance, patent and
trademark licensing.
Maestro and Stuart International
Operations
During the latter part of the last year
1968, I left Xerox Corporation to form
Maestro Import Industries Inc., in
Rochester, N.Y., as a subsidiary company of C. H. Stuart & Co., Inc., Newark, N.Y. To give you a little background,
Stuart is a privately held medium size
manufacturing, packaging and distributing conglomerate in the direct to consumer product sales field, established in
1852. In recent years the company has
begun to build upon one of the most
successful growing domestic product
areas of its subsidiary, Sarah Coventry
(jewelry), by expanding internationally.
In a joint venture with one of its
principal U.S. supplier companies,
Stuart, with majority interest, established Culross Products Limited, in Toronto, Canada. In turn, Culross supplies
Sarah Coventry of Canada, Limited, a
wholly owned sales and distribution subsidiary of Sarah Coventry (U.S.) and
Sarah Coventry Pty., Limited of Australia which was organized last year as
another wholly owned sales and distribution subsidiary.
In another joint venture with the
same U.S. supplier, the United Kingdom manufacturing arm of C. H. Stuart
was recently established in Scotland as
Allart Jewellery, Ltd., which supplies
Sarah Coventry Ltd., in England, a
wholly owned sales and distribution subsidiary of Sarah Coventry in Newark,
N.Y.
Maestro Imports Industries, Inc.
(MIII), a New York corporation, represents Stuart's first step into the retail
sales outlet product field and its first
venture into Latin American operations.
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Maestro was organized primarily to perform design, importing, final assembly,
finishing, warehousing, packaging, distribution and marketing activities in the
U.S.: and to perform design, manufacturing and exporting activities in Latin
America beamed primarily at the U.S.
market. Maestro's intended initial product areas are in the home and office furniture and home furnishings field.
Toward this end, Maestro (MIII)
has acquired final assembly, warehousing and office facilities in East Rochester, N.Y., and has established its first
Latin American furniture manufacturing subsidiary, Industrias Maestro, S.A.
(MAIN), in Quito, Ecuador. The Ecuadorian subsidiary, as previously mentioned, will utilize local labor and materials in producing fine traditional and
contemporary furniture (to be shipped
knocked -down to MIII) and provide the
country with a needed new export industry. MIII has also entered into subcontract negotiations elsewhere in Latin
America with furniture manufacturers
and suppliers of wood, leather and
marble.
As a departure from the usual overseas organization scheme of utilizing
local nationals as partners in the subsidiary, the two key Ecuadorian local
managers have a stock interest and representation on the Board of Directors of
the parent U.S. company, MIII. This
gives them a stake in end results
achieved not only by the Ecuadorian
operating company, but also in how well
the U.S. parent company performs.
How well it performs depends in great
measure on keeping the costs low and
quality high on furniture products received for distribution in the U.S.
Xerox Corporation's Chart Plan
To wrap up this discourse, it might
be useful to set down the format of a
Chart Plan for Establishment of an
Overseas Subsidiary designed for Xerox.
This was used as a check -off list for the
formation of new subsidiaries.
The Plan elements were outlined as
follows:
A. Preliminary Feasibility Studies (of
country considered) :
1. Review General Socio-PoliticalEconomic Conditions
2. Review General Legal Requirements
3. Review General Financial and
Administrative requirements

4. Designate Consultants (market,
legal, financial) and banks
5. Form pilot company
6. Perform preliminary search for
partner
B. Market Research in Depth:
1. Define potential product lines
2. Define new markets and applications
Define impact of competition
C. Legal Research in Depth:
1. Define customs classification,
taxation and importation requirements
2. Define organizational and legal
requirements
3. Define patent and trademark
Policy
4. Define form of rental contract
D. Financial Research in Depth:
1. Define impact of taxation, remittance limitations and capital regulations
2. Define impact of customs and
importation requirements
3. Define pricing structure
E. Final Review and Approvals:
1. Review reports from consultants
2. Prepare projections of operations
( financial, equipment, personnel)
3. Acquire corporate approval
4. Designate legal counsel, auditor
and advertising agency
F. Minority Partnership:
1. Investigate candidates and select
partner
2. Negotiate and execute agreements
G. Implementation-Legal:
1. Organize operating company and
designate Board and Officers
2. Execute licensing and assistance
agreements
3. Register company and obtain local licenses and permits
4. Apply for customs classification
5. Register patents and trademarks
H. Implementation-Financial:
1. Define company capital structure
2. Apply to U.S.A.I.D. for invest ment guarantee
a. Forward waiver letter and file
detail application
b. Obtain local government approval
3. Transfer funds
4. Register foreign capital for remittance payments
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5. Prepare operating budgets
6. Acquire insurance coverages
7. Review financial and administrative procedures
Implementation—Logistical:
1. Develop initial schedule of
equipment, parts and supplies
and process orders
2. Ship inventories per schedule
3. Establish headquarters —office facilities
4. Establish headquarters — warehouse facilities
5. Establish information/reproduction facilities (if applicable)
6. Establish branch facilities (if ap-

plicable )
7. Review logistical administrative
procedures
J. Implementation—Personnel:
1. Plan and prepare training programs
2. Recruit and train general manager
3. Recruit and train sales manager
4. Recruit and train financial manager
5. Recruit and train services manager
6. Recruit and train XRS (Copy
Center) manager (if applicable)
7. Recruit and train salesmen

8. Recruit and train financial per -.
sonnel
9. Recruit and train services personnel
10. Recruit and train XRS (Copy
Center) personnel (if applicable)
K. Implementation—Marketing:
1. Plan and prepare advertising program
2. Coordinate with advertising
agency
3. Prepare sales plan and start solicitation
4. Review marketing administrative
procedures

SENSITIVITY ANALYSIS IN THE ROI COMPUTATION

Continued from page 25

pool

Exhibit 3 examines the principal estimates influencing the cash inflow. The
final components are the sales and cost
of sales adjusted for the cash timing.
The average unit prices and the unit
volume are probably the most sensitive
components in any return compilation.
In the majority of cases, however, the
most complicated estimates to make up
are the unit costs. These can be divided
into fixed and variable elements. Some
theorists claim that only variable costs
should be considered. Ignoring the fixed
costs means that although the return
compilation will be much greater, however, it will be difficult to gauge what
level it should be to ensure covering the
minimum return objectives. To obtain
this burden rate it is necessary to predict
a fixed expense pool and the size of the
activity base (this is usually the direct
labor input or material input or both) .
If there is a variance in the expense
or the base
then the application of
the burden rate can be misleading. Here

the sensitivity testing becomes mandatory to see deviation effects.
Following down the chart (Exhibit
3) , we see estimates of the variable expenses will have to be made for material, labor and overhead. The chart
clearly indicates the type of estimates
and assumptions that have to be made
for labor and material. The variable
overhead requires examination of historical relationships and can be developed from a flexible budgeting system.
Closer examination of these flowcharts will illustrate that there is a minimum of forty-eight estimates to be made
in the first year of a product and probably at least twenty for each additional
year of its life. Thus, in a five -year span,
at least one hundred and forty-eight
estimates may have to be made.
It is not always necessary to sensitize
all of these estimates. For example, consider the cash outflow in Exhibit 2. Deviation tests will probably have to be
applied at least to the tax shield, timing
of outlays and to the engineering labor
and material. In the latter case the labor

deviation may have a significant effect
on the return calculated. Further testing
might illustrate that this deviation potential is more severe if the hours are
under - estimated rather than if the
hourly rates are misforecasted. There
would be no point, however, in testing
the engineering material sub - elements of
quantity and cost if this particular parameter showed no significant change on
the return calculation, after the preliminary deviation test. Intelligent use of
this technique can avoid unnecessary
and laborious analysis.
Conclusion
There are many opportunities for the
projected return to deviate from the actual result. Knowing these potentialities
is the responsibility of the analyst. The
application of sensitivity analysis to test
these variation effects becomes almost
mandatory despite its certain limitations. Recognition of this dynamism is
vital if a responsible use of return on
investment calculations is to be made
for management decisions.

THE SOCIAL RESPONSIBILITY OF BUSINESS

Continued from page 27
4. Significant changes have been made
in our social, economic, and political
structure over the past years. Such
change will continue. If business
will accept its social responsibility,
it needs to participate in these
changes, as well as support the arrangements by which economic, social and political decisions are made.
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Our system is both political and
economic. Its economic structure is
built about a market - oriented economy. Collusion on prices, attempts
to control the market by monopoly,
circumventing the test of the market, are examples of trying to break
the system. Our political system is
built about the concepts of democracy, due process of law, freedom,
and respect for human and indi-

vidual rights. Management behavior
which does not observe the structures and values of this system is
inadequate.
These four guidelines are useful for socially responsible behavior. None of these
prevents business from being positive
in any direction. They are meant rather
to establish the minimum criteria below which socially responsible behavior
ought not to fall.
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Evaluation and Control of
Overseas Operations
A BEGINNING STRUCTURE FOR THE SYSTEMS THAT PROMOTE WELL - BALANCED ATTENTION TO DIVERSE INTERESTS
By John J. Mauriel
In the last several years, many veteran
multinational companies have begun to
raise questions about the contribution
and overall effectiveness of their various
overseas operating units. In earlier years
many of these same companies were preoccupied in making strategic decisions
that were to affect the nature and scope
of their international operations of today. Now with many of the questions of
grand strategy decided —with many
commitments having already been made
—it is natural that relatively more attention will be turned to planning, controlling, and performance evaluation for
overseas operations.
While new strategic decisions such as
when, where and how to get into overseas markets will continue to be needed
and will remain important, companies
with several years of overseas operating
experience are becoming increasingly
concerned with the management control
systems for the more established of their
overseas units.
Management control systems are important because they provide valuable assistance to the home office, aiding in:

1. Implementing the strategy of the
multinational parent
2. Providing data to evaluate old strategies and to test new ones
3. Evaluating present progress and improving future performance
4. Identifying and developing future
managers for the growing overseas
segment of the multinational firm
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Furthermore, the promulgation in
Ja nu a ry 1 9 6 8 o f t h e regu la ti ons rega rd-

ing Foreign Direct Investment' make
the need for accurate management control systems urgent. The data these systems can provide to the home office is
necessary to help management channel
its limited investment funds into product- market areas offering the greatest potential.
A Survey
To examine the nature, scope, and
effectiveness of multinational perform-

ance evaluation and control systems, I
recently conducted a survey (begun in
the summer of 1966) of fifteen giant
multinational companies whose overseas
operations have sales of over $ 5 billion.
Interviews were conducted with one or
more corporate officials or international
division executives in each of these companies, the purpose of which was to shed
light on the following kinds of questions:
1. How are overseas operations controlled?
2. How does the multinational control
system differ in design from the domestic divisional control system?
3. Wh a t are the differences between
conducting effective performance
evaluations for overseas divisions as
compared to domestic division?
Th e data gathered in this survey
pointed to many similarities between
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' J a n u a r y 1969 the U . S . G o v e r n m e n t iss u ed re g u la tio n s im p o s in g m a n d a t o r y co n t ro ls o n fo r e ig n
d ir e c t in v e s t m e n t by U . S . fir m s .
T h e co n tro ls st ip u la t e c e r t a in m a x im u m in v es tm e n t s allo wa b le in each of t h r e e clas ses of co u n t r ie s a s fo llo w s :
a ) To le ss - d e v elo p e d c o u n tr ie s t h e m a x im u m allo w ab le in v e s tm e n t in flo w, in c lu d in g re in v es t e d
e a r n in g s is 1 1 0 % of th e 1 9 6 5 . 6 6 level fo r a
given U.S. parent company.
b ) T o A u s t r a lia , C a n a d a , J a p a n , Un it e d K in g d o m
a n d oil - pro ducing a r e a s th e co m p a r ab le m a x im u m is 6 5 % .
c ) To m o s t o t h e r c o u n t r i e s n o n e w c a p it a l c a n f lo w
f r o m t h e Un i t e d S t a t e s , e x c e p t t h a t e a r n i n g s o f
U.S. subsidiaries in these countries may be rein ve s te d lo cally u p to 35 % of th e in v e s t m e n t s
m a d e by th a t U . S . co m p an y in 19 6 5 . 6 6 .
In addition all earnings above the investment
m a x im u m m u s t b e r e p a t r ia t e d , b u t if a co m p a n y ' s
repatriation rate has been higher in past years
than this rule provides, it is required to adhere to
th e h ig h e r r a t e . Th e r e is n o re s t r ic t io n , h o w e v e r ,
o n in v e s tm e n t of f u n d s b o rr o we d in a fo r e ig n
co u n t r y fo r in v e s tm e n t in t h a t co u n t r y .
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purely domestic performance evaluation
and control systems on the one hand
and multinational systems on the other
hand. We also learned of some key differences in methods used and problems
involved in implementing effective per-

formance evaluation and control systems in the multinational operation that
arise chiefly from the fact that overseas
units operate in a different national jurisdiction and cultural environment than
the parent company or "home office."

The similarities found between domestic and transnational performance evaluation and control systems are discussed
in the next section below. The differences and the problems they create are
discussed in the following section.

SIM ILA RIT IES B E TWE EN DO M EST IC AND TR ANS NAT IO N AL CO N TRO L S Y ST EM S
The survey revealed the following key
similarities between domestic and trans national control and performance evaluation systems:
Heavy emphasis on financial controls
Heavy use of standard domestic
budgeting and financial planning
techniques with a small traveling
staff typically functioning as an integral part of the system
The use of the profit or investment
center concept with increasing emphasis on return on- investment as a
performance measure
Formal Financial Controls
It is not surprising to discover a heavy
emphasis on formal financial controls,
since one of the big inputs provided by
the U.S. home office to the foreign operation (usually a wholly owned subsidiary) is capital. Thus the U.S. parent as
the sole owner, or at least as a major
owner, tends to look at financial results
first.
Most companies are quick to demonstrate, however, that they are not merely
stockholders, but are actively involved in
managing and guiding. As an official of
International Telephone & Telegraph
(ITT) put it, "we are not just a multinational holding company, however, because we manage the foreign subsidiary."
Many managers felt that managerial
know -how and not capital was the important U.S. input to their overseas operations and, in fact, that this was the
real justification for their being in a foreign market. They viewed U.S. management know -how as consisting of the
ability to establish effective reporting
and control systems. This "know -how"
was usually described as the formal financial controls (together with the
judgment to use them correctly) plus
the accounting and budgeting systems
commonly developed by the parent company in its domestic operations (along
with the requisite understanding of variance analysis and the proper use of economic forecasting as required to set
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good budgetary goals and evaluate performance against these goals) . Thus,
whether they felt that capital or know how was their important input, company officials relied heavily on formal
financial controls.
Another factor contributing to the
heavy emphasis on formal financial controls is the relative scarcity of external
data on products and markets with the
result that formal controls provide a
larger portion of the total information
on a foreign activity. Of course, financial controls are easily formalized and
communicated long distances via the
common language of quantitative analysis. This is not to say that informal controls and information exchanges are not
also important— indeed the parent company's international staff develops many
informal relationships as it gains experience with each newly established operation or each new acquisition.

from budget targets. A three or five -year
forecast of sales and profits, and a statement of planned new product introductions and capital needs is updated
annually for this presentation to management.
Light of the fifteen companies interviewed had similar kinds of procedures,
involving thorough control systems and
parent executive level involvement although the system usually was not quite
as complete as 3 -M's. In two of the
seven companies where I did not observe such thorough attention to management control systems, evidence of a
great deal of top management involvement in planning and implementing
was nevertheless apparent. This finding
seems to conflict with a study characterizing the foreign operation as a "stepchild."

Budgeting and Financial Planning
Techniques

Finally most companies interviewed
have an autonomous international division with its own profit or ROI responsibility. This international division typically has responsibility for all foreign
operations, sales and reports, and consists of a small but hard - working group
of "staff" managers who provide consulting assistance to, establish standards
for, help evaluate the performance of,
and generally keep in touch with the
overseas operations, in much the same
manner that they might with a domestic division.
Twelve of the fifteen companies interviewed regularly calculated return- on -investment or profit- after - capital charge in
their performance reporting for overseas
divisions. Several of these companies
stated that they had only recently become concerned with these numbers
even though they had a formal profit
reporting system several years prior to
this time. The increasing concern for
return -on- investment goals in overseas
unit performance evaluation coincides
with the findings obtained in a study of

The use of standard budgeting and
financial planning techniques follows
naturally from an emphasis on formal
financial controls. Heavy use of budgeting techniques, and the existence of a
small traveling international staff were
typical attributes of the overseas control
system and are aptly portrayed in the illustration presented in the Appendix.
This illustration of the Minnesota Mining & Manufacturing Company's comprehensive and dynamic management
control system also typifies the kind of
top management involvement that is
implicit in running a truly multinational
operation. The approach is greatly similar to that applied to multidivisional domestic operations.
The 3 -M Company system employs a
heavy use of standard domestic budgeting and financial planning techniques
with one -year forecasts of sales, profit,
and capital requirements presented annually to top U.S. management, along
with a report of the previous year's
budgeted and actual results and a brief
explanation of significant deviations

The Profit or Investment Center
Concept

4

David Zenoff, "Profitable, Fast Growing, but
Still the Stepchild," Columbia Journal of World
Business, July-August 1967, pp. 51 -56.
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domestic profit centers three years ago.3
Management of some of the twelve
companies that did provide the ROI
calculation in the formal system, however, stated that they weighted profit or
profit -as- percentage of sales results heavier than ROI in their analysis. The fact
that many foreign operations are at the
stage of fighting to establish a foothold

in a new market or trying to turn the
comer on profits may account for the
emphasis on sales and profit targets as
opposed to return -on- investment targets.
These companies felt that it was too
early to be periodically examining returnon-investment of current operations although some long -run return calculation
was made as part of the capital budget-

ing process when the decision to invest
in the overseas division was justified.
The increasing concern for ROI goals
does point up a possibility— namely that
as a company's overseas operations mature and footholds in foreign markets
become more secure, that company begins to question the relative rate of its
return.

D I F F E R E N C E S B E T W E E N D O M E S T I C A N D T R A N S N A T I O N A L CO NT RO L SY ST EM S

1. Currency differences require a more
careful approach to pricing, working
capital management, and to selection of funds sources, as well as great
care in interpreting the meaning of
the overseas division's balance sheet
and earnings statement.
2. The foreign manager may have little control over many important decisions made by the parent company
which may seriously affect his operating performance.
3. Economic data and historical and industry comparisons are often harder
to obtain or occasionally non- existent in the foreign environment, making budgetary goal- setting more difficult.
4. Internal performance data for the
foreign subsidiary is occasionally difficult to obtain in the form desired
due to the unfamiliarity of most foreign- educated managers with management accounting techniques as
we know them in the U.S.
5. Informal communication between
foreign division manager and the
U.S. home office is less frequent
(than between domestic division
manager and home office) therefore
causing greater reliance on the data
from the formal system.
3

J. J. Mauriel and R. N. Anthony, "Misevalua.
tion of Investment Center Performance," Harvard
Business Review, March- April, 1966.
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Currency Differences
It is possible that inflation can occur
in a foreign country for quite a period of
time without devaluation taking place .4
This means that high profits reported by
an overseas division may be the result
of inflation rather than good management. Conversely, when devaluation of
a foreign currency with respect to the
dollar occurs within a given accounting
period, it is possible that the activities
of the division in that foreign country
will, though profitable in the currency
in which it was doing business, show a
loss when translated into U.S. dollars.
Since the final reports are shown to
top international division and corporate
management after translation, an erroneous evaluation of performance may
result. Such an error is not easy to correct by "taking into account the currency fluctuations" since inflation takes
place at an uneven rate throughout an
economy and devaluations are sporadic
and of a magnitude that is sometimes
less than and other times more than
necessary to compensate for inflation.
For even though inflation and devaluation tend in the long run to be approximately equal in magnitude they never
are exactly equal within a given reporting period.
The recent devaluation of the pound
is an example of this uneven changing.
It was somewhat disturbing to discover
an apparent lack of understanding of or
concern for, (often even within the Controller's department) the impact of currency fluctuations on performance evaluations. In only one company did I
discover a formal procedure for correcting or adjusting for the effects of currency fluctuation.
In translating cruzeiros or marks or
francs into dollars at current rates (perhaps using historical rates for fixed as
-

Most companies realize that any system of figures, domestic or transntional, has limitations and is subject to misuse or misinterpretation if not properly
understood. As stated above, however,
there are many differences in the availability and usefulness of data in the
overseas environment. These differences
(between domestic and foreign data) result chiefly from the fact that the overseas division is located in another national jurisdiction and cultural environment than the parent company and is
involved with a different currency. In
summary these differences are:

I

Much of this section is taken from a fuller discussion of the basic relationships between profit,
devaluation, and inflation, "Issues in Accounting
for International Business," ICR317 (1965), available thro
Intercollegiate
Case Clearinghouse,
B .ston
Z . Mass.
02163.

sets —that is, the rate in effect at the
time of purchase of the assets) most
companies make an implicit assumption
that is invalid — namely that local inflation and devaluation with respect to the
dollar take place evenly and at the same
rate. This can result in a misevaluation
of performance. An approach for handling this problem was outlined recently
by an executive of a Brazilian affiliate of
the General Electric Company .5 Brazil,
of course, is an extreme example of the
possible effects of severe foreign country
inflation and currency devaluation.
The way most companies seem to be
getting around the devaluation problem
is to limit their exposure to currency risk
by borrowing as much as possible in local currency. This local borrowing was
encouraged by the President's Voluntary
Restraint Program introduced in 1965
to improve our balance of payments position and by the 1968 executive order
concerning foreign direct investments.
In any event, borrowing abroad can adversely affect the foreign division's income statement because of the very high
borrowing costs that often result. Of
course, if the foreign division's profits
are reported before interest, the manager's performance evaluation doesn't
suffer from this local borrowing. It is
still possible, however, that U.S. management may get the impression that operating in that country is not a very
profitable experience, when the real
fault may lie not with the operation itself but with its financial management
or its management of financial assets in
the foreign country.
Big Decisions Ma de By Hom e
Office
Not only are decisions as to the correct transfer price and as to means of
financing usually made by the home office, but sometimes key questions such
as should we introduce this new product,
s Robert M. Everett, "Accounting for Exchange
Variation in Local Currency," Management Accounting, October, 1968.
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build this new plant, buy from the
French rather than the English subsidiary, etc., are formulated in U.S. With
no authority to make these decisions,
the division manager can easily argue
that he should not be responsible for
their effects on his profits.
Standards or Sales and Profit
Estimates
Typically, in evaluating performance
of an overseas unit, a home office international division team begins with a
budget or some kind of forecast or plan.
The relevant question then is how is the
budget target or forecast established? In
evaluation of performance of domestic
investment centers heavv reliance is
placed on two kinds of standards —last
year's actual performance and some kind
of industry average or historical norm.
These standards are also used (implicitly or explicitly) as important aspects of
almost every overseas performance evaluation I researched.
For companies that use ROI in division performance evaluation, a big problem even in domestic investment centers
is measuring the investment base. The
dual currency phenomenon described
earlier —that is, how do you value assets
purchased with foreign currency ten
years ago when the rate of exchange was
different than it is today —makes the
problem even more difficult to solve for
the overseas division.
In most cases the goals are established
by the home office in consultation with
the foreign unit management. In a few
cases I witnessed what seemed to be an
effective application of participative
management where the goals were set
by the foreign division after consulting
with parent division management who
set down overall guidelines and constraints. It seemed that the companies
using this participative approach were
the biggest and fastest growing in their
overseas operations, though I have no
statistical verification of this statement
and I cannot say whether (if it is true)
the participative method is a cause or result of the large size of the foreign activities.

While helpful as a starting point in
examining domestic units, the use of
past performance as a guide to future
success or even the reference to some
kind of industry norm or typical rate of
return may be grossly misleading when
applied to overseas units. It is too often
possible for an overseas unit to earn
comfortably above a satisfactory rate of
return or to show impressive sales gains
while still not performing anywhere near
the potential that is offered by the foreign market opportunity. Most companies say they make some intuitive allowance for "market conditions" or "competitive situation," etc., but rarely did I
discover an attempt to formally evaluate
market and profit potentials and then
include such an evaluation in the formal
budgetary goal setting process. In these
rare instances, the companies typically
would examine economic indicators for
each country in which they operate and
then attempt to estimate the possible
market in that country and then would
estimate what their market share should
be.
Other Differences
In the course of my interviews and
discussions with parent company managers and management consultants who
have observed the operations of overseas
divisions frequent mention was made of:
1. The lack of availability of foreign
personnel trained in Management
Accounting techniques
2. The lack of extensive opportunity
for informal communication be
tween overseas division and U.S.
home office
I did not conduct extensive probes on
these subjects and thus cannot offer any
detailed evidence as to their nature and
scope. They were mentioned often
enough, however, to suggest that they
ought to be considered in any evaluation or discussion of problems of overseas control systems.
Conclusion
Today it is still too early in many
companies to question the sacred cow of

overseas expansion (though many scholars are beginning to question the future
for overseas investment in physical assets.) a Companies are still moving into
new foreign operations and into the development of new foreign markets for
their overseas - manufactured goods. This
movement is typically spurred on by the
past successes overseas (when competition was less fierce and profit margins
were often significantly higher than at
home) and by the growing political
power of the international division staff
within the company.
In many instances the result has been
lower than expected profits. Since companies do not typically reveal profit or
ROI data on a country-by country basis
nor even divide reported profits between
U.S. and overseas, this question is hard
to research.
This conclusion is only an inference
drawn from comments made by some of
the companies interviewed. I should
hasten to add that many of the overseas
divisions were not only reporting higher
returns than their domestic counterparts
but were experiencing faster sales and
profit growth. But there were, I believe,
indications that some companies were
reporting lower returns in many overseas
regions than in the U.S. and that in
some overseas subsidiaries profits were
stableor declining over time —not rising.
All the conclusions seem to point to
the need for increased emphasis on management control systems— systems that
will help identify high- contribution
areas, foresee resource allocation problems for the country as well as for the
firm, and help assure that, whether the
U.S. parent's resource input is to be new
physical assets, new capital infusions, or
the latest managerial and technical assistance— desired objectives of effectiveness and efficiency will be achieved in
promoting the balanced best interests of
the foreign economy and the multinational parent corporation. Systems such
as described below in the Appendix and
many others that I observed in this research represent a beginning structure
for the needed transnational management control systems.

APPENDIX
D E S C R I P T I O N O F 3 -M I N T E R N A T I O N A L M A N A G E M E N T R E V I E W P R O C E S S
The company has a comprehensive
but concise, financial and operations reporting system for its more than thirty
overseas companies. This system involves fourteen monthly reports, six ad38

ditional reports prepared on a quarterly
basis, and six more drawn up annually
and sent to the international division
headquarters in the U.S.
On the third working day of the

month the first monthly report, a preliminary sales flash stating the amount
Richard Robinson, "The Global Firm- to-Be: Who
Needs Equity ? " Columbia Journal of World Business, January- February 1968, pp. 23 -28.
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of the subsidiary's previous months sales
is sent by cable. On the fifth working
day a listing of sales by product line is
mailed and three working days later an
operating flash is cabled to the U.S.,
which reports total sales and profits. In
the next several working days the following reports are sent by each company to
the international division headquarters
in St. Paul, Minn.:
Balance sheet
Condensed income statement
Brief letter (usually one to two pages
long) sent by the managing director to the international group vice president, highlighting key events
and results in his country for the
previous month
Product line profit and loss statements
Various special reports (e.g. intercompany sales, royalties, fees, etc.)
Additional reports prepared on a
quarterly basis include such items as
employee turnover, balance sheet forecast, inventory analysis, waste, and an
aged accounts receivable analysis.
Finally, various short reports plus one vear and five -year forecasts of sales, profits, and capital expenditures are prepared and sent to the international
division once a year. These forecasts
present quarterly estimates for the year
ahead and then annual estimates for the
subsequent four years. The sales forecast
is detailed by product line and presented
both in unit and in monetary terms.
Profits are forecast by product line as
well as in total.
The formal reporting system is supplemented by frequent informal visits by
members of the marketing, manufacturing, and finance and administrative
staffs of the internation division. The
staff members provide assistance with
local problems, information and guidance from the home - office, and in general an opportunity for personal two -way
(parent— subsidiary) communication.
The capstone of the review and evaluation process, is the annual management review. Each year in November
and December a series of top management annual review meetings are held —
one for each of the company's thirtysome overseas companies. During these
meetings, a home office review team,
that consists of fifteen top executives
and board members, meets with the
managing director of the company being reviewed.
Three review teams are appointed
each year —one for Europe, one for LatMANAGEMENT ACCOUNTING /MAY 1969

in America, and one for the Far East.
About half of the team membership is
drawn from the Board of Directors,
with most of the rest coming from the
international division. There is much
overlap in membership in the three area
review teams.
In preparation for the annual management review, the controller of the international division pays an advance call to
each overseas company in one of the
three areas, taking with him the appropriate area controller (Europe, Far East,
Latin America) and perhaps the Area
Manager. He tries to arrange his schedule to cover the three areas on a rotating
basis, with he, himself, previewing a
given area and dispatching appropriate
area controllers to cover the other two.
During this pre - review visit, which usually occurs in September or October, he
assists the local management team in
the preparation of next year's operating
budget, sales and profit forecasts, capital
budget requests, and other reports that
must be completed prior to the review
team's visit.
During this "preliminary review," the
controller tries to uncover reasons for
any unexpected or less- than - satisfactory
performance and may suggest to the
company management ways in which
operating performance measures may be
positively affected. He may examine reports on past performance looking for
unusual trends in costs for raw materials,
supplies, production, labor, etc. Where
sales or profit targets have not been met,
he may ask questions to help him find
out whv. He often visits sales offices, interviews production or sales managers,
examines facilities and procedures and
keeps asking questions. In a sense he is
preparing the company's management
for the subsequent top management review.
After his returning home, the international division controller and his staff
begin the preparation of a briefing book
for each of the three world regions.
These books are for the review team to
examine prior to the meetings. The
briefing books contain the following
data:
Past three years' sales, cost ratios, and
profit history by major product
group
Actual results for the 9 -month period
ending September 30 of the current
year alongside the previously prepared budget forecast for the same
period

An estimate prepared by the international market analysis staff of the
sales potential in each country for
each product group
An economic profile of each country
in which the company operates —
Selected economic indicators are
used to compute an economic activity index which represents the
activity level of that country in relation to the U.S.
A copy of this briefing book is presented to each member of the appropriate review team at least three days prior
to his departure from the U.S.
In addition to these regional briefing
books prepared in the U.S. each managing director prepares an individual
company report book which he must
place in the hands of the review team
the night before his review meeting takes
place. This book may include any reports, charts or documents which the local managing director feels are relevant
but as a minimum the book must contain the following items:
Profit and loss statement
Cash forecast for next year
Product line sales and profits for previous three years, the most recent
year's results and forecast, and a
quarterly forecast for the next year
Organization chart for the company
and a map of the country highlighting major population centers
and company manufacturing and
sales office locations
In addition, the following visual
charts must be prepared for presentation
in slide form:
Domestic sales and profits
Domestic profit and loss statements
including an analysis of sales /salesman and cost /salesman
Sales and profits by product groups
Inventory and accounts receivable
turnover reports
Five -year sales forecasts
Five -year sales and profits forecast for
each product line
Five -year cash forecast
In general, manufacturing subsidiaries
report only domestic results and sales
subsidiaries report domestic, exports, and
inter - company sales. (Exports and intercompany sales are inconsequential.)
The managing director is asked to be
prepared to discuss progress in the following areas:
Continued on page 52
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Management Accounting for
Research and Development Projects
AN AREA OF CONTROL THAT REQUIRES MODIFIED REPORTING FORMAT
By Howard W. Dicke
It is generally agreed that the particular
nature of research and development
work necessitates a different approach
from that of traditional accounting concepts in the manufacturing area. Th e
na tu re of R & D work i s su ch th at i t
is neither possible nor desirable to supervise and control activities as closely
as production operations.
The composition of costs for research
and development work is quite different
from that of ordinary manufacturing operations. In research and development,
labor is the bi g fact or to control and,
with the exception of very special equipment to do a particular job, purchases
from outside vendors for a research contract are minute compared to the salaries
and wages of the technical staff.
The application of budgetary cost
control to R & D emphasizes advance
cost planning and comparison of current
expenses with budgets to aid management in keeping actual expenses within
authorized limits. In this respect, the
control of research and development
costs is more like the control of advertising and administrative expenses.
Re s e a r c h a n d D e v e l o p m e n t
Per s onnel
In applying budgetary control to research costs, it is essential to keep in
mind t he fa ct th at the valu e obt ained
from research rests upon effective utilization of highly trained and very costly
manpower. Control techniques which
40

consume the time of technical specialists with routine paperwork should be
avoided. Rather stringent administrative
and accounting controls are not particularly applicable to R & D personnel
since, by virtue of the type of work, a
certain amount of freedom and latitude
must be allowed.
Research workers, taken collectively,
have certain characteristics that must be
taken into account in considering the
controls which are appropriate in R &
D organizations. As a whole, they are
better educated, which tends to spawn
criticalness. By inclination, research
workers want to know why things work,
and they are not satisfied unless they
can find a reasonable explanation.
This spirit of logical inquiry is not
confined to technical problems but ex-

tends to all rules, regulations, practices
and events which affect them. The impact of this characteristic upon the administrative control problem is that research workers are unwilling to accept
forms, rules or techniques, unless they
can see some logical reasons for the existence of these things. They may tolerate illogical control practices if they
are required to do so, but they will not
cooperate to make these practices effective unless they are convinced they are
worthwhile. Wi t h research workers,
there is likely to be neit her b lind acceptance nor illogical rejection.'
Throughout industry there are research workers and engineers who believe categorically that systematic controls cannot be established over R &
D effort. They criticize attempts to estimate costs and schedule projects because
of the "unmeasurable" creative effort
involved.
Wh a t Ac c o u n t i n g C a n C o n t r i b u t e

HOWARD W. DICKE
Cedar Rapids Chapter 1966, is Controller of Concrete Pipe Machinery
Co., Sioux City, Iowa. Mr. Dicke is a
CPA and holds a B.S. degree from Iowa State University and an M.B.A. degree from the University of Washing-

The manager of a research and development organization is generally a technical director with a technical rather
than administrative background. He
usually understands that his technical
program must be kept within the limits
of available resources but often does not
understand the administrative techniques necessary to accomplish this.
However, a recent study showed no evidence to indicate that R & D man-
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nish timely information reported to a
usable level of detail, or neither the
management, nor the engineers, nor
anyone else, except the accountant who
prepared the report will pay any attention to it.
Source of Financial Control
Information
In many cases, R & D project managers do not receive their cost and budget reports until the accounting month end closing process is complete and the
integrity of the debit and credit system
in the ledger is ascertained. This has
caused some companies to set up a separate section, often independent of the
accounting and financial organization, to
concentrate on project budgeting, reporting and control in the technical organization 4
Since the greatest cost of a research
and development project is in labor and
overhead, as pointed out earlier, the accounting department can use a short -cut
approach to provide approximate trend
cost figures more quickly. The rapid control figures, shown in terms of expended
man - hours, could be derived from the
time cards showing the time spent by
I Richard W. Lee, "T op Management's Challenge
to the Accountant, Management Accounting, June
1967, p. 12.

each project. Payroll data is usually
available almost as soon as the accounting period ends. These figures could be
tabulated by data processing equipment,
sorted by organization and project, and
furnished to the research and development organization. In addition, a graph
could be prepared as shown in the section on graphical reports.
If approximate dollar figures are desired, the man -hours could be multiplied
by an average budgetary salary rate for
each organization or project, or the
number of man - months of work could
be calculated and this figure multiplied
by a constant, such as $1,500 per man
per month.
Accounting Report Formats
The basic criteria for accounting reports are usefulness and simplicity. To
present financial data to a technical man
poses many problems. In this regard,
there is always the question of whether
to utilize tabular or graphical means of
presentation.
The opinion is often expressed that
tabulated money amounts mean very little to the technical man and that he prefers to evaluate his progress by graphical
means. Graphical presentation is desirable in that reports to research and development managers should serve as a

Exhibit 1
THE BUDGET CONTROL GRAPH
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agement is any less cost - conscious than
management in other industrial fields .2
The success with which financial control
tools are applied appears to depend on
the appropriateness of the methods under the circumstances.
It is up to the accountant to explain
and sell the plan for administrative control to the technical personnel. Often
technical personnel look on accounting
as merely a mysterious juggling of figures calculated with extreme accuracy.
They tend to oppose or be suspicious of
things that they do not understand. It
must be made clear that control of costs
will not destroy or stifle initiative and
creativity, nor unduly restrict the research worker or engineer.
Another frequent criticism that is leveled against accounting reports used for
control purposes is that historical records
are of no use since it is then too late to
control the expenditures after the fact.
Critics contend that the control should
be exercised in the initial planning and
authorization stages. Mees and Leer makers, however, argue against control
by authorization by stating: "The actual
control of an R & D program is
through the distribution of technical
manpower. It is expanded or contracted
by the assignment of engineers to the
program and not by arbitrary authorization of an amount of money to be spent
on it .3
The accounting organization, then,
should keep management informed of
expenditures in order to facilitate such
a distribution of manpower. Timely reports of expenditures which sum up individual actions can show a potential
trouble spot or trend developing that
requires corrective action. The use of
historical records as guides for projecting
the expenditures into the future can be
much help in the control function.
Accounting information can be crucial in preventing an overrun of a contract. Often the explanation of an overrun condition is merely poor estimating,
changes in the scope of the project, inadequate supervision, or impossibility of
prediction. However, a more popular
reason sometimes offered by engineers
is, "The accounting department is late
in processing data and furnishes too
much of the wrong kind of information." Accountants must strive to fur-
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guide and strive to present costs of
"slide rule" accuracy. Detailed and meticulous reports where costs are expressed beyond the nearest dollar should
be avoided. If the magnitude of the
project permits, even the nearest hundred dollars is sufficient for internal reports to R & D managers.
Management accountants should realize a basic difference in the required
accuracy between internal control reports and financial reports or cost ledgers. Internal cost reports are somewhat
interpretive rather than precise accounting statements.

it expresses the deviation of the slope of
the expenditure curve from the mean
slope. The mean is the straight line
from the origin to the total budget
amount at the end of a budget period.
An example of such a presentation is
shown in Exhibit 1. If the moving average, expressed as a ratio in the example,
deviates from unity in either direction,
some administrative action is called for.
A deviation is indicated on the graph by
the variation of the dotted moving average line from the horizontal unity line
drawn at the ratio of 1.0.
If the moving average line is below
unity, either the project is moving too
slowly to reach its objective at the estimated time, or the money in the budget
allotted to the project exceeds the requirements. On the other hand, in the
event that the moving average is above
unity, it shows that money is being
spent at too rapid a rate. Either the
project has met with difficulties not foreseen when the original budget was prepared, or effort is being expended at a

Graphical Reports —What to Show
The technical manager is concerned
with trends; whether the allotted money
is being spent too fast or not fast
enough. It is therefore of great advantage to the administrator to present his
budget controls in curve form.
A graphic budget control has been devised which utilizes the concept of a
moving average. In engineering terms,

rate that will get the job done before it
is needed. In any case, administrative
action is required to correct the difficulty
indicated by the graph.
As mentioned previously, the key to
controlling R & D projects is controlling manpower. A graph of manpower
assigned to a project compared to budget
can be quickly prepared after the close
of an accounting period. An example of
such a graph is shown in Exhibit 2,
with the cumulative line for man -hours
plotted against the scale on the right
side and the other line representing
number of men per week, plotted against
the left scale. This type of representation is useful to the technical man, giving him a quick approximation of how
he stands, without his plowing through
voluminous detailed cost figures.
Progress Reports
Another area of consideration in connection with report format, is the advantage of a report that combines cost
information and information about the

Exhibit 2
THE PROJECT MANPOWER GRAPH
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nancial considerations involved. The
technical personnel usually decide when
and how to spend the money that has
been allocated to them. T11e accountant
has the responsibility of providing the
technical management with timely information regarding the expenditures so
that management is aware of where it
stands financially and what is required
to reach the objective. However, accountants must, if their information is
to be used and respected by technical
personnel, be aware of the new challenge presented by fast - moving research
and development work which requires,
in some cases, a new approach. It is up
to the management accountant to sell
the plan for administrative control.

accomplishments are also indicated
against the graph coordinates of time
and dollars. Delays and out -of -limit
trends can be readily spotted in advance
to permit corrective action or reauthorization. The right -hand side of the form
permits narrative abstracts of the engineering technical effort. This type of
format permits a concise and easily undcrstood method of reporting "feedback" information to management, both
technical and administrative.

schedule progress made on a project.
Such a combined report is more meaningful than either a cost report or a
technical progress report prepared separately, since it gives the reader an impression not only of the magnitude of
spending on the project but also some
idea of what was done with the money.
An example of such a report is shown
in Exhibit 3, This form contains the
cost, time and quality variables.
In the upper left -hand corner of the
report, the cost information supplied by
accounting is shown. Below this is the
graphic area within which trends are illustrated by cumulative curves comparing actual to budget cost performance.
Benchmark or milestone estimates and

Sum ma ry
There is a great deal of judgment involved in the control function of research and development projects since
there are many technical as well as fi-
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Planning and Controlling
Research and Development Costs
BY ASKING QUESTIONS THE ACCOUNTANT CAN ENHANCE THE PROGRESS OF R &D ACTIVITY

HAROLD D. SASAKI

new

new

new

Many economists consider R &D activities to be a primary determinant of
national economic growth. Indicative of
the relative importance of this major
element of our economic system is the
fact that during the past decade, total
expenditures in the United States increased more than three fold. However,
R &D activities, by their very nature,
also cause many problems relative to
planning and control at the organizational level. The purpose of this paper
is to explore and discuss some of these
problems so that accountants can be
of greater managerial assistance in the
planning, controlling, and reporting of
R &D costs.
First of all, we must realize that R &D
activities cover a very broad area, so
broad, in fact, that there appears to be
no uniformly accepted definition for
R &D and no definite guidelines for
classification of various types of R &D
activities. The National Science Foundation, however, has attempted to resolve
some of the differences in terminology.'
Although their definitions are not
generally accepted in practice, they do
point out that R &D is directed toward
a search for
facts,
interpretations of available information,
applications of accepted available information. The fact that the result of most
research activity (the product) is not
known with any reasonable degree of

accuracy, in advance, is an important
feature which makes R &D so different
from production and other routine operations. In fact, all that is possible in
most cases are judgments, concerning
the probabilities of possible outcomes.
A company's major input to R &D is
money (wages and salaries account for
about 75 percent); however, the output of the R &D effort may be intangible
and difficult to measure. When basic
research is involved, the value of any
results may not be known for a long
period of time. For example, some of
the theories developed during the 1920's
at du Pont are only now being translated into profitable products. Thus, the
progress of a research venture is not a
function of time; it cannot be measured
in terms of so many units produced per
hours. But it does present the account-

'Raymond Villers, Research and Development:
P!nnniWp and Control, Financial Executives ReseareL Foundation, Inc., New York, 1964, p. 5.
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ant with many problems in the planning
and control of research costs.
Planning For Research and
Development Costs
A carefully prepared budget is essential in planning the over -all R &D program. It is the only device which summarizes detailed man -hour schedules,
equipment schedules, purchasing plans,
personnel acquisition forecasts, etc., in
a way that both technical and nontechnical executives can easily understand
in terms of dollars and cents. Without
this formal device to focus attention on
research plans, the R &D program would
tend to drift into those areas of greatest
interest to individual scientists, or into
pet projects of certain managers. In
using concrete program planning it
possible to lower the cost of research by
eliminating duplicate research effort, by
weeding out undesirable projects, by
focusing scientists' attention on research
costs and the need for research productivity, and by anticipating otherwise
unforeseen difficulties. To gain these
advantages, the development of a R&D
budget can be divided into four stages:
is

By Harold D. Sasaki

1. Setting a target figure
2. Initial project budgeting
3. Project co- ordination by research
executives
4. Review by top management
Setting a Target Figure
Generally, the first step in R &D budgeting is to establish a broad guide as to
MANAGEMENT ACCOUNTING /MAY 1969

how much will be spent on the activity. C O M P E T I T O R S ' O U T L A Y S . Another methTop management is responsible for es- od is to try to estimate the research
tablishing a general "target figure." This outlays of key competitors and use these
target figure is not to be regarded as as guides to R &D expenditures. Cominflexible, but simply an amount around petitor's expenditures can often be obwhich the final budget figure may tend tained from published financial stateto fluctuate. The advantage of setting a ments. In other cases, they must be
target figure at first is to maintain con- estimated from the number of technical
tinuity and stability in the research or- pamphlets published, number of patents
ganization. The final budget will be applied for, number of personnel embuilt up by a rigorous project -by- project, ployed, trade talk, known areas of acprogram -by- program assessment which tivity, etc. Because of differences in
will, in total, be compared with the size of companies, the various comtarget figure. Now the problem is: What petitor's expenditure must be reduced
criteria should top management use in to a ratio, such as research to sales or
setting a target figure? First of all, two to total assets, for comparative purposes.
general limits may be imposed on re- This method has the advantage of
search spending. The minimum R &D keeping the company constantly attuned
program must be large enough so that to competitive activities and of keeping
the competitive position of the company it from getting out of line with its major
within its industry does not deteriorate; competitors. But it has the disadvantage
the maximum program size is set by the of being primarily a defensive method;
rate at which the company can organiza- it does not tell how much more profit
tionally assimilate new technology and could have been made if expenditures
financially support additional R &D ex- were increased.
penditures. But within these two broad G R O W T H R A T E S TA N D A R D S .
Another
extremes, there is still the problem of
method is to develop rate -of- growth
deciding on a specific target figure. To
standards for the company which apply
do so any one of four different guides
equally to R &D operations. For example,
may be used:
if top management develops a projected
growth rate of 10 percent, it increases
1. Percent of sales
2. Matching or exceeding competitors' R &D activity at a constant rate of 10
percent per year, regardless of sales foreoutlays
casts
or competitors' activities. This con3. Growth rate standards, and
tinues
as long as good researchers can
4. Projected rate of return.
be acquired and the company's proP E R C E N T O F S A L E S . A widely used broad
jected financial position allows it to
guide to what total expenditures should support the expenditures. This method
be is an arbitrary percentage of projec- has the advantages of stability and inted sales. Various industry -wide data are tegration with long -range planning. If
generally available from trade associa- the company selects projects wisely
tions or government sources to show within the limits of the general guide,
average research -to -sales ratios. Individ- it will tend to insure itself of enough
ual companies then try to match or technology to support current and fuexceed the average industry ratio and ture plans. Of course, the method ultend to hold their own ratios relatively timately depends on the reality of the
constant over a period of years. The long -range estimates and on the selecadvantages of this method are simplicity, tion of individual projects.
general availability and reliability of inNormally research expenditures tend
formation needed to compute the re- to precede their effect on the Comsearch -to -sales ratio, and the fact that pany's growth. If the estimates are
the research is generally geared to the made wisely, and the projects are s.:ecfunds available. However, there are sev- ted properly, the company should exeral disadvantages to this method. Be- ceed its growth plans. Thus, this method
cause sales tend to fluctuate substantially results in R &D receiving at least enough
from year to year, research expenditures total current support.
may be similarly affected. Such fluctuations in research support could substan- P R O J E C T E D R A T E O F R E T U R N . Another
tially injure the continuity and organiza- widely used method is to develop the
tional stability needed for effective research program "from the bottom up."
research since a decline in sales may Each potential project or program is
actually indicate a need for more —not considered on its own merit; the potential end - results costs of R &D, engineerless—R &D.
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ing design, facilities, promotion market
introduction, working- capital requirements, etc., are compared with the potential impact on profits. The resulting
rate of return is then compared with
some standard, such as the company's
marginal cost of capital. Top management is then able to use the rate of
return as an indicator in measuring the
financial desirability of different projects.
Of course, other factors such as cash
flow analysis must also be taken into
consideration. Top management then
initiates those projects having a "favorable" rate of return, for which it can
make capital available, and for which it
can acquire qualified personnel. The
limitations of this approach are several.
By the very nature of R &D, it is exceedingly difficult to estimate a project's
ultimate financial potential accurately.
Years, even decades may pass before
the company can fully realize the commercial rewards of a fundamental project
(the du Pont case, mentioned earlier is
a good example). Another problem is
predicting competitive success; if a competitor obtains his results first, then even
the most promising program may suddenly fail to yield returns.
Initial Project Budgeting
In the development of individual
project budgets, a considerable advantage is gained by having the research
staff participate in two important activities: one, in developing the underlying schedules of scientific effort, major
purchases, etc., upon which project
budgets are based; and two, in reviewing
the initial project budgets which express
these plans in dollars. The careful planning and scheduling required by budgeting helps orient the research staff to the
nature of the technical problems they
will face, and the mere fact that researchers at all levels must carefully
plan their future activities makes them
more aware of the need for progress
toward a goal and the cost of this progress. Thus, their estimates —no matter
how unrefined —give them a basic plan
to follow and help them to avoid problems by thinking ahead; such careful
planning throughout the research organization has the advantage of increasing general management's confidence in the organization.
Project Co- ordination by
Research Executives
Since the R &D budget is the only
planning device which can aggregate
45

Review by Top Management
The review by top management is
the most critical stage in the development of the R&D budget. Here, individual research projects are finally approved, and the over -all program is
balanced and co- ordinated in the light
of company goals. At this time top
operating and general managers must
carefully scrutinize research progress of
the period just past and consider research plans for the forthcoming peri46

ods. To ensure a "properly balanced"
R &D budget, the controller's organization can greatly help top management
by emphasizing research objectives. The
important segments of the typical R &D
program are:
1. The phase of research activity, i.e.,
basic, developmental, or applied research
2. The product line supported
3. The kind of end result sought, i.e.,
process improvement, product improvements, or new products
The percentage of effort devoted to
each segment can be demonstrated in
a research balance sheet derived from
the budget, as shown in Exhibit 1. The
important balance between program
segments must be watched carefully by
management, for it is this balance that
determines the net direction that research provides. If the problems are
short range, applied budgets should increase; management must ascertain that
research effort is currently being expended on programs which give the
greatest margin of return on the R &D
dollar invested to insure maintenance

of gains already made through prior
development. If they are defensive (protecting the position of current product
lines), appropriate budget emphasis on
the desired product lines should be
noted. However, the company should
also support basic research to meet
long -range needs, despite the press of
current problems.
The most attractive projects are balanced into a composite program offering
such things as: one, the support needed
to keep each present product competitive in its markets; two, new products
to meet the expansion of goals of the
company and to offset sales losses
through obsolescence of present products; and three, fundamental technology
to give the company a progressive reputation in its field. The latter will provide
the knowledge base for future product
developments, and minimize the risk
that other concerns may supersede the
company's products through their own
advanced technology or patent restrictions. The sum of the budgets for all
these projects is the total budget for
the forthcoming year.

Exhibit 1
19XX RESEARCH BALANCE SHEET ABC CORPORATION
Percenta ge of T ota l Resea rch Bu dget Devoted to Ea ch Objective
New Process
Research
Prod.
Line
A
B
C
5
9
7
7
1
3

Product
Improvement
Research
Prod.
Line
A
B
C
1 - 4
4
2
2
8
7

-

7

Total
Research
By
Prod.
Line Total
A
B
C
23 15 12
50%
15
5 15
35
15
-

-

-

-

-

-

-

-

-

-

-

Applied
Developmental
Ba sic
Total for
Produ ct Lines 16
9
7 16
8
8
6
3 12
38 20
Total
32%
32%
21%
85%
• Genera lly not directed toward any specific a pplica tion.
Sou rce: James B. Qu inn, "Control of Resea rch for Development Costs,"
The Journal o/ Accountancy, October 1960, p. 55.

-

New Product
Research
Prod.
Line
A
B
C
10
7
3
6
2
4

•

the more detailed technical plans, the
initial project budgets prepared by the
research staff should be screened by research executives whose technical skills
are needed to eliminate duplications of
effort and to pick up inconsistencies in
technical plans. For example, a research
group's time may be over (or under)
scheduled for the budget period, major
material may have to be ordered immediately to meet schedules, additional
personnel may be required for specific
inquiries, or the research staff may not
have planned to meet schedules desired
by operating groups. Also, it is important for research executives to evaluate
the ability of the research staff to conduct the research work related to current
projects or to the demand for research
work. If there is not enough manpower
available, or if the technical talent
needed is not available, it will be necessary to recruit more research personnel
or use outside research services. If, on
the contrary, there will be underutilization of the staff, additional projects
should be considered.
From a research management point
of view, stability of the research staff
is desirable because lay -offs may affect
the morale of those who are kept and
encourage them to look for other positions. Technical personnel cannot be
hired in large numbers over short
time periods, and it is certainly a questionable practice to discharge a number
of people in one month and subsequently try to hire them back in another.
Also, it takes times and effort to recruit
and indoctrinate qualified scientists and
engineers. Once they become familiar
with the company's confidential research
activities, there would be obvious disadvantages in discharging them since
they may be sought out by the company's competitors. Therefore, the
amount of money needed to keep the
research staff at the current level should
be budgeted to prevent fluctuations in
the research staff.
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CO NTRO LLING RESEARCH AND DEVELOPM ENT CO STS
In controlling the costs of an operation, a manager must consider two
primary factors:
1. Is the operation producing what it
should be producing?
2. Is it producing its intended out -put
efficiently?
Unfortunately, units of knowledge
output cannot be defined before the
knowledge is obtained (if this were so,
there would be no need for doing the
research in the first place), nor can the
cost of producing an increment of new
knowledge be predicted accurately

enough to allow the use of the prediction as a cost standard. Therefore, budget vs. actual cost comparisons should
be made, not for a measuring device
as in the case of many manufacturing
operations, but because decisions must
be made with respect to reallocation of
remaining funds. In other words, as a
budget period progresses, budget vs.
actual cost comparisons can be an important tool in helping research management decide which projects to drop,
which projects to expand, and when
new projects should be started. The fact
that expenditures on a project are subMANAGEMENT ACCOUNTING /MAY 1969

stantially under budget may indicate,
not increased efficiency, but that scheduled research is not progressing and that
management attention is needed.
At this point we must make a careful
distinction between research output and
research input. Since cost standards cannot be reasonably established for units
of research output, the budget becomes
rather inadequate as a cost control device. Analysis of budget vs. actual cost
variances, as ordinarily practiced in accounting, requires a definition of the
units to be produced and development
of a predetermined cost standard for
each unit.
On the other hand, unlike the situation regarding research output, it is
possible to measure, with a reasonable
degree of accuracy, the resource inputs
that are devoted to R &D. These various
resource inputs that can be measured
are such items as professional manpower,
supporting staff manpower, land, buildings, equipment and the materials and
processed goods needed for conducting
experiments and developing prototypes.
Thus, it may be possible for research
administrators to estimate the resource
inputs, and the controllers organization
can then develop forecasted cash flow
statements based on these estimates.
Careful records of actual cash flows
must be kept so that actual vs. forecasted (budgeted) comparisons can be
made; management can then get a better idea of the ability of research administrators to evaluate projects, and at
the same time, research administrators
will become more dollar- conscious and
will be stimulated to make more accurate forecasts. Of course, these forecasts
may be revised from time to time.
Notice that standards are based on research inputs and not on outputs.
We might state that the purpose of
cost control in its application to research activities are as follows:
To make sure that the plan expressed in the budget is followed by
directing funds into projects of
types desired
To avoid spending research funds
on nonproductive or nonresearch
activities
3. To stimulate an attitude of dollar consciousness so that research personnel will attempt to perform as
much research as possible with the
funds available
4. To keep the total spent for research
MANAGEMENT ACCOUNTING /MAY 1969

within the limit set by the appropriation for the period2
With these purposes in mind, the accounting plans which are most useful
to management in controlling R &D
costs should emphasize authorization of
expenses beforehand instead of after the -fact reports and explanations of variances. This control is manifested
through personal contracts between persons within the company and consists of
the active direction of all R &D efforts
by research management. This means
that hiring limits are established, that
the time to be spent on each project is
budgeted, that each research worker's
time is scheduled, that the greatest use
of laboratory semi - technical personnel is
achieved, and that measures are taken to
insure that time is not wasted on unsuccessful projects. Delegation of authority
should be planned in such a way that
appropriate judgment as to the amount
and type of expense on each authorization request is made. Reports classifying
costs by responsibility should be stressed;
thus, interest is focused on the individuals or departments responsible for incurring these costs.
Controlling Usage of Time
Accountants should recognize that detailed accounting for R &D operations
may be applied to checks issued by the
payroll department but should not be
applied to the distribution of time by
the scientists and engineers. It has been
argued that "it is impossible to place a
dollar sign on genius or time the birth
of inventions." 3 Most managers agree
that, hours spent in the laboratory are
not a true measure of a researcher's creative productivity. However, since the
company is in business to make a profit,
some degree of control over the R &D
activity is logical and necessary.
At this point, it might be wise to
point out the extremes of overcontrol
and undercontrol, both of which can
have disastrous effects. For example, the,
scientist may have to indicate the
amount of time —to the nearest 1 /10
of an hour —he spent on each project
and account for the entire 40 hours each
week; he may also fill out a record card
that provides a list of events or activities
such as holidays, vacations, illness, personal business trips, committee meetings, and symposiums, indicating how
2

Walter B. McFarland, "Research Cost Accounting and Control," 314 -337, Handbook of Industrial
Research Management, ed. by Carl Heyel, Reinhold
Publishing Corp., New York, 1959.
s op. cit., p. 144.

much time he spent on each of these
activities. Such rigid cost control not
only irritates the scientist, but usually
implies lack of confidence on the part of
management and it can lead to the loss
of the company's best personnel —the
original thinkers.
On the other hand, the business cannot be kept profitable if there is no record of what the scientists did during the
period for which they received a salary.
As was stated earlier, salaries and wages
normally represent 75 percent of the total of R &D expenditures; it would be
useless then to record 25 percent of the
expenses and to forget the important 75
percent. Furthermore, frequent attendance at technical society meetings, symposiums and colloquiums, which involve
not only the salary expense of technical
personnel but quite frequently sizable
sums for travel, living, and registration
expense, can add appreciably to the cost
of the research program.
The controller's organization must,
therefore, recognize the specialized nature of the R &D operation; standards of
measurement must be realistic and must
be flexible to allow for unusual circumstances that are constantly present in a
scientific atmosphere. The following
three steps have been mentioned as a
useful middle -of- the -road approach:
1. Have a report only on a biweekly or
monthly basis
2. Ask the research man to record the
time spent on projects and other activities, but leave it up to the accounting department to add the figures and compare the total to the
standard 40 hours
3. Make it company policy for the research people to account for 80 percent of their time4
Controlling Usage of Supplies
and Services
Research expense also includes costs
of a variety of materials, supplies, and
services which are purchased or requisitioned from other parts of the company.
Items in this group include (1) materials and supplies, (2) equipment and apparatus, (3) technical services such as
machining, drafting, photography, and
(4) professional services of consultants.
There is a considerable advantage to be
gained if supplies of minor value (e.g.,
laboratory glassware, electrical parts)
are issued without requisition.
However, requisitions with appropriate approval should be required where
* Ibid., p. 146.
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the value of materials or equipment used
justifies such control measures. Purchases of capital equipment should practically always require specific approval;
when a major capital expenditure is involved, top management approval should
be obtained. Research scientists should
be authorized to incur charges for technical services and professional services
of consultants up to a certain designated
limit without obtaining specific approval. However, beyond these limits, requests should require approval by the
specific level of management authorized to make such decisions. Thus, the
important point in controlling usage of
supplies and services is that control must
be balanced with research efficiency.
Co n t r o l l i n g In d i r e ct C os t s
Indirect costs are all those costs of the
organization which are allocable to the
performance to R &D work, outside the
costs charged directly to projects. They
are the result of many aids and supporting activities which benefit the over -all
technical program and the performance
of the projects. These activities, which
are usually substantial in amount, are
just as important to the performance of
R &D projects as are the direct costs. The
big difference is that the indirect costs
are not easily identified regarding the
amounts applicable to specific projects.
For example, these activities include
preparation of technical proposals, authorship of technical papers, attendance
at technical meetings and seminars, research techniques development and educational activities, the maintenance and
depreciation of technical equipment and
facilities, department administration,
and building costs. Since they are generally applicable to one or more projects,
they are distributed or charged to the
pr o j ec t s b y som e fo r m u la , u su a l ly o n t h e

basis of direct labor.
Good indirect cost control begins
with the accounting policy that determines which indirect cost elements are
included in the overhead pool or pools.
However, overhead costs must not only
be controlled, but, in some cases, must
also be charged to different projects in
such a manner as to permit sound pricing policies in contract work. For example, a good accounting policy on government work must provide for a minimum
of delay and must represent costs in a
manner that enhances the prospects of
obtaining contract awards, and yet low
total costs are a necessity to remain competitive. On the other hand, there is
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the problem of keeping internal morale
at a high level. The project leader, the
man charged with project performance
and cost control, usually never sees anything but a lump sum overhead charge
to his project. He cannot control these
costs since they consist of numerous elements which are unfamiliar to him and
are caused by people over whom he has
no control.
A feasible solution for indirect cost
control was developed in 1960 by the
Cornell Aeronautical Laboratory, Inc.
which converted from a single -pool system of overhead control to a three -pool
system.5 Both the single -pool and the
three -pool system are illustrated in Exhibit 2. The object was to place the responsibility for control of costs on the
people that generate them. In 1960
overhead costs of $6,678,000 on the single rate basis gave a rate of 180.1 percent of direct labor dollars. Of the total
of indirect costs for that year, 72 percent
was attributable to the technical departments and only 28 percent of the overhead was actually attributable to the administrative departments. But with the
single -pool system, management could
not convince the scientists that 72 percent of the overhead was actually attributable to the technical departments.
However, with the three -pool system,
they were more convincing. The three pool system works as follows: Pool 1
consists of all technical employee- fringebenefit costs, which in 1960 were 19.8
5

H e n r y K . Mo ffitt, " C o n t r o llin g I n d i r e c t Co s ts of
Re s e ar c h a n d De v e lo p m e n t , " Fi n a n c i a l E x e c u t i v e ,
October 1962.

percent of $ 3,707; Pool 2 consists of all
the indirect labor in costs of the technical departments, which amounted to
91.5 percent of $4,441; Pool 3 consists
of all the labor, plus fringes, of the administrative department, which turned
out to be 15.2 percent of $12,347. The
benefits of the system derive chiefly
from three factors:
� . Department heads use the figures in
the detail presented not only for
checking cost progress of individual
projects but in estimating costs of
new projects
2. There is an informal competition,
and a desire to meet quotas, which
are set as realistically as possible
3. Management at all levels is not only
aware of the amounts being spent in
the major categories, but has taken
a much greater interest in the cost
control process, which perhaps is
half the battles
However, one of the disadvantages in
the three -pool system is that it greatly
increases the clerical work over that of
a single -pool system.
Thus, the controller's organization
must now consider three different overhead rates each time cost reports and
budget forecast are prepared for each
of the project and department managers. Obviously, the size of the research
organization and the benefits derived
must be weighed against the increased
cost of the control system.
a I bi d ., p. 490.

Exhibit 2
CORNELL AERONAUTICAL LABORATORY, INC.
( Si ngl e P o o l S ys t e m )
T h ou s an d s o f D ol l ar s
$ 3, 707
6, 678
3,840
S14,225

Dire ct labor
Ov e r h e a d
Dir e ct ch arge s
Gr an d to ta l op e r at in g co st s

Rate
180.1%

( T h r e e P o o l S ys t e m )
D i re ct La bo r
Sa l ar i e s a nd wage s
A p p l i c a b l e f r i n g e s ( P o o l 1)
T o ta l d ir e c t l ab or co st s
I nd ire ct T e c hni cal E xpe nse
La b o r
Ge ne ral ove rhe ad
T o t a l i n d i r e c t t e c h n i c a l e x p e n s e ( Po o l 2)
T o t a l d i r e c t c h a r ge s
T e ch n ic a l pe r fo r ma nc e c o st s

$3,707
734
S 4,441

19:8%

2,705

1,361

M a n a ge m e n t a n d A d m i n i s t r a t i v e S e r v i c e E x p e n s e
La b o r
1,376
Ge ne ra l ove rhe ad
502
T o t a l m a n a g e m e n t a n d a d m i n i s t r a t i v e e x p e n s e ( pool 3)
Gr an d to ta l op e r at in g co st s

840
4,066
rr

91.5%

1,878
:14,225

15.2%

S o u r c e : He nr y K . M o ff i t t , "C o n t r o l l i n g I n d i r e c t C o s t s o f R e s e a r c h
a n d D e v e l o p m e n t , " F i n a n c i a l E x e c u t i v e , Oc t ober 1962, p. 489
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RE P O RT I N G R & D COSTS FOR MANAGE RIAL CONT ROL
Research cost reports are necessary to
indicate the progress of a research project in terms of the appropriation which
has been expended and the sources of
those costs. In reporting research costs,
accountants should consider the interests and needs of the individual who receives the reports. A department head is
concerned only with expenses under his
direct control, the manager of a research
division must keep informed with regard
to costs incurred by the several departments or laboratories within his division.
Obviously, reports intended for high levels of management should not go into
minute detail but should give only a
broad perspective of the situation. For
optimum results, the "pyramid system,"
also called the "synthetic- analytic approach," should be followed? This approach is based upon a close integration
of all reports issued at the various levels
of management and supervision. To be
more informative financial reports related to a budget, issued quarterly or
monthly, should show actual vs. budget
not only for the quarter or the month
considered but on a cumulative basis
from the start of the fiscal year and also
on a cumulative basis from the start of
the project. This provides an over -all
picture for top management and also
protects the operating personnel responsible for the variance. If some delay or
some unusual circumstance distorts the
picture for the month, the cumulative
figure will clarify the situation.
The complexity of technical problems
is such that top management executives
have to delegate to R &D managers the
responsibility and authority of reviewing
technical progress. Whenever specific
technical goals are related to money, the
technical reports should be related to
the financial reports in the form of a
"technical- financial report," also called
a "project status review" form. Preparation of a technical- financial report is as
follows: The controller's office issues a
financial report for each project, showing the actual expenses in detail (labor,
material, overhead services) and the total vs. the budget for the period as well
as on a cumulative basis since the start
of the project. The project manager reviews this financial report and compares
it to the technical accomplishments. The
department manager then reviews the
current situation with the project manager and prepares the technical- financial
a Villers, op. cit., P. 80.
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report ( biweekly or monthly) . The manager has to decide whether the status of
the project is good, fair, or poor each of
the following four items: cost, scheduling, technical, and aberrations. The first
three concern past accomplishments; the
last relates to the current estimate of
the future. What is the probability now
of reaching the ultimate goal of the project within the budget and at the planned
completion date? The department manager then keeps one copy, the project
manager keeps one copy, and the original goes to the R &D director. The R &D
director can thus visualize the complete
status of the research work by looking
at one sheet of paper for each project. If
the status of any one of the preceding
four items is marked "poor ", the R &D
director analyzes the situation and takes
action within his budget or reports to
top management that the situation has
to be reviewed.
Reporting to R &D Managers
Since the need for project reports by
the project manager and his supervisor
(who will follow up) varies so much —
from division to division, from lab to
lab, and from project to project —some
flexibility is desirable. A policy of issuing
reports weekly, biweekly, or monthly at
the discretion of each project manager
may be advisable. Reports for R &D managers should show in some detail the
origin of the expenses; thus, expenses
such as salaries of technical personnel
and others, specific materials used, and
equipment expenses will be itemized.
The labor expense, for example, may be
due to services rendered by various departments (drafting, machine shops, and
so on) . Also, reports which classify costs
by their type should separate the direct
costs from the indirect costs so that the
project manager may know for which
costs he is responsible; however, a proportionate share of all indirect costs
should be allocated to each project in
order that the manager may know the
full cost of his operations. Separate reports of capital expenditures made for
research activities are also desirable and
should be issued when necessary. In
many instances it may be helpful for
such reports to provide additional information such as: (1) the number of
hours spent, day by day, by each research
man on the project, (2) the number of
hours spent on the project by each member of the service departments, and (3 )
the quantity and the purchase price of

the material used. These reports are intended to help the project manager
achieve a clearer picture of the status of
his project in terms of man -hours and
units of materials used; such information may help the project manager to
better direct the research inputs in more
effective ways.
Reporting to Top Management
As I have stated earlier in this report,
top management is responsible for the
final budget review and evaluation of
R &D projects. The decision as to how
much will be spent and the projects for
which such funds shall be applied, assuming that talent and facilities are
available or can be acquired, can only be
made through the collective effort of a
sophisticated team of management experts. We should remember that top
management views the operation of the
business from an over -all viewpoint; it
must consider what effects the market,
the government, competitors, and the
financial community will have on the
larger features of the company —its
products, productive capacity, staff, and
financial resources. Thus, we can expect
very broad criteria to be used by top
management. The selection and evaluation of research programs may include a
measure of its economic potential taking
into account sales and profit potentials,
return on investments, intensity of competition, and cost of marketing. Other
important factors may include a review
of technical feasibility, covering all technical obstacles, research costs, time required to complete research work, and
the possibility of developments being
made obsolete by competitors' discoveries. In this case accounting information for top management reviews should
be prepared with the following criteria
in mind: Does the information clearly
display the scope, emphasis, and trends
of both the past program and the forthcoming program? Does it help top managers raise the informed probing questions which keep researchers cost —and
productivity -- conscious? Will it facilitate the exchange of information which
keeps the program attuned to the company's technological needs?
For example, to help top management
in selecting an appropriate "target figure" to be spent on R &D, accounting
information should treat the research
budget as a long -range plan (which may
be reviewed and revised each year) as
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opposed to treating the research budget
as an annual appropriation. If the research budget is treated as an annual
appropriation, fluctuations in the budget
are more likely to occur in line with
fluctuations of the annual profit or sales
figure; of course, annual fluctuations in
the R &D budget represent a very inefficient method of conducting the program. Thus, only through long -range
plans can management assure itself that
the general trend of the program is in
line with future market trends and the
program is not at odds with forecast
economic and financial conditions.
In deciding about research expenditures, the important consideration of
top management is the total cost of the
project, not the expenditure for the project in any one year. The system for top
management control of projected expenditure should be directly related to
the system of initial approval. If top
management approves all projects, the
control system should provide for the
subsequent control of all projects by top
management. If, however, the approval
is by program (a number of related

projects), the subsequent control should
be by program only. The responsibility
of top management is to approve the
over -all amount of money to be spent on
each approved project or program, as
the case may be. As long as the R &D
director is able to work without these
constraints, no further action should be
required from top management. When,
however, it becomes evident that it will
not be possible to carry out top management's approved project or program,
the system should provide top management with the relevant data for modifying this project or program.
Keeping in mind top management's
responsibilities, the accountant should
remember that the evaluation of any research project is not a one -time operation to be conducted and then forgotten. The project must be re- evaluated.
This process must continue until the
project is completed or terminated.
Thus, it is the responsibility of the controller's organization (by observing
changes in plans and assessing the cost
of these changes) to see that top management is not given misleading finan-

cial reports. Also, such assessments may
lead to the asking of pertinent and
probing questions, the purpose of which
is to make sure that top management
has carefully considered all aspects of
the problem before arriving at a decision.
Conclusion
This paper has attempted to present
at least a general understanding of the
nature of R &D operations from the
point of view of the controller's organization. There are many different factors
in R &D operations —as opposed to typical manufacturing operations —which
the accountant must take into consideration before he can be of any great
assistance to management. The more
aware he is of these different factors, the
more he can contribute to the successful planning and controlling of the R &D
activity. Thus, the accountant can greatly assist management by raising pertinent questions, reporting relevant information, and pointing out the possible
advantages and disadvantages in the
methods used for planning and controlling R &D costs.

IN THE JULY ISSUE

Of M A N A G E M E N T A c c o u N T r x c we will carry another article on this subject. Titled "The Treatment
and Disclosure of Research and Development Expenditures," by Bryce B. Orton and Richard D.
Bradish, the article discusses the current practices in the treatment of research and development
costs as revealed in interviews with controllers and financial analysts in addition to the results of a
questionnaire survey.

50

MANAGEMENT ACCOUNTING /MAY 1969

Computer System Audit
THE TRIAL AUDIT METHOD CAN BE USED TO ANALYZE INDIVIDUAL COMPUTER- SYSTEM PROGRAMS

By Paul McCollum
Recently our management decided that
the time was ripe for us to renew our
efforts in finding answers to the following questions: (1) have computer programs performed as anticipated; (2 )
have all systems that have been computerized been cost effective; (3) are current systems efficient; and (4) can capability be economically extended.
Our computer managers also entertained the same questions, and were instrumental in encouraging the establishment of a special audit team to audit
computer systems. The team was headed
by an experienced EDP manager. Assisting him were two persons who had
had extensive experience in systems and
programming, and there was also one
who was an internal auditor, and one
who had considerable company accounting and budgeting experience. The audit
team was assigned the following tasks:
1. Assure that computer systems fulfill their stated objectives.
2. Assure that computer systems meet
requirements in a cost effective manner.
3. Analyze all systems costs to see
where costs can be reduced and capability extended.

gram that fed into it as well as to each
program to which it furnished information. A second objective of the committee was to estimate the effort that would
be required to review all systems. Effort
was divided into the four areas (see Exhibit 1, next page) .

machine operators, control clerks, keypunch operators, etc. The objective was
to determine whether or not the procedure was necessary; could it be written
for more efficient performance; could a
procedure be resequenced for greater efficiency.

INPUT S

PR O G R AM S

By input we mean the source data
originating in line organizations. A
questionnaire was developed so that
each organization providing input to a
system could furnish certain information to the auditors describing that input. The emphasis on the input review
was toward simplifying, mechanizing,
reducing or combining inputs where
possible.

From experience it was possible to
categorize programs into two classes,
those that were input- output bound,
and those that were compute bound.
Input- output bound means that the
time required for running the program
is dependent upon the speed at which
input can be read, or output can be
written. It was estimated that 75 percent of our programs fell within this
category. This reason was largely due to
the state of the art and the type of
equipment available at the time these
programs were developed. In order to
make these programs more efficient it
was decided to review and improve
blocking factors, analyze for application
of split filing, and take advantage of the
abilities of current equipment to overlap computing, read and write functions
and share programs. The other 25 percent of our programs were estimated to
be compute bound. In these cases the
time required for running a program depends upon how fast the computer can
process the data that is read into it.

P R O C E D UR E S

Procedures are formal instructions to

PAUL McCOLLUM
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Objectives
One of the first objectives of the audit
team was to separate data processing
jobs into various systems. This was
largely a mechanized process, since there
already existed a master system file
which identified every detail program
and its inter - relationship with each proMANAGEMENT ACCOUNTING /MAY 1969
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OUTPUTS
Output analysis was based on the development of a questionnaire similar to
the input questionnaire. Most outputs
are printed in several copies, and it was
estimated that the average was 3 copies.
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The intent was to provide a questionnaire to each recipient of an output copy
and to interview each recipient and his
supervision.
Trial Audit
The direct auditing effort for a complete review of all programs approximated 33 man years. A decision had to
be made on how this time was to be
alloted. To acquire a 3 man team to do
the job in a year was out of the question.
It was decided to try a trial audit and
build on experience. The team was i:lstructed to review the system that had
been identified, and recommend one
that would meet the characteristics of
timeliness and reasonable degree of
complexity, and which would require an
effort equivalent to three months for the
existing team.
The system chosen for audit by the
team was the Manufacturing Indirect
Support— Modification Line, designated
the MSM system, and was designed to
support operations on the airplane modi-

fication line by producing paper work
to control the removal and installation
of parts by airplane unit, line position,
and specific job. A modification job master document was the source of information that was processed into the computer master file. The work paper output
included production and inspection
notes, parts required with procurement
information, engineering reference and
job descriptions. The mechanized system, however, did not include all jobs.
Certain nonrepetitive jobs, special jobs
too detailed to fit into the mechanized
system, and revisions to jobs with too
short a time flow were still handled by
manual job paper.
SYSTEM ADEQUACY

In reviewing this system the audit
team contacted the recipients of a number of different reports. The reactions of
these report users signified how adequately the system was meeting requirements. Suggestions and criticisms indicated weaknesses which the team then
studied further.

COST EFFECTIVENESS

To identify cost effectiveness, line
managers receiving a report or copy of a
report were requested to assign a value
to the report by comparing it with what
they thought the company could afford
to spend to obtain similar information
if it were not produced mechanically.
The value of each individual report was
then summarized into a total system
value.
COST REDUCTION

Another type of evaluation, called an
efficiency evaluation, measured the degree to which cost reduction was accomplished. The review of the system resulted in specific proposals for improvements. It was estimated that the elimination of these deficiencies, plus numerous other small improvements in
program blocking factors (the team
made 30 individual recommendations
for savings), would result in a considerable reduction in the cost of operating
the MSM system.
Conclusion

Exhibit 1
PROJECTION OF AUDIT REPORT
Ar ea of ef f or t
Inpu t s :
1, 060 @ 3 hour s
Procedures:
8, 065 @ 1 hour
Progr am s:
C om put e b ound 25% - 205 @ 80 hour s
1/ 0 Bou nd 7 5% - 615 @ 8 ho ur s
Out put s :
2, 75 5 X 3 = 8, 265 @ 3 ho ur s

Estim ates
3, 18 0
8, 065
16 , 4 00
4, 92 0
24 , 7 95

Di rec t ef f or t r equi r ed:
Non - productive time (Vac., S.L., etc. -14%):

57 , 3 60
8, 34 0

T otal hour s requir ed

65 , 7 00

Although the team had produced proposals for hard savings in all four areas
of review, the net savings after considering the cost of this kind of concentrated
audit effort was still not convincingly in
favor of continuation or expansion.
Since one of the most convincing findings was the potential improvement in
blocking factors within a program, this
type of review has been established
within the data processing organization
itself instead of within a separate audit
team. It is expected that benefits from
this technique applied to other programs will be realized.

EVALUATION AND CONTROL OF OVERSEAS OPERATIONS
Continued from page 39
Sales programs
New product introductions
Price changes
Salesman's cost control
Manpower requirements
Competitive situation
Advertising programs
Manufacturing cost trends
Wage costs, raw material costs, etc.
Profit targets for the next years
Local vs U.S. production costs
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Employee turnover
Factory capacity reports
Safety programs
Maintenance costs
Trends in financial ratios (such as return on sales, return on assets, etc.)
Cash forecasts and cash flows
Dividend policies.
During the interchange that follows
the presentations of charts and graphs
by the local managing director, the review team has ample time to ask questions concerning the nature of each

company's problems, its opportunities
and potential. During this meeting a
very useful exchange of information occurs between home office and subsidiary
company. The meeting also provides an
opportunity for parent company officials
to make some judgments as to the capability of its overseas managements. This
full -dress review procedure is one of the
more comprehensive top management
procedures encountered in my research
study on control of overseas operations,
though not the only one of such scope.
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Current Problems of
Real -Time Auditing
SYSTEM REVIEW AND EVALUATION RATHER THAN THE EXAMINATION OF TRANSACTIONS

By Harry L. Brown
There are not very many real -time computer systems in operation today in financial systems if we use the definition
of real -time to be the processing of data
fast enough so that the results are available in time to influence the process
being monitored or controlled. There
are many on -line systems used for data
acquisition and distribution, as well as
some time- shared systems which resemble either on -line or real -time operations.
The use of the phrase "on-line, real time" should be discouraged, for "real time" denotes an on -line status and "online" does not require "real- time" considerations. "On- line" is defined as pertaining to peripheral equipment or devices in direct communication with the
central processing unit of a computer.
A punched card reader is on -line. A magnetic ink check sorter is on -line. So are
tape drives and disk drives. As used
herein, we do not usually mean cable connected to the computer, although
the telephone line is a cable when the
caller and listener are communicating.
Data Communication System
The expression that more nearly describes any communication, whether
real -time, on -line, time - shared, or whatever, is "data communication system,"
which can be defined as a group of functional units whose primary purpose is to
transfer digital data between two or
more terminals in a reliable manner. To
MANAGEMENT ACCOUNTING /MAY 1969

design work for any such system requires
a thorough knowledge of data communications and data processing technology. Communication hardware is an
add -on feature to present systems, and
the acquisition of such hardware must
be economically feasible.
The key phrase in the definition to
the auditor or data controller is "in a
reliable manner." If a person coughs or
sneezes when listening to a speech, he
might miss one or two words because
the speaker is talking at 150 to 200
words a minute. The cough or sneeze is
a "noise burst" or "noise record" and
telephone and telegraph lines have these
noise records which we do not want,

cannot anticipate, and cannot eliminate.
Ice, wind, other parallel communications, maybe even a heavy - footed sparrow perching on the line itself, can cause
noise records. Methods have to be developed to recover lost bits, words,
phrases, or the complete transmission.
Problems of Control
What are the problems of control?
What questions should be asked about
the system? The degree of review depends on at least three factors; the nature of the data, the use of the data, and
the mechanics or medium or transmission.
System controls:
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1953), is a Manager in the Detroit
office of Ernst & Ernst, with whom
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University. He is the author of a recently published book EDP for Audi-

tors.

1. Is the user authorized to communicate?
2. Is the transmission device in a controlled environment to prevent unauthorized use?
3. Does the user always identify who
he is?
4. Does he identify what he is transmitting?
5. If user access code is printed, is
printout destroyed or is code changed
frequently?
Data controls:
1. Does receiver get all the data?
2. Does receiver get it accurately?
3. Does user have exclusive access to
his own data? To other data?
4. Is data so confidential that special
security precautions are needed,
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such as data, a scrambler, or user key
code word?
5. What is the reconstruction procedure if data is lost during processing
or during overnight storage?
Hardware controls:
1. Is some form of parity checking
used?
2. Is validity checking used?
3. Is there a generated end -of- message
signal?
Program controls:
1. Retransmit specific messages if in error.
2. Beginning and end -of- message routines:
a. Header labels (1) What is being
sent? and (2) Who is sending?
b. Trailer labels (end of message)
—(1) Message count, (2) Dollar and (3) Quantity or hash total counts.
Certainly, as in any other input medium, some fields of information are
critical. In this respect, verifying the
messages is the same as verifying
punched cards. For example, the exact
name and address or certain descriptive
information might be reconstructible at
the receiving end. However, exact part
numbers, account numbers, quantities
and dollars are very critical fields of information which cannot be reconstructed. Therefore, some method of notifying sender to retransmit is needed. The
most common procedure is to call back
and retransmit entire batch, or selected
items if an identifying sequential number was assigned to each message as received.
How transmission is used determines
the degree of danger and control:
1. The transmitting of data in to the
central computer on a "send only
basis" is of low importance and little
danger.
2. The interrogation of the files in a
"read only" mode also has a low danger index. An exception to this rule
would occur in those cases where
the information received is used as
approval for a disbursement.
3. Updating the files without the capability of interrogating other than the
account number has some danger
that unauthorized manipulation may
occur.
4. Interrogating and updating routines
are the most dangerous and require
maximum controls.
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The Auditor's Review
The auditor must review the organization, the documentation, the non computer controls in use, and data protection methods. In reviewing the organization, the basic control of separation of duties must be rigidly enforced.
Communication clerks or operators
should not be programmers. Authority
to use the equipment and the purposes
for which it is used must be clearly defined. Users must have adequate training
in proper communication procedures
and techniques.
The documentation should be adequate and operator instructions must be
explicitly detailed. Error handling techniques must be well - planned and adequately described. Noncomputer controls, such as a record of totals sent and
received, must be maintained by other
than data processing employees. Results
of processing might be mailed back to
sending office for comparison to expected results.
With constant updating, data control
must be complete. Back -up data should
be prepared frequently, possibly every
hour or two in critical situations. All
transactions must be capable of reconstruction and re -entry if necessary.
The Internal Revenue Service rules
regarding records in a computer system
are still restrictive and probably will remain so for several more years. The
highlights of the IRS regulations are:
1. A general ledger should be written
out to coincide with financial reports
for tax reporting periods.
2. Details underlying the summary accounting data must be identified and
made available to the Internal Revenue Service upon request.
3. If printouts are not made of transactions at the time they are processed, then the system must have
the ability to reconstruct these
transactions.
4. Adequate record retention facilities
must be available for storing tapes
and printouts as well as all applicable supporting documents. These
records must be retained in accordance with the Code of 1954, generally 3 to 7 years.
Because management needs written
reports, if only of the exceptions, and
occasionally the details underlying totals, the systems design must include
the capability of furnishing both.
What are the reliability requirements
of a data communication system? Only

the user of the data knows! What degree of accuracy must be maintained?
Only the user knows! Penalty can vary
from none whatsoever, such as inquiring
into a history file, to a severe penalty
from negligence, carelessness, or fraud.
How Will Auditing Change?
How will auditing change in the data
communication system environment?
System review and evaluation will tend
to replace, to some extent, the examination of transactions. Auditing will be
done on a more concurrent basis, and
timing of audit tests will change. Because the amount of storage available
for data sometimes becomes critical, it
is not unusual to eliminate completed
transactions or inactive records as soon
as possible and, in many cases, there is
no way to reconstruct or reactivate the
data in machine - readable form. If records will disappear from the system in
the normal course of operations, the auditor will make frequent tests while records are available within the system.
Artificial transactions might be fed
into the system at sporadic intervals
( certainly on a tightly controlled basis) .
These transactions would be entered
from various locations and the initiator
would then test the end reports for
known results.
If artificial transactions are used, the
system must be designed so that these
items are eliminated or bypassed when
summary financial reports are prepared.
Extensive computer editing and exception reporting techniques will be developed. The auditor will most certainly
get involved in defining the types of exceptions needing special attention.
Budgeting and forecasting will assume
an even more important role than it
presently does. Limit factors will be
used to flag unusual transactions or
transactions which cause an overdraft
or overflow.
Mathematical tests will gain much
more acceptance and use. Statistical
sampling, trend analyses routines, simulation and forecasting will be used by
auditors.
If organization personnel have access
to an inquiry and /or updating device,
then the auditor must have similar access to test procedures and operating results.
If pressure can be applied to the computer manufacturers and other specialists in software design, then there is
the possibility that the monitor, execuContinued on page 58
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An Extension of Break -Even Analysis
THE MODIFIED BREAK -EVEN EQUATION SERVES ALSO AS A MEANS OF COMMUNICATION

By Carl L. Moore
The concept of a break -even point with
graphs and charts to depict profits or
losses at various sales levels is well understood and is widely employed in
profit planning. With modification, the
basic equation for computing a break even point is often used to compute the
sales revenue required to meet a given
profit objective. If the following information is given, the computation can be
made quite easily:
1. The estimated product mix
2. The percentage of contribution margin from the estimated product mix
3. The fixed costs
4. The income tax rate or rates
5. The desired net income after income
taxes
It is suggested here that the conventional break -even analysis does not go
far enough. The fundamental concept
can easily be adapted for use in estimating the sales that will be required to
yield the desired net inflow of funds
from operations. Funds are defined here
as net working capital.

can be included in a computer program,
with different values being substituted
for the variables as desired, to compute
the sales that must be realized to attain
both the profit objective and the funds
flow objective.
In addition, this approach may aid in
understanding the effect of certain transactions on income taxes, net income,
and funds flow. To compensate for the
effect of these transactions, the sales requirement may be increased or decreased. If desired, a particular transaction may be isolated to determine its effect in sales planning.
Some Possible Objections
At this point a question may be
raised as to the wisdom of combining

CARL L. MOORE

Advantages of Extended Analysis
The sales level that must be attained
to realize the funds flow objectives does
not necessarily have to be computed as
an adjunct to profit planning. Instead,
this computation can be made as a part
of the break -even planning for profits.
One of the advantages of this approach, and an important one, is that
both the profit plan and the funds flow
plan can be readily computed from a
relatively simple equation. This equation
MANAGEMENT ACCOUNTING /MAY 1969
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profit planning and funds flow planning
in the basic break -even equation. Hasn't
the public already been confused by
statements that seem to indicate that
profits and funds flow are virtually synonymous? Should any technique be recommended that may cloud the picture
further?
Without question a great deal of care
must be taken when statements are presented to the public, and a careful distinction must be made between profit
and funds flow. The technique that is
briefly outlined here is definitely not
recommended for financial reporting. It
is a tool to be used only by the accountant and by the reasonably sophisticated
business manager.
It may also be pointed out that funds
are not supplied entirely by customers
in the normal course of operations.
There are many other possible sources
of funds, but a successful entity will
look upon operations as a major source
of funds over the long run. An entity
cannot survive indefinitely by selling off
non - current assets, adding to its longterm debt, and issuing additional stock.
Even in the short run, operational activity is an important source of funds.
It is not necessary to expand this discussion to include all potential sources
of funds and the relative magnitude of
the funds provided by each source.
There are other sources of funds, of
course, and the funds from these
sources may also be applied to meet various designated needs and desires. The
attention here, however, is focused on
the planned flow of funds from operations and the computation of the sales
required to meet this plan. Obviously,
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A Q uick Review
The fundamental concept underlying
break -even analysis is well understood
by all accountants and is presented here
in summary form to serve as a foundation for the discussion that follows and
as a basis for comparison in the examples that are given. When the contribution margin (excess of sales revenue
over variable costs) is equal to the fixed
costs, the entity breaks even. There is
neither profit nor loss. This can be expressed in equation form as follows:
Contribution margin = Fixed costs.
To solve for sales revenue at the break even point, the equation can be stated
as:
Contribution margin percentage
times Sales = Fixed costs.
Ordinarily, the unknown variable is isolated on the left. Therefore:
Sales =

Fixed costs
Contribution margin
percentage
If fixed costs are $800,000 and the expected contribution margin percentage
is 40 percent, the entity will break even
with sales of $2,000,000:
Sales = $800,000
.4
= $2,000,000.
Going one step further, assume that
management plans for a net income
after income taxes of $600,000. The income tax rate is estimated at 40 percent.
If the entity wants $600,000, the net
income must be high enough to allow
40 percent to the government with the
remaining 60 percent being equal to
$600,000. The net income before income taxes is then $1,000,000. To earn
a net income before income taxes of
$1,000,000, in this example, the additional sales revenue required can be
computed as follows:
Increased sales revenue
_ Net income before income taxes
— Contribution margin percentage
_ $1,000,000
.4
= $2,500,000.
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Both the fixed costs and the desired
net income can be handled in one equation:
Sales —Fixed costs + Desired net income
Contribution margin percentage
$800,000 + $1,000,000
= $4,500,000.
A summary income statement verifies
the computation.
Sales
Variable costs

$4,500,000
2,700,000

Contribution margin
Fixed costs
Net income before
income taxes
Income taxes -40%
Desired net income
after income taxes

$1,800,000
800,000
$1,000,000
400,000
$

other sources of funds will have to be
considered in overall planning and related to other estimated needs and desires.

600,000

A Fun ds Flow Objecti ve
In the preceding example, the net income objective was met. Perhaps, a return on investment objective can be met
with a net income after income taxes of
$600,000, but how about the desired
flow of funds that may be required for
various planned expenditures?
Assume that management has planned
expenditures of $1,200,000 and that
these expenditures are to be covered by
funds provided by operations. Also assume that depreciation of $ 300,000 has
been included in fixed costs and that
there are no other non -fund charges or
credits on the income statement. In the
example just given, the net inflow of
funds from operations can be calculated
quite easily by adding depreciation to
the net income after income taxes:
Net income after
income taxes
Add depreciation
Net inflow of funds
from operations

$600,000
$ 300,000
$900,000

The funds flow objective of $1,200,000
has not been achieved.
The fundamental break -even equation
with modification can be used to compute the sales revenue objective that, if
realized, should produce the desired net
inflow of funds. To simplify the equation, the factors will be designated
symbolically as shown below.
S
FC

= Sales revenue to obtain desired net inflow of funds
= Fixed costs

D
= Depreciation
DFF = Desired funds flow
CMP = Contribution margin percentage
CTR = Complement of tax rate
TS
= Tax saving resulting from a
deduction on the income
statement that requires no
use of funds
TI
= Tax increase resulting from a
credit on the income statement that provides no funds
Depreciation and Funds Flow
To obtain the sales revenue that will
satisfy the funds flow objective, it will
be necessary to provide for the recovery
of the fixed costs that take funds from
the business. However, depreciation or
other non -fund charges are subtracted
from fixed costs in the break -even equation because funds do not have to be
provided to cover the depreciation or
other non -fund charges.
The tax effect of the depreciation deduction (or other non -fund charges)
must be taken into account. Depreciation, for example, reduces net income
and as a result reduces the income taxes.
If income taxes are reduced, the sales
revenue requirement can be reduced by
a certain amount with no adverse effect
on the flow of funds.
In the example given, the income
taxes will be reduced by $120,000 because of the depreciation deduction
(40% of $300,000). This tax benefit of
$120,000 makes it possible to reduce the
contribution margin by $200,000.
For a $120,000 tax saving the complement of the income tax is
_ $120,000
.6
_ $200,000 reduced contribution
margin.
Reduced contribution margin $200,000
Less income tax on contributional margin -40%
80,000
Net reduction in contribution
margin after taxes to
balance the tax benefit of
the depreciation deduction $120,000
The next step is to compute the decrease in sales revenue that will balance
the tax saving of $120,000. It has already been determined that a reduction
of $200,000 in the contribution margin
will offset a tax saving of $120,000.
With a contribution margin percentage
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$ 200,000
.4
_ $ 500,000 reduction in sales to balance a tax saving of $120,000.

$

5,750,000
Sales
3,450,000
Variable costs
$2,300,000
Contribution margin
Fixed costs (including de800,000
preciation of 300,000)
Net income before
$1,500,000
income taxes
600,000
Income taxes -40%
Net income after
900,000
income taxes
300,000
Add depreciation
Desired net inflow of
funds from operations $1,200,000
$

The computations can be combined
as follows:

conventional break -even equation could
then be used to solve for the sales
revenue of $5,750,000.

$

of 40 percent, the sales reduction will
amount to $ 500,000.
For a $200,000 contribution margin,
the reduction in sales that would balance a tax saving of $120,000 is

TS
1
CTR x CMP
or

TS
CTR x CMP

First, divide the tax saving by the
complement of the tax rate to find the
allowable reduction in the contribution
margin. Then, divide the allowable reduction of the contribution margin by
the contribution margin percentage to
find the allowed reduction in sales revenue. The solution can be obtained in
one step by dividing the tax saving by
the product of the complement of the
tax rate and the contribution margin
percentage.
The desired net inflow of funds from
operations is substituted for the desired
net income after income taxes in the
break -even equation. The sales revenue
can then be computed from the equation as modified:
Sales Revenue (thousands)
FC — D + DFF /CTR _
CMP

TS
CTR x CMP

_ 800 — 300 + 1,200 _ 120
.4
.6 x .4
800 — 300 + 2,000 _
.4

120
.24

_ 2,500 _ 120
.4
.24
_ $5,750,000 (Total)

Apparently a relatively simple problem has been solved in a complicated
manner. To use a trite expression, it
appears that an elephant gun has been
used to kill a mosquito. The same result
could have been obtained by starting
with the desired net funds flow of
$1,200,000 and subtracting depreciation
of $300,000 to arrive at the net income
after income taxes of $900,000. The
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With sales revenue of $5,750,000,
there will be a net inflow of funds from
operations of $1,200,000 as desired. This
is shown by the summary statement appearing above.
The example given was very simple,
but there may be many situations with
several non -fund charges, and credits
and various effects on income taxes.
The break -even equation as modified
may seem to be complex, but it is not.
It is very simple in itself and is merely
another approach to the problem and
should cause no difficulty to anyone
familiar with elementary algebra.
The equation form of solution has
one distinct advantage. It can be
adapted quite easily for use in a computer program that tests a variety of values
for the difference factors. Furthermore,
the total effect on sales of a change in
any variable can be easily isolated.
Non -Fund Credits
Depreciation is usually the major nonfund item on an income statement but
there may be other charges and credits
that do not affect the flow of funds
directly. Indirectly, of course, they may
influence funds flow through their effect
on income taxes. The break -even equation can be modified to include the total
impact of the non -fund items.
The preceding example is extended
further with the additional assumption
that there is to be a gain of $600,000
from the sale of plant equipment. This
gain will be taxed at the rate of 25 percent.
The gain is a separate item that has
not been included in either the operating revenues or costs. Consequently,

sales revenue will not be adjusted to
compensate for the removal of this non operating item from the income statement.
If the tax on this gain is not deducted from the proceeds from the sale
of the equipment, the gain, however,
will have an effect upon income taxes.
As stated above, the tax rate on the
gain is estimated at 25 percent. The
income tax is $150,000 higher as a result of the tax on the gain, 25% of
$600,000. Sales will have to be increased
to compensate for the additional income
tax of $150,000.
Let us assume that the gross amount
received from the sale of non - current
assets is to remain intact for various
other purposes without adjustment for
the income tax effect of gains or losses.
The income tax on the gain is $150,000;
and to balance this tax, the entity must
increase sales by $625,000.
TI
CTR xCMP

=

$150,000
.6x.4
$625,000.

The proof appears below:
Increased sales
$625,000
Increased variable costs
375,000
Increased contribution
margin
250,000
Income tax -40%
100,000
Increased net income after
taxes to compensate for
tax on the gain
$150,000
It must be remembered that the sales
less the increased costs arising from the
sales are taxed at the ordinary income
tax rate of 40 percent.
The modified break -even equation is
as follows:
Sales

_ FC — D + DFF /CTR
CMP
_
TS
TI
CTR x CMP + CTR x CMP
800 — 300+

1,200
.6

.4
_
_

120
.6 x. 4
2,500
.4

150
+ . 6 x. 4
— 500 + 625

= $6,375,000. (Total)

Continued on next page
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The proof of the computation follows
Sales
$6,375,000
Variable costs
3,825,000
Contribution margin
$2,550,000
Fixed costs
800,000
Net operating income
$1,750,000
Gain on sale of equipment 600,000
Net income before
income taxes
$2,350,000
Income taxes
850,000
Net income after
$1,500,000
income taxes
Add depreciation
300,000
$1,800,000
Less gain on sale of
equipment
600,000
Desired net inflow of
funds from operations $1,200,000
Computation of income taxes:
Tax on gain (25% of
$600,000)
$ 150,000
Tax on ordinary income
40% of $1,750,000)
700,000
Total income taxes
$ 850,000
The Power of Extended Analysis
By extending the break -even concept
to include the flow of funds, it is pos-

sible to increase the power of break -even
analysis. Sales targets can be set at
different levels to answer various important questions that may arise. If certain
transactions are anticipated, it will be
possible to estimate their effect on sales
and to take whatever compensating steps
are possible to realize the desired funds
flow goal.
In the example given, to provide a
guide for planning in steps, four different levels of sales revenue have been
computed:
To break even
$2,000,000
To earn a net income
of $600,000 after
income taxes
$4,500,000
To provide a net inflow of
funds from operations
of $1,200,000 with depreciation of $300,000
as a non -fund deduction $ 5,750,000
To provide a net inflow of
funds from operations
of $1,200,000 with depreciation and a gain
from the sale of equipment as non -fund items $6,375,000

In any practical situation there may
be a variety of non -fund items to be
considered. The break -even equation
can be expanded and adapted as necessary to fit the circumstances. The
amount of the desired funds flow can
be changed, or any of the other variables can be changed to determine the
effect on the break -even sales. With a
computer, it should be possible to stimulate a variety of combinations before
selecting the combination that appears
to be the most appropriate. Hypothetical sales and related operational costs
could be selected and processed in order
to produce a family of break -even points.
The modified break -even equation
not only serves as a tool that can be
used to provide better information to
management, but it also serves as a
means of communication. The modified
equation may be helpful as a device in
explaining how certain transactions affect both profits and the flow of funds,
and how this effect can be balanced by
increasing or decreasing sales. This in itself is a very important objective that
may be realized through the use of the
modified break -even equation.

CURRENT PROBLEMS OF REAL -TIME AUDITING

Continued from page 54
tive, supervisor, or operating systems
will incorporate specific program controls. In larger systems, special audit
programs will be stored with other programs with access to these special routines limited to audit use. Hopefully,
such programs will be capable of activation alongside a working program without the knowledge of the operators and

thus tests can be made upon the data
and the files as they are being updated.
Summary
Management's need for historical
data, and the present Internal Revenue
Service regulations covering records being maintained within or by computer,
preclude the adoption of a real -time or
paperless system within the near future.
Finally, in any on -line or real -time en-

vironment, the auditor must also be online and real -time. He must have inquiry and testing capabilities. He must
be given a key to the data cupboard! He
is going to be mobile; he is going to do
more concurrent auditing; he is going to
be trained to perform adequate evaluations of computer systems; and he is
going to be a working member of the
information team, both in planning and
execution.

past events. Then the two, the estimated progress which is required to complete the task and the schedule, are
compared. The result is the numerator
of the index, namely output. As you
can see, each parameter has been considered:
1. Progress
2. Schedule
3. Cost and
4. Budget
Now we are in a position to derive
a status index for any given point in
the future. Therefore, the projected
completion line represents estimated
future progress and estimated future

costs, compared to the schedule and
the budget respectively, which will exist
at any specific point in time.
The historical indices themselves tell
us where to begin the projected completion line. For example, if the "time
now" line in Exhibit 1 was replaced
with an "X" which represented the current status index as of the date of your
most recent actual information, then
the construction of the projected completion line would begin at that point —
the "X ".
L. C. Lemke, Jr.
Chief of Cost Control
Ryan Aeronautical Co.
San Diego, Calif.

ON STATUS INDEX REPORTING

Continued from page?
actual costs incurred on any given date
plus the estimate to complete at that
time would yield an estimate at completion." Actual costs are a matter of
record and were used to determine the
historical status indices. We establish
the estimated costs necessary to complete the work and compare them to our
budget. This would result in the denominator of the index, namely input.
Secondly, estimated progress to complete is obtained (in much the same
manner as estimated cost to complete).
This is compared to the schedule which
may have been revised based on actual
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Recent Publications
ANNUAL STATEMENT
STUDIES
Robert Morris Associates, 1432 Philadelphia National Bank Bldg., Philadelphia, Pa. 19107, 1968, paperbound, 352
pp., $10.00.
For the first time in 46 years, ratios in
this publication are identified as upper,
median and lower quartiles. Analysts are
cautioned not to use the ratios of this
collection of "composite" statements as
the last word. Substantial deviations
from the norm merely suggest further
study of the statements being analyzed.

Homewood, Ill. 60430, 1967, paperbound, revised edition, 227 pp., $5.25.
This collection of "technical notes," like
the previous edition, presents the tools
and techniques of analysis commonly
used. For the practitioner, a quick reference.; for the student, a supplemental
reader.

FINANCIAL ANALYSIS IN
CAPIT AL BUDGE TING
Pearson Hunt
Harvard Business School, Division of
Research, Soldiers Field, Boston, Mass.
02163, 1964, (4th printing 1966), paperF I N A N C I A L M A N A G E M E N T bound, 88 pp., $1.50.
& POLI CY
Results of a series of lectures, this work
fames C. Van Horne
is recommended for persons involved
Prentice -Hall, Inc., Englewood Cliffs, with budgets. Many charts and tables
are clearly presented.
N.J. 07632, 1968, 583 pp., $10.50.
This first year college textbook in finance presupposes the reader to have
BASIC F I N A N C I A L
some knowledge of algebra, statistics, M A N A G E M E N T
probability concepts, economics and ac- Edward J. Mock, Robert E. Schultz,
counting. The objectives are to develop Raymond G. Schultz, and Donald Hart
a comprehensive financial theory, to Shuckett
apply analytical techniques for decision International Textbook Co., Scranton,
making, and to develop firm grounding Pa. 18515, 1968, 684 pp., $8.75.
in finance through sufficient descriptive This text was designed to be flexible,
material.
treat the topics succinctly, keep exMANAGERIAL ACCOUNTING AND COST CO NTROL
SY STEM
Mechanical Contractors Association of
America, Inc., 2 Pennsylvania Plaza,
New York, N.Y. 10001, looseleaf binder,
163 pp., $25.00.
This book is a systems manual for the
specific industry. Flow charts, forms and
other illustrative materials are presented.
In addition to a uniform chart of accounts, consideration is also given to
methods and procedures.
TECH NIQ UES O F
FINANCIAL ANAL YSIS
Erich A. Helfert
Richard D. Irwin, Inc., 1818 Ridge Rd.,
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amples to a minimum affording the instructor to inject his own material in
the classroom, and avoid tangential
discourses. Forty -one case studies comprising one -third of the text, are closely
related to the background material.

The author believes that improving operations and increasing profits can result
from applying his standards.
THE PRACTICE OF
PLANNING
David W. Ewing
Harper 6 Row, Inc., 49 E. 33rd St.,
New York, N.Y. 10016, 1968, 149 pp.,
$5.95.
Long -range plans and programs of various companies are examined by the author. Goals must first be set followed
by methods to achieve them. Two approaches are suggested. Outside -in approach determines needs of the market
and means to supply it, inside -out approach determines the company's
strength and resources to attract the
consumer public. Use of budgets decision trees and the critical path methods
are suggested.
CONCEPT & PRACTICE OF
PRODUC T PLA NNING
Gerd D. Wallenstein
American Management Association, Inc.
135 W . 50th St., New York, N. Y.
10020, 1968, paperbound, 127 pp.,
$5.25.
The main purpose of this book is to
guide and stimulate thinking of "purpose of action and alternative courses
of action" before action actually takes
place.

MA N AG E ME N T I NF O RM A TION SYST E MS AND T HE
INFORMATION SPECIALIST
SCIE NT IFIC MANAGEMENT
Purdue University, Lafayette, Ind.
AND CONTROL
47907, 1966, paperbound, 138 pp.,
A Blueprint for Dynamic Profit
$3.00.
Impr ovem ent
A collection of papers presented at the
fames f. Hickey
Symposium held at Purdue University
Kevmar Publications, Stratford, Conn. Libraries on July 12 -13, 1965, sponsored
06497, 1968, spiral bound, 390 pp., by the Krannert Graduate School of In$27.50.
dustrial Administration, edited by John
The author uses a down -to -earth how - M. Houkes. Much valuable knowledge
to-do-it approach. To improve control, is presented here, worthy of considerasome 99 specific operating and financial tion by persons involved with informastandards are presented in chart form. tion systems.
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"must" reading for any pricing execuTHE MANAGEMENT OF
DA T A P R O C E S S I N G
tive.
Richard G. Canning and Roger L. SisSY S T E M S A N A L Y S I S
son
John Wiley 6 Sons, Inc., 605 Third for Business Management
Ave., New York, N.Y. 10016, 1967, 124 Stanford L. Optner
pp., $6.95.
Prentice -Hall, Inc., Englewood Cliffs,
Js,
Written in comprehensible language, N.J. 07632, 1968, 277 pp., $13.25.
this book is a sequel to "Management This textbook introduces concepts and
Guide to Computer Processing" pub- case studies. Makes the reader computer
lished previously. Recognizing the prob- conscious.
lems of the oncoming third generation
computers, the authors expound on the
new requirements to meet four basic E S S E N T I A L S O F
decision areas. These areas, which have SI M UL A TI O N
many shortcomings and need revisions Joe H. Mize and J. Grady Cox
Prentice -Hall, Inc., Englewood Cliffs,
are:
N.J. 07632, 1968, 234 pp., $9.00.
1. project selection and scheduling
2. organization of the department and This introductory book to concepts of
simulation methodology is addressed to
its projects
analysts in all disciplines. The author
3. staffing
4. selection of equipment, software, presupposes the reader to have had basic
calculus, probability theory and statisand methods
tics, and Fortran programming.
This book has a forward look and should
prove valuable to managers who wish to S T A T I S T I C A L A N A L Y S I S
understand the computer techniques FOR B USI NESS DECIS IO NS
and to apply them as needed not as William A. Spurr and Charle sP. Bonini
practitioners but as "mature adminis- Richard D. Irwin, Inc., 1818 Ridge Rd.,
trators."
Homewood, Ill. 60435, 1967, 743 pp.,
PROJECT MANAGEMENT
R. L. Martino
Management Development Institute,
Inc., 130 W. Lanchester Ave., Wayne,
Pa. 19087, 84 pp., $9.95.
This book is a summary of six previous
books written about critical path network analysis. Its purpose is to orient
the specialized practitioner, without the
burden of much detail, in the planning,
scheduling and controlling one -time
jobs.
CREATIVE PRICING
American Management Association,
Inc., 135 W. 50th St., New York, N.Y.
10020, 1968, 224 pp., $6.50, (nonmembers $9.75).
Edited by Elizabeth Marting. Nineteen
executives and specialists marshalled
their experiences to re- examine the
usual pricing concepts and suggest a
mature approach for decision- making.
Pricing role by distribution, situation
and product type in our rough -andtumble market place makes this book a

fi0

$12.65.
This college text covers the basic course
in statistics. In addition to the traditional range of topics, the author discusses the concepts of simulation and
Bayesian decision theory.
BUS INE SS MAT HE M AT I CS
Richard R. McCready
Wadsworth Publishing Co., Belmont,
Calif. 94002, 1968, plastic spiral bound,
276 pp., $7.95.
Presents short cut problem - solving techniques for quick and accurate computations which includes computer numbering systems. Solutions to work
problems are included.
LI NE AR PRO G RAM M ING
AND CASH MANAGEMENT
Cash Alpha
Robert F. Calman
The M.I.T. Press, Cambridge, Mass.
02142, 1968, 155 pp., $15.00.
This case study approach should attract
executives, with no special mathematical
skill, who desire to manage corporate

deposits rapidly. The quantitative methods are discribed clearly and richly
illustrated in the appendixes, which
comprise half the book.
PR O G R AM M IN G
INVESTMENT IN THE
PROCESS INDUSTRIES
An Approach to Sectoral Planning
David A. Kendrick
M. I. T. Press, 50 Ames St., Cambridge,
Mass. 02142, 1967, 160 pp., $7.50.
The author uses a linear program model
to evaluate alternatives and schedules
over time.
Q UANTITATIVE ANALYSIS
FO R M A R K E T
MANAG EMENT
William R. King
McGraw -Hill Book Co., 330 W. 42nd
St., New York, N.Y. 10036, 1967, 574
pp., $10.75.
Both management and analytic talents
must be combined to produce better
market decisions. Values and limitations
of objective analysis can make conceptual framework of decision theory more
meaningful.
MAN UFA CT URI NG
MANAG EMENT
A Quantitative Approach
Robert A. Olsen
International Textbook Co., Scranton,
Pa. 18515, 1968, 658 pp., $9.50.
This college textbook uses a quantitative
approach to solve problems in production management. Using a core case, the
author stresses the practicing manager's
point of view in solving management
problems.
MO RTGAG E YO UR WAY
TO WEALTH
The Principles of Supplemental
Real Estate Financing
Joseph L. Steinberg
Parker Publishing Co., Village Square
Building, West Nyack, N.Y. 10994,
1967, 240 pp., $8.95.
The author offers step by step procedures for investors who favor security
with high income through indulgence
in second mortgage investments. Included are tested forms, check lists, formulas, advice, and assurance of success.
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The NAA party, including, I. -r., Mrs. Rawn Brinkley, President
James E. Meredith, Jr., Mrs. James Meredith, and Executive

4-

Director Rawn Brinkley, arrives in Medellin. The NAA officers
visited chapters and organizing groups in s ix countries .

NAA Officers in South America
PRESIDENT MEREDITH AND EXECUTIVE DIRECTOR BRINKLEY VISIT NAA CHAPTERS, GROUPS IN 6 COUNTRIES

During February and March, President
James E. Meredith, Jr., and Executive
Director Rawn Brinkley in the first visit
ever made to South America by NAA's
top officers were greeted everywhere
they went with enthusiasm and warm
hospitality.
They flew back to the United States,
strengthened in their belief that there is
great potential for the Association to
serve businessmen on this continent. As
tangible results of their trip, they obtained for Executive Committee approval member /industry surveys from Lima,
Peru; Santiago, Chile; from Bogota, Colombia; and Rio de Janeiro, Brazil. They
also returned with a sense of renewed
urgency for the Association to develop
MANAGEMENT ACCOUNTING /MAY 1969

and expand its services to Latin Americans.
With an area of 6,800,000 square
miles and a population of 171,136,000,
South America is a continent with immense resources in raw materials and
people. Many economists say that the
continent is on the threshold of a great
era of economic development which will
raise the standard of living in every
country. Leading this economic revolution will be the corporations, both large
and small, which — regardless of size or
products —will need to know modem
accounting techniques and procedures
to operate efficiently.
It was in this context that the National Board approved an exploratory

visit by NAA staff member John C.
Freeman in the Fall of 1967. Mr. Freeman met with businessmen in seven
major South American cities. The need
for the services of such an organization
as NAA was quite apparent; businessmen everywhere agreed that the Association ought to try and fill the vacuum of
economic and accounting information
in South American businesses. This first
visit resulted in the formation of several
organizing committees and subsequently,
the formation of chapters in Medellin,
Colombia, and Sao Paulo, Brazil. Mr.
Freeman followed up his earlier trip
with a visit in Fall 1968, meeting with
organization committees and interested
businessmen. There are more than 700
61

NAA Officers in South America

In Medellin, Colombia, The NAA party was welcomed by members of the chapter board of directors and by two beauty queens
representing the city. Holding bouquets are, I. -r., Mrs. Rawn

Brinkley and Mrs. James E. Meredith. Executive Director Brink ley and President Meredith are standing behind their wives.
Reception typified hospitality received in South America.

President Meredith (left) formally presents the Medellin Chapter charter to Executive Director Brinkley addresses the Medellin
Ian D. Gordon, president. Rawn Brinkley is at right.
Chapter in English while translator translates.
62
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While in Medellin, members of the chapter and visitors from
the United States posed for this panoramic photograph. There

are approximately 54 members in the chapter. Later the NAA
officers presented an official charter to the chapter.

In Rio de Janeiro, Rawn Brinkley met with the organizing committee for a chapter in this Brazilian city. At the head table,
I.-r., Paulo Santi; Prof. Nestor Rodriquez -F.; Amandio Da Silva

Machado; Mr. Brinkley; Victor R. Ojeda, chairman of the organizing committee; Luiz V. M. Vianna; Barry J. Gluck, and
Heinz W. H. Uslar.
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NAA members living and working on lations were made in Spanish and Engthis continent.
lish for the benefit of all attending.
In -a combined vacation and business
Ian D. Gordon, president of the chaptrip, Mr. and Mrs. Rawn Brinkley sailed ter, and Vice Presidents Gustavo Monon the S.S. Santa Rosa and visited toya and Gustavo Mesa welcomed the
Caracas, Venezuela, as their first stop. NAA visitors to the chapter. Other
Mr. Brinkley met with the businessmen board members added their greetings.
who have formed a committee in Cara- There are 54 members currently encas and described how the Association rolled in this chapter, the third to be
was organized and how it can serve chartered in South America.
them. There are approximately 40 NAA
The next stop on the itinerary for the
members living in Caracas or in the area NAA party was Lima. With 40 members
around the city.
in and around the Peruvian capital, the
The Brinkleys then flew to Bogota, potential for an NAA chapter was conColombia, which has 38 NAA members, sidered good. At a meeting of the orto meet President Meredith and his ganizing committee, whose chairman is
wife who flew directly from New York. Cesario Alonso G., the NAA officers
Mr. Meredith addressed the members of each gave a brief talk. More than 30
the organizing committee. He pointed businessmen attended the meeting and
out that there was "Now a need —as before the visitors left Lima they renever before —for the continuing edu- ceived a member /industry survey of the
cation of accountants. Management's area for submission to the Board of Dirole is changing and so is that of ac- rectors.
counting as the language of business.
Approximately 2,090 miles by air to
All this is having an effect on a one the South, the plane carrying the NAA
world economy."
party landed at Pudahuel Airport in
It is planned to make the National Santiago, the capital of Chile. At the
Association of Accountants a truly inter- airport were members of the organizing
national organization, President Mere- committee led by Robert Kern and Fred
dith stressed. "We recognize the prob- Jacobs.
1 ems — organization, communications, fiMr. Meredith and Mr. Brinkley met
nances and language. But with proper with committees of the proposed chapplanning and your help we will over- ter during a series of meetings on March
come these problems." He added, "Our 3 at Hotel Carrera. In the evening both
interest in South America is sincere."
NAA officials addressed the general
With 38 members currently making membership at a dinner. They briefly
their homes in the Bogota area, the described some of the history, objectives
prospects for a chapter were bright in- and plans of the Association and endeed. A member /industry survey was couraged the organizing committee to
presented for consideration of the NAA continue its planning for a Santiago
Executive Committee at its next meet- Chapter of the Association.
ing, and for approval at the next NaThe Santiago group also was able to
tional Board meeting.
present the visitors with a member/industry survey. NAA records show that
Medellin Charter Presented
41 members reside in Chile, most of
When their plane landed at Olaya- them in the Santiago area.
Herrera Airport in Medellin, Colombia,
A hop over the majestic Andes MounPresident Meredith and Executive Di- tains brought the NAA party into Ezeiza
rector Brinkley were welcomed by the International Airport where they were
NAA chapter board and two attractive welcomed by members of the Buenos
girls representing the city. The party Aires Chapter. In the welcoming comattended a hospitality reception at Club mittee were Dieter Dschenffzig, presiCampestre hosted by the Colombian dent of the chapter; Hernando Fortini,
Chapter. Later in their visit the NAA director; Alan Anson, past president, and
officers toured the Federal School of Marcelo Lago.
At the Plaza Hotel, where the party
Administration and Finance.
On February 26, Mr. Meredith and stayed during their visit, a press conMr. Brinkley presented the NAA charter ference arranged by the chapter was
to Medellin International Chapter, held. The visitors told why they were in
which was chartered last year. During Buenos Aires and what they hoped to
the ceremony both men spoke to chapter accomplish during their South Amerimembers, outlining the Association's can trip.
At a well planned board meeting on
structure and plans for the future. Trans64

March 6, Messrs. Brinkley and Meredith discussed some of the chapter's
problems with the officers and directors.
Some of the items on the agenda concerned translations of NAA publications
in Spanish and the difficulty of transferring membership dues out of the country. Chartered in 1964, the chapter has
embarked on its own program to translate material from MANAGEMENT Acc o u N T I N c and NAA research reports.
Chapter members also write manuscripts
which are published. Buenos Aires published six "bulletins" in Spanish during
1968, with about half of the material
derived from NAA publications and half
from local sources.
When it becomes feasible to do so,
NAA will publish material in Spanish,
the officials told board members. They
assured them that some sort of arrangement will undoubtedly be worked out in
the not- too - distant future. Later, the
visitors were introduced to the general
membership of the chapter at the Swedish Club.
Winging northward, the Brinkleys
flew to Sao Paulo, Brazil, for a visit to
the third chapter in South America.
Welcomed by Roberto Coimbra, president of the chapter, Mr. Brinkley
lunched with the chapter board. The
officers and directors told him of their
need to have Portuguese translations of
the material published in Association
publications. They indicated a willingness to try such translations on their
own with the help and support of the
national organization.
At a general meeting, Executive Director Brinkley presented the charter of
the chapter, which had been authorized
on July 1, 1968.
The final stop on the South American
itinerary was a visit to Rio de Janeiro,
famed all over the world for its annual
carnival. The visitors were welcomed on
arrival and later Mr. Brinkley met with
the organization committee led by Victor R. Ojeda, chairman, at Copacabana
Place Hotel. At a general meeting on
March 13, Mr. Brinkley outlined NAA
policy, chapter operations and the benefits of belonging to the accounting organization.
In the nature of a goodwill visit, the
trip to South America by the NAA
officers proved highly successful. It was
an auspicious beginning for increased
NAA activity on that continent, a development planned by the National Board
and eagerly welcomed by businessmen
in Latin America.
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Top Speakers Featured at
NAA's 50th Conference
WIDE RANGE OF ACCOUNTING, ECONOMIC TOPICS WILL BE DISCUSSED AT ANNUAL INTERNATIONAL CONFERENCE

The accounting problems of corporations in the changing technology of the
Sixties will be scrutinized in depth when
NAA members meet in New York City
for the 1969 Annual International Conference, June 22 -25.
Speakers on the technical program
include NAA members who have
reached leadership positions in industry and the Federal Government.
Leaders in the international field and
the academic world will also address
participants at the conference.
The educational program was arranged by Grant U. Meyers in cooperation with the NAA staff. Mr. Meyers,
chairman of the board, Oil City Iron
Works, Corsicana, Texas, is the nominee for president, 1969 -70.
The ladies activities and programs
for the teen -agers and pre -teens at the
Annual International Conference were
described in the April issue of MANAGEMENT ACCOUNTING.
At the opening session in the Grand
Ballroom of the New York Hilton, a
special meeting will be held in observance of the 50th Anniversary of the
Association. Immediately afterward, the
Annual Meeting will take place with
elections for 1969 -70 officers and for
national directors to serve 1969 -71.
Major address of the day will be
delivered by Secretary of Commerce
Maurice H. Stans. Secretary Stans, who
is a long -time member of NAA, will
discuss "Government Policies Designed
to Help the Business Community."
Mr. Stans is a well -known speaker and
MANAGEMENT ACCOUNTING /MAY 1969

writer in the field of accounting. Before
he was appointed to the Cabinet by
President Nixon, he was president of
Glore Forgan, Wm. R. Staats, Inc.,
investment bankers.
This Conference address will be delivered at a luncheon in the Grand
Ballroom. Monday afternoon, ten concurrent sessions will be held; some of
the sessions will be repeated Wednesday
afternoon. The session topics and discussion leaders are:
1. Creative Marketing and Distribution Cost Analysis
Richard R. Christensen, Vice
President, Booz Allen & Hamilton Inc., Chicago, Ill.
Sam Goodman, Controller, The
Nestle Co., White Plains, N.Y.
2. Long -Range Profit Planning
Daniel L. Daly, Manager of Financial Planning, Mobil Oil
Corp., New York, N.Y.
Walter B. McFarland, Director
of Research, National Association of Accountants, New York.
Statistical Sampling— Concepts and
Applications
James A. Knoblett, Professor of
Accounting, College of Business
and Economics, University of
Kentucky, Lexington, Ky.
Rodney E. Rhea, Manager, Main
Lafrentz & Co., New York.
4. Cost and Revenue Standards for
Planning and Control
Robert I. Dickey, Professor of

5.

6.

7.

8.

Accountancy, College of Commerce and Business Administration, University of Illinois.
Wilmer Wright, President,
Wright Associates, Inc., New
York, N.Y.
Recruiting, Developing, and Retaining the Management Accountant
Robert L. Beggs, Consultant —
Educational Programs, Financial
Manpower Development, General Electric Co., New York, N.Y.
Thomas A. Mulvaney, Plant
Controller, Bridgeport Brass Co.,
Division of National Distillers &
Chemical Corp., Indianapolis.
Accounting for Human Resources
R. Lee Brummet, Professor of
Accounting & Research Associate, Institute for Social Research,
University of Michigan, Ann Arbor, Mich.
Robert L. Woodruff, Jr., Vice
President of Personnel, R. G.
Barry Corp., Columbus, Ohio
Implementing a Computer -Based
Information System
Germain Boer, Project Manager,
Continuing Education Department, National Association of
Accountants, New York, N.Y.
Gordon E. Louvau, Consultant,
Management Information Systems, Oakland, Calif.
Using Quantitative Techniques to
Develop Sales Forecasts
Continued on page 71
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Close -up

Robert C. Snyderwine, educational activities director of Erie
Chapter, makes a point during management game recently conducted by the chapter for the Gannon College Chapter of Alpha
Kappa Psi. At game's end, each participant received an updated
income statement according to the decisions he made.

Gov. Jack Williams of Arizona signs a proclamation proclaiming
April National Association of Accountants Month. L.-r., James
Lemon, Scottsdale Area, and Samuel C. Etchells, Jr., President
of Phoenix Chapter.

A record 158 members attended a financial seminar sponsored
by the San Juan Chapter, the Economic Development Administration and the Puerto Rico Manufacturers Assn. Speakers at

the seminar are, I.-r., Rafael Garcia Moreno, Jack Hirsbrunner,
Manuel Bermudez, Miss Carmen Culpeper, and Jorge Desmaras.
It was the first such seminar held by the chapter.
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Chapter /Member News

Yo u n g s t o w n

Chapter

m e m b er George

o r e d with a p l a q u e fo r 2 5 y e a r s of
Sh earing & Stam p in g

Co.

Gle nn

E.

C.

Henderson

H.

Fallin

beh alf

L e o d Society.

Wichita

E.

W o o d s o n (right ), p a s t

Emeritus Life Associates
R O B E R T L . A N I M A R E L L , Reading.
A L F R E D T . B E A T O N , Worcester.
H O W A R D G . B R U S H , New York.
J O S E P H D. C A L L A H A N , Cleveland.
B R I G H T C. C O O P E R , Boston
GEORGE
J. D O R S A , Dallas.
R O B E R T H . F O R S Y T H E , J R . , Boston.
E D W I N F. G R I M E S , Battle Creek; Lansing p a s t p r e s i d e n t . S t u a r t C a m e r o n M c past

hon-

Shreveport

Akron C h a p t e r, m a d e t h e a w a rd , w h ile Ge rald

R . PARNELL G W I N ,

(cen ter) wa s

perfect a t t e n d a n c e at Comm erc ial

p resi-

C.

Duerr

p r e s i d e n t of

of

HAROLD

E.

Milwaukee.
Greenwich -Stam-

HORNBECK,
HOWARD,

ford.
EG N A R

E.

JOHNSON,

Southwest Los An-

geles.
F. J. K R E B S , Providence.
S A M U E L E. M A R Q U A R T , Baton Rouge
MA N A G EM E N T AC CO UN TING / MA Y 19 69

the

50th

John
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Char les

W.

plaque

An nive rs ary
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lo o ks o n .

president

NAA.
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Society.
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ROSA RIO

MORRIS H OGAN, J R., was appoint ed man-

E.

MOQUIN,

Mohawk Valley

ager

pas t p res ide nt.
MAURICE
RICHARD
MO R I TZ
president;

A. M U R P H Y , Hartford.
E. N U T T I N G , Minneapolis.
E. P A P E , San Francisco p a s t
past

national

vice

by

Beacon

is

of

now

taxes,

. . . E. I.

Mfg.

Co.

budget

WILLIAM

manager,

in s u ra n c e

and

and

auditing

P A P A N A S TA S I O U w a s p r o m o t e d

to contro ller, H a m m a r l u n d M f g .
FAULKNER ,

Co.

JA MES

R.

tor

of

Commercial

He

will also c o n t i n u e as secretary - treas-

Atlanta,

was recen tly n a m e d vice p re side nt a n d a direc-

pr es id en t.
Cold

Sto rage,

Inc.

Stuart C a m e ro n M c L e o d Society.

Rockford.
S. R A U D E B A U G H , Cleveland.
HARRY
K. R O B E R T S , San Francisco

J O H N B. P L A TT,

urer of this firm.

KARL

president; Stu art C a m e r o n
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So-
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J. C. S t o c k t o n &
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Son.

ciety .

ESSE L A N S D E L L w a s n a m e d d i v i s i o n
...
co n tro ller, a n d DAVID R E M ER , m a n a g e r

VER NON L. THOMAS,

Portland.
Chicago.
L E O N A R D A. W A L C H E R , Wichita.
GEORGE
A. W I S E M A N , Los Angeles.

of p lan n in g, at Ba b c o c k

GEOR GE R. TURTLE,

FLEMING
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CROSS,

Promotions and New Positions
Two Asheville m e m b e r s h a v e b e e n

named

acting

dent.
GEORGE M .

(le ft ) a n d
Chapter,

J

LOVE

has

& Wilcox... .
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promoted

to

s e n io r vic e p r e s i d e n t a n d c o m p t r o l l e r a t
the Georgia Railroad Ba n k.

Tr u s t

Bangor-Waterville,
co nt ro ller

of

the

was
Merrill

Co.
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ALFRED A. COLBERG, Battle Creek, has
been named assistant general manager
of Eaton Marshall Div., Eaton Yale &
Towne, Inc. . . . DONALD HENNERMAN
has been named an assistant treasurer of
Charming Service Corp. He is an assistant secretary and assistant treasurer of
Chanstat Services.
M. WAYNE DAVIS, Birmingham, has
joined Birmingham Southern College as
controller- designate and treasurer.. . .
JACK A. ENGLAND has joined Akra Data
Corp. as vice president and general manager. . . . DONALD W . JACKSON was
elected vice president and treasurer of
G. C. Phillips Tractor Co.
RICHARD LEWIS, Brunswick Area, has
joined Dataram Corp. as controller.
RAYMOND W. KILLIAN, Buffalo, has
been named treasurer of the Kittinger
Co., the Buffalo Division of General Interiors Corp.
LARRY DUFFEY, Butler Area, is now assistant credit manager, Latrobe Steel Co.
. . . WILBUR RAHISER was elected vice
president of Citizen's National Bank.
Two Charlotte members were recently
named in the Management Services
Div., M. Lowenstein & Sons. EARLE W.
SUTTLE was named assistant chief accountant of the Grey Mills operation,
and PEYTON W . DRAKE, appointed
treasurer representative in the South for
management services. . . . CHARLES E.
HASTY has been named controller of Jet
Line Products, Inc.

STEVEN A. SEKELY, Cleveland, was appointed assistant department head Cleveland accounting, Parker Hannifin
Corp. . . . EMIL J. VIDIC is now controller for Curtis Noll Corp.'s Jobbers
Supply Inc.

group controller for Gulf & Western Industries. . . . DEAN MORRISON was appointed manager of Vickers corporate
financial planning and con t r ol . . . .
JAMES F. REED is now controller at William J. Pulte of Michigan.... WILLIAM
J. STOREN has been appointed comptroller of the Indianapolis Foundry of
Chrysler Corp.

BENJAMIN A. DAVIES, East Bergen Rockland, has been promoted to secretary and treasurer of Lowe Paper Co.
EDWARD C. BRISLEY, JR., Columbus, has RICHARD A. JAHRSDORFER, Greenwichbeen promoted to Columbus Branch Stamford, was appointed vice president
of Danielson Federal Savings & Loan
manager of National Cash Register Co.
Assn.
. . . JAMES ROBB is now vice president
of finance at Capital University. . . . JAMES J.SHIREY, Hagerstown, has been
GEORGE T. SAXTON has been named a appointed vice president and controller
division vice president of Randolph Data of W. D. Byron and Sons, Inc.
Services, Inc. . . . ROBERT J. VOSLER JOSEPH T. KYOFSKI, Hampton Roads,
has joined Dynamic Security Corp. as has been promoted to corporate secretreasurer.
tary- treasurer of United Mortgagee Servicing Corp.
Three Hawaii members were recently
promoted at First Hawaiian Bank.
HUGH R. PINGREE, past chapter president and current national director, was
named senior vice president and cashier;
G. HARRY HUTAFF, senior vice president
and controller, and TAKEO ISHIZAKI has
been promoted to assistant vice presiSC HU MANN
MA TTHE W S
Chicago
Detroit
dent. . . . GEORGE KAHANU has joined
Two Dayton members have been named Hawaiian Airlines as manager - internal
at National Cash Register Co. RAY audit.
GRAMMER is marketing division con- L. EDWARD MICCA, Houston, is now astroller and J.B. HERMAN was appointed sistant to the corporate controller, Armcontroller of NCR's Military Div.... J. co Steel Corp., Middletown, Ohio.
L. DEESE has been appointed controller D. D. DUFFY, Indianapolis, has been
of Globe Industries Div., of TRW, Inc. promoted to manager of accounting at
... RALPH G. EHLERS was named sec- State Life Insurance Co.
retary- treasurer of Hobart Brothers....
FRED MILLER, Kalamazoo, is now treasHALVER HAUGEN has been named superurer of Associated Mechanical Services.
vising tax accountant for Armco Steel
PAUL H. GILLIFORD, Kansas City, now
Corp.
construction
cost accountant with But THEODORE G. ADAMS, Denver, has been
ler Mfg. Co.... ROBERT T. HENRY was
promoted to controller- finance, Denver
named treasurer for Dempster IndusDiv. of Martin- Marietta Corp.... MELtries, Inc.... MRS. B. N. PRIESS is now
VIN A. MCCUBBIN was promoted to concredit manager for Vanda Cosmetics
troller and treasurer, Aero Space Group,
Div., Rexall Drug & Chemical Co....
Martin - Marietta Corp., Friendship, Md.
PAUL B. RosSAN was recently named vice
LYLE H. HOFFMAN, Des Moines, has president of First National Bank of
been promoted to auditor at Bankers Kansas City.
Life Co. . . . THOMAS P. MORRIS has
CREW ANDERSON, Knoxville, has been
been elected vice president and general
promoted to finance manager at the
manager, Delavan, Inc., Bamberg, S.C. Knoxville Utilities Board.... WALTER
...LARRY SHELDON was elected treasur- BORUFF is now manager in charge of
er of Delavan Mfg. Co.
personnel for the South Central District
HOWARD O. EMOREY, Detroit, has been of Ernst & Ernst. . . . WALLACE G.
elected treasurer of Fruehauf Corp.... WALKER, past chapter president, is now
PHILLIP D. MATTHEWS was appointed vice president of Benco Plastics, Inc.
WILLIAM BECKHAM, Columbia, was
named accountant at Georgetown Steel
Corp.

is

Two Chattahoochee Valley members
have been named by the Industrial Fabrics Div., West Point - Pepperell Mfg.
CO. CHARLES ANDERSON was promoted
to budget manager, and RONALD BIRCH FIELD has been named assistant manager of general accounting.

HARRY E. TURNAU, JR., Cincinnati past
president, has been elected treasurer of
the Cincinnati Gear Co.

Three Chattanooga members have been
named at Cleveland Tennessee Enamel
CO. JAMES E. GIBSON was named vice
president and general manager, HAROLD
C. ALMOND was named vice president,
and RALPH PARKER named a director.
BRYAN H. MITCHELL, Chicago, has been
elected controller of A. C. Nielsen Co.
. . . GEORGE H. OLSEN, chapter president, was elected treasurer of E* W '
Kneip, Inc.... CARL H. SCHUMANN has
been elected controller of Universal Oil
Products CO. . . . GEORGE H. WADS WORTH is now group vice president of
Allen Electric & Equipment Co. He is
serving as chairman of the Accounting
Development Committee.
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RALPH ELY, Lake Erie Central, has
been promoted to assistant controller of
Standard Screw Co., We stern Div... .
RAYMOND L. MESSERLY has been appointed resident controller of the Fruehauf's Corp.'s trailer assembly plant in
Avon Lake.

r

GEORGE KRATZERT, Lancaster, has been
named controller of the Mill Products
Div., Howmet Corp. Aluminum Group.
. . . ROBERT PATTERSON, controller of
Armstrong Contracting & Supply Corp.,
has been named director of management
information.... LARRY POTTEIGER was
named manager of data processing,
Schick Electric, Inc.... LARRY ZIEGLER
has been elected secretary of Glenco Industries, Inc.

EMOREY
Detroit

WADSWORTH
Chicago

MISS NOELLA ASCH, Los Angeles, has
joined Hopkins Harbach & Co. as account executive. . . . E. T. BREARTON
was named vice president - controller of
Van de Kamp's Holland Dutch Bakers.
HOWARD STILES is now profit plan...
ning supervisor at Avon Products.
GERALD A. BRYAN, Louisville, has been
elected vice president and treasurer and
a corporate director of Vita Food Products, Inc., a wholly -owned subsidiary of
Brown & Williamson Tobacco Corp.

moted to assistant controller at F.D.C.
Wholesale Corp.

been promoted to assistant controller at
Kaydon Engineering Corp.

J. B. KEARNS, Michiana, is now senior
vice president, St. Joseph Bank & Trust
Co.

DAVID SHELDON, New Hampshire past
president, has been admitted as a partner in James A. Shanahan & Co.

Four Mid - Hudson members have been
named at IBM, Poughkeepsie, MRS.
ANN R. AGNEW and CHARLES J. PALAZZO were promoted to financial analyStS, PAUL A. CHIANESE was promoted
to senior associate, systems and procedures analyst, materials planning and
control, and EDWARD K. SHAHBAZIAN
was named department manager, process cost control.

Two New Haven members have been

Five Minneapolis members were named
at Minneapolis - Moline, Inc. THEODORE
J. HALL was promoted to operations
analysis manager, JOHN A. FALK Is now
cost manager, ELMER V. JOHNSON has
been promoted to branch accounting
manager, K. M. GARFIELD is now budget and general accounting manager, and
JOHN O. JANKE, named budget and taxes
supervisor. . . . STANLEY M. HUNT has
been appointed controller of the New
Ventures Dept., General Mills, Inc....
LOWELL B. LYSEN was promoted to controller at Fabri -Tek, Inc.... ARTHUR L.
MULVEY was recently named controller
of the Flour Mills Div., Peavey Co....
DALE W. NELSON is now division budget ma na ge r , G. T. S chj e l d ah l Co. . . .
THOMAS A. SEHRER has been promoted
to vice president- operations with Colight, Inc.

W. F. PRATT, Madison, has been promoted to information services manager
at Ray -O -Vac.
LAWRENCE H. CAMP, Member -at- Large,
was recently elected president of Th e
Chesapeake Corp. of Virginia.

A `
CAMP
Member -at -Large

RUTHERFORD
Member -at -Large

JAMES J. RUTHERFORD, Member -atLarge, has been appointed executive director and elected secretary of Financial
Executives Institute. He is a past national vice president and past president
of Syracuse.

GEORGE A. VOGEL, Mohawk Valley, has
been named vice president and general
manager of Pettibone Mulliken Corp.

P. J. BALLEW, Memphis, has been promoted to cost analysis manager of Buckeye Cellulose & Specialities Div., Buckeye Cellulose Corp.
PETER S. PEDULLA, Merrimack Valley,
has been elected corporate controller of
Itek Corp.

Three MORRISTOWN members were recently named by CIBA Corp. RICHARD
KLEIN has been appointed budget administrator, PETER J. PELOs has been
named supervisor of accounts receivable,
and PETER J. VERITAS has been appointed accounting manager.

DAVID THORPE, Miami, has been pro-

MICHAEL R. HOWE, Muskegon, has
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HENRY C. HEWETT, Montgomery, has
been elected vice president - cashier of
Alabama National Bank.

named at Cerro Wire & Cable Co. WILLIAM HOGAN was appointed manager,
systems and procedures, and MICHAEL
TARREN has been appointed chief accountant.
JOHN C. SHEA, New Orleans, was recently elected senior vice president at
Whitney National Bank.
ALEXANDER SCHULMAN, New York, has
been appointed controller of Cooper Jarrett, Inc.

PEDULLA
Merrimack Valley

SCHULMAN
New York

Two North Alabama members were recently named at Brown Engineering.
CARLTON BARNES is now manager of corporate systems and procedures, and EUGENE KELLY was named manager of cost
accounting and contracts.
Three North Carolina Southeastern
Area members have been named at the
Agricultural Chemical Div. of W . R.
Grace CO. WALLIS DUMAS was promoted to assistant treasurer, JAMES R. LATHAM is accounting manager, and
CHARLES L. MENEFEE was named assistant accounting manager.
ROBERT J. KULKA, North Central Ohio
president, has been elected treasurer for
Philway Products, Inc.
R. R. LALLIER, Northern New York,
has been promoted to assistant vice presid e nt of t he Ba n k of Gouve r ne u r. . . .
MERLE PITKIN was promoted to assistant controller of the Watertown Daily
Times.
R. L. Ridley, Northern Wisconsin, has
joined Wells Mfg. Co. as controller....
GEORGE P. DEGROOT has been promoted to treasurer, Bay West Paper Co.
JOHN DARLING, Norwich, is now office
ma n age r a t t he Ot t awa S i li ca Co. . . .
FRED HOYLE has joined Plastic Wire &
Cable Corp. as manager of accounting.
FORBES MESTON is now controller of
...
Thermos Div., King Seeley Thermos Co.
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WALTER J. THOME, Oakland County,
has been elected assistant treasurer of
Moha wk Lu mb e r & Har dwa re Co.. . .
ROBERT O. WAGNER was named general
accountant of Detroit Edison Co.
JOHN MARKO, Philadelphia, has been
appointed vice president of The Consolidated Computer CO. . . . EDWARD
W. MCLAUGHLIN was appointed director of corporate systems of Teleflex Inc.
SAM ETCHELLS, Phoenix president, was
recently promoted to assistant vice president and trust officer for Transamerica
Title Insurance Co.
Five Pittsburgh members were recently
named by U.S. Steel Corp. RICHARD A.
BECK has been appointed administrative
assistant to the vice president, accounting —steel and raw materials, CARL A.
BLn1I, JR., is now administrative assistant to the vice president, accounting general operating division, WALTER H.
DUNCAN has been appointed manager,
accounting, at the Fairless Works, HARRY L. SHAW, JR., was appointed manager, accounting, U.S. Steel's National Duquesne Works, and RICHARD C.
SPINE has been named director, cost and
statistics, Universal Atlas Cement Div.
. . . DANIEL H. CONWAY Is now manager of office products branch, Friden
Div., Singer Co.... ANTHONY P. Rossi
has established a new company, Rossi &
Co., to provide financial consultation to
small business.... ANTHONY P. SPAGNOL has been elected vice president of
the Union Corp.
ROBERT M. THOMPSON, Portland, has
been promoted to treasurer for United
Grocers. He is also corporate controller.

Two Princeton members have been
named by IBM. DONALD O. HEADLEY
is now plant controller and manager of
manufacturing planning at the Information Records Div., Dayton, N.J., and
DONALD A. NELSON was promoted to
plant controller of the Campbell, Calif.
plant.
A. M. KING, Racine- Kenosha, is now
controller of American Appraisal.
ROBERT PINKSTON, Raleigh- Durham
Area, was promoted to general accounting manager with ITT Telecommunications.
Three Raritan Valley members have
been named at Mobil Chemical Co. E.
C. CASTILLO was appointed assistant
controller, P. MUNCY has been named
manager -SPARK Program, D. P. STEF70

FENHAGEN is supervisor, manufacturing
analysis and controls. . . . ROBERT E.
CAMPBELL was appointed treasurer of
Personal Products, Johnson & Johnson.
. . . KENNETH M. ARTA was named
budget analyst with Ortho Pharmaceutical Corp.
P. M. POLITZ, Reading, was named controller at Gilbert Associates, Inc.
JOSEPH BANDROFCHECK, Richmond, has
been named treasurer of Robertshaw
Controls Co.
Roy WADE, Roanoke, was named
branch manager for Friden, Inc., Jackson, Miss.
BENJAMIN F. CUMMINGS, Rochester,
was named general plant controller at
Stromberg Carlson Div., General Dynamics Corp.... PAUL L. KOLSTEE was
named manager of factory cost accounting at R. T. French.

in the cost accounting department, IBM
Corp.
GEORGE E. CRAWFORD, Southern West
Virginia, has been promoted to general
auditor for Columbia Gas System Service Corp.
W. D. RAYMOND, Southwest Los Angeles, has been elected president of Tamar
Electronics Industries.
THOMAS CENTRACCHIO, Springfield, was
named general manager of Regal Machines Div., Litton Industries.... JOHN
DOYLE has been promoted to treasurer
of Non ot uck Mfg. Co. . . . WINSTON
ELLENWOOD has been promoted to
comptroller, Third National Bank of
Hampden County.... THEODORE SPELLICY is now corporate supervisor of product costing for C F & I Corp.
WAYNE E. THOMAS, St. Louis, has been
appointed division controller, St. Louis
Car Division, General Steel Industries.
SHELDON BEARROOD, St. Paul, is now
cost accounting manager at Toni. . . .
JOHN WIELDE was recently appointed
secretary of American & Derrick.
HAROLD L. STEPHENSON, Toledo, was
promoted to controller of the Gayless
Mfg. Div. of General Tire Rubber Co.

KING
Racine- Kenosha

BANDROFCHECK
Richmond

ALEX PRYHODA, Rockford, has retired as
secretary and assistant treasurer of the
Central Illinois Electric & Gas Co. Division of Commonwealth Edison Co.

ROY FIELDS, San Diego, has been named
controller of Ryan Aeronautical Co... *
JOSH WOOLDRIDGE, past chapter president, was elected a member of the board
of directors of Continental Motors
Corp. He is vice president- finance at
Ryan. . . . OREN WELLER has been
named controller for Southwestern Teletypewriter.
T. W. SANDERS, Sangamon Valley, has
been appointed senior cost accountant
for the commodities group at A. E. Staley Mfg. Co. . . . LEODA SWANSON was
named corporate accountant at A. E.
Staley Mfg. Co.
J. A. COOKE, Seattle, has been promoted
to office manager and controller of
Heath Techna. . . . D. W . KINDRED
has joined T . S. Massart Mechanical
Contractors as controller. . .. ROBERT
MCCORD was recently appointed vice
president of Safeco Insurance Co.
JAMES LINDELL, Southern Minnesota,
has been promoted to senior accountant

HAROLD A. POOLE, Virginia Skyline, has
been named vice president and controller of the Gilmore Broadcasting Group.
FRED BAUCE, Waterbury, has been
elected executive vice president of t h e
Milford Rivet & Machine Co.... FRANK
NARDELLI was named treasurer and general manager, and RALPH DE LEO, assistant secretary and assistant treasurer,
at Heminway & Bartlett Mfg. Co.

Two West Bergen- Passaic County members have been named by Curtiss Wright Corp. RONALD IVANICKI is now
profit center financial manager, and
DANIEL BENTLEY, supervisor of general
and cost accounting.
THOMAS D.
...assistant conBANNON was appointed
troller at Singer Co. He will continue as
vice president- finance and treasurer at
Singer - General Precision, Inc., a wholly owned subsidiary.
ROBERT H. LEOPOLD, Westchester, has
been appointed tax manager of Clevite
Corp.
FRANCIS
DANHART, Westmoreland
County, was promoted to manager, corporate accounting, for Modulus Corp.
DONALD F. STAHL and JOHN ROMAN
...
were named cost supervisors for Ken nametal, Inc.
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WILLIAM C. SMITH, Wichita, was recently promoted to assistant controller
of the Chemicals Div., Vulcan Materials Co.
In Memoriam
JOHN H. CASSELLS, 48, Southern West
Virginia, 1962.
WILLIAM F. HODRUS, 84, Pennsylvania
Northeast, 1920. Emeritus Life Associate.
IVAN H. JOSLIN, 88, Boston, 1945. Emeritus Life Associate.
JOHN G. KRAIK, 65, Syracuse, 1945.
ALBERT L. LEIBY, SR., 75, Peoria, 1945.
Emeritus Life Associate.
ROBERT L. MCCOOx, 68., New Hampshire, 1963.
DONALD MCLEOD, 61, Cleveland, 1947.
JAMES J. MCTAGGART, 60, Boston, 1944.
JAMES F. MILLSPAUGH, 55, Dayton,
1964.
CHARLES D. OLTMANN, 67, Long Island, 1945. Emeritus Life Associate.
DAVID B. PETER, 82, Kansas City past
president, 1920. Emeritus Life Associate.
SIDNEY E. PRATT, 61, Mid - Hudson past
president, 1944. Stuart Cameron McLeod Society.
HAROLD G. RICHARDSON, 38, Nashville,
1968.
PAUL E. RITCHEY, 53, Butler Area,
1966.
FRANx J. RoMANOUsxY, 67, Waterbury,
1946. Emeritus Life Associate.
MAURICE C. SMITH, 72, New Hampshire
past president, 1939. Stuart Cameron
McLeod Society.
CHARLES J. STOUCH, 29, Southern West
Virginia, 1967.
JOHN O. SWOFFORD, 52, Northwest Arkansas, 1966.

Conference Calendar
NAA Continuing Education Program
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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TOP SPEAKERS FEATURED TOP SPEAKERS FEATURED AT NAA's 50th CONFERENCE

Continued from page 65
Philip Hermann, Manager of
Operations Research, American
Metal Climax Inc., New York,
N.Y.
Thomas H. Williams, Professor
of Accounting, Graduate School
of Business Administration, University of Texas, Austin, Tex.
Corporate Financial Reporting —
Earnings per Share
William D. Hall, Partner, Arthur
Andersen & Co., Chicago, Ill.
Kenneth R. Rickey, President,
Cash Management, Inc., Phoenix, Ariz.
10. Economic Evaluation of Capital
Expenditures
Arthur V. Corr, Manager, Continuing Education Department,
National Association of Accountants, New York, N.Y.
Donald F. Stanhope, Manager,
Price Waterhouse & Co., New
York, N.Y.
Leading off the Tuesday morning
session will be William E. McKenna,
chairman of the board and chief executive officer, Norton Simon, Inc., Fullerton, Calif. Mr. McKenna, who is also
an NAA member, will speak on the
topic "Managing Business in a Changing Environment." As head of a recently- formed conglomerate, Mr. McKenna
is at the center of one of the most
controversial phenomena of modem
times. Accordingly, his address should
he of interest to all participants at the
conference.
As a complement to Mr. McKenna's
address, Gianluigi Gabetti, president of
Olivetti Underwood Corp., will speak
from the viewpoint of a large, international corporation. His address is titled
"Operating within the Multi- National
Organization." In contrast to the trend
of American Business to diversify
abroad, Olivetti, an Italian company,
acquired Underwood Corp. in 1963. Mr.
Gabetti should offer some unique insights from the viewpoint of a foreign
corporation doing business in the
United States.
Chairman of the Tuesday session is
Thomas L. Morison, president of Bentley College of Accounting and Finance,
Boston, Mass. Mr. Morison is the immediate past national president of the
Association.

What It Takes
Two addresses with discussions are
featured on the Wednesday morning
program. During the afternoon, ten
concurrent sessions, some of them repeated from Monday, will be held.
Firman H. Hass, retired partner of
Ernst & Ernst, Detroit, is chairman of
the Tuesday session. Mr. Hass is also a
past national president of NAA.
Dr. Pierre A. Rinfret, president and
chief executive officer of Rinfret- Boston
Associates, Inc., New York, will discuss
"Fundamental Forces in the Economy
of the 70's." Dr. Rinfret is an experienced economist who specializes in
economic counseling. His remarks on
trends in the economy should help to
put market forces in perspective for
conference attendees.
The second address on Wednesday
will be given by H. Edward Wrapp,
professor of business policy and associate dean for management programs at
the Graduate School of Business, University of Chicago. Professor Wrapp
will outline the experience and education necessary for the management accountant to rise to top management.
His address is titled "From Accounting
to Top Management: What It Takes
to Get There."
Ten concurrent sessions will be held
in the afternoon, some with the same
discussion leaders as in the morning
sessions. The additional topics and discussion leaders are listed below:
1. Creative Marketing and Distribution Cost Analysis
2. Long -Range Profit Planning
3. Statistical Sampling— Concepts and
Applications
4. Cost and Revenue Standards for
Planning and Control
5. Recruiting, Developing, and Retaining the Management Accountant
6. Influence of Accounting Information on Human Behavior
Timothy W . Costello, Deputy
Mayor —City Administrator, Professor of Psychology and Management (on leave), New York
University, New York, N.Y.
Allen H. Seed, III, Director of
Corporate Diversification, International Paper Co., New York.
7. Developing an Effective Information System Without a Computer
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Patrick L. Romano, Vice President and Treasurer, Potters Bros.
Inc., Carlstadt, N.J.
Hadley P. Schaefer, Professor of
Accounting, Graduate School of
Business Administration, Tulane
University, New Orleans, La.
8. Improving Profits Through Value
Analysis
V. B. Baker, Director, Product
Imp r ove me n t , We s t i n gh ou s e
Electric Corp., Pittsburgh, Pa.
Roy E. Fountain, President, Value Programs for Industry, Schenectady, N.Y.
9. Cost Accounting Standards for
Government Contracts
Bernard B. Lynn, Deputy Director, Defense Contract Audit
Agency, Washington, D.C.
Richard G. Mulligan, Controller, T R W Systems Group, Redondo Beach, Calif.
10. Current Developments in Corporate Pensions
Gordon P. Ramsey, Consultant,
Lybrand Ross Bros. & Montgomery, Chicago, 111.
Joseph J. Stahl, II, Vice President, Alexander & Alexander,
Inc., New York, N.Y.

Time Off

■
i'�

Pos t - Con ve n ti on T ou r
A five -day post - convention tour to
Puerto Rico and the Virgin Islands has
been arranged for NAA members and
their families who plan to continue their
vacation after the Annual International
Conference. The tour party will leave
on Thursday, June 26, arriving in San
Juan in the afternoon.
An NAA Hospitality Suite will be
open at the Americana Hotel in San
Juan during the evening so that trip
participants can become more closely
acquainted and also meet with members
of the local chapter. The Friday itinerary features a tour of Old and New San
Juan and, in the evening, a Puerto
Rican Fiesta style dinner and entertainment program, in conjunction with the
San Juan Chapter.
No visit to Puerto Rico is complete
without a tour to the El Yunque Rain
Forest and the famous Luquillo Beach.
That's what the NAA members and
families will be doing on Saturday.
Lunch will be served at the El Conquistador Hotel. Cocktails and dinner
at the El Tropieoro nightclub are planned for Saturday evening.
Full information on the five -day tour
will be sent all registrants.
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"Accounting tells me that our expense accounts are running too high. However, I
recognize the fact that you must dine with a customer in order to ..."

You Work 21/2 Hours a Day
For the Government

tion is not only the life of trade, it
is the trade of life."

Employed Americans will work two
and a half hours every eight -hour
working day in 1969 to pay their tax
bills — federal, state and local, ac-

Teen -Age Boom to End
In a speech recently delivered by
Martin R. Gainsbrugh, senior vice

c o r d i n g t o ta x e xp e rt s o f t h e C h a m -

pr e si d e n t a n d chief e c o n o m i st , N a -

ber of Commerce of the U.S.

tional Industrial Conference Board,
he predicted the end of the teen -age
boom in the '70's. He pointed out,
"The last of the postwar baby crop
born in 1949 will no longer be a
teenager — praises be —when the present year ends! The 15 -19 year -olds
number 17 million. Ten years ago,
they totaled only 11 million. That's
an increase of 50% over the decade.
In the '70's, the host of adolescents
will barely increase in number. And
the industries catering to the teenagers will no longer be riding that
demographic wave."

U.S. Chamber of Commerce

Life Is Competition
For those social reformers who think
society will become better if competition is decreased or eliminated,
Historians Will and Ariel Durant
have some interesting thoughts in
their latest book, T h e Lessons of
History. From a lifetime of studying
history, the authors conclude that
"The first biological lesson of history
is that life is competition. Competi-
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NOMINATING COMMITTEE
REPORT
NOTICE OF ANNUAL ME E TI NG
NOTICE IS HEREBY GIVEN TO ALL MEMBERS OF THE ASSOCIATION
THAT THE ANNUAL MEETING OF THE NATIONAL ASSOCIATION OF ACCOUNTANTS WILL BE HELD
AT THE NEW YORK HILTON HOTEL IN NEW YORK, N. Y., ON MONDAY, JUNE 23, 1969,
AT APPROXIMATELY 10:00 A.M., OR IMMEDIATELY FOLLOWING THE CONCLUSION OFTHE OPENING
SESSION, TO RECEIVE THE REPORT OF THE NOMINATING COMMITTEE AND TO TRANSACT SUCH
OTHER BUSINESS AS MAY PROPERLY COME BEFORE THE MEETING.
RAWN BRINKLEY, EXECUTIVE DIRECTOR
NEW YORK; MAY 1, 1969

TO THE MEMBERS OF THE NATIONAL ASSOCIATION OF ACCOUNTANTS
The 1968 -69 Nominating Committee
is pleased to present the following
members as nominees for election to
national office at the Annual Meeting
of the Association to be held in New
York, N. Y., Monday, June 23, 1969.
Under the Constitution and By -Laws,
14 national officers —the president,
12 vice presidents, and the treasurer
—are elected to serve a term of one
year. Fifty national directors are
elected to serve a term of two years.

(One additional director has been
nominated to serve a term of one
year.) Their terms overlap with those
of 50 current directors, thus assuring
continuity on the National Board.
The report also includes nominees
for the Nominating Committee to report in 1970.
Every one of the nominees has
devoted a considerable amount of
time and effort to the Association. All
have indicated that they are willing to

serve NAA further, knowing that it will
mean some sacrifices on their part.
Their wealth of backgrounds, experiences and education will greatly benefit the Association during their term
of office.
It is with great pride that the
Nominating Committee endorses this
outstanding group of NAA members.
Respectfully submitted,
NOMINATING COMMITTEE

1968 -69

NOMINATING COMMITTEE 1968 -69
CHAIRMAN: THOMAS L. MORISON, BOSTON
ROBERT W. ARNOLD, BIRMINGHAM
ROBERT BEYER, NEW YORK
WILLIAM E. CRAIG, JAMESTOWN
ROBERT I. DICKEY, SANGAMON VALLEY
R. LESLIE ELLIS, LANCASTER
LAFE P. FOX, CLEVELAND
GEORGE D. GEE, KANSAS CITY
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FIRMAN H. HASS, DETROIT
CHARLES H. HAWKINS, PORTLAND
CHRIS V. KEMENDO, JR., TULSA
JOHN T. KOKOS, INDIANAPOLIS
CARL G. ORNE, OAKLAND -EAST BAY
COLIN A. STILLWAGEN, SAN DIEGO
BRONISLAUS ZAMROK, JR., MORRISTOWN
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Nominee for President

GRANT U. MEYERS
Chicago (1946): Director of Special Activities, 1948 -49; Director of Program,
1949 -50; Vice President, 1950 -53, and
President, 1953 -54. He served on the
National Board of Directors, 1957 -59,
during which term he was Vice Chairman
of the Promotion and Publicity Committee. Elected a national Vice President,
1962 -63, he served on the Executive
Committee for that year and for the next
three years when he was the Association's representative on the Accounting
Careers Council. He has been a member
of the Operations Committee for several
NAA Annual Conferences held in Chicago,
including Chairman of the 1958 conference. Currently he is serving as Program Chairman for the 1969 Annual
International Conference. He was affiliated with New York Chapter, 1959 -65,
and has been with North Texas Chapter
since 1965. A long -time member of the
Stuart Cameron McLeod Society, he just
completed a two -year term on the board
of governors. He is presently Chairman
and Chief Executive Officer of Oil City
Iron Works, Inc., Corsicana, Texas.
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Nominees for Vice Presidents
WILLIAM J. BERGLUND

Detroit (1954); Oakland County: Director of
Special Activities, 1961 -62; Secretary, 196264; Vice President, 1964 -65; President,
1965-66; member of the National Committee
on Membership, 1966 -68; National Board of
Directors, 1967 -69. He is Supervisor of In
ternal Audits, Michigan Bell Telephone Co.,
Detroit, Mich.

CHARLES S. MYERLY

,,.

\

Piedmont (1956); Charlotte: Director of Employment, 1960 -61; Director of Programs,
1961 -62; Vice President, 1962 -63, and President, 1963 -64; National Director, 1964 -65,
and 1967 -69. Committee on Promotion and
Public Relations, 1965 -69. Stuart C. McLeod
Society. He is a Partner -in- Charge of the office of Ernst & Ernst, Charlotte, N.C.

JOHN H. BERGSTEDT

Los Angeles (1955): Director of Membership,
1959 -60; Director of Member Attendance,
1960 -61; Vice President 1962 -63, and 196364; President. 1964 -65; National Committee
on Chapters, 1966 -67; National Director,
1967-69; General Chairman of the 1969
Western Regional Conference in Las Vegas.
Stuart Cameron McLeod Society. He is a
Partner, and head of Administrative Services
Div., Arthur Andersen & Co., Los Angeles,

JOSEPH V. NEWMAN
Pittsburgh (1952). Director of Program is,
1961 -62; Director of Membership, 1962 -63;
Vice President, 1963 -66; President, 1966 -67.
During his term as National Director, 196769, he served on the Accounting Develop ment Committee. He is Controller of Dravo
Corp., Pittsburgh, Pa.

Calif.

RICHARD F. PEIRCE
W. ATLEE DAVIS, JR.

Sangamon Valley (1954); Southwest Los An-

Delaware (1955): Director of Program, 196162; Director of Membership, 1962 -63; Vice
President, 1963 -64, and 1964 -65; President,
1965 -66. National Director, 1967 -69, he
served on the Committee on Chapters and
on the Publications Committee. Stuart Cameron McLeod Society. He is currently Management Services Supervisor in the Engineering
Dept., E. I. Du Pont De Nemours & Co., and
Chairman of Compost Compound Corp., Wilmington, Del.
CLEMENS A. ERDAHL
New Orleans (1952); New York: Director of
Education, 1959 -60; Vice President, 1963
64, and 1964 -65; and President, 1965 -66.
National Director, 1966 -68. Stuart Cameron l o g ,
McLeod Society. He is a Partner with Price

r

geles: Charter Member; Director of Manuscripts, 1962 -63; Vice President, 1963 -64,
and 1964 -65, and President, 1965 -66. He
served on the Research Planning Committee,
1968 -69. He is Corporate Director, Manage ment Information Systems, Motorola, Inc.,
Chicago, III.
HUGH PINGREE
Hawaii (1959): Director of Communications
and Conferences, 1962 -63; Treasurer, 1963 64; Vice President, 1964 -65; President,
1965 -66. He was National Director, 1967
69. He is currently Senior Vice President
Cashier of First Hawaiian Bank, Honolulu, Hawaii.

Waterhouse & Co., New York, N.Y.
ROBERT O. FEOLA

Akron (1948): Director of Member Attendance, 1950 -52; Treasurer, 1952 -54; Director
of Meetings, 1954 -55; Vice President, 195556, and 1956 -57; President, 1957 -58. He
served as National Director, 1958-59, and
Stuart Cameron McLeod Society.
He iss Ma
Manager, Tire Division Cost Accounting
of the General Tire & Rubber Co., Akron,
Ohio.

W ILLIAM A. REVILLE

_�

48; Bangor - Waterville: Chairman of the Organizing Committee, 1947 -48; Vice President,
1948 -50, and President, 1950 -51; National
Director, 1961 -63; National Nominating
Committee, 1963 -64. Stuart Cameron McLeod Society. He is the Maine Representative of the A. E. Martell Co., Keene, N.H.

W ILLIE E. FERGUSSON

Columbia (1957): Director of Manuscripts, 1 3 7
1959 -60; Director of Member Attendance,
1960 -61; Director of Special Activities,
1961 -62, and President, 1965 -66. As National Director, 1966 -68, he served on the
Committee on Accounting Development. Stuart Cameron McLeod Society. Vice President
and General Auditor of The South Carolina
National Bank, Columbia, S.C.
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J. LAMAR STALL
Shreveport (1958): Director of Manuscripts,
1962 -63; Vice President, 1963 -65, and
President, 1965 -66. During his term on the
national Board of Directors, 1967 -69, he
served on the Committee on Chapters. He is
Vice President and Controller and on the
Board of Directors of Southwestern Electric
Power Co., Shreveport, La.
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Nominee for Treasurer
JOHN E. VAVASOUR

Albany (1949): Director of Special Activities,
1953 -54; Treasurer, 1954 -55; Vice President,
1955 -56; President, 1956 -57; National Director, 1957 -58 and 1959 -61; National Vice
President, 1962 -63; Member of the Committee on Promotion and Publicity, 1957 -59;
and Chairman of that committee, 1960 -62;
Member of the Committee on Accounting

Development, 1959 -60; Chairman of the
Committee on Chapters, 1963 -65; and Chairman of the Committee on Long Range Location, 1965 -67. National Treasurer, 1966 -69.
Stuart Cameron McLeod Society. He is now
affiliated with the Westchester Chapter and
is Manager of Data Processing Operations,
Consolidated Edison Company of New York.

Nominees for National Directors
H. LEE ARNOLD

ROBERT L. BURDETTE

131W.

Western Carolinas (1961); Asheville: Secretary, 1963 -64; Vice President, 1964 -65;
President, 1965 -66. He is Controller of Matthew Motors, Inc., Asheville, N.C.

Lubbock Area (1967): Charter Member and
first President; Committee on Membership,
1968 -69. He is a Manager, Ernst & Ernst,
Lubbock, Tex.

I

JAMES BULLOCH

Ann Arbor (1961): Treasurer, 1964 -65; Vice
President, 1965 -66; President, 1966 -67. He
is Associate Professor of Accounting, Graduate School of Business Administration, The
University of Michigan, Ann Arbor, Mich.

VICTOR E. BUNCK

Milwaukee (1942); Racine - Kenosha: Stuart
Cameron McLeod Society. He is Vice President and Secretary of Jacobsen Manufacturing Co., Racine, Wis.
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HOWARD M. CAIN

`

-

- ,

Kalamazoo (1956): Director of Special Activities, 1961 -62; Treasurer, 1962 -64; Vice
President, 1964 -66; President, 1966 -67. He
is a Manager, Ernst & Ernst, Kalamazoo,
Mich.

DAVID G. CARREAU

Fall River -New Bedford (1963): Director of
Communications, 1964 -65; Director of Manuscripts, 1965 -66; Vice President, 1966 -67;
and President, 1967 -68. He is Operations
Controller, Bird and Son, Inc., Walpole,
Mass.
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Nominees for National Directors
HARRY W. CHERRY

CONRAD C. DODSON

North Carolina Southeastern Area (1967):
Charter Member and first President, 196768. He is Managing Partner, Cherry, Bekaert
and Holland, Wilmington, N.C.

►
'.;_

Albuquerque (1959): Associate Director,
1959 -60; Vice President, 1961 -62; President,
1962 -63. He is Office Manager, Public Service Co., Albuquerque, N.M.

� ,r� _

LEONARD S. COLEMAN, JR.

FRANCIS W. FEHR

Reading (1954): Director of Member Attendance, 1959 -60; Director of Chapter Seminars,
1960 -61; Director of Manuscripts, 1961 -62;
Director of Special Activities, 1962 -63; Vice
President, 1963 -64 and 1964 -65; President,
1965 -66. He is Financial Staff Assistant, The
Carpenter Steel Co., Reading, Pa.

T
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Lehigh Valley (1952): Director of Educational
Activities, 1955 -56; Director of Publications,
1958 -60; Vice President, 1964 -66; President,
1966 -67. He is Manager, Cost Control, Engineering Div., Mack Trucks, Inc., Allentown,
Pa.

'

ROBERT J. CONNOLLY

E. E. FREDERICK

North Jersey Shore (1961): Director of Meet-

Pittsburgh (1957): Associate Director, 1963 -

ings, 1961 -63; Secretary, 1963 -64; Treasurer, 1964 -65; Vice President, 1965 -67;
President, 1967 -68. He is the Principal of
Robert J. Connolly, CPA, Point Pleasant, N.J.

66; Butler Area: Co- Chairman, Organizing
Committee, 1965 -66; Vice President, 1966 67, and President, 1967 -68. He is Assistant
to Controller, Cost Development and Analysis,
r

ROBERT L. CRAMER
Florida West Central; (1960) Mid - Florida:
Associate Director, 1963 -64; Director of
Programs, 1964 -65; Vice President, 1964 -65;
President, 1965 -66, and National Director,
1966 -67. He is Comptroller, Florida Gas Co.,
W inter Park, Fla.

-

BILL B. HOOK
Phoenix (1960): Associate Director of Pro grams, 1962 -63; Director of Manuscripts,
1963 -64; Director of Programs, 1964 -65;
Vice President, 1965 -66, and 1966 -67, and
President, 1967 -68. He is QA Project Man ager, Motorola, Inc., Scotts dale, Ariz.

'}
� ,

/

*MIGUEL A. DAVILA
Mexico (1963): Treasurer, 1964 -65; Director
of Membership, 1965 -66; Director of Programs, 1966 -67, and President, 1967 -68. He
is Accounting Manager, Cia Indus trial de
Plasticos, S.A. (a division of Monsanto),
Mexico City, Mexico.

ALFRED L. HUNT
Twin Cities (1947); San Francisco: Director
of Program, 1962 -63; Treasurer, 1963 -65;
Vice President, 1965 -66; President, 1966 -67.
He is a Partner, Lybrand, Ross Bros. &
Montgomery, San Francisco, Calif.

� .� ,

DONALD DeGROOT
Lansing (1962); Battle Creek: Director of
Membership, 1962 -63; Director of Meetings,
1963-65; Vice President, 1965 -67; President,
1967 -68. He is Controller, Win Schuler
Restaurants, Marshall, Mich.

Pullman Standard Div., Pullman Inc., Butler,
Pa.

PAUL IMLER

-.

W ashington (1943): Direc tor of Member Attendance, 1947 -48; Direc tor of Special Activities , 1948 -51; Vice President, 1951 -52,
and 1952 -53; President, 1953 -54. Committee
on Promotion and Public Relations, 196869. He is Controller, Government Services,
Inc., W ashington, D.C.

*Nominated for one -year term, 1969 -70.
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Nominees for National Directors
CLARK H. JOHNSON

W ILLIAM J. LLOYD

Raritan Valley (1959): Associate Director,
1961-63; Director of Manuscripts, 1963 -64;
Director of Communications, 1964 -65; Secretary, 1965 -66; Vice President, 1966 -67,
and President, 1967 -68. He was Chairman,
New Jersey Council of NAA Chapters, 196768, and served on Committee On Membership, 1968 -69. Currently a member of Brunswick Area, he is Treasurer and Member,
Board of Directors, of Devro, Somerville, N.J.

Toledo (1958); Lima: Vice President, 196667; President, 1967 -68; National Conference
Participation Chairman, 1968 -69. He is Secretary- Treasurer, Pangles, Inc., Lima, Ohio.

.e►

GEORGE J. KALCIK

ROBERT L. LYLE

Northern Wisconsin (1947): Director of Publications, 1953 -54; Director of Special Activities, 1955 -56; Treasurer, 1956 -58; Vice
President, 1958-60; President, 1960-61, and
National Director, 1961 -62. He is a Principal
of George J. Kalcik & Co., Green Bay, Wis.

Knoxville (1960): Director of Programs, 1962 63; Vice President, 1963 -64, and 1964 -65;
President, 1965-66. He is Deputy Director
of Finance, U.S. Atomic Energy Commission,
Oak Ridge, Tenn.

'^
--\

KNUTE L. LANDGREN

DAVID W. MARTIN

Worcester (1955): Director of Meetings,
1963 -64; Treasurer, 1964 -65; Vice President,
1965 -67, and President, 1967 -68. He is Cost
Accountant with Norton Co., Worcester,
Mass.

AM

,f,

Portland (1960): Director of Membership,
1962 -63; Director of Newsletter, 1963 -64;
Director of Meetings, 1964 -65; Treasurer,
1965 -66; Vice President, 1966 -67; President,
1967 -68. He is Manager, General Accounting
Department,
Portland, Ore. Northwest Natural Gas Co.,

•

Auditor, Coral Gables, Fla.
CLARENCE LANGER l f f 4 w ' ;
South Florida (1958); Miami: Director of
Manuscripts, 1960 -61; Director of Publicity,
1961-62; Director of Special Activities,
1962 -63; Vice President, 1964 -65, and
President, 1965 -66; Chairman of chapter
Nominating Committee, 1966 -67. He is the
Principal, Clarence Langer, Accountant and

HARVEY MASIMORE, JR.

Peoria (1949): Director of Member Attend ance, 1959 -60; Director of Publicity, 196062; Vice President, 1962 -63; President,
1964 -65. He is Manager— Employee Benefit
Funds, Caterpillar Tractor Co., Peoria, III.

BILLY W . LASSITER
Piedmont

(1961);

Raleigh- Durham

JAMES E. McMILLEN

Area:

Dallas (1948): Director of Communications,

Chairman of Organizing Committee, 1965 -66;
President, 1966 -67 and 1967 -68. Member,
Committee on Membership. He is Assistant
Treasurer and Controller, Pine Hall Brick
and Pipe Co., Winston - Salem, N.C.

1954 -55; Director of Education, 1955 -56;
Vice President, 1956 -57; President, 1957 -58;
National Director, 1958 -59. North Texas;
Central Texas. He is Controller, Oil City Iron
Works, Corsicana, Tex.

,

W ILLIAM D. LEE

Long Beach (1956): Director of Special Activities, 1958 -59; Director of Programs,
1961 -62; Treasurer, 1962 -64; Vice President,
1964 -65; President, 1965 -66. Chairman of _
Chapter Nominating Committee, 1967 -68;
Western Regional Conference Hospitality
Chairman, 1968 -69. He is Controller and
Secretary- Treasurer, Super -Temp Co., Santa
Fe Springs, Calif.
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DAVID B. McNIT T

4Z

Toledo (1953); Michiana: Director of Education, 1959 -60; Director of Manuscripts,
1960 -61; Director of Meetings, 1961 -62;
Director of Programs, 1962 -63; Secretary,
1963 -64; Treasurer, 1964 -65; Vice President,
1965 -66, and 1966 -67; President, 1967 -68.
He is Treasurer, Consolidated Metal Prod ucts, Inc., Elkhart, Ind.
M A N A G E M E N T ACC OU NTIN G /M AY 1969

Nominees for National Directors
DONALD R. MELLERT

C. LEON PIT TS

Los Angeles (1955); Southwest Los Angeles:
Director of Manuscripts and Chapter Competition, 1963 -64; Secretary, 1964 -65; Treasurer, 1965 -66; Vice President, 1966 -67, and
1967 -68; President, 1968 -69. He is a Partner, Price Waterhouse, Los Angeles, Calif.

Chattahoochee Valley (1960): Director of
Manuscripts, 1961 -62; Director of Programs,
1962 -63; Vice President, 1963 -64, and 1964 65; and President, 1965 -66. He is Secretary,
International Products & Services, Inc.,
LaGrange, Ga.

BEN R. MURPHY

RAYMOND A. REHFELD

Nashville (1957): Director of Programs, 196061; Vice President, 1961 -63; President,
1963-64; National Director, 1964 -65. He is
Vice President, Corporate Relations, Genesco, Inc., Nashville, Tenn.

sity Hospital, Augusta, Ga. JAMES H. O'DELL 0
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Oakland -East Bay (1956): Director of Member Attendance, 1958 -59; Treasurer, 195960; Director of Programs, 1960 -61; Vice
President, 1961 -62, and 1962 -63; President,
1963 -64; National Director, 1964 -65. Alameda County- South: President, 1966 -67. He
is Plant Accounting Manager, U.S. Pipe &
Foundry, Union City, Calif.
JESSE H. RICHMOND
Electronics,
Inc.

Birmingham (1962); Augusta Area: Chairman
of Organizing Committee; Preside nt, 19 6 7 -

Indianapolis (1963); South Central Indiana:
Chairman, Orga nizing Commi ttee, 19 6 6 ;

68, and 1968 -69. He is Comptroller, Univer-

President, 1966 -67; He is Treasurer, C. P.

If
THOMAS C. OTTEY

DEAN C. ROBISON

Philadelphia (1955): Director of Special Ac-

tivities, 1962 -63; Director of Member Attendance, 1963 -64; Vice President, 1964 -66;
and President, 1966 -67. He served on the
Promotion and Public Relations Committee,
1968 -69. He is a Partner, Main LaFrentz &
Co., Philadelphia, Pa.

Tri- Cities (1956): Director of Communica-

A� �'
t`'

Haven

(1955):

Secretary,

(.
I

DONALD L. PERLROTH
New

tions, 1960 -61; Secretary, 1961 -62, and
1962 -63; Director of Employment, 1963 -64;
Vice President, 1965 -66, and 1966 -67;
President, 1967 -68. He is General Office
Controller, Deere & Co., Moline, III.

" OR
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DAVID F. ROBERTSON

1963 -64;

Dallas (1955): Director of Chapter Competi-

Treasurer, 1964 -65; Vice President, 1964 -65,
and 1965 -66; President, 1966 -67; Committee
on Membership, 1968 -69. He is Principal,
Donald L. Perlroth, CPA.

tion, 1961 -62; Director of Member Attend ance, 1962 -63; Director of Special Activities, 1963 -64; Director of Programs, 1964 65; Vice President, 1965 -67; President,
1967 -68. He is Accounting Manager, Texas
Instruments, Inc., Dallas, Tex.

KENNET H W. PERRY

Sangamon Valley (1955): Direc tor of Education, 1958 -59; Vice President, 1960 -61, and
1961 -62; President, 1962 -63; National Director, 1963-64. He is Professor of Accountancy, Univers ity of Illinois , Urbana, III.
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EDGAR SCHMIDT

-- `

Long Island (1958): Director of Public ity,
1958 -59; Director of Membership, 1959 -60;
Director of Member Attendance, 1960 -61;
Director of Communications, 1961 -62; Sec retary, 1962 -63; Treasurer, 1963 -64; Vice
President, 1964 -65; and President, 1965 -66.
He is Vic e President, Finance & Adminis tration, Doubleday Broadcasting Co., New York,
N.Y.
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Nominees for National Directors
CHARLES P. VOLLER

LEO R. SMENTOWSKI

Colorado Springs - Pueblo (1962): Director of
Membership, 1965 -66; Vice President, 196667; President, 1967 -68. He is Manager,
Touche, Ross, Bailey & Smart, Colorado
Springs, Colo.

JOSEPH S. STEVENS

Columbus (1951): Director of Manuscripts,
1960 -61; Director of Programs, 1961 -62;
Treasurer, 1962 -63; and 1963 -64; Vice
President, 1964 -65; President, 1965 -66.
Committee on Membership, 1967 -68. He is
Secretary- Treasurer, American Education
Publications, a Xerox Company, Columbus,
Ohio.
J. DOUGLAS STONE

Wichita (1949): Secretary, 1951 -52; Vice
President, 1952 -53; President, 1953 -54. He
is a Partner, Farrow, Stone & Blubaugh,
Wichita, Kans.

� k� l11'

Olean- Bradford (1951): Director of Programs,
1958 -59; Director of Communications, 195960; Cincinnati: Director of Communications,
1962 -63; Treasurer, 1963 -64; Director of
Programs, 1964 -65; Vice President, 1965 -66;
President, 1966 -67. He is Treasurer, Dover
Corp. /OPW Div., Cincinnati, Ohio.

WARREN N. WAGGENSPACK

Baton Rouge (1958): President, 1964 -65.
He is Treasurer, State National Life Insurance Co., Baton Rouge, La.

ROBERT J. WEAFER

Boston (1947): Director of Education, 195354; Director of Publications, 1954 -55; Director of Membership, 1955 -56; Secretary,
1956 -57; Vice President, 1957 -58; President,
1958 -59; Member, Accounting Development
Committee, 1959 -60; National Director,
1960 -61; Accounting Development Committee, 1960 -64; Research Planning Committee,
1565 -69. Stuart Cameron McLeod Society.
He is Vice President for Finance and Treasurer, Bentley College, W altham, Mass.

ART HUR J. TIFFANY

Detroit (1948); Niagara: Program Director,
1961 -62; Director of Manuscripts, 1962 -63;
Secretary, 1963 -64; Vice President, 196465, and 1965 -66; President, 1966 -67. He is
Controller, Coated Abrasives Div., Carborundum Co., Niagara Falls, N.Y.

GEORGE C. WEIGELE

Evansville (1956): Director of Membership,
1957 -59; Director of Communications, 195960; Director of Special Activities, 1960 -61;
Secretary, 1961 -62; Vice President, 1962 -64;
President, 1964 -65. He is Manager, Operations Accounting, Whirlpool Corp., Evansville, Ind.

ROBERT E. TODD

Binghamton (1950): Director, 1955 -57; Vice
President, 1957 -59; President, 1959 -60; National Director on Promotion & Public Relations Committee, 1960 -61; New Hampshire:
Newsletter Editor, 1965 -66. Now affiliated
with Binghamton, he is Manager - Financial
Accounting, General Laboratory Associates,
Inc., Norwich, N.Y.
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NOMINEES FOR NOMINATING
COMMITTEE TO REPORT IN 1970

CHAIR MAN:
JAMES E. MEREDIT H, JR., NEW YORK
FRED ANDERSEN, MILW AUKEE
LEO. J. BARNECUT, JR., CHICAGO
ART HUR P. BART HOLOMEW , NEW YORK
PAUL A. BUSCH, CINCINNAT I
FLOYD F. CRAVENS, SAN DIEGO
PAUL W. DEMAREST, OMAHA
FIRMAN H. HASS, DETROIT
ROBERT J. HINZ, NORTH ALABAMA
J. W ILL LEW IS, SALT LAKE AREA
R. TERRY LYLE, FLORIDA WEST CENTRAL
CHARLES R. MILLER, PITT SBURGH
THOMAS L. MORISON, BOSTON
JACK W. ROBINSON, TULSA
W ILLIAM M. YOUNG, JR., W ASHINGTON
MANAGEMENT ACCOUNTING /MAY 1969

early warning system for prudent acquisition
Corporate decision makers, engaged in planning acquisitions,
have learned that purely financial evaluations are inadequate
yardsticks for measuring a company. They need more — an
early warning system — facts about products, markets, plant
capacities, obsolescence, engineering, patents, personnel,
tax implications, etc. They get what they need through
professional valuation counsel — in -depth measurement of
all the values — providing a sound and timely basis for
holding back or proceeding with the transaction.
Assisting corporate decision makers is our business.

The American Appraisal Company, Milwaukee, Wisconsin 53201
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ADVANCE REGISTRATION / Annual International Conference • New York Hilton Hotel, N.Y. • June 22.25, 1969

Keynote Luncheon
y
Technical Sessions (4)
Monday p.m.

'

LADIES

NAM E AS YO U W ISH IT P R IN TE D O N YOU R C ON FE R EN CE BA DG E

F]

'

NONMEMBER

SP O US E ' S F IRS T NA M E ( A s d e s i r e d p ri n t ed o n b a dg e )

MEMBERS and NONMEMBERS
E] All Events Package
$60.00*
Individual Events

'

COVERING REGISTRATION AS INDICATED BELOW

N A M E (P l e as e typ e or p ri n t )

ADDRESS
'

Company

STUART CAMERON MCLEOD SOCIETY MEMBER

Wednesday a.m.
Conference Ball
Annual Dinner (1)

LADIES
All Events Package
$35.00
Individual Events

$10.00 per person
$ 7.50 each

a

Monday, June
11:00 a.m. - 2:00 p.m.
Brunch &Entert
rtai nment
$10.00 per person
Wednesday, June 25 / 10:00 a.m. - 1:00 p.m.

Tuesday a.m.

Wednesday p.m.
$12.50 per couple
$17.50 per person

FAMILY FUN
E] Tuesday, June 24 / 12:00 Noon . 4:00 p.m.
50th Anniversary Family Celebration —
Madison Square Garden Center
(Including transportation, tour, lunch, and
show, featuring the New Christy Minstrels)
Number —@ $8.50 each —Total $

Circle Line Sightseeing
Cruise
. $ 7.50 per person
Wednesday, June 25 / 7:00 p.m. - 10:00 p.m.
Annual Dinner
$17.50 per person

'

,
,

'
*Due to the length of the event, we do not
recommend attendance by children less than
seven years of age.

Entitles you to special Advance Registration bonus of a Smoked Glass Tray emblazoned with the 50th Anniversary Seal
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