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Burroughs L 2000 ... the most fundamental design advance
in its class in over sixty years.

W hat makes it f ourth generation?
Strings of micro instructions stored in disk memory and
which we call FIRMWARE. This new computer design technique replaces traditional hardware design methods usually
found in this price range of equipment. Firmware is the
source of the L 2000's simple, powerful and flexible pro-

Or you can change the very nature of the L 2000 from a
free - standing billing system to an on -line terminal computer
in a data communications system. That's functional flexi bility. And you can meet these changing requirements
without buying new equipment. That's total flexibility, your
protection against obsolescence.

graming. Cou pl ed wi th advanc ed integrated elec tronic c ir-

cuitry, it performs computation, decision making and data
manipulation.
W hat the L 2000 can do for you.
It makes quick work of all billing jobs, simple or complex.
The console tells the operator what to do and when to do it.
Data input /output, processing, printing and forms movement are all program controlled. And every program change
resets these controls for the operator.
Optional equipment gives you a choice of several levels
of billing automation. And expands the L 2000's report writing capability, a unique advantage of this system.

You pay f or only what you need.
Find the programing approac h that's best for you and
th at 's all you buy. Even i f you g et m or e t h an one L 2 0 0 0
s ys tem, you'll pay f or t hat p r og r am on l y onc e. Programing
that c omes t hree ways : ( 1) s tandard (or modif ied s tandard)
Burroughs applications programs; (2) c ustomized Burroughs
programs writ ten s pec if ic ally f or you r applic ations ; (3) your
o w n programing after Burroughs training. An y way, you
name it. And pay jus t f or what you need.
W e'd like to tell you more about the L 2000 —forerunner of a n ew f amily of fourth - generation systems
f rom Burroughs . For details call our loc al of f ic e or write
Det roi t, Mi c hi gan 4 823 2.

I t 's a t er m i n a l , t o o .
Flexibil ity is the hall mark of th e L 2 0 0 0 . Chan ging programs is as easy as c hanging a tape cartridge. That's
ap p lic ational f lexibility .

Burroughs
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The first five presentations are based on interviews with outstanding executives:
MAURICE H. ST ANS
Secretary of Commerce, United States Government
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ETTORE BARBAT ELLI
President and Chief Executive Officer of The American Appraisal Company,
Milwaukee, W is.
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WILLIAM H. FRANKLIN
President and Chief Operations Officer of Caterpillar Tractor Company, Peoria, Ill.
OUR ACCOUNT ANT S ARE EXT RE ME LY ACTIVE IN MANA GE ME NT
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JAMES P. McFARLAND
President and Chief Executive Officer ofGeneral Mills, Inc., Minneapolis, Minn.
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HE NRY W. PIRKE Y, JR.
President of Southwestern Electric Power Company, Shreveport, La.
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Four articles prepared expressly for this issue:
THERE YESTERDAY —HERE TODAY —WHERE T OMORROW?
32
By Arthur B. Gunnarson
A vivid picture of the Association is portrayed in observations and sidelights
offered here by the former Secretary of NAA.
T HE LIN K BE T WE E N ACC OUNT I NG AN D MAN AG E ME NT
36
By I. Wayne Keller
New uses of accounting and related information are developing. The expertise
of modern management has created a more favorable environment for the
accountant.
MANAGE ME NT AC COUNT ING AND T HE BE HAVIO RAL SCIE NCE S
41
By Edwin H. Caplan
The maximum value of the accountant's "know -how" can be realized only
through a behaviorally oriented information system.
MA NA GE ME NT A CC O UN T I NG T OM ORRO W
46
By Neil C. Churchill and Myron Uretskv
A look at the future of management accounting by viewing three key aspects
in which the accountant is altering his role —the identity of accounting, its
purpose and its methodology.
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An overview of recent developments in management accounting as demonstrated by its
actual application in current company practice. Ten industrial firms have participated in
this project.
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54

BOISE CASCADE CORPORATION
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By Jack D. Harris — Manager, Corporate Accounting Service
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CUSTOMER INVENTORY MANAGEMENT SERVICE
By Norman R. Markle— Manager of Computer and Office Services, and
Roland E. Stumpff, Supervisor of Inventory Control System
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MANAGEMENT PERFORMANCE REPORTING
By William E. Roach — Economic Analyst
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ACCOMPLISHING OBJECTIVES IN A TRAINING ATMOSPHERE
By David P. Hopley— Manager of Auditing and Accounting- Manufacturing
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CASH CONTROL

69
IBM CORPORAT I ON

MANAGEMENT INFORMATION SYSTEMS FOR CASH MANAGEMENT
AND ACCOUNTS RECEIVABLE APPLICATION
By Donald G. Colt— Advisory Accounting Analyst
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M OT OR OLA I N C.

PROFIT MANAGING
By John A. Hubeny —Vice President 6 Controller, and
John T. Hickey —Vice President, Planning
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RE Y N OLD S M E TALS COM PAN Y

ALUMINUM INVENTORY MANAGEMENT SYSTEM
By C. Don Lenhart— Director o f Management Science
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T HE U PJOHN COM PAN Y

INTEGRATED BUDGET: A TOOL FOR PLANNING AND CONTROL
By R. Kendell Jones— Senior Technical Consultant,Cost Accounting

READERS REACT
Letters to the editor concerning NAA's progress.
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NAA CHARTER MEMBER RECALLS EARLY YEARS
82
C. G. Phelps, now retired, reminisces about the founding fathers and other
personalities.
Views expressed herein are authors' and do not represent Association policy unless so stated.
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The First Halt Century
and Beyond
. . .
We can view the first half century of growth to maturity of our Association, and the complementary growth of the profession, with no little pride.
Glance at some of the names of the industry leaders who were interviewed
for this special issue of MANAGEMENT ACCOUNTING. All rose to the top ranks
of their companies through the financial and accounting areas; all but one
are NAA members. There are, of course, many more. They are a measure
of the stature that the management accountant has achieved within the
last 50 years.
It is no time for complacency. The Long -Range Objectives Committee
has projected guidelines to meet the challenges to the year 2000; and so
important has long -range planning become, not only in industry but in
association and institutional growth, that we have established a permanent
Planning Committee. This committee, however, offers no assurance that
we will succeed as well in the next half century. Only if we keep organization planning open -ended and Association structure flexible will we be able
to master the changes of the next decades.
Some evidence of the adaptability of the Association can be discerned
in recent discussions in national committees which are now exploring the
Association's possible role in the socio- economic sphere. The Association
has reached a point now where it can have a substantial impact on the
business and financial community. At the same time we have not, and will
not, lose sight of the original concept of the Association of providing accounting and business education, with membership open to anyone interested in accounting. With a foundation so well laid 50 years ago and
continuous guidelines mapped for future evolution, our Association is well
prepared to withstand the impact of technological change and continue to
effectively serve members and the profession.
RAWN BRINKLEY
Executive Director

Copyright © 1969 by the
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THEFIRSTSTATISTICPADFORPROLONGEDVIEWING..ANDMORESEE-POWER
A modern development in accounting and statistic paper
designed to improve seeing efficiency and comfort
Up to 25% of the human intake of food

You need eye - relief. From glare. Under

and oxygen is used by statistical
personnel in concentrated viewing.
Seeing is work. Hard work.

modern lighting conditions in the fields
of tabulating, computation, record keeping, accounting and bookkeeping
scientists have found that buff and green
lessen eye - strain from glare.

Prolonged periods of visual concentration
are not only tiring but can also be
injurious. How often do you pause ... to
rub your eyes?

Now, out of the blue, comesa new and
better solution to the problem:

BLU - SCRIBETM, the first statistical pad
for prolonged viewing with less strain
and more see - power.
In modern offices having from 50 to 150
footcandles or more of glare -free light,
brightnes-s of surfaces should be fairly
uniform. Excessive contrasts (black white), according to the Illuminating
Engineering Society, will put human eyes
through needless muscular exertion and
cause rapid fatigue.
Boorum & Pease therefore take great
pride in the development of a new product
. BLU - SCRIBETM ... designed to
alleviate excess constriction of the pupil
opening of the human eye under modern
office lighting conditions.
More comfort. Fewer headaches. Greater
efficiency. Happier employees. Fewer
eye -glass wearers. Dollar savings in
optics, electricity and inefficiency. These
are but a few of the long list of reasons
why the office of tomorrow will
investigateBLU - SCRIBETM today.

FREESAMPLE:
Let your pen glide over BLU - SCRIBETM
as effortlessly as writing on a tranquil
sky and as soothing to the eye as a cool
summer day. Ask for your free pad. A note
or a call will bring a BLU - SCRIBE pad
11 x 81/2 in 4, 6 or 8 column ruling.
Do it ... Like now.

BLU- SCRIBE, LATEST IN A LIST OF MORE THAN 5,000 BOORUM & PEASE PRODUCTS FOR MODERN METHODS OF INFORMATION STORAGE AND RETRIEVAL.

84 Hudson Ave., Brooklyn, N.Y. 11201

BOORUM
PEASE

Boston 02110: 80 Summer Street
Chicago 60607: 310 W. Polk Street
Syracuse 13201:128 Spencer Street
New York 10013: 93 Worth Street

Readers React
NAA and AAA Cooperation
To the Editor:
A period of 50 years has seen the
birth of the National Association of
Cost Accountants and its blossoming
into the world's largest accounting association. In retrospect, we of the American Accounting Association appreciate
the influence you have had on the evolution of accounting thought, practices,
and institutions during the last half century. Perhaps no other accounting association in the United States has done
more to increase the interchange of accounting concepts at the international
level in the business community than
has the National Association of Accounts with the establishment of viable
chapters outside the United States.
One of the most gratifying developments in recent years has been the cooperation which has developed between
our organizations. Our goals and efforts
complement each other, rather than
compete. A representative from NAA
sits with ours on the Accounting Careers Council. Together with other associations with a kindred interest, our
presidents and staff heads meet annually to exchange ideas and avoid duplication of effort. Over the years, it was
inevitable that a percentage of dual
membership between our associations
should develop. It is interesting to note
how graphically this is illustrated by the
fact that your research director is presently ending his second year as our sec retary/treasurer.
The start of your second half century
has been marked with a new size and
format for MANAGEMENT ACCOUNTING
and the introduction of a revised Constitution and By -Laws. Your Long Range Objectives Committee has proposed a strenuous, yet realistic, path for
the future. A vision of the future brings
to mind a picture of increased cooperation and involvement between educators
and NAA and continued recognition by
the accounting associations of the need
to recruit top quality young people into
MANAGEMENT ACCOUNTING /JUNE 1969

the profession. The management accountant of the future will find himself
in a position of increasing importance
and greater responsibility in relation to
the economic forces in our society. A
thoughtful view of the future must also
focus on developing an accounting professional who will be willing and able
to effectively apply the knowledge of
his profession to the social problems in
our society.
We are sure the National Association
of Accountants will rise to meet the
challenges of the future as well as it met
the problems and changes of the past
fifty years. Congratulations on your 50th
anniversary.
Paul L. Gerhardt
Administrative Secretary
American Accounting Assn.
Evanston, Ill.

Working Together
To the Editor:
At the time the Federal Government
Accountants Association was first organized as a Washington group in 1950,
much of the potential envisioned in
years to come for a professional society
of government financial managers
stemmed from a number of charter
members who likewise held membership
in the National Association of Accountants.
It is accurate to say, therefore, that
as it has grown in stature over the years,
the FGAA benefited from guidance, directly or indirectly, derived from NAA's
approaches to its organizational functions and, more importantly, to its concepts of the mission and role of a professional body in the accounting field.
During the intervening years, for example, the FGAA has enlarged from its
original group in the nation's capital to
encompass some 6,700 members in 61
chapters throughout the country. Relationships between the chapters and as-

sociation headquarters parallel in many
respects those which prevail in NAA's
operations.
Several of FGAA's national presidents
brought to the office their backgrounds
of participation in NAA; and the same
has been true of a number of FGAA
chapter presidents. Indeed, at the local
chapter level, NAA members provided
guidance and assistance in the formation
of FGAA chapters and during the years
since have participated in joint meetings
of the two organizations.
Many links have been forged between FGAA and NAA through the efforts of their respective members in
career day meetings and similar activities sponsored by the Accounting Careers Council. Both organizations have
a common purpose in encouraging the
most promising young people possible
to embark on careers in the financial
management field.
NAA has well exemplified the validity of the proposition that a basic purpose of a professional association must
be its educational mission —to enlarge
the knowledge and promote the professional development of its members.
Such a philosophy is likewise integral
with the purpose of FGAA, and in the
practical demonstration of this functional role of professional societies there
has been notably successful collaboration by FGAA and NAA.
During 1968 and again during this
year of 1969, many hundreds of accountants and related financial management executives and policy makers have
had the opportunity to participate in intensive, introductory workshop study
courses in the area of computer timesharing. The classes were sponsored in
major cities throughout the United
States by FGAA chapters. Their success, in terms of volume of attendance
and broad attention generated, may be
attributed in large measure to the active
participation of NAA members and the
publicity stimulated by NAA at both
national and local chapter levels.
Certainly, then, the Federal Govern-

ment Accountants Association has special reason for expressing its indebtedness and its friendship to the National
Association of Accountants, together
with its sincere felicitations to all NAA
members during their 50th Anniversary
celebration.
Martin C. Powers
Executive Secretary- Treasurer
Federal Government Accountants Assn.
Washington, D.C.

In the Forefront
To the Editor:
A quick look backward over the past
five decades since NAA was established
in 1919 will show that industrial accounting has been a fast - evolving field.
The 1920's nurtured the development
of standard cost; control accounting
through budgets and flexible budgeting
was a mark of progress in the '30's. The
easy - selling years of the '30's and '40's
saw the development of new inventory
valuation systems. In the '50's and '60's,
we are exploring direct costing, electronic accounting equipment, new
methods of reporting accounting information to management; finding ways to
discuss our problems with each other,
and are witnessing the increasing recognition of the industrial accountant's
function.
The increasingly vital importance of
the accounting process in industry and
the influence the accountant has come
to exercise in financial and company
management have not developed in a
haphazard fashion. In the forefront of
the influences which have shaped the
advances of industrial accounting
through the decades is the National Association of Accountants.
This year the Association celebrates
its golden anniversary. What lies ahead
in the years to come for NAA, no one
can be sure. But the record of the past
50 years is a noble one, and the Association should have every confidence that
growth and forward progress will continue at an equally rapid pace. Certainly
an Association has rarely been blessed
with such an unceasing flow of top men
as are dedicated to the general health of
our Association, to the realization of its
purposes and the successful functioning
of its services.
I know that I speak for all of the men
who have served as president of our Association when I say that it was a very
6

high honor for which we are indebted to
the Association, and we ask that you as
a member contribute of yourself to our
great Association, so that you may also
reap the benefits received by us.
Don G. Eder
President, 1961 -62

That Social Period

To the Editor:
Almost every chapter dinner meeting
provides some time for a social period
so that members and newcomers may
become better acquainted socially, and
also to promote informal discussion of
technical subjects of local and current
Youngstown, Ohio
interest.
Such contacts not only provide opportunities for enlarging one's technical
knowledge, but may also bring to the
Richly Rewarded
attention of the chapter administrators
available additional talent. In this manTo the Editor:
ner everyone gains.
As the oldest living past national
Frequently a member with some parpresident, the past president of two
ticularly troublesome problem will
chapters, a member since 1919 and a
phone another chapter member, having
member of the National Board of Dimore intimate experience in that field,
rectors continually since 1920, I feel
in order to meet during the social pethat I have quite a full knowledge of the
riod for an exchange of ideas. Usually
aims and objectives of the Association both participants benefit from the disand of its many accomplishments which
cussion.
have been built up and compounded
Our chapters over the years have
during the past 50 years.
found that development of the so-called
The principal purpose of the Associa"social period" is the best means by
tion has been the giving and disseminatwhich the membership welds its techniing of sound accounting information to
cal and social activities into a more
its members which has been accommeaningful relationship. It follows that
plished by its various publications, by
those members who do not arrive in
those who have contributed to the pubtime for the social period are depriving
lications and, most importantly, at
themselves of this important facet of
meetings where individuals speak about
their membership, while those who take
their knowledge of subjects and out of
full advantage of this time allotment
their experience.
are reaping, in effect, an additional boThis contribution by individuals is
nus from their membership.
one of the main factors which has built
Frank Klein
the Association and has given it the
President, 1945 -46
great status which it enjoys and so richLargo, Fla.
ly deserves. It is not. possible to over
emphasize the importance of the individual contributions because they are of
such tremendous importance and value NAA and You and Me
to the Association and because they are To the Editor
so richly rewarding to the individual.
On the occasion of the 50th AnniverFor whatever contributions I have
sary
of NAA I can't help but think of
made I have been rewarded and repaid
personal
experiences and impressions as
many, many times by the information
a
member
for over 25 years. Brief comand knowledge which I received and to
a tremendous extent by the numerous ments on these may be of interest and
and lasting friendships which have been of some help to members and chapters.
The local chapter is the place of
of stimulating value and satisfaction to
prime experience and, accordingly, you
me.
I could do no better than to urge all should sit with members from some
members to be active in the affairs of other company than your own at techthe Association and to give their knowl- nical sessions to pick up different ideas
edge and talents to the fullest extent of and make additional friendships. Make
their capabilities and their available notes during the speaker's talk so you
can follow him better and come up with
time.
C. M. Finney good questions for him to answer.
Active "go -go" participation in chapPresident, 1926 -27
ter committees, special activities, technical sessions, manuscript writing, and
Tavares, Fla.
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social affairs helps extend personal hori- Perhaps it was something to be done
zons, develops speaking and leadership like the family washing. We were scatabilities, and makes additional friend- tered from Ohio to California but the
ships.
letters always came.
The chapter competition system in
Once when she was in her eighties I
NAA is unique and can add consider- asked her why she continued the letters;
able spice to a chapter's progress. Mem- after all the telephone was handy and
bers who actively follow the competi- we all called her often. Her reply was
tion results will get more out of their simply that she wanted still to be a part
membership. Chapters emphasizing the of our lives and to keep abreast. The
competition will be the banner - winning letters continued until a month before
and leading chapters.
she died at 87.
Persuading others to become memSo what does this have to do with
bers is not only doing a service to the NAA and MANAGEMENT ACCOUNTING?
new member, but is developing the Perhaps nothing, only that I have regu"sales" abilities of the one "making the larly read the Bulletins (now MANAGEsale." Activities at the national level MENT ACCOUNTING) since June, 1927,
also can be very rewarding and satisfy- when I joined the then NACA. This,
ing. The educational courses, seminars, plus attendance at many meetings, has
regional conferences and national con- been an indispensable source of keeping
ferences offer tremendous opportunities abreast of the development in the field
for broadening one's knowledge and of industrial accounting. Nothing else
acquaintanceships. Service as a national has remotely approached in importance
committee member, a national director this source of information. In the 50
or a national officer yields many won- years that I have been active in the fields
derful developmental experiences in or- of college teaching, writing and manganizing, managing, leadership, speak- agement, this has been the place to learn
ing, etc. I remember that as national from many colleagues the nature of the
president I looked ahead with some problems, the possible solutions, and the
concern, maybe a little fear, about con- advancements in methods and techducting the Annual Dinner meeting at niques.
the Annual International Conference,
To this there must also be added the
even though I had had substantial ex- warm friendships and helpful advice of
perience in conducting meetings and hundreds of successful men and women
in speaking engagements. I shall never in the exciting field of American indusforget the night when it came, at New try. I have known personally all of the
Orleans, because I was entirely at ease national presidents from Charley Stevand besides had a lot of fun in carrying enson in 1927 to Ted Meredith in 1969.
out the agenda for that meeting —NAA To these must be added Doc McLeod,
made this all possible and I am grateful. Art Gunnarson, Rawn Brinkley and
Friendships and acquaintances have hundreds of others who have made conbeen mentioned as important fruits of tributions to this Association and to the
NAA membership. I know of specific progress of industrial accounting.
instances where acquaintances originatI cannot conceive of any young man
ing in NAA have led to better jobs for who has the ambition to succeed in this
members, this having a substantial im- field of industrial accounting who would
pact upon their lives. At the national not be an active participant in this Aslevel, of course, these friendships can sociation.
be country- wide —and indeed, now,
If, perchance, someone reads these
world -wide!
lines in 2019 when the 100th anniverLeslie I. Asher sary is observed, I have no doubt he will
President, 1959 -60 look upon the problems of our era as
simple. In retrospect they may so appear
Schenectady, New York
but at the moment, to us, many of them
seem complex and these complexities
are certain to increase. All the more
reason, then, to stress the slogan —
Retrospective Look
"Proud of the Past, Preparing for the
To the Editor:
Future."
My mother was a meticulous woman
1.Brooks Heckert
who wrote a letter to each of her four
President, 1952 -53
children, myself and three sisters, every
Monday. Why Monday, I don't know. Columbus, Ohio

Looking Outward
To the Editor
In looking at the development of financial/business oriented associations,
it can be said that in the early days
their thrust was mainly centered on organization, gaining new members, setting up chapters. Organizations like
NAA and FEI concentrated primarily
on servicing members with competent
research, excellent bulletins and often
first -rate seminars. Their objective, to
provide in the main better tools for doing a better job for management, could
be termed "inward." True, these related associations maintained contact with
each other and grumbled together at
government regulations, but generally
speaking, their major concern was self development.
Associations had to learn not only to
speak out, but to have fast reflexes. It
was soon clear that it was insufficient
to battle the issues if the parade had
already passed one by. To anticipate
problems and then to react was absolutely essential. Our two organizations
are focusing on this now. Today, there
is much communication among us. On
some issues we act in concert; on others
we go our separate paths. The point is
that we are acting to meet our problems; we are striving to express views
with professionalism; we want to make
our voices heard loud and clear.
Anniversary congratulations!
James J. Rutherford
Executive Director
Financial Executives Institute
New York, N. Y.

Keep Members Happy

To the Editor:
During the past 35 years it has been
most interesting to observe the changes
that have taken place in NAA (NACA),
not only in services to its members, but
in the membership itself.
Years ago most of the chapter programs, and the Bulletins, placed heavy
emphasis on standard cost and budgeting. As time went on we developed an
increased interest in inventory pricing
policies, L.I.F.O., direct costing, data
processing, total information systems,
and many other subjects of interest, not
only to the industrial accountant, but
to public accountants, teachers and
others. We did this even though other
M A N A G E M E N T A C C O U N TIN G/ J U N E 19 6 9

what to do when tax credits hide
Many companies take advantage of the investment
tax credit provision of the I.R.S. code. However,
some benefit less than others, because they haven't
segregated the costs of items that appear to be
structural components, but actually qualify for credit.
Pinpointing these "hidden" cost factors calls for
professional valuation counsel — a service combining
both engineering and accounting expertise.
Assisting corporate decision - makers is our business.

The American Appraisal Company, Milwaukee, Wisconsin 53201
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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
the Financial and EDP field ....
contact your Robert Half specialist.
Mail resume to your nearest R -H office.
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AG E NCIE S

_

(404)6W2300
Atlanta: 235 Peachtree St.. HE
(301) 837 -0313
Baltimore: One Charles Center
(617) 42344
Boston: 140 Federal St.
(312) 782 -6930
Chicago: 333 N. Michigan Ave.
(513) 621.7711
Cincinnati: 606 Terrace Hilton
(216) 621M70
Cleveland: 1367 East 6th St.
(214) 742.9171
Dallas: 1170 Hartford Bldg.
(313) 961.5430
DetrMl: 1114 Guardian Bldg.
Bonles City,N.Y. 585 Stewart Ave. (516) 248.1234
(203) 278 -7170
Hartford, Conn: 75 Pearl St.
(213) 381.7974
Los Angeles: 3600 Wilshire Blvd.
Miami: 1107 Northeast Airlines Bldg. (305) 3778728
(612) 3368636
Minneapolis: 822 Marquette Ave.
Now York: 330 Madison Ave.
(212) 98&1300
(201) 623.3661
Newark: 1180 Raymond Blvd.
(215) 568.4580
PhiladslMis: 2 Penn Center
(412) 471 -5946
Pittsburgh: 429 Forbes Ave.
(503) 222 -9778
Portland, Oro: 610 S.W. Alder St.
(314) 231 -0114
St. Levis: 1015 Locust St.
(415) 4341900
SanFrancisco: 111 Pine St.
..
(203) 325-4158
Stamford, Cana: 111 Prospect St.

Wor ld' s Largest Fi nanc i al &
EDP Personnel Specialists.
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technical organizations were duplicating, in principle, many of our programs.
Our membership grew not only because it cost less to be a member of
NACA, but the young accountant just
getting started had access to a wealth of
experience from the other members of
the Association. Our educational program was certainly aimed at the practical aspects instead of the theoretical.
Our membership grew to the point that
at one time Secretary McLeod remarked
that we were getting too large and the
membership should be closed when it
reached ten thousand. Our research program has been adequate and not out of
balance with our other services.
During the past few years there have
been so- called summit meetings of the
management personnel of the four
larger accounting organizations. It
would be advantageous to each of these
associations to eliminate, insofar as
practical, the duplication of effort in research and other activities.
The reason for most of the success of
our Association lies at the chapter level.
Without the chapters the Association
would lose the personal contact among
members that has meant so much in the
past. A few visits to our chapters on
meeting night will convince you that
there is a great deal more than technical
papers that keeps the interest high
among the members. Friendships have
developed that have lasted over a period
of many years.
Chas. R. Israel
President 1955 -56
Indianapolis, Ind.

Looking Backward ... and Forward
To the Editor:
Fifty years ago internal auditing was
in its infancy. A few far - sighted industrialists, among them the famed Krupp
(founder of the German industrial complex) , envisioned the need for a review
of administrative and operational controls. Most of the practicing internal auditors of that day, however, limited
their concern to a verification of balance sheet and income account items...
More recently, an increasing number
of managements are awakening to the
potential benefits available from internal auditing. Governments at all levels
and in countries other than the United
States recognize the worth of internal
audit; and, like our federal government,
require that it forms a part of their man-

agement control. As a result, the demand for internal auditors has multiplied and the demand for internal audit education has even out -raced this
growth...
The parallel in progress in the fields
of internal auditing and industrial accounting can be readily seen by comparing this brief review with articles appearing elsewhere in this commemorative issue Of MANAGEMENT ACCOUNTING.
Every golden anniversary prompts reflections of pride on past accomplishments. Both the National Association
of Accountants and The Institute of Internal Auditors have good reason to be
proud. However, a progressive professional association cannot rest on its laurels. It must, like Janus the ancient god,
be able to look both backward and forward simultaneously. And progress
comes from the forward look.
With this in mind, The Institute of
Internal Auditors extends to its sister
organization, the National Association
of Accountants, hearty congratulations
upon its achievements during its first
half - century and offers sincere good
wishes for greater success in the years
ahead.
Arch McGhee
Managing Director
The Institute of Internal Auditors
New York, N.Y.
Accounting —A Unifying Force?
To the Editor:
Fifty years hardly seems a venerable
agc— particularly to someone who has
passed that milestone.
Yet so much has happened in that
short period that its beginning now appears as remote as some pre- historic era.
Man has performed a host of miracles in science; he has crossed the frontier of space; he has gained control of
forces which can transform his planet
into a reasonable facsimile of paradise
—or condemn it to a lifeless cinder.
The rapid changes of the last half
century have inevitably created tensions
—and the tensions have generated strife
which occasionally threatens us with
chaos.
It is surely not too fanciful to suggest
that accounting is —or could — become
one of the significant unifying forces of
modern society. It can help to provide
the basis for sound decisions in the utilization of our resources— whether those
resources are in the private or public
M A N A G E M E N T AC CO U NTING / J UN E 1969

sector. It can help to determine our personal and our national goals, to evaluate
the means required to attain them, to
measure our progress in pursuit of them.
Because the art of accounting is so
desperately needed, the ranks of accountants have been vastly expanded in
the last 50 years. The membership of
the American Institute of CPA's, for
example, has increased from 1,250 to
more than 67,000; and a parallel increase has occurred in NAA's membership.
The growth in numbers has been accompanied by a remarkable explosion of
accounting knowledge. The insights
born of yesterday's study are often invalidated by today's discoveries —and
may be even more obsolete tomorrow.
The truism about experience being the
best teacher is no longer true. Or, at
least, no accountant's life is long enough
to acquire all the experience which he
will need. He must find some short -cuts
to the necessary knowledge, and the
best one available in the combined experience of his colleagues.
John Lawler
Administrative Vice President

American Institute of CPA's
New York, N.Y.

Your Challenge, Mr. Accountant
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To the Editor:
Many people feel that the Information Explosion made possible by the
computer will be the most important
development in the twentieth century,
far overshadowing atomic power and
supersonic transportation. The computer with its tremendous capacity and
speed will do many of the humdrum,
detailed and time - consuming jobs involved in gathering information. It will
allow more time for thought and planning by management and the accountant, and make available knowledge of
how the same problem was solved in
another business and an exchange of
management and accounting experiences.
The progress of the accountant will
be based on his willingness to keep
abreast of the developments by continuous re- education. He will have to
spend time at seminars, refresher
courses, and other educational facilities
in order to be in the forefront of the
new developments. Based on my long
Continued on page 81
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An Interview with the
Secretary of Commerce
THOUGHTFUL ANSWERS TO EDITOR'S QUESTIONS O N A VARIETY OF ISSUES
MAURICE H. STANS

Secretary of Commerce Maurice H. Stans is an accountant with extensive experience in government. He served
as Director of the Bureau of the Budget under President
Eisenhower from March 1958 to January 1961; in addition he was deputy Postmaster General for two years.
Prior to his appointment by President Nixon, he was
President of Clore Forgan, Wm. R. Staats Inc., investment bankers. A member of NAA and a past president
of the American Institute of CPA's, he is a frequent
speaker before accounting and financial groups and has
written a number of articles on accounting- related topics.
Would you please outline a few major areas of top
management concern where decision - making is substantially assisted by financial information service?
There are few areas of top management decision -making which are not influenced by the availability and the
quantity of financial information. Almost all business decisions have a direct or indirect effect on the profit potential of the organization, and these cannot be made
without adequate financial data. Specifically, areas of decision- making benefiting by financial information and
analysis would include, but not be limited to, make -orbuy decisions, long and short-range financing plans, market expansion projects, capital investment programs, new
product evaluations, and the establishment of pricing
policies.
What has been, in your own experience, the organizational structure of this service?
My experience has been with that of the traditional
organization, having the function headed by a Vice President or Controller. This person generally has reporting
to him the normal accounting and budgeting functions.
However, some significant shifts in this framework are
taking place. This change, the emergence of an "information center" function, is being brought on through
increased automation.
MANAGEMENT ACCOUNTING /JUNE 1969

Does the financial reporting exceed the traditional
boundaries of an accounting system?
To be of value to management, a financial reporting
system must exceed the traditional boundaries of an accounting system. In addition to the reporting furnished
by a typical accounting system, it is necessary that the
financial reporting include such material as budgetary reports, responsibility reporting, product line profitability
statistics, cash flow projections and variance analysis reports. To be truly effective, financial reporting must show
the plan by which the organization is operating, the actual results realized, and the amount of, and reasons for,
deviations from the plan.
What other service should be provided by the accounting function?
To perform its duties, the accounting function must
participate in profit planning, budgeting, cost analysis,
pricing and other areas affecting the profit picture of the
company.
In your experience, what has been most often
ten the role
of people with an accounting background in functions
other than financial reporting?
These roles have included, among others, budgeting,
industrial engineering, cost control, purchasing, sales
planning, data processing and, in an increasing number
of instances, top management. In fact, an accounting
background is a distinct asset in any phase of business
operations.
A crucial top management consideration is the allocation of resources so that the needs of the most promising
areas for profit be first satisfied. Do you feet that the
identification of such areas can be incorporated as a goal
of financial reporting?
One of the prime functions of a financial reporting
system is to identify not only the most promising areas
for profit, but also those areas having little or no profit
potential. Unless such a system is geared to identifying
13

these areas, only one of its purposes is performed —that
of historical reporting. In such cases the entire financial
reporting system truly becomes a "necessary overhead,"
while its major function, that of contributing to the
profit of the organization, is lacking. Financial reporting
is the logical vehicle for pointing an organization's management in the direction of setting priorities to maximize
profit potential.
This brings us to the distinction between planning,
which involves change and innovation, and control,
which implies adherence to the postulated conditions
and relationships. Is the financial information system
equally amenable to both planning and control?
For proper handling, the financial information system
must include both planning and control. Intelligent planning is the first step in obtaining effective control. The
two are so intertwined that it is natural to combine both
planning and control features in a financial information
system. By including sales quotas, capital and expense
budgets, and production and profit goals in the financial
information system it becomes relatively easy to measure
performance against the approved plan and to highlight
those areas of under or over - achievement which require
analysis in order to adequately control operations of the
various segments of the organization.
What are the basic instruments you feel most important to company planning?
The basic instrument to planning is a structure of realistic long and short -range profit plans. These should be
adequately supported by detailed sales forecasts, production budgets and variable expense budgets with alternate
plans, equally well supported, which may be implemented
as required by general economic conditions. Naturally,
the foundation for these plans is in accurate, timely and
meaningfully detailed accounting reports from which pertinent information may be quickly extracted.
What are the main features of an effective control
system?
An effective control system must provide the ability to
quickly measure the deviations between the approved
plan and actual performance, and to rapidly and accurately analyze variances as to their causes, volume, rate,
price, unutilized capacity, etc. The system should also
indicate the point at which plan revisions, either upward
or downward, should be placed into effect. The reporting
should act as an "early warning" system to management,
if it is to fulfill its control function.
How is the relevant information best communicated
to management at various levels of responsibility?
This is best accomplished through formal reports
showing plan, performance and deviation from plan. Reporting should be followed by discussion sessions where
significant areas of variance are pointed out to responsible
management, explanations are received as to the reasons
for deviation, and plans are developed to correct any
unfavorable situations. Naturally, this presupposes that
14

the financial reporting systems have provided for responsibility reporting.
Recent studies indicate that most companies are stopping too early, leaving financial as well as other data half
digested. Referring to financial information, would you
say that this phenomenon is due to the accountant's inclination to underanalyze or to the organizational under utilization of his capabilities?
Both management and the accountant are frequently
at fault. Under - utilization of the accountant's capabilities
on the part of management, and the accountant's inherent inclination to under - analyze and to inadequately
communicate his findings and recommendations, are the
chief reasons for this problem. One of the major shortcomings of the accountant in today's industrial life is his
belief that he has fulfilled his obligation when he has
reported the fiscal period's activity. To become a full fledged member of the organization, the accountant must
report, analyze, interpret, and recommend corrective
action.
Since the accountant is now better equipped to analyze and interpret, it seems reasonable to expect that he
is increasingly communicating knowledge; that is, his
analytical conclusions, rather than conveying the assembled data and their numerical relationships. Would you
care to comment on this statement?
As indicated earlier, the successful accountant is the
one who can communicate effectively his analytical conclusions. Unfortunately, the accountant's ability to communicate has not kept pace with either his technical
knowledge or the meaningful amount of information now
made available to him through automation. It is no
longer sufficient to merely report results. What is now
needed is the explanation of why the results are as they
are and what can be done about them that will result in
improvement.
What can be done to achieve better utilization of the
body of knowledge developed within the discipline of
management accounting?
A word of caution is needed here. A body of knowledge can easily exceed, in terms of quantity and level of
sophistication, the individual and the organization's capabilities to effectively utilize it.
Two things are required in order to take advantage of
the present level of knowledge in management accounting. First, there must be an increased awareness on the
part of management as to the uses and purposes to which
accounting information can and should be applied within the specific operating environment.
Secondly, as this body of knowledge advances, it becomes increasingly important that the management accountant increase his ability to communicate the new
techniques and their uses to his management. This requires clear, concise and logical expressions which present
not only the facts, but also make management aware of
the limitations inherent in the presentations.
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Which further advances in this discipline seem particularly desirable?
Additional study needs to be given to expanding financial reporting beyond its present emphasis on dollar results. Included should be presentations of transactions
and activities reported not only by dollars but also in
terms of significant quantities, both the inputs and outputs of operating units. These items, when presented
properly, are useful to management in measuring the crucial factors which, when properly planned and controlled,
lead to desirable dollar results. In fact, these measures
are not only useful in themselves, but become absolutely
necessary in order to provide a valid base for use in what
are commonly referred to as the management sciences.
The extension of traditional financial reporting into these
areas will provide management accountants with the necessary tools to effectively apply much of the new technology.
Should management accounting include various related inter - disciplinary areas, such as business application of
mathematical methods and statistical decision rules?
The accountant is in a unique position to assume responsibilities in the inter - disciplinary areas to which you
refer, primarily as a result of his knowledge of management and his overall view of the enterprise. However, he
is facing a tremendous challenge in assuming this role.
Traditionally, accountants have not been trained in the
necessary skills to allow them to effectively utilize and
operate systems which are - mathematically and statistically oriented. Management accountants must face the
challenge of learning the use of these skills and their application if they are to remain the primary source of
management information.
Would a supplementary set of reports based on probabilistic estimates and business models be useful to management?
Such models could definitely be of benefit to management. It would allow them to see the results of pursuing
a particular course of action without having actually committed resources to such action. In fact, it has been my
experience in the use of models that certain courses of
action which previously had been given a great deal of
consideration were immediately ruled out when, within
the framework of a mathematical model, results indicated
a negative impact upon other activities within the enterprise.
Is the accountant's lack of communication skill, especially in writing, a significant factor in the overall demand
for his services and appreciation of his reports by their
recipients? What are the principal remedies?
There is no doubt in my mind that the accountant's
lack of communication skills does decrease the usefulness
of the information which he snakes available to management. This problem is inherent in the initial training of
accountants which emphasizes heavily the technical skills
which qualify them for the profession and minimizes
communication needs as basic as grammar and composiM A N A G E M E N T AC CO UN TING / JU NE 1969

tion. Only when they get above the technical level in
terms of advancement is it usually realized that the
emphasis on technical education has oftentimes resulted
in a lack of ability to communicate effectively, both orally
and verbally.
The primary remedy to such a problem is an awareness
on the part of the individual that his communication
skills are inadequate and a determined effort to overcome
this inadequacy.
It is the person who acquires these skills who is able to
advance more rapidly and to assume greater responsibility
at the top management level.
Familiarity with accounting, which relates each transaction to the overall result, may enhance the decision maker's ability to view individual decisions in the context
of the enterprise as a whole. Since this is an important
conceptual skill, shouldn't the non - accounting manager
be encouraged by his company to acquire some knowledge of accounting?
It is definitely important that the non - accounting manager have some knowledge of accounting in order to
effectively carry out his responsibilities. The effective use
of accounting involves conceptual skills requiring one to
interpret abstracts which are summaries of actual transactions or activities. The successful manager will be able,
in each case, to relate these abstractions to the actual
transactions which he can control and for which he is
responsible.
Yet, some people say that accountants lack an overall
corporate point of view. What is your opinion?
In my opinion, accountants are uniquely positioned in
the organization to gain an overall view of a company's
operations. As basically a staff function, all parts of the
business come under the accountant's purview— manufacturing, sales, research and development, and others. The
number of accountants who have successfully risen to
become presidents and chief operating officers of our
major corporations are examples that accountants are in
a position to gain and do gain an overall corporate point
of view.
Are accountants ill - prepared for executive positions in
general and for the responsibility of directing a company's computerized management system in particular?
It has been my experience that accountants are not any
more or less prepared for executive positions than those
trained in other disciplines. If anything, training iri accounting, with an emphasis on its analytical aspects, is
definitely an effective approach in preparing for an executive position. However, the eventual success of an individual in an executive position is dependent on many
intangible factors of leadership which do not always
relate to his formal training environment.
Regarding the direction of a company's computerized
management system, there is no doubt in my mind that
the accounting executive with the proper training and
Continued on page 19
15

t
R

Further Progress Through
Courage and Creativity
ETTORE: BARBATELLI

Ettore Barbatelli is President and Chief Executive Officer of The American Appraisal Co., an international
valuation consulting firm headquartered in Milwaukee,
Wis. He graduated front Yale University with a bachelor
of science degree in mechanical engineering. He joined
the Association in 1948, affiliating with the New York
Chapter and later served as its president. Elected a national vice president for 1964 -65, he is currently serving
on the NAA Executive Committee.
The major thrust of our activities is that of valuation
consultant to management, generally of larger business
enterprises, usually for some financial purpose. Over half
of what we do has some beginning in a matter relating
to purchase, sale, merger, or acquisition. Usually it involves the entire business enterprise but may embrace
only one part of it.
We are deeply involved in corporate problems related
to financing, ad valorem taxes, rate setting in public utilities, depreciation, property control, investment tax
credit, and in a minor way the determination of amounts
for insurance placement and proof of loss requirements.
The hope of the appraiser is not to be right, hardly a
practical objective, but to express a conclusion that is
least wrong when considered in the light of all known
factors.
No Two Businesses Are Really the Same

In the evaluation of a company, several aspects of its
operations are important. Certainly its historical earnings
are an essential basis for evaluation. But the study of historical return is only one basis for forecasting the future
earnings of a company. Value, which is the present worth
of future earnings— nothing more, depends on many factors, all of which must be considered.
The 'basic underlying element is judgment. The approach to the problem must be subjective, the concluMANAGEMENT ACCOUNTING /JUNE 1969

sion objective. While the approach is subjective, this
may be in a little different context than that word usually is interpreted. It is the business or property which
must be studied, determining first its probable continued use and the highest and best use to which it can
be put.

Our function is to look at a company, or an important
piece of business or commercial property, and decide on
the basis of either its continued use or its best use, at
what investment ownership is justified. Initially, the appraiser must establish the highest and best use to which
the property can be put and, unless compelling circumstances dictate otherwise, predicate his conclusions on
that use.
We do not presume to tell people what to pay for
something. We can only advise on its value if exposed
on the market for a period of time, and a willing buyer
and seller can be matched. This is what is meant by
value, the price at which a property will exchange between a willing buyer and a willing seller neither being
under any compulsion, but each advised of all pertinent
factors.
One of the basic things that must be remembered, a
thought that is often lost, is that no two businesses are
really the same. In establishing the value of any item,
piece of commercial property, or business, there are three
basic considerations: (1) the cost to build or acquire
new (2) the income potential (3) the comparative properties available for analysis.
Valuation Approaches and Accounting Data

The cost consideration relates to the reproduction cost
of the property in its present form and character. Naturally, things like age and condition, utility, and functional obsolescence have to be measured. From this portion of the study results a fairly good measure of the
investment required if indeed the facilities could or
17

would be replaced in their present form and character.
Through a study of prior operating results, markets,
management, etc., stabilized earnings are forecast, a return rate considered reasonable found, and a multiplier
appropriate to use against the stabilized earnings applied.
It is here —in establishing a stabilized income —that we
begin to cope with some of the basic accounting problems.
The area of inventory valuation is an example. What
methods are being used? How consistently are those
methods being applied? Does the method being used
give a realistic measure of the operating income? In addition, we must consider inventory obsolescence and many
other factors which affect the value of inventory.
In the area of depreciation, for example, the tendency
today, on the part of the government at least, is to have
companies report their tax and corporate depreciation on
a consistent basis. This is not always done, and it is not
done for what are probably valid reasons. But in determining the value of a company, if we use historical earnings as one means of forecasting the future, we must be
certain that the depreciation policies are consistently applied and that they reflect, in some measure, the rate at
which the physical operating assets are being exhausted.
This is another area where the basic accounting philosophies of management in the valuation process must
be studied. In these areas of course there have been some
rather different opinions as to what is reasonable. It is
the job of the appraiser to put- those things in perspective so that the charges against income are reasonably
established.
Another important aspect in valuation are the physical
operating properties themselves, and the ability of those
properties to continue to produce the products at a competitive cost, to meet the earnings forecasts on which the
appraisal will be premised. Obsolescence, both product
and production, manufacturing process, labor force, warehousing, expansion capabilities, and capital equipment
requirements all require study.
In the matter of comparison we find this most hazardous and often the least reliable data as no two companies or properties are similar.
Hence, when we talk about comparison, we have to be
very certain that we understand the parameters with
which such comparisons can be made.
Comparability Through Consistency

All companies would be more comparable if they were
consistent in their accounting methods. But I am not
certain that this really is a desirable objective. When you
strive for consistency for consistency's sake, you may be
forced to adopt an accounting method or procedure
within a company that is not consistent with operations,
with product mix, with productive capacities or with
management philosophies and concepts.
So it is not this rigid kind of consistency that I think
the accounting profession either public or private, should
strive for, rather, it is the introduction into their com18

panies of systems and procedures that best reflect their
operations. And these procedures should be changed only
when there is clear indication that the change is needed
because some of the basic operations of the company
have changed. This is where the responsibility of the
management accountant comes into forceful focus. It is
the management accountant who must bring to management the accounting procedures and techniques which
truly reflect the operations of the company. In addition,
he has to supply management with the financial operating information needed to judge performance and direct
the company effectively.
The Function of Management Accounting

The function of management accounting as we conceive it today is to be certain that procedures and systems
are optimized within a particular company for two purposes: (1) to give management the information they
need to manage more effectively and (2) to clearly and
consistently reflect the operations of the company. If
accounting accomplishes this, which in my judgment is
what it is striving to do but has not yet fully succeeded,
the entire discipline will be well advanced.
The trend is toward scientific techniques and this, in
turn, means that there is a favorable environment for
future development of the type of management accounting we are discussing.
As we find business growing more complex it follows
that the sophistication that must be built into any management accounting system will grow. The question of
interpretative content in any accounting activity will continue to be the subject of some debate, but management
has every reason to expect that informative data upon
which sound business decision can be made should result
from the work performed by the management accountant.
The introduction of the computer, which as yet has
not been capitalized on fully in management areas, has
moved much accounting thinking into thoroughly scientific areas. It is becoming more and more apparent that
recent graduates are more receptive and more knowledgeable in scientific areas relating to the use of these techniques in accounting and as these men develop a stronger
voice in the methods and procedures used, system sophistication in accounting will become more widespread.
It is apparent that management is receptive to these
developments and if faster and more complete information can be made a part of the normal accounting procedures within any company, the endorsement of management in the installation of such procedures will come
quickly.
The accountant will advance only if he pursues courageously the advanced methods being developed today,
and is certain that corporate management understands
the practical application of new accounting techniques.
It is my judgment that such developments must come
from the management accountant who has day - today
rapport, and who enjoys the consistent association, with
the corporate management of his company.
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Continued from page 15
background can effectively direct such a system. Again,
traditionally he has not been trained to accept responsibility in this broad and complex area; but, if he will
accept the challenge of continual training and education,
he can successfully discharge these responsibilities.
Do you feel that recent graduates are better prepared
in terms of knowledge and communication skill?
In terms of technical skills, I find that the graduates of
today are much better prepared in their knowledge of
various problem solving approaches. This is accompanied,
to some extent, with less knowledge of the traditional
aspects of accounting. These graduates are tremendous
assets if management realizes their potentialities and
their limitations and uses them effectively. Regarding
communication skills, I have not noticed any appreciable
improvement.in recent graduates.
Would you summarize your personal experience and
your views in a few recommendations for the aspiring
young accountant or accounting student?
My personal experience in accounting started with the
firm of Alexander Grant & Company in Chicago in 1928.
My formal training was obtained in night school classes
in accounting at Northwestern and Columbia Universities.
During my time in public accounting, which lasted
until 1955, I enjoyed a very satisfying career. This satisfaction resulted from seeing a service organization grow
from a tiny firm to one of nationwide importance. In
addition, I had the opportunity to serve the profession
as President of the American Institute of Certified Public
Accountants. In 1953, when I was still with the firm, I
served on a task force which assisted the House Appropriations Committee in reviewing the federal budget
for fiscal year 1954. Subsequent to that, I was engaged in
a special study of postal fiscal systems and accounting
practices for the Postmaster General. In 1956, I became
Deputy Postmaster General, during which time we
planned and directed the reorganization of the postal
service and initiated the modernization of the Department's management structure and operating practices.
I was privileged to serve as Director of the Bureau of
the Budget under President Eisenhower from March
1958 until January 1961, a post which gives the broadest
possible overview of the government of the United States.
Since leaving government at that time, I was president
of Western Bancorporation in Los Angeles and, more
recently, president of Glore Forgan, Wm. R. Staats, Inc.,
investment bankers. I resigned that position effective
January 20, 1969, upon my appointment by President
Nixon as Secretary of Commerce.
It is my personal opinion that my start in and knowledge of accounting has been of tremendous assistance to
me throughout my career. I feel that it provided me with
basic analytical skills which have been continuing assets.
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Throughout my working experiences, in several lines of
endeavor, accounting knowledge and experience has been
invaluable.
Aspiring young accounting students and graduates face
a world of opportunity. This is true whether they decide
to enter the fields of government, industry, public accounting or the academic world. All of these areas are in
great need of talented young people who can cope with
the complexities of our modern world. Today, as in the
past, success cannot be achieved without hard work and
diligence —but the rewards being offered to accountants
for those attributes are greater than ever before.
What directions do you think the economy will take
in the future?
The economy in the recent past has had an appearance
of tremendous boom but has suffered greatly from inflation. In the near future, it is anticipated that the primary
indiaators of the economy will show a leveling off. We
feel that in the third quarter of this year the fiscal
constraints which have been imposed by the Administration will begin to reflect themselves in these economic
indicators. This is one of the first signs that will reflect
progress in our war against inflation. Once the present
level of inflation is reduced to proper levels, the economy
should continue to prosper at a healthy rate of growth.
Will there be a continuing and rising number
mergers?
The trend in mergers will probably not be halted in
the near future. As a matter of fact, such activity is, in
many ways, serving an economically beneficial service
within the economy. There is, nevertheless, an element
of danger to our economic structure in the involuntary
type of merger.
One thing that is often overlooked in light of the
present merger trend is the fact that the absolute number
of business enterprises is continuing to increase very
rapidly. This is due to a number of factors, not the least
significant of which is the divestment process which
"conglomerate" companies go through as they continually evaluate companies they have acquired.
What do you think the role of the government will be
vis -a -vis corporations in the future? More control, less
control?
In many areas, it is my feeling that government will
maintain less control over corporations in the future.
However, there are certain areas where there is no doubt
that, unless voluntary action is taken, government attention to the corporate sector will be increased. Specifically,
certain of these areas are consumer protection, mergers
which may have resulted in a decrease in competition,
corporate raiding, and the activities of one -bank holding
companies.
However, at the same time we are entering a period
when the corporate sector will be given every opportunity
to voluntarily participate in social improvements to our
system. This type of cooperation has been and is being
strongly solicited by the Nixon Administration.
of

MAURICE H. STANS
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Our Accountants Are Extremely
Active in Management
WILLIAM H. FRANKLIN
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William H. Franklin was elected President of Caterpillar Tractor Co. in 1966. He is also Chief Operations
Officer of the company. A graduate of Princeton University, Mr. Franklin was with Price Waterhouse 6 Co.
for a number
years before
Caterpillar. A
long -time member of NAA, Peoria Chapter, Mr. Franklin served as a national vice president, 1950 -51.
We have 29 plants in 14 different countries, and we
manufacture the same product in several different areas.
As a result, we have a very complex job of keeping everything coordinated. In this job of keeping things coordinated, the accounting people play a very important
part.
Our Planning and Control

We believe in management by objectives and its corollary judgments by results. Our control cycle starts in the
late summer or early fall when the various units of the
company around the world begin to compile their main
objectives for the following year and the following five
years. Thev also then translate those objectives into
money by compiling a budget for the next year and for
the next five years. From these objectives and budgets we
compile in the general offices here in Peoria a budgeted
profit and loss statement and balance sheet, for the following year as well as for the following five years.
The objectives are reviewed by the people up the
ladder until they finally reach what we call the president's office. It consists of the chairman of the board,
the president and the two executive vice presidents. In
early January, we sit down with each of our vice presidents and review first the accomplishments on his objectives in the past year, and his financial results as
compared to his budget in the past year. Then we
review his main objective for the coming year and for
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the coming five years, and his financial budget for the
coming year and the coming five years.
We then know where the organization is headed. We
know that if we pursue the courses we are on, certain
objectives will be reached and certain budgeted results
will be attained. And if these are satisfactory, then we
can set the wheels in motion.
Follow -Up Reports

Every month, of course, we get results from our accounting people, a comparison of the actual results with
the budget, unit by unit —so that we can see where the
exceptions are, where things are not completely in control. We also get a report each month from each vice
president, reporting on his area and how he is proceeding
in attaining his objectives.
So with those reports each month, we know whether
we are actually going down the road that we have
planned. Therefore at the end of the year we have very
seldom any surprises as to how we came out. In this
control cycle, the accounting people both out in the
field (where budgets are prepared and objectives are set)
and also in the general offices here in Peoria, play a
very important part in showing us where we are headed
and then later, showing us whether or not we got where
we expected to get.
Financial Information System

Our financial information system is, I think, fairly
traditional. The idea of a one year budget is very common. The same applies to the idea of preparing what
some people call forecasts and some people call plans,
and which we choose to call budgets.
There might be one point here where we are a little
bit different than many companies. Long ago, many
years ago, we stopped paying much attention to the
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so- called traditional aceounting concepts of manufacturing costs, selling costs and general administrative costs.
We found that such a classification of our expenses was
breaking up units of authority.
For example, part of the costs of the accounting department are undoubtedly manufacturing costs. Some
also are undoubtedly general administrative costs, and
some are even perhaps selling costs. If you break the
controller's department up in bits, you do not have an
expense statement and an expense responsibility pinned
down to him. So we simply compile all our financial
results on the basis of the unit that the man supervises.
Now for the SEC we do have to compile our selling
and general administrative expense but we do that in
the accounting department. I do not think that anybody
pays much attention to it except the SEC.
Accountants Are Active in Management

Our accountants are extremely active in management.
Let's take a unit, a plant. Typically we have a plant
manager and about five to six department heads. As one
of them, the chief accountant at that plant is considered
a part of the management of the plant. Almost all the
plants have weekly meetings of their department heads,
and the accountant sits in on those meetings and participates in whatever is going on. He also presents to
this group once a month his report and discusses with
them the results of the plant.
Other plant department heads learn to check with
the chief accountant on matters where they feel that
accounting can be of help to them. He thus becomes a
very inherent part of the management of the plant. And
this would be true in all our units.
Communication to the Operating Management

There are two points at which we communicate down
the line as well as up. The one point is at the beginning
of the planning process. In the summer, after discussions in the president's office, I send out to the entire
organization a list of what we consider to be the overriding important objectives for the following year of
the company as a whole. This is for the purpose of each
of the units fitting into these objectives, making sure
that they are proceeding in that direction.
Another possible time when we have downward communications is if the budget, when it is finally put
together in late December, comes out with results that
are wholly unacceptable. Unfortunately, this happens
once in a while, and then it is a case of simply sending
the budgets back to be revised, either upward or downward, or in however manner we suggest.
Then, as far as the control is concerned, the communication to all the units comes about by reason of
the fact that, first, they all know their own objectives,
so they know how they are doing on it. In fact it is they
who convey it upward to the vice president. And, second,
every unit that has a budget is furnished every month
from some accounting department, whether it be out
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in the plants or in the general office, with an expense
statement showing the comparison of its expenses with
its budget. So the manager knows how he is doing on
that.
Back when I was in the accounting area, accountants
were so busy compiling the figures they never had time
to read them. I think the problem has been twofold.
First, the accountants actually were busy compiling
figures and were inclined, the minute they have them,
to simply fire them out to the people that wanted them
and that was the end of it. And, second, I think that it
was a failure on the part of the accountant on one side
and the other management people on the other side, to
really appreciate the extent to which accounting can help
in running a company. Therefore there was not really
any need to analyze the figures any further, because the
analysis would not have been welcome. I think this is
changing very rapidly, and certainly is not true here in
our company.
New Developments in Accounting

I do not think there is ever going to be enough of
financial information. There can't be too much. I do feel
though that the influence of computers is highly exaggerated. We feel we are in the forefront of those who
use the computers; we have them all over the world and
we use them very very extensively. But I can't see that
they have changed very much the fundamentals of running a company, controlling it, guiding it, and all the
rest of it. They are a help, of course, and they are a tool
that will get things done quicker, or will do things that
could not have been done otherwise. But the fundamentals are still the same.
Maybe I could illustrate one application of the computer that we have here that might be of some interest.
We have had for 25 or 30 years a standard cost system.
The job, at our company at least, of changing standards
is a very very great one. We have literally several hundred thousand parts and inventories at all these locations
all over the world, and it becomes a mammoth task to
change standards. The result is that we do not change
them very often.
We adjust our inventory valuation by adding variance
to inventory to come out at the right figure, but the
standards are still the old standards. In fact I think we
are still using the standards set in 1962.
Well, obviously the cost for an individual piece part
computed by multiplying standard cost by an overall
variance is not very helpful when the standard is 7 years
old. So we have taken advantage of the availability of
computers to put on the computers not for any accounting purpose at all— simply for reference purpose —we have
set up a system whereby the computer keeps an actual
cost of the piece part, actual as to material, standard as
to labor plus variance, and standard as to overhead. But
actual as to material.
This is available in the computer and we use it not for
bookkeeping purposes but for reference so that when
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people want a cost of an individual item, we simply go
into the computer and get this actual cost out.
Now there is a system that was not available to us
until we had the computer. It was simply too much of
a task to keep that mass of information. And we use it
for the many many purposes that you use costs.
The field of management accounting should include
various related interdisciplinary areas such as business
application of mathematical methods and statistical decision Hiles. For example, in connection with every
major capital addition that is proposed, we calculate the
estimated return on the discounted cash flow basis. This
is a rather sophisticated calculation. So I think the
accountants should be in a position to contribute considerably in this and other similar areas.
We are touching here really on what some people
call operations research, I think. Some companies have
a separate operations research unit. We do not have a
operations research department as such; maybe we
should. But what we have done is that the units that
have the problems requiring rather sophisticated answers
have got their own people.
For example, in the parts distribution department,
which has the problem as to where to locate warehouses
for the cheapest distribution costs, they have some highly
trained mathematicians, they have their own computer,
and they work it on their own, independent of the accounting department.
The same would be true of research, where they have
a lot of sophisticated mathematics. So I do not think the
accountants can do it all, and I think it would be a mistake for them to try. I think, for example, it would be a
mistake if our accounting people tried to step in and
solve this parts distribution problems for the parts distribution people.
The Modern Accountant and
His Management Potential
If you go way back, when I was coming out of school,
which is really way back —the accountant was thought of
as a bookkeeper and he was thought of as a man who was
a complete introvert and went into accounting because
he would rather get off in a corner somewhere and write
entries in some musty journal ledger than he would to go
out and meet people and be with people. And, I am
afraid that image was, to a considerable degree, a correct
one. It does seem that there are people who would rather
be with figures than with people, and these were the people who were becoming the bookkeepers. I wouldn't call
them accountants. And for that reason, I am sure, they
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never sold themselves or their abilities or the value of
accounting to their own management people because
they just did not have the selling ability.
We have tried over the years, here at Caterpillar, to do
our best to make sure that the accountants we brought
in were not only fine accountants but were also people
who not necessarily were extroverts, but were at least
people who enjoyed being with people, and who we felt
could communicate. It is almost a must that an accountant be able to communicate, if he is going to be a good
management accountant.
We try to train people on an individual by individual
basis. We would counsel with this particular man, we
would explain his problem to him, we might suggest certain books he could take, perhaps some correspondence
courses he could take. We have here at Caterpillar a
speech club which consists of people who get together
and each one makes speeches, just for practice sake, and
we might suggest he join that. Things of this nature.
There are more and more accountants and more and
more companies that recognize that sitting in the top
accounting chair is one of the very best ways to see the
company as a whole and to learn how the company operates and what can be done to make it operate better.
Many accountants, of course, those who probably do not
get into the top chair, just fail to appreciate the opportunity they have. However, I think there are more accountants every day who appreciate they do have a good
opportunity.
My experience with them, here at Caterpillar, is that
we have had very fine accountants and very fine managers, and we have people with an accounting background in many many jobs beyond the accounting end
of it. We have managing directors of some of our subsidiary companies and the plant managers and people of
this nature who have come from the accounting discipline.
My major recommendation would be that the accounting student should not only get a good grounding in accounting, but also a good general all -round education,
particularly education in communications —if I may put
it that way. I kind of laugh about myself from time to
time because I majored in English. I graduated from college without knowing a debit from a .credit, or ever having heard of a CPA. And so I got my accounting training
at Northwestern at night school. But in looking back on
it, I think it could not have been a more fortunate 'way
to go because a major in English was a good way to
learn communications and it did not hurt me much to
go to night school for two or three years.
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Interpretation of the F=acts for
Management Action
JAMES P. McFARLAND

James P. McFarland is President and Chief Executive Officer of General Mills, Inc. He received his B.A. from
Dartmouth College and his MCS degree from the Amos
Tuck School of Business Administration. Mr. McFarland
has devoted his entire business career to General Mills.
Although his first assignment was in grain accounting, he
had experience in sales, merchandising and advertising
and has held several executive positions with the company
before rising to the chief executive position.

We at General Mills are operating on the concept of
decentralized management. And, in our case, when we
decentralize, we really do give authority and responsibility to our diverse management groups. This puts a heavy
responsibility on our accounting functions. The chief
executive officer must have some assurance that the
proper control is maintained over widely disparate corporate activities. This not only means that the controls
must exist, but that we must also get judgmental playback from the controller.
A W ay of Life

To this end, we have a controller in each of our operating divisions, who is responsible to the general manager
of that division. Each controller is also responsible to the
controller of the company, who in turn is responsible to
the chief executive officer as well as to the board of
directors.
This gets to be a way of life. It is an attitudinal approach. You may say, "How can a controller have two
loyalties ?" It is not a matter of a loyalty, it is a matter
of the integrity of his judgmental interpretation of both
what the operating management is doing in each division
and what he thinks the corporate requirements are.
Now, if at any time it develops that problems exist
which are not revealed by the reporting procedures, the
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system automatically becomes inoperative or misleading.
That is why our initial concern is with the controller's
role. First of all, we have to be sure that our controllers
are management- oriented people and have the competence to become managers themselves. Secondly, we must
be sure that each controller understands his two -way responsibility—to the operating management and to the
corporate management.
Our Planning Process

Our planning process is built from the operating units
on up and is in two segments —a five -year plan and a
specific operating plan for the immediately succeeding
year. In the five -year plan, at the corporate level, we
specify certain guidelines for planning, indicating results
to be achieved in the period involved and general environmental factors and variations. This would be stated
from the corporate view, and would be very, very broad.
At this point we pay less attention to the accuracy of the
figures than to determination of trends.
Each operating division then turns over its planning
function to its controller. The controller gets from the
various operating segments within a division their conception or interpretation of what the competitive circumstances are expected to be over the five -year period.
He also receives information on what our cost positions
may be, plus various other relevant factors concerning
such matters as raw materials, labor, new product efforts,
expansion of our established products, etc. This is all
part of the planning process.
The divisional general manager and controller are the
ones who then bring that division's plan to our corporate
management for review. Corporate management then
asks such questions as where the division is going and
why it is following a particular strategy. We may see a
void created by a product we could make, or a product
line may be tailing off in the third or fourth year. We are
not interested in knowing exact facts and figures because
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we know our projections will not be completely accurate.
But we want to identify what is likely to happen. We
may see a product that seems to be going up strongly,
upon which we should spend more money in this period
rather than later. These are the advantages of the five year plan, which we complete in January of each year for
the five years ahead.
In May of each year we prepare a two -year program
which places major emphasis on the next fiscal year. In
this we pay much more attention to specific figures, since
we think that for this shorter time span our predictions
can be fairly accurate. It is, at the same time, a way of
up- dating our five -year figures as we move along.
The procedures for preparing the two -year plan are
different from those followed in preparing the five -year
plan. On the two -year basis we get down to specifics,
whereas the five -year plan is based on our projection of
broader trends.
Quarterly Operating Reports

We have recently adopted a quarterly reporting system for actual results, which is an innovation to me and
is in the process of implementation at the present time.
Our controller's group really had to give me quite a sell
on the quarterly idea because I have always been used to
monthly figures. Our operating divisions still use monthly
figures and we also have monthly corporate results. But,
the controller's group has convinced me that, as the
chief executive officer, if I keep looking at monthly figures, I am really not doing an effective job of looking
at the important trends which may be developing.
For instance, an operating unit can be under great
pressure to produce in a month, let's say, and so they do.
You look at those monthly figures and you say everything is
fine, everything is going great —and the same next month,
and two months later. All of a sudden you may find yourself in a hole and realize that something happened which
the monthly figures did not lead you to expect.
We have had situations, for instance, in which the
current month and the current quarter of a particular
operation have shown very good results, but with underlying problems indicated for one quarter or two quarters
ahead. Also, we have had operations which were not
doing as well as anticipated in the current month, but
were obviously going to do quite a bit better five and
seven months out. Now we are concentrating on the
quarterly, to remove what we call "noise" in monthly
figures. We start from the analysis of what is behind the
ups and downs as compared to plans for the respective
periods. It is both a comparison with the annual program
and with the estimate for the quarter, plus a comparison
of the actual for the quarter with the previous year's
same quarter. We can break down our plusses and
minusses, volume, spending, cost components, and so
forth, and we feel we are much better able to discern a
trend when we are looking at a quarter than when we
are looking at a month. In this way I can see how much
the performance is improving or how much it is off. This
quarterly analysis is a most helpful tool to me.
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So what we are doing is having our operating controllers and their managers continually estimate a quarter
ahead and the year ahead. The one month interpretation
does not alter the total set of circumstances unless there
is truly a trend there. If there is a favorable trend, then
I would see the quarterly result go up. These quarterly
reports certainly do assist in bringing out the very significant elements that one should be watching.
Interpretations for Top Management Action

We use our corporate analysis arm of the corporate
controller's department as an independent source of information—to interpret facts to management along with
recommendations based on analyses of operating reports.
Any major project or capital investment project submitted is obviously going to be based on certain projected
achievements. These achievements are projected by the
operating or management group ultimately responsible
for the end result. Such groups are sometimes influenced
by their desire to do something, so this basic enthusiasm
may color the facts a little. Our corporate analysis group,
therefore, is allied with management, and has to have not
only "figures know - how," but also full management understanding. This group takes the figures coldly, without
any axe to grind, other than to interpret them for me,
the chief executive officer.
The same approach is used in our general operations,
not just for capital projects. Should we be looking at an
acquisition or a disposition, we ask our corporate analysis
group, as an independent arm, to take a look and report
the facts as it sees them. The group gives its opinions
and recommendations. These, of course, may not be accepted by the top people, but it is the function of corporate analysis to offer this type of assistance in decision
making.
Without the corporate analysis group, the chief executive officer who does not have time to track those things
down, would be second - guessing to a degree. Hence, this
group, we think, provides a very good independent arm
that serves to assist the chief executive in interpreting
the facts that he ultimately approves. Moreover, our
analysis group probably makes the division or the operating group somewhat more objective.
Information for the Operating Management

We tailor our reporting procedures to the individual
requirements of each of our operating entities. We represent diverse activities. For instance, we are in the craft,
game & toy industries, which are different from the food
industn-; we are also in the chemical industry, which has
still different problems.
Basically, the operating management specifies the reporting requirements. Our controller's people try to give
operating management exactly what it needs. To perform
its function properly, the controller's group also advises
operating management to assure them that they are getting data on all real key elements in the operation of
their business. So there is a two -way street. There is an
interchange here that has to be respected.
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We so tailor our reporting at every level of management. Actually, we probably have uniformity only at the
top —where we have to bring the figures for General Mills
into a consolidated set of totals. So at each level, we have
to have data that meet the requirements of divisional
management, with a strong overview on the part of the
controller's function to make sure we get the information
corporate management is asking for.
The Role of Management Accounting
This aspect of accounting, this advisory role with interpretation and analysis, is more pronounced now than,
say, ten years ago. Competition, of course, is an important reason for this development. All of the fields in
which we operate are very competitive. We have to have
the full participation of all the corporate elements with
their diverse techniques and skills in order to run the
business properly.
One of the significant factors in the use of financial
data today is the timeliness of the figures which you
use in actual operations. Formerly, such data was largely
historical and it was interesting after the fact, but now
it has become a very important operating tool rather
than an historical record of what has happened.
This increased control and increased access to information can also be dangerous, if it is used in the wrong
way. Let me explain why. If you go only by the numbers,
and do not have a creative or resourceful interpretation
of all the facts underlying the situation, you may construe a trend as diagnosed for you by the analysis group
as being inevitable. It seems as though the trend has
been documented. Let's say a product is going down hill,
a single product, and this has been interpreted to you in
such a way that you say, "Okay. Forget it." Now, a
creative analysis of those facts could give you more than
just the raw trend. If you just follow the numbers you
could easily make an erroneous decision.
What I am saying is, if your analysis becomes one of
interpreting the trend and following it, it is poor management. You have to have a reasonable amount of
management determination to make trends rather than
merely to follow them. In many cases, it is possible to
take something that is going down and move it up. Or—
you may very well find something that is going up very
fast, that should not go up fast.
To summarize, the new role of controllership must
have a great input of creative- understanding of the corporate objectives if it is to be really effective.
Managers with an Accounting Background
It is also true that accounting experience provides a
very useful background for a potential manager. We
have a goodly number of examples within our company
of men who came up that way. As a matter of fact, I
personally happened to start in accounting. The head of
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our whole consumer food group, who retired two years
ago, also started in accounting. And three of our present
operating divisions have general managers who started
at General Mills in accounting:
We might comment at this time that one of our
recruiting objectives is to locate men who have backgrounds in the accounting or financial areas. When we
acquire new companies, we always insist on putting one
of our financial men into that subsidiary or new division.
The reason is to be sure that the facts are being interpreted to us correctly. And these men also have the
knowledge and background to interpret the total corporation to the new outfit.
By its very nature, the role of accounting and financial
controls is one of recording the results of human effort
and capital and physical effort within a company. Therefore, an individual with training in these fields, at a very
early stage in his corporate career, has the opportunity to
oversee an entire function rather than being confined to
the operating side, on a narrow, specialized assignment.
Now the real key to his future is whether or not that
individual is one who is content with just pure mechanical recording or whether his creative curiosity stimulates him to say: "Why did this happen ? ", "Why can't I
see the result here on the basis of these facts ? ", and
"Why are these two different ?"
Accounting thus becomes a creative and evaluative
calling. If the young accountant shows this understanding of his function and demonstrates it in performance,
he will get general management recognition. This is the
true role of the kind of accounting financial effort we
need at General Mills. It is not enough simply to record
what has happened. It must be interpreted and projected.
This function requires men with very curious minds and
ones endowed with the creative touch.
We have a lot of young men throughout the organization handling important roles involving great responsibility. This indicates both the expanding role the accountant is being asked to perform as a part of participative operating management and, in our own particular
case, the rapid expansion we have gone through which
has amplified this need so that we are putting great trust
in a lot of young people.
Let me also add that the ability to communicate is
vital in any phase of management. Certainly our analyses
in all these areas are only good if they are communicated
and then acted upon. Knowledge— action — results. This,
I believe, is the basis of any corporate success. It is something in which the accounting function plays a vital part.
It is obvious, therefore, that creative accounting is something we value very highly at General Mills. And —in
view of the growing importance of scientific management
techniques throughout the world today —there is every
reason to believe that we shall value it even more highly
in the future.
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Let Your Management Know
What You Can Do For Them
HENRY W. PIRKEY, JR.

Henry W. Pirkey, Jr., President ofSouthwestern Electric
Power Co., Shreveport, La., joined NAA in 1951, affiliating with the Shreveport Chapter. He served as president
of the chapter and later was elected a vice president of
the Association. Mr. Pirkey, who has been associated
with Southwestern for 43 years, rose through the financial area to the presidency. He is also a director of Central and South West Corp., parent company of Southwestern.
Your kindness in permitting me to make a contribution
to the Anniversary Issue of Management Accounting is
appreciated.
Public Utility Accounting

A person who enters accounting in the public utility
field is guided by the rules and regulations promulgated
by the regulatory commissions. For many companies,
both state and federal bodies prescribe systems of accounts which must be followed in accounting for revenue,
expense, assets and liabilities. The accountant is free,
however, to develop accounting methods that will provide
appropriate information for management's needs in operating the business and to book information in accordance with the prescribed classification for reporting to the
various regulator- bodies.
The electric utility industry is a high investment industry. Approximately 4V2 dollars is invested in machinery, structures and equipment for each dollar of annual
revenue.
Public utilities are franchised and required to serve all
who apply for electric service in their operating area. This
involves service to a large number of customers who must
be billed each month or at regular intervals followed by
a collection procedure requiring proper and necessary
payment schedules.
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The utility accountant is therefore confronted with the
problems of accounting in detail for plant additions and
retirements, materials consumed in construction and
maintenance projects, and in customer accounting. These
various functions involve more detailed work perhaps
than any other accounting activity in the utility business.
Added to these, of course, are the general, financial, statistical, rate and tax accounting requirements that are
similar to most any other types of business. .
My company serves customers at retail in three states
and owns property in four. This requires more detailed
accounting by virtue of interstate operation than is the
case of those who operate intrastate. This applies to property, revenues and expenses particularly, due to requirements by different State regulatory and governmental
bodies both from an accounting and tax standpoint.
Plant property and equipment comprises approximately 95% of the gross assets of an electric utility. As a consequence, depreciation and property taxes are relatively
large items of expense. Also the high ratio of property to
gross revenue involves large outlays of capital for plant
about 50% of which is long -term debt. Interest costs are
therefore substantial. The remaining capital is made up
of preferred and common equity. The allowed earnings
on rate base after payment of interest and dividends are
not sufficient to fund all new construction in a growing
utility. Consequently, frequent trips to the money markets are necessary to fund new construction.
Planning for Expansion

In planning for new power plants or additions to present plants, our engineering department relies on load
curves developed over a period of time adjusted for any
recent large industrial loads added or to be added as a
result of firm contracts for service. Power plant installations are planned some 3 to 5 years in advance of the
date they are to be released for commercial operations.
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Obviously, larger units are installed to provide more
generating capacity than would be required for the load
that would exist at the moment they begin operation.
Larger units are generally more efficient and plans are
made to sell whosesale power in the meantime to other
utilities until the total capacity of the unit is required
for our own load demands. Also power is purchased from
other utilities to meet load requirements during intervals
when our facilities are under construction. This requires
coordination with neighboring utilities in the planning
and construction of power plants.
Higher voltage transmission facilities are being installed to transfer larger blocks of power over company
systems to effect power interchanges between those who
experience peak loads at different seasons of the year. An
example is the interchange arrangement between several
investor owned companies in the South Central region
(SCEC) and TVA. The SCEC companies experience
peak loads during the summer months whereas TVA's
peak is during the winter period. This exchange arrangement for power requires less generating capability for
each group.
My purpose in relating some of the characteristics of
utility planning and operation and to some extent the
economics involved, is to give the reader some idea of
the challenges which face the utility accountant.
Capture the Information on Basic Economic Factors

I mentioned at the beginning that a person who enters
utility accounting is guided by certain rules and regulations of regulatory commissions and other governmental
bodies. He has, however, rather wide latitude in developing and improving his methods and procedures to accomplish his objectives.
Many utilities were among the first to use electronic
data processing equipment because of the vast amount
of detail work involved in accounting for property units
at original cost and in processing data for customer accounting purposes. Many other applications are made of
this equipment but the two mentioned are perhaps the
most important because they pertain to rate base and
revenue. This is not to infer that proper control and distribution of costs — labor, material and supplies, etc. —
between construction and expense are not important.
The accountant must continue to study his methods and
procedures for accounting and reporting purposes —both
internal and external.
The controller, who is the accounting head in many
utility companies, is in an enviable position since he has
the opportunity to devise reporting systems that gather
all types of data necessary for management in month -tomonth operations as well as for future planning. He is
very effective in cost control if his accounting controls
and cost reporting is adequate. The data gathered in accounting for revenue together with cost allocations are
important aids in establishing rates for utility service sufficient to provide the necessary return on rate base which
is also developed from accounting records.
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With the advent in the middle thirties of more regulatory control over utility operations and security issues and
the rapid rise of the income tax effect on earnings in the
early forties, utility accountants have become more valuable to their companies and have been presented an opportunity to become members of the management team.
Those who recognized this opportunity and who assumed
their responsibilities in the accounting field have in several instances become chief executives of their respective
companies. More executives who were members of the
accounting and legal profession during their earlier years
with utility firms have in the last several years —more than
ever before —been elevated to the presidency of their
company.
For many years the top jobs were usually filled by men
with engineering or financial backgrounds. Following
World War 1, the electric utility industry began to promote the installation of larger central generating plants
along with transmission or power grids to connect plants
with the load centers. Individually owned local systems
which were served by isolated plants were acquired and
connected to the transmission grid. This usually resulted
in more reliable and lower cost power.
I think the engineers and financiers did a magnificent
job in building up these power systems although some
met with financial difficulties during the depression in
the early thirties. Nevertheless, these systems, many of
which were born in the twenties, grew to such major proportions by the beginning of World War II that the production capacity of this country was sufficient to manufacture war materials on an unprecedented scale. The
ability to transfer blocks of power over interconnected
systems to provide electric energy to various manufacturing plants engaged in producing armaments contributed
immeasurably to the success of our war efforts.
The financial reverses of the early thirties triggered a
desire on the part of the national and state governments
to provide more regulation of utilities and the financing
of World War II caused taxes to skyrocket. They are still
in orbit. Both of these events have been a factor in providing opportunities for the utility accountant to achieve
greater heights in his organization than might have been
possible earlier.
The person who chooses a career in utility accounting,
or perhaps in any other business, and who possesses a
desire to be a part of management in time, should seek
first a formal education before coming aboard. It may be
possible for some to begin work and then pursue studies
in accounting that qualify them eventually but this is
more of a gamble and is long and difficult to overtake
the person who first obtains a degree in accounting or
business administration.
From the outset, one must strive to learn as much as
possible about the job assigned to him then study and
discuss more responsible assignments with those who outrank him. In the utility business, he should study the
basic economics of the industry and become acquainted
with the costs and statistical data that is useful to manM A N A G E M E N T A C C O U N TIN G / J U N E 19 6 9

agement. This would include but is not limited to general and financial accounting, rate and tax accounting
data in addition to revenue statistics. I have found that
most department heads or managers are willing to discuss
their operations with a person who is genuinely interested
in learning more about how the business functions.
An employee should earn and merit the respect and
confidence of his associates and his peers in the company.
When given an opportunity to present proposals to his
supervisor or members of the management team, he
should know his subject thoroughly and be able to communicate his ideas clearly and concisely. Management's
time is valuable and should not be wasted in listening to
a presentation that is rambling and aimless. Proper timing of presenting data is also very important.
I have found that when conditions change or when
improvements in procedures are necessary in my opinion
or when established policies need review, it is wise to
cover your proposals in a memorandum for your boss to
study before requesting an audience. This gives him time
to study your recommendations and perhaps discuss them
with others who may be affected by the changes or recommendation before calling you before the group to answer certain questions which may arise. This is much
better usually because in writing the memorandum you
have the opportunity of orderly developing your logic
and then, too, management is involved in so many areas
of decision that sufficient time may not be given management to make a decision on an oral presentation of
a subject which you have been thinking about or studying for weeks and perhaps months.
In addition to respect and confidence, a person should
be friendly and helpful to those who work with him.
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Without the latter you may not enjoy the former. One
can seldom repay the executive who serves as an instructor, who encourages his staff members to achieve excellence in their work and who recommends them for promotion when the opportunities arise. All good teachers
are not confined to schoolrooms. In order to repay your
debt or to help balance the books, you should encourage
and train those who work for and with you and who deserve your commendations.
There Is a Lot to Learn

In conclusion, may I suggest again that the accountant
who aspires to become a member of management must
not rely on his knowledge of accounting exclusively but
must learn everything he can about other functions of
the business. He must learn to think and perhaps act like
a manager. He must become proficient and professional
in his duties.
The accountant must be forthright but respectful in
presenting his views to management and must learn to
live with his disappointments when his proposals do not
always gain approval. His attitude will be adversely affected and his effectiveness will suffer and he is likely to
become frustrated if he is prone to complain over management decisions which run contrary to his views. Perhaps a more propitious moment will permit him to reintroduce the proposal if it is worthy of consideration.
He should take advantage of the opportunities available for reading and study, particularly those subjects
pertaining to his industry or business. It has been said
that a person who knows how to do a job will likely have
a boss but the person who knows why he does it will always be the boss.

31

There Yesterday
Here Today
Where Tomorrow?
HERE ARE A FEW GLANCES AT OUR ASSOCIATION'S P A S T - W I T H THE FULL
AWARENESS THAT STILL MORE CHALLENGES AND OPPORTUNITIES LIE AHEAD
By Arthur B. Gunnarson
Fifty years! A half century! Happy anniversary! Greetings and salutations on
the occasion of a memorable moment
in the continuing progress of the National Association of Accountants.
Some weeks ago, the editors of this
journal approached me with the challenging proposal that I might be willing
to prepare for the anniversary issue of
MANAGEMENT ACCOUNTING "an oveIview of the Association's role in the
careers of its members through their participation in the affairs of the Association." (My assignment would not include discussion of the development
and progressive expansion of management accounting and of the Association's educational activities.)
Observations and sidelights of experience offered here stem from my
forty years of membership in NAA and
from having had the opportunity over
those years to work with or have contact with all of the national presidents,
with the exception of five, and with
hundreds of officers, directors and members who have served in various capacities both in national affairs and in local
chapter activities. There has also been
the privilege of knowing and sharing
experiences with Stuart McLeod, as
well as with the many faithful and
dedicated individuals who have held
educational and administrative positions
on the national staff.
These opportunities to meet, to
know and to work with a host of peo32

ple have been an exhilarating, fruitful
and satisfying experience, but at the
same time, a humbling one. It has
been a continuing revelation to observe

the dedication of many people who
have found in NAA a vehicle for self expression, for professional and community service, and for personal fulfillment.
Basic Conc epts

ARTHUR B. GUNNARSON

Westchester Chapter (Minneapolis
1929), served as Secretary of the National Association of Accountants
in 1948 -61. A graduate of the University of Minnesota and the Harvard
Graduate School of Business Administration, he has authored a number
of articles in the NAA Bulletin and
other publications. He was consulting
editor for the Cost Accountant's
Handbook. Now retired, Mr. Gun narson actively participates at Association conventions and speaks at
chapter meetings.

From its very beginning, the Association was conceived as a national organization. It was not the result of an
amalgamation of existing local units
joining together to widen their contacts
and opportunities over a broader base.
At its early meetings, however, the Association's Board of Directors discussed
the desirability of encouraging the development of local groups of accountants employed in industry —to get together in their own communities for
exchange of experiences and ideas pertaining to their own problems.
A beginning toward recognizing the
importance of local participation was
made when in April, 1920, the Board
authorized the granting of charters to
chapters in Boston, Chicago, Philadelphia and Pittsburgh. At the end of the
first two years of the Association's operations the roster of chapters numbered 15; after fifty years, 232.
The Association also began as, and
continues to be, an organization of individuals —not an organization of corporations, or accounting firms, or institutions. It is not an organization "for"
accounting or "of" accounting but is a
society of flesh and blood people. May
it never lose this fundamental and
distinctive characteristic!
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perhaps there were questions as to why
such a proposal should have been made
in the first place.
Certificates of Competence?
The provision relating to tests for
candidates for membership reflects
partly a leaning toward the practices of
other professional societies in issuing
certificates of competence to those who
passed prescribed tests —a desirable prerequisite for those wishing to enter
public practice of their professions. As
N.A.C.A.-developed in the 1920's the
governing officers and directors came
to realize that the ultimate strength of
the Association lay in bringing into the
membership a large number of members from many diverse industries —
individuals who had broad and varying
experiences. Through an expanding
membership, the Association could
better accomplish its objectives of
spreading widely information about industrial accounting methods and practices. So the clause on testing was
dropped.
Now, after fifty years, we come almost full circle to something akin to
the original concept. The Long -Range
Objectives Committee —whose report
has already been made available to members (Management Accounting—August 1968, Section 3) has proposed that
the Association establish a set of criteria
by which members may be judged as to
their ability and accomplishments in
the field of management accounting and
be appropriately recognized through the
awarding of a certificate of competence
to those who pass the tests. While this
concept is different from that of the
founding fathers of fifty years ago, its
effect would be to create a distinctive,
and distinct, category of members. It is
a bold and intriguing concept.
Name of the Association
The selection of an appropriate name
for the Association engendered animated debate from the beginning and
continues to this day. In view of the
purposes outlined by the founding
fathers, it is reasonably clear and logical
that the organization was originally
designated as the National Association
of Cost Accountants. But, changes in
the nature of cost accounting were soon
forthcoming. Many members had
duties pertaining to auditing, systems
design, performance standards, or had
responsibilities involving various other
accounting functions.

Early in 1923, a mail ballot was taken
among all members as to a change
the name. Most respondents were opposed to any change. Ten years later,
another poll was conducted among the
officers and directors of chapters, but
the results were no more conclusive.
Then in 1957, in conjunction with a
broad review and revision of the Constitution and Bv4aws, the word "Cost"
was deleted and the name condensed to
"The National Association of Accountants."
The question is still not settled to the
satisfaction of everyone. The Committee on Long -Range Objectives endeavored to suggest a new name but could
not come to an agreement.
in

Purposes and Objectives
The Association has consistently adhered to its basic purposes and objectives as stated in its first constitution
and reiterated, with minor modifications
in language but not in intent, in subsequent amendatory proceedings which
have occurred periodically for the purpose of keeping the constitution and
by -laws up to date. Over fifty years,
there has been no deviation from the
primary objectives enunciated by the
founding fathers.
The heart of the statement of objectives relates to the declaration that the
Association shall, through development
of information about management accounting, promote discussion and exchange of ideas among all members,
encourage acquaintanceship and fellowship among members, and unite into
such fellowship all persons interested in
management accounting matters. While•
language and terminology have varied
from time to time in successive revisions, the basic premises remain intact.
It is to be devoutly hoped that these
fundamently basic declarations shall remain as permanent foundation stones
for whatever structure may be needed
to meet the demands of the future.
As an educational body whose basic
purposes are to explore, to conduct research and to disseminate information
about management accounting, the Association has a further duty and opportunity to encourage its members to become participants in the process and to
involve themselves in such a cooperative
venture. The Association throws out
the challenge to each member to enhance his fund of knowledge and to
contribute to his own self- improvement
by speaking, writing and debating precepts and practices in the ever - widening
aspects and impacts of management accounting in a growing economy. Each
member, in his own unique way, has
the opportunity to add to the exchange
of information for the benefit of himself and all his fellow members.
The original constitution also contained provisions "to promote and
maintain high moral standards" and
"to provide tests by which candidates
shall be admitted to membership." In
revisions made in 1930, these two
clauses were eliminated. There seems
to be no record as to why the first was
abandoned. Perhaps no member wanted
the responsibility of policing the moral
standards of his fellow members, or

Formation
Encouragement and guidance for the
establishment of chapters came from
the national organization. This policy
resulted from the conviction that if Association members were to receive maximum benefits from their affiliation,
their should have opportunities to meet
with fellow members in their own communitics for discussion and exchange
of information and for fellowship.
Until about 1945, guidance in chapter formation was provided mainli by
the national secretary and by national
officers and directors working informally
with interested members and non -members in local communities. In more recent years, experienced staff personnel
have been assigned to survey potential
chapter locations, to meet with local
accountants and business executives to
explain the policies and services of the
Association, and to provide assistance
in chapter formation and organization.
Once a chapter is chartered, staff representatives continue to meet with its
board of directors for periodic review of
their operations and for giving counsel
on questions of organization and program planning. Such service relates to
the techniques involved in effective
chapter operation.
Further contact and service is provided through a planned program of
visits by national officers and directors.
Such visits are intended to keep members informed of policies and programs
of the national organization. They also
have broader public relations aspects.
Frequently on such visits, national representatives meet with members of the
press, as well as participate in local
radio and TV programs. They are thus
able to convey information about the
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Association to a wider and more general community audience.
Chapter Administration
Service in the capacity of a chapter
officer or director is both educational
and functional. Thus, chapter administration is a valuable means for training
members in diversified management
skills. They learn the value of teamwork and the coordination of activities
for the benefit of the whole group.
For many younger members, the opportunity to serve in some chapter
capacity is often their first exposure to
managerial responsibilities in organization, planning and performance involving a sizable number of people. This
valuable experience can later be useful
in many situations and circumstances
as they advance in their jobs or as they
get active in civic and community
affairs.
Practically all of the members who
serve on the national board of directors
and on committees have had experience
with chapter administration. Most of
the national directors have served as
presidents of chapters. Thus, the national councils are composed of people
who already have a broad knowledge
of the Association and can offer a variety of experience and points -of -view as
contributions to deliberation and determination of national policies. NAA is
an organization of people bound together in a joint and common cause.
Since the very beginning, stress has
been placed on the development of a
framework of standardized procedures
in chapter operations. Various manuals,
supplementary aids and guides are provided to assist chapters in the conduct
of their operations and in the effective
use of the resources available from the
national office.
Chapter Competition
An important adjunct to the operations of chapters is the trophy competition inaugurated in 1924 through the
interest and efforts of Charles R. Stevenson, who at the time was the national director in charge of chapters.
An engineer and management consultant with broad industrial experience in
the area of cost reduction and incentive
systems, he applied his knowledge and
ingenuity to proposing a plan of standards and incentives for stimulating
chapters to attain more effective operation.
To give impetus to the plan, Stevenson donated a handsome trophy, which
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bears his name, to be presented to the
chapter finishing first in the annual
chapter competition. The winning of
this trophy is the goal of every chapter.
Later, other trophies and symbols of
recognition were added as awards to
chapters attaining other goals in the
competition.
The original plan also provided for
financial remuneration to chapters in
relation to their performance. Undoubtedly, this has contributed tremendously to building a firm foundation
under the structure of the Association
— assuring support for its policies and
programs; providing a large measure of
uniformity in the operation of the more
than 200 chapters; and stimulating a
spirit of fellowship and cooperation
among the members.
National Office
Supplementing the experience and
enthusiasm of the vast voluntary efforts
being expended by members of the Association are the collective endeavors of
the staff employed at the national headquarters office. These staff members are
an integral part of the cohesive people organization devoted to making NAA
a potent force for broadening the
horizons of tomorrow's challenges and
opportunities.
Endowed with various skills and talents, the members of this group assist
in carrying out the policies and instructions of the national board and the
various committees. Some of these individuals, deeply grounded in knowledge of accounting, give direction to
the Association's concerns for research,
publication, technical programs and
other on -going educational efforts. Some
have experience in the practical procedures for assuring smooth operation
of conferences and meetings. Some have
facility for editing manuscripts and
other contributions submitted by members and guiding them to further
authorship. Some possess the tact, patience and counseling skills needed to
advise chapters concerning effective
methods of serving members. Others
have skills and know -how as to office
procedures and computer programming
needed to handle smoothly and effectively the enormous amount of the Association's "paperwork."
Across the Border and Overseas
Among the early supporters and adherents of the Association was a group
of accountants in Canada who were
affiliated with the Society of Industrial

and Cost Accountants of Canada. Their
presence and support were sufficient to
generate discussions as to whether the
society's original name should be the
"International Association of Cost Accountants" rather than the "National
Association of Cost Accountants."
The Canadian point of view did not
prevail but steps were taken to encourage the formation of chapters in Canada. The official directory of chapters
for 1924 listed chapters in Montreal
and Toronto. In due course, however,
the Canadian chapters did not wish to
conform to the methods of administration and financing applicable to the
American chapters so severed their
affiliations with NACA. Nevertheless,
liaison for exchange of experience and
information has been maintained over
the intervening years, on a continuing
basis between the Canadian Society
and NAA.
Similarly, contacts have been established with counterpart societies of industrial accountants in Great Britain
and Australia through staff correspondence and through reciprocal personal
visits by travelling officers and members.
In a broader sense, NAA has maintained world -wide liaison with other accounting organizations through participation in the International Congresses
of Accountants held periodically in various parts of the world. Such Congresses
have been held in London (1933 and
1952), Amsterdam (1926 and 1957),
New York (1929 and 1962) and Paris
(1967) , with NAA members in attendance and contributing to the technical
discussions at all of them.
Another manifestation of cooperative
effort among various accounting societies within the United States is an
annual conference attended by the
president and the principal staff administrative head of each organization.
Presently, the groups involved are the
American Accounting Association, the
American Institute of Certified Public
Accountants, the Financial Executives
Institute, the Institute of Internal Auditors, and NAA.
The agenda of these conferences
gives each association an opportunity to
review its program of activities and problems of administration. Special attention
is given to programs of research being
conducted by each group with the intent that, so far as possible and practical, duplication of effort and expense
should be avoided.
This group of associations is also exMANAGEMENT ACCOUNTING /JUNE 1969

erting effort jointly in a program to
stimulate young people to seek careers
in accounting through adequate educational and technical training. Many
NAA members, through their chapters,
participate in career guidance seminars
that are being conducted for high school
students in many_ communities.
Since 1962, when a chapter was
chartered in Mexico City, increasing
attention has been given to extending
the services of NAA beyond the boarders of continental United States. With
expansion of American commercial enterprises beyond our own borders and
with the reputation progressively established throughout the world by the solid
worth of NAA publications and research studies, there has been increasing
demand that the Association's services
be made avilable in more local communities to a wider circle of accountants.
The first chapter in Latin America
was Cuba, chartered in 1943, which
was forced to suspend operations in
1961. During its 18 years of activity,
the chapter was visited periodically by
national officers and staff. In 1950,
following a regional conference in New
Orleans, a party of some 20 members
from a number of chapters spent several days in Havana participating in a
chapter meeting and other activities
which had been arranged by the hospitable and gracious hosts of the Cuba
chapter. It will be a momentous day
when conditions permit the reinstatement of the Cuba chapter as a member
of the NAA family.
The Circuit Riders
In pioneer days, a "circuit rider,"
usually pictured astride a weary and
foot -sore horse with head down bucking
adverse winds, was an itinerant judge
of a court of law or a Methodist preacher journeying from place to place in the
pursuit of his particular calling. This is
an apt designation to apply to a great
host of officers, directors and staff members of NAA who over the years have
travelled hundreds of thousands of
miles over the breadth and the width
of the Association to counsel with
chapters, to present numerous trophies
and awards, to participate in innumerable meetings and conferences, and to
appear as speakers before chapter and
conference audiences.
Each of these circuit riders can recall
from his own experiences many amusing, exasperating, and sometimes harMANAGEMENT ACCOUNTING /JUNE 1969

rowing events which he has encountered
in his rounds of tending to the business
of the Association. Even if the most
unique of these accounts could be
gathered together into one compendium, the resulting volume would be a
formidable one.
In the early years, the circuit riders
travelled mostly by means of trains,
busses, and steamboats. These early
modes of travel were, for the most part,
comfortable and relaxing. The easy
camaraderie of the club car and the
dining car was conducive to informal
and leisurely conversation. It afforded
an opportunity to exchange points of
view with other people. Today, strapped
tightly in a seat on a plane, we busy
ourselves with a newspaper or magazine, or with a tray of so -so food
crammed against our stomaches, hoping
we will not be stacked -up in a landing
pattern over our destination or diverted
to another airport hundreds of miles
from where we want to go.
All who have been privileged to travel
the NAA circuit can relate innumerable
unique experiences encountered along
the way. Potential hazards resulting
from man -made and natural causes have
included floods, hurricanes, blizzards,
earthquakes, fires and accidents.
The Sound of Music
A rousing ballad in Swedish, and a
favorite concert number for male
choruses, declares that "as the eagle
seeks to reach the sun so a song wings
its way toward heaven." In spite of their
reputation for being rather staid and
circumspect in behavior, accountants
like to break forth in song. Perhaps it
is an outlet for escaping from their
innate inhibitions. The record is not too
precise, but a pattern developed in
early annual conventions of the Association to intersperse serious business and
technical sessions with intervals of
group singing.
A "sing -in" is not a new thing in
NAA. The precedent was established
many years ago of appointing annually
a National Choirister who has the responsibility for organizing group singing periods at annual and regional conferences. Over the years, Harry Whitney of Buffalo, Clarence Theders of
Boston and David Fry of Philadelphia,
among others, have served capably in
this capacity.
Increasingly over the years, group
singing has become an indispensible
part of the festivities of the traditional

dinner which usually concludes various
conferences. There has been great demand for participation in state and
college songs as the number of chapters has increased. The requests from
members for a great variety of special
songs has often taxed the repertory and
ingenuity of the song leader and the
organist.
On several occasions, the song sessions have served to bridge embarrassing
and unforeseen situations. At a regional
conference in Worcester in 1946, the
assembled dinner guests, ready to proceed with the enjoyment of their dinner, sang for an hour while the city fire
brigade barged through the banquet hall
dragging their fire hoses to put out a
fire in the flues of the adjoining kitchen.
Fortunately, the steaks had not been
damaged and the assemblage proceeded
with its dinner after the firemen had
departed.
The singing habit is not only a tradition at annual and regional conferences
but among the chapters as well. Many
chapters designate song leaders and
some have prepared their own song
sheets or booklets for use at chapter
meetings.
Group singing is not confined to the
formal proceedings of the Association
—as members who have attended annual and regional conferences can attest. Long after the adjournment of
meetings, groups gather in chapter
rooms or in the McLeod Society parlors
to join in singing— sometimes far into
the wee hours of the morning.
The area of song and music cannot
be left without a brief reference to the
tradition of using a Scotch kiltie band
to lead the procession of head table
guests to their places on the dais at gala
conference dinners. Even the most seasoned member of the Association, who
may have witnessed this procession
many times, is again thrilled and exhilarated by the martial strains that
come from the skirling bagpipes and
the thumping drums.
The origins of this custom are somewhat obscure, but it is to be surmised
that Stuart McLeod, Val Collins, Robert Pierce and others of Scotch ancestry originated the idea as a device for
infusing some life and color into an
event that can often be drab and boring.
The innovation was a huge success and
has continued to this day to the extent
that the custom is now observed at
some regional conferences.
Continued on page 53
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The Link Between Accounting
and Management
"When crew and captain understand
each other to the core,
It takes a gale, and more than a gale,
to put their ship ashore."
Kipling
By I. Wayne Keller
A business is buffeted constantly by
the gales of economic and social change.
If management and staff understand
each other to the core they will cope
with these changes. They will work
together with maximum effectiveness
to minimize the effects of adverse conditions and take optimum advantage
of favorable ones. In this effort the
accountant is the navigator. He plots
the course the captain wants to sail.
He determines the present position.
He measures deviations from the course.
He calculates the degree and direction
of corrective action required. But all
of the accountant's work is in vain if
he does not communicate his data to
the captain and the other line officers
promptly, clearly and succinctly.

which were but dreams a decade ago.
Astronauts have walked in space. They
have orbited the moon. Soon they will
set foot on it. They are capable and

highly trained for their missions. Their
equipment is the best that man has
been able to develop to date. But the
best men using the best equipment
cannot succeed in space exploration
without constant communication with
Mission Control. Their very lives depend upon these communications networks. As we watch their return to
earth, probably the time of greatest
tension is the blackout period. A tone
of relief is evident, even in the jejune
voices of Mission Control, when they
announce that contact has been restored and the crew is OK. The mission has been successful because of the
ability of the crew and the control
centers to maintain complete understanding throughout all but a few minutes of the venture.
The Language of Business

Understanding Through
Communication

There can be no understanding without communication. Sacred and profane history demonstrates this repeatedly. When men became overambitious
and would have built a tower to heaven,
Jehovah confounded their speech. Being unable to communicate they abandoned the project. A factor in the
building of the Rotbscbilds' fortunes in
Europe was their use of carrier pigeons.
With these they were able to communicate the tides of battle in advance
of their competing financiers and react accordingly.
Today we marvel at achievements
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Accounting is centuries older than
space exploration. The National Association of Accountants is decades older.
Developments may have been less rapid
in accounting, and less spectacular, but
they have been significant and brought
it to high levels of proficiency.
NAA has been one of the moving
forces in this. The first purpose of the
Association stated in the constitution
is to "develop through research, discussion and exchange of information a
better understanding of the sources,
types, purposes and uses of accounting
and related data as applied to all types
of economic endeavor; and to make
this information available to Members
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and others." We have a proud history
of building this understanding. We
have — through official publications,
chapter programs, workshops, seminars
and conferences — communicated it to
the developers and users of information.
We have at all times given full recognition to the importance of communications in achieving our objectives.
Are the members, and others in the
profession, recognizing fully the importance of communications in attaining their personal and business management objectives?
Accounting is frequently referred to
as the language of business, just as
French is called the language of diplomacy. But, of what value is French
in international negotiations if one of
the parties does not understand it? Of
no value. There must be an interpreter
who is fluent in the languages of the
negotiators.
Accounting information cannot be
expected to speak for itself. It is only
a means of communication. It must
be understood by all parties using it if
it is to be of value. The accountant is
the interpreter.
His responsibilities are much broader
than those of a lingual interpreter. He
first determines the purposes to be
served by accounting and related data.
Then he develops concepts, practices
and principles which will achieve these
purposes. He constructs an information
system based on these fundamentals.
He administers the system. He decides
when changes in the system shall be
made, either to meet permanent changes
in uses of the data or temporary special
requirements. He devises the format of
the output. Only when all of these
responsibilities have been met, does he
reach the final link of the chain— interpretation. This is the link which joins
accounting to management and other
users of accounting information.
Not only must the accountant be
fluent in his language but he must
also be fluent in that of those for whom
he is interpreting. He must know the
languages of production, of marketing,
of finance, of research, of engineering,
of personnel administration, of business
law. He must be truly multilingual.
And he must have a complete comprehension of management objectives.
Accounting is but a means of implementing the achievement of objectives, not an end unto itself. It is
but a language. Today it is almost a
MANAGEMENT ACCOUNTING /JUNE 1969

new language. It has been modified,
adapted and expanded to meet present
needs for information. It will continue
to change.

or facet of management. The largest
of these is the management of industrial
and commercial enterprises. But financial statements are used by investors
in the management of their portfolios.
Lenders and creditors use the information to manage the extension and limits
of credit. Governments use the reports
to manage the assessment and collection of taxes. They use them to regulate
commerce. They even use them to try
to manage the economy. Sociologists
are beginning to use accounting techniques in defining and solving social
problems.
The remainder of this paper will relate primarily to accounting for industrial and commercial business management. But reference will be made to its
uses by others, particularly where there
is a community of interest and the use
of the same data.

The Accountant and EDP
Electronic data processing equipment
is the recording device for the language
of accounting. Of course it does more
than record; it calculates, processes, and
prints. Yet with all its effectiveness and
capacity this equipment is nothing more
than a glorified paper and pencil. It
can do nothing which the accountant
cannot do manually. Its only advantage
is that it can do it infinitely faster. It
is the high- powered machine too] of
the accountant.
Because of its importance in providing and processing the quantities of
data involved in today's commerce and
business, many consider electronic data
processing as an entity. Is it? Its very
name indicates that it is not —it proc- Progress in Management
esses. Its position in the accounting Accounting
sequence is comparable with that of
In the 50 years of the National Assoproduction in the sequence of product
ciation of (Cost) Accountants its area
design, production and marketing. It of interest has expanded significantly.
falls into the middle of the accounting
It has moved from "cost" accounting
process.
to "management" accounting. Today
The accountant's responsibility is to
the concept of the scope of the latter
develop an integrated system from the
is broader than it was yesterday.
source information to the interpretaYesterday the tendency was to contion of reports. He determines what
centrate on specific elements of the
data are needed and how they shall be
recorded on the source records for feed- accounting process. Today this segmented approach has been superseded by
ing to the processing equipment. He
integrated management information sysdecides what summaries and reports are
to be produced. The function of the tems.
New techniques have been added to
data processor is to program the comthe
store of skills. Statistical inference,
puter to meet the requirements of the
probabilistic
models, regression analy
accountant; and to administer the procsis,
simulation,
and operations research
essing.
are
some
of
these.
They are providing
It follows then that data processing
new
dimensions
to
information for the
is a service function for the accountant.
It should be administered by him. True, guidance of management. To utilize
all data needed by management are his skill in mathematics has become
not a part of the accounting trans- as essential for the accountant as the
actions. But all data are interrelated. knowledge of the fundamentals of
Maximum efficiency is attained when double entry—maybe more important.
The accountant has the techniques,
the processing is integrated.
skills and tools for making increasingly
greater contributions to the successful
Management Accounting
Thus far we have used "accountant" operation of business.
and "accounting" in their broadest connotation. They embrace all facets of Progress Has Not Been Uniform
the profession and the entire process.
Accounting techniques have, for the
The major thrust of the National most part, kept pace with the needs of
Association of Accountants is stated to the users of the information. However,
be management accounting. But it is the advances have not been uniform.
becoming more and more difficult to Like an army moving forward, some
deliniate this field precisely. All ac- positions are secure, some are tenuous
counting is done to facilitate some area and some are under attack.
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One reason for this is that the
several armies —the several professional
bodies and government agencies —have
not coordinated their defense or their
attack.
There has been a tendency to regard the management accounting function, the attest function and the regulatory function as individual areas. At
times rules, practices and concepts have
been promulgated for one of these
which are at variance with those accepted or required in another.
Because of this management is confused. The profit shown on internal
reports prepared on a direct costing
basis does not agree with the profit
shown on interim and annual published
financial statements. And, for this and
other reasons, the taxable profit is still
another amount. What is profit? It all
depends upon the procedures followed
in calculating it.
The purposes to be served by accounting information should determine
the procedures to be followed. But it
seems that the procedures leading to
such fundamental information as profit
can and should be uniform. They could
be if the interested bodies had cooperated in developing them —if they had
communicated. Thev did not —each developed its own rules —and now the
road to uniformity will be long and
arduous.
A second reason why the advances
in accounting have not been uniform
is that too often one or more bodies
have continued to adhere to principles
which were no longer applicable to
the specific situation. Principles are
neither unchangeable nor inviolate.
"Thou shalt not kill" is a fundamental
principle of judo- Christian ethics. But
it is a principle which is not adhered
to when a nation is at war. Purposes
to be served can and should modify or
temporarily suspend their application.
If accounting is to fullfill its purpose
all the developers and users of the information must communicate and
agree on adaptation, modification and
development to meet each specific need.
The third reason advances have not
been uniform is that accountants have
not always recognized nor anticipated
new needs for information. As a result,
the users have instituted the changes,
and the procedures to be followed in
making them.
It is fair to say that accomItants have
initiated more changes relative to the
internal uses of information than they
3$

have in the external reporting field.
The merchants of medieval times
The reason for this is that each busi- had their accountants record actual
ness and each management team is costs of each venture. With the indifferent. And, because internal infor- dustrial revolution the costs of promation systems and reports of one ducing became of prime importance to
business do not have to conform to managers. Actual costs of jobs or procthose of another there has been a esses were compiled. These provided
greater opportunity to experiment and the "what" but not the "why ".
innovate.
To provide more useful management
These experiments and innovations information, accountants began to comhave been well publicized but the ac- pare costs of a job or period with those
countants of some companies have of others. They began to analyze and
failed to recognize the applicability of interpret trends. They spotted problem
them in their companies and the de- areas and suggested corrective action.
sirability of adopting them. They have They were working with what costs
not related them to the needs of their actually were, not what they should
have been.
managements.
Anticipation and recognition of needs
As management planning and conis part of the communication sequence. trol techniques developed, the weakWhen it is complete, the advances in ness of actual costs for the process
the field of accounting will be more became evident. Standard costs were
nearly uniform and all positions will developed to overcome it. The accountbe more firmly entrenched.
ant's analysis and interpretation then
centered on deviations from standards.
Change in Management
He was correlating his work with the
Techniques
program of management.
Initially, variance reports were preManagement accounting has changed
because management techniques have pared after the close of each period.
changed. A recent publication' states, Then the question arose as to what
"In all probability the past ten years could be done to prevent unfavorable
cannot be matched for the rapidity of variances from recurring during a perichange in business management tech- od. The reports completed days and
niques." One of the most significant of even weeks after the fact were of no
these is that information has replaced help in this.
Because the standard costs were
intuition as the basis for management
based
on standard units, the accountant
decisions. Consequently, managers are
asking for more and more —from the recognized that if actual units were
within standard limits the dollars would
accountant and all other staff people.
Business managers have always been be. It was not necessary to take the
looking to the future. Formerly they time to price the units and carry the
did so in a rather informal manner data through the accounts to prepare
without the quantification of objectives. control reports. Daily comparisons of
Today their plans are organized, co- unit actuals and standards would indiordinated and evaluated. Short- and cate where immediate action was neceslong -range objectives are established. sary. It could be taken before the same
The methods of accomplishment are mistakes were repeated.
But, time was still lost in forwarding
planned as to both method and responsibility. Achievement is measured the data to a central office, processing
against the plans. This is designed to them, and sending the reports back to
direct management time to problem the production centers. Today, particuareas — management by exception. The larly in larger plants, a cost analyst is
need for information to implement this assigned to and located in a production
planning and control process is evident. department or group of related departments. He makes the unit comparisons
Evolution of Cost Accounting
there and communicates them immediately
to the foremen, with his analyThe evolution of cost accounting is
sis
and
interpretation.
typical of the changed management
This is about the general level of
techniques in planning and control,
and of accounting procedures to serve the art of cost control today. But recently conceived concepts are pointing
them.
to further changes in the techniques
I
Heckert and Wilson, Business Budgeting and
in
the future. One of these is that of
Control. The Ronald Press Co., New York, 1967,
1). In.
"perfection standards." These are just
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what is implied by the designation.
They contemplate the production of
100% perfects, the utilization of every
iota of material, and productive output
of every second of labor. By emphasizing what could be done if perfection
were attained they provide a constant
stimulus toward it.
Looking into the future, the question
can be asked, "Why develop any standards other than perfection standards ?"
What purposes are attainable standard
costs intended to serve? First, they are
measurements for cost control. Second,
they facilitate accounting by using the
standard costs to value inventory during
accounting periods. It is argued that
this reduces work by not requiring the
calculation and application of actual
costs.
With computers, the latter reason
passes out of the picture. The computer
can be programmed to calculate and
apply actual costs to inventory on a
daily basis. Relating these to the in and
out time factors for quantities actual
inventory values can be maintained currently on any basis selected for accounting purposes.
If actual costs can be used for accounting, effectively and efficiently, the
only justification for current attainable
standards is the measurement function.
For this the computer can be programmed to compare actual units with
perfection standard units which do not
change unless products or processes
change. When this is done, control is
centered on the movement of the trend
rather than on the absolutes.
With perfection standards and computers all the work of building unit attainable standards and applying standard
rates to them — usually done annually —
can be eliminated. Closing adjustments
to bring standard inventory values to
actual cost are unnecessary; inventories
are always carried at actual. As in so
many of the accounting functions, the
needs of the users of the information
will be served with less time devoted to
the less interesting and challenging accounting routines.
We have dwelt at length on the evolution of cost accounting because it embraces all the facets of communication
between the accountant and management. There have been requests for information. There has been anticipation
of the needs of management. There
have been changes in concepts and practices because management techniques
changed. There have been new apMA N A G E M E N T ACC OU NTING / JU NE 1969

proaches to reporting and interpretation. There are indications of further
changes in all of these.
Other Users' Changing Needs
Users other than business managers
are also changing their techniques and
requesting more and different information.
Time was when investors relied on
published financial statements which
contained rather limited information.
The trained financial analysts, and the
S.E.C., have changed this. They have
expanded the amount of information
they want at the corporate level and are
now moving to data by components of
the company. In most larger companies
accountants have been developing the
latter for internal use. Now they are
faced with the decision as to whether
this information is sufficiently valid to
be used for external reporting. And, if
it is not, to what extent information
which is both valid and useful to investors can be prepared and reported by
components of a corporation. This is
opening a whole new area of communication —the co- relation of internal and
external reporting.
Creditors also want new and different
information. They ask that the balance
sheet and earnings statement be supplemented by statements of cash flow —
historical and projected. They want
substantiating data for changes from
experienced trends. When loans are related to a specific capital expenditures
project, the creditors request all the
data management used in deciding to
approve and finance it —and sometimes
more than management thought is
needed. Such data cannot simply be
submitted. They must be interpreted
for the potential lenders. The accountant is the link in this communication
chain.
Governments are requesting more
statistics, especially for purposes of
planning. In an era of a planned national economy, individual business objectives and policies are at least somewhat subservient to national objectives
and policies.
The involvement of government in
business is also leading to the imposition of accounting and reporting rules.
So in the governmental area the accountant has a dual communications
role: (1) build an understanding by officials and the general public of the
effects of policies and regulations on
the ability of private enterprise to serve

the good of the nation and still survive,
and (2) to participate in the development of rules and regulations on accounting and reporting so that those
promulgated will be compatible with all
other demands on accounting.
The Users Are Better Trained
Today managers in all areas of business who do not hold college degrees
are the exception. Many have graduate
degrees. Most have had some training
in accounting. They are more fluent in
this language of business than were
their predecessors. At least they have a
conversational knowledge of it.
Managers have been taught how to
use information. They have been taught
to rely upon it. They have been taught
to let the experts develop it. The famous or infamous "little black books"
that foremen and even presidents used
to carry in their hip pockets no longer
exist. The sketchy notes that they contained are neither adequate nor timely
in today's complex and rapidly changing
business environment. Managers are
more concerned about "what will happen if" than "what happened because."
The expertise of modern management has created a more favorable environment for the accountant. He has
become a member of the management
team rather than a servant of it.
Effects of Organization
Growing out of the changes in business management techniques have been
new approaches to organization and the
placement of responsibilities. The new
techniques are grounded in systems.
Quoting one writer 2 on this, "Systems
breed coordination and, with it, a deemphasis of the planning function and
of the decision- making process and personal responsibilities of all but the top
planners and decision makers. . . .
Jobs down the line are not longer becoming centers of significant profit responsibility.. . . They are not centers
at all but more like functions or subsystems."
The company goals are dominant in
the planning and control process. Position descriptions for "division managers" (the first level of management below the chief executives) may state that
these managers have responsibility -for
sales, costs, capital and return on investment of their divisions. But the descriptions for "division managers" ( the first
John A. Beckett, "Managgement Accounting in the
Age of Systems," NA A Bu UMix , April 1964, p. 8.
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level of management below the chief executives) may state that these managers
have responsibility for sales, costs, capital and return on investment of their
divisions. But the descriptions really
don't mean what they say.
Whether stated or implied, these responsibilities are circumscribed by corporate objectives. For example, the
intra- company pricing policies of a certain company stated that a division was
not required to purchase component
parts from another division if they could
be purchased for less from an outside
supplier. One division manager with an
astute purchasing agent took advantage
of this —not once but consistently. The
division producing the parts was criticised by top management for not maintaining its sales volume. Its manager
countered with the defense that he no
longer had the benefit of the volume of
the other division. The order came
down from the top to the first division
manager, "Purchase internally, or else!"
It had been determined that the combined effect on corporate profit when
the first division purchased outside was
adverse.
The larger and more diversified the
company, the greater the importance of
complete integration of objectives and
operating divisions. The differences in
this between larger and smaller companies are only of degree and complexity.
Even in the smallest business a conflict of interest can exist. For example,
the sales manager wants to maximize
sales. He will take orders for small quantities and for specialties. The production
manager wants long runs of standard
items.
Based on continuing evaluation of
the effects of each policy on the shortrange and long -range objectives of the
company, the chief executive must
make the decision as to the extent to
which compromises will be made in
each area. The basis for this is accounting information, properly interpreted.
Reporting
Having anticipated the needs of the
users, designed the system, and administered the processing of the data, the
accountant reaches the final link in the
communication chain — submitting reports and interpreting them.
The format of reports is important to
their effectiveness. Much has been said
and written on this. Ample examples
and illustrations have been published to
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provide a selection adapted to the position and personality of the recipients.
The point is that adaptation to the recipient is necessary. Besides, changes
should be made in the format from time
to time if for no other reason than to
hold the interest of the reader. just as
with practices and procedures, the purposes to be served by a report determine
its format.
Reports communicate, but not completely. They must be complemented by
the interpretations of the accountant.
He is most effective in this when he
asks himself what action he would take
on the basis of the report. He should
make a decision and present it to management along with the report. This is
the ultimate in interpretation.
This approach is not limited to accountants in the upper echelons. Every
one, at every level, is working with accounting and related data.
There is a management story in every
segment. A time clerk may prepare very
accurate labor cost reports and feel satisfied that he is doing his job. In a sense
he is, but he is falling short of the contribution he can make to management
and to his personal advancement. He
should recognize that his reports in sequence are a moving picture of labor
costs in that department. He should
sense the story they are telling. He
should decide what it means. He should
communicate his conclusions to the
foreman of the department. This may
be limited to one sentence, "Everything
looked normal on the reports today."
But when there are abnormal items he
should recognize them and report on
them. For example, he might say,
"There was a lot of down -time in the
punch press section. Have you checked
the machine maintenance there recently?" Here he has recognized a problem
and suggested a solution. He has interpreted.
This approach is open to the public
accountant as well as to the staff accountant. Does the short-form certificate communicate? Yes, to the extent
that it is a green light. It does not interpret. The auditor who decides what
the statements really say, why they tell
that story, and then interprets them in
that light for his client has rendered a
complete service. He has become a management accountant in addition to being an auditor. He has built stature for
himself. He has improved the image of
the profession.

The Future
What uncharted seas lie ahead?
What preparations must accountants
make to guide management over them?
Certainly the techniques of today will
not be adequate in the years ahead. The
astronauts must be trained for each new
mission. Theirs is a program of continuing education if they are to succeed and
survive. So is the accountant's. New
uses of accounting and related data are
developing. To meet these, accounting
is moving from the empirical to the rational. The present body of knowledge
must be supplemented by training in
new disciplines.
In the future a knowledge of human
behavior will be as significant in the accountant's work as his technical skills.
Interpretation and decision making will
be his major areas of activity. He will be
involved deeply in communication,
stimulus and response. He will be utilizing all the psychological factors of
motivation.
In all probability, qualitative measurement will be added to quantitative
measurement which has been the accountant's forte. He will be asked to express an opinion on the management
of a business as well as on its financial
statements. The tact and diplomacy
which are required to present published
reports in accordance with accepted
practices which differ from the personal
opinions of the client, and still keep the
job, will pale before those required to
present a report critical of management's decisions.
Conclusion
The field of management accounting
has expanded, is expanding, and will
continue to expand. The accountant has
improved and added to his skills. The
users of accounting and related data
have improved their techniques. They
have shifted from intuition to information for decision making. They are increasing their demands for information.
They are better trained in its use.
To be of maximum service, the accountant must have a working knowledge of the areas of management in
which the users of his product are working. He must use the behavioral sciences to stimulate response and action.
Over -riding all of these is skill in communication. It is the link between accounting and management.
The possibilities of the future are infinite. "The horizon is nothing but the
limit of our sight."
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Management Accounting
and the Behavioral Sciences
THE TECHNICAL TOOLS OF MANAGEMENT ACCOUNTING MUST BE BLENDED
WITH A MORE SOPHISTICATED UNDERSTANDING OF HUMAN BEHAVIOR
By Edwin H. Caplan
The National Association of Accountants is now 50 years old. In the half century that has elapsed since its founding,
the world has witnessed the greatest rate
of increase in economic and technological achievements in the history of mankind. One of the costs of these achievements has been the intensified burden
on the men who manage today's business enterprises and on the management
accounting systems upon which they depend.
Business management was certainly
not a simple task 50 years ago, but the
problems of management (and accounting) at that time were far less complicated than they are today. Firms have
not only grown larger, they have also
become much more complex. Further,
the external environment faced by present -day managers is substantially more
dynamic and requires faster and more
sophisticated adjustments and reactions.
The size and technical complexity of our
economy —and the firms within it—
makes it mandatory that managers plan
well in advance of changes in products,
production facilities, and marketing
strategies. In addition, our complicated
technology with its emphasis on specialization of function, large -scale capital
facilities, and highly sensitive and interrelated processes raises enormous problems of coordination and control.
In order to meet the ever increasing
demands described above, business management has had to move from the "seat
of the pants" techniques of 50 years ago
MANAGEMENT ACCOUNTING /JUNE 1969

to a much more profound and science based approach to administration. The
past 10 years, in particular, have seen
the rise of two major movements influencing the theory and practice of management. The first of these was the introduction of computers, quantitative
techniques, and more refined accounting
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Behavior.

procedures in an effort to bring some
element of rationality to the complex
and uncertain world of the manager.
This movement has been literally all encompassing. Computer technology
and operations research have become
widespread tools of management at a
rate far more rapid than even their most
optimistic advocates could have predicted.
The second important movement influencing modern management has its
roots in the behavioral sciences. In the
past decade, leading researchers in such
fields as psychology, social - psychology
and sociology have begun to direct their
attention to the challenging issue of relating what they have learned about
individual and small -group behavior to
the problems of large organizations.
A new area of study has emerged. One
which attempts to synthesize a wide variety of behavioral research and focus
specifically on the nature and functioning of large -scale organizations. This new
area of study, called "organization theory," represents the common ground on
which such diverse groups as psychologists, sociologists, public administrators,
and business managers have come together in an effort to gain new and more
realistic insights into human behavior in
organizations.
To date, the influence of organization theory on management practice has
been far less extensive than the influence of quantitative methods. The potential effect of the behavioral sciences,
however, could be to revolutionize the
theory and practice of management.
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Moreover, since management accounting is so closely related to the management function, it is not unreasonable to
anticipate that accounting may also undergo substantial changes as the result
of the impact of the behavioral sciences.
Behavioral Aspects of Management
Accounting
Management accounting can be
viewed as having two broad functions.
The first of these functions is related to
fiduciary responsibility. It is primarily
concerned with "keeping track of
things" and answering such questions as:
"Did we get what we paid for ?" (Costing techniques which are primarily designed to provide cost and inventory
data for financial statement purposes
might also be included under this heading.)
The second major function of management accounting is to furnish information which is useful as a basis for
decision- making at all levels of the organization. This task includes providing
managers with the data required for
planning, coordinating and controlling
activities. But it also includes the operation of a system which assists in motivating individuals to make and implement those decisions that will lead to
the accomplishment of the goals of the
organization.
It is necessary to recognize that this
view of management accounting is one
which places a heavy emphasis on the
influencing of behavior. Managers must
be influenced to take actions that are in
the best interest of their firm. Employees
must be influenced to make the greatest
possible productive contributions.
Management accounting plays an important role in influencing behavior at
all of the various stages of the management process including: (a) the setting
of goals; (b) informing individuals what
they must do to contribute to the accomplishment of these goals; (c) motivating desirable performance; (d) evaluating performance; and (e) suggesting
when corrective actions must be taken. In
short, management accountants cannot
ignore the behavioral sciences because
the "information for decision- making"
function of management accounting is
essentially a behavioral function!
It appears that the role of providing
information for management decision making is potentially far more significant and rewarding than the more limited function of fiduciary accounting.
Further, it is likely that most fiduciary
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accounting tasks will ultimately be programmed and performed by computerized systems. Thus, in the face of competition from computer experts and
other kinds of information specialists,
the future of management accounting
may well depend on the ability of accountants to provide information which
contributes to encouraging organizationally desirable behavior.
Yet, how many accountants are familiar with even a small sample of the
literature of organization theory? How
many accountants attempt to evaluate
their work according to the behavioral
concepts suggested by managerial psychology? The answer to both of these
questions is probably "very few." This
is unfortunate because there is evidence
to suggest that when accounting systems
are designed and operated without a consideration of behavioral factors, the anticipated results are often not achieved.
In what follows, we will examine
briefly the relationship between organization theory and management accounting. It will, of course, be impossible,
within the scope of this article, to summarize all of the behavioral science theory which may relate to accounting.
Instead, our investigation will be limited
to a few basic concepts which seem to
be particularly relevant. Nevertheless, it
is hoped that sufficient examples will be
provided to justify the premise that the
behavioral sciences have major implications for management accounting.
An Organization Theory View
of Behavior
Behavioral science research has demonstrated that human beings are complex, that they have complicated and
changing goal structures, and that their
behavior is adaptive, i.e., they learn and,
as a result of the learning process, they
modify their behavior. Individuals are
motivated by a number of diverse drives
including (but not limited to) the desire for economic rewards, social status,
and security. The relative importance of
these and other goals will vary from one
individual to another, and in the same
individual over time. Because of variations in such factors as perception, environment, training, and goals, different
individuals will react differently to the
same stimuli. Finally, people will work
harder to accomplish tasks to which they
feel a personal commitment than they
will work if no such commitment exists.
The description of human behavior
which is suggested by the above state-

ments is quite different from the more
traditional view that individuals can be
motivated only by the promise of economic rewards for "good" performance
and the threat of economic sanctions
for "poor" performance. Similarly, the
organization theory view of behavior rejects the notion that people are by nature lazy, indifferent to the goals of the
organization, and hostile to authority.
Therefore, a system of tight and authoritarian controls is not necessarily considered to be a requirement for obtaining satisfactory performance. In fact,
quite the opposite might be true. Some
behavioral research suggests that it is
the existence of tight controls which
creates attitudes of indifference and hostility toward the organization as well as
discouraging the kind of innovative behavior that is necessary to ensure the
success of the enterprise.
Management Accounting and
Motivation
It is likely that many management
accounting systems function in a manner which conflicts with the modem organization theory view of behavior. Such
systems can be expected to produce undesired results in terms of the effect of
the accounting system on motivation.
One potential area of difficulty can be
found in the accounting view of goals.
Accountants are involved with both organization and individual goals through:
(a) the budgeting process which is, in
essence, an attempt to establish and coordinate goals and means; and (b) the
evaluation process which is usually associated with rewards for good performance (praise, bonuses, promotions, etc.)
and punishments for unacceptable performance (criticism, loss of economic
rewards, dismissal, etc.) . Yet, there is
little evidence of any attempt on the
part of accountants to investigate the
nature of goals and motivation.
Most of the management accounting
theory and practice of which this writer
has knowledge— either from personal
experience or from the literature of accounting —seem to suggest the following underlying assumptions about goals.
First, there is an extremely heavy emphasis on the over -riding significance of
profit maximization as the universal goal
of all business firms. Second, there is a
similarly heavy emphasis on the value of
economic rewards and penalties as tools
for motivating and controlling performance. Finally, many accounting systems
concentrate on single measures of perMANAGEMENT ACCOUNTING /JUNE 1969

formance such as net income, return on
investment, or specified levels of cost.
The Profit Maximization
Assumption

ence to the objectives of the organization. Thus, a broader, more realistic,
view of these objectives would probably
increase the effectiveness of many management accounting systems.

The profit maximization assumption,
as the sole explanation of human behavior in organizations, has been rather
thoroughly discredited by both economists and organization theorists. In the
first place, the uncertainty of the business environment as well as the inability
of an individual (or group of individuals) to be aware of all possible alternatives of action means that managers are
probably not in a position to maximize
anything. Rather, it is likely that managers strive for satisfactory levels of performance. Secondly, research into the
goal structures of managers suggests that
considerations such as size (in terms of
assets and /or sales) , survival, status of
the managers, and market share are all
important objectives (in addition to
profit) which may influence management decisions.
The existence of these additional
goals does not mean that economic profits are unimportant. Obviously, a firm
that fails to operate profitably will eventually cease to exist, and the fhanagement of a successful firm must continue
to show some minimum level of profits
or face the danger of being replaced.
Nevertheless, it is an over - simplification
and unrealistic to attempt to explain the
complicated goal structure of a modem
business organization in terms of a single, universal and unambiguous objective as the basis for all decisions.
Accounting systems which are based
on the philosophy that profits are the
only important objective of business organizations are likely to be too narrow
in scope and vision to meet the information and motivation needs of modern
enterprises. For example, an emphasis
on profit maximization often leads to an
emphasis on cost minimization. This, in
turn, produces the kinds of budget trimming efforts, expense constraints, and
over - control which places the whole accounting system in an unfavorable light
in the eyes of line management and employees. Of even more importance, an
arbitrary attitude toward cost minimization may serve as a barrier to accomplishing the goals of the organization,
including the attainment of satisfactory
profits.
Costs should, of course, be kept within reasonable limits but what is reasonable can only be determined by refer-

Individual Goals and Motivation
Essentially similar comments can be
made concerning the relationship between accounting and individual goals.
The most important factor in motivating and controlling the performance of
individuals within an organization is the
ability to encourage "goal congruence"
—i.e., to create a situation in which each
individual, in attempting to satisfy his
own goals, will be making the greatest
possible contribution to the accomplishment of the goals of the organization.
Behavioral science research raises serious doubts as to the effectiveness for this
purpose of accounting reports which
concentrate on single measures of performance. If the accounting system emphasizes a single index (such as the degree to which a budget figure has been
met or an arbitrary rate of return percentage) this may, in turn, cause the
individual being controlled to concentrate on the index as an end in itself. If
enough pressure is applied by the system, the individual is likely to ignore
organizational goals altogether and limit
his activities to "making a good showing" with respect to the index.
Since it is impossible to devise any
single performance index which will realistically measure overall contribution
to the objectives of the organization, the
results of over - emphasizing these measures can be disastrous. The solution to
this problem may be to develop multiple
measures of performance. But the important thing to note is that performance indexes must be applied in such a
manner that the individuals who are
subject to them do not feel threatened
unless their total performance is, in balance, not consistent with achieving the
objectives of the enterprise.
A specific example may help to illustrate the problem of achieving goal
congruence. The author is aware of a
company which introduced a rather sophisticated standard cost system. The
principal purpose of this system is to
motivate production department foremen to be more efficient. Foremen who
are able to operate within the standards
are rewarded with quarterly bonuses and
substantial praise. Foremen whose departments produce unfavorable variances
are penalized, in the short run by criti-
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cism and loss of bonus, and in the long
run by dismissal. The company is also
very proud of the fact that they keep
their standards "up -to- date."
The accountants who developed the
system believe it is an excellent one
and, as a matter of fact, it did improve
performance. Nevertheless, a little additional thought suggests that the system
is not working quite as well as it appears
to be at first glance.
In actuality, under this system the
foremen are being encouraged not to put
into effect any cost reduction techniques
that they might discover. For if they do,
although they may increase their bonus
in the current quarter, the standards
will immediately be changed and they
will have to live with tighter standards
in the future. It is much more likely
that rather than officially implement
cost savings, the foremen will hoard innovations for use whenever they need
them to meet their standards.
Certainly any management accounting tool which discourages innovations
must be subject to question. But that is
precisely what is being accomplished by
this company's standard costing procedures. Finally, it should be noted that it
would hardly require an expert behavioral scientist to identify this kind of
problem —all that is necessary is an accountant who is alert to behavioral considerations.
Budgeting
Budgeting is, of course, an important
part of the goal- setting process and much
of what has already been said relates to
budget practices. The behavioral aspects
of budgeting are important enough
however, to warrant additional comment.
In a study of several manufacturing
plants conducted almost 20 years ago,
Argyris observed that budgets were being used to bring "pressure" on foremen and workers.' The accounting
staffs in these companies considered
themselves "watchdogs" whose principal function was to find and report to
top management deviations from the
budget. The accountants viewed the
budget as a "challenge" which they had
provided for the factory people and
could not understand why the line employees failed to appreciate being challenged in this manner. Furthermore,
the budgets were not realistic and were
Chris Argyri s, The Impact of Budgets on People,
prepared for The Controllership Foundation, Inc.,
at Cornell University, Ithaca, N.Y., 1952.
1
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purposely kept so tight that they could
never be met. The accounting reports
highlighted unfavorable variances but
made no attempt to explain whether
the causes of the variances were avoidable or unavoidable.
The results of these practices, as
noted by Argyris, were that the accounting system was viewed with suspicion
and distrust. There was a general feeling of hostility and conflict between
line management and the accounting
staff, employees banded together in
groups to find ways of protecting themselves from the system, a substantial
amount of effort was devoted to attempting to fix blame on others, and
everyone was concerned with "making
a good showing" by meeting their budgets no matter what this meant in terms
of the best interests of the firm.
It is difficult to estimate how widespread the budget practices described
by Argyris were at the time of his study
or the extent to which they still exist
today. However, there can be little
doubt that less blatant attempts to use
budgets as pressure devices, as well as
"watchdog" attitudes (as contrasted to
supportative attitudes) on the part of
accountants, are still very much with us.
Even in firms which have adopted
enlightened budgeting techniques, there
is always a danger of producing unanticipated responses. Budgets are powerful
behavioral tools and it is unlikely that
they will contribute to goal congruence
unless the accountants involved in the
system are aware of the behavioral implications of their work.
Another example of the relationship
between budgeting and behavioral science can be found in the work of
Stedry? He suggests that a budget involves three interrelated levels of cost.
These are: (1) the level imposed on
the individual being controlled (the
budget) ; (2) the individual's own
aspired level (what he would like to
accomplish) ; and (3) the individual's
expectations of what performance will
actually be.
According to Stedry, it is the interaction between these three levels of
cost which determines behavior. For
instance, if actual performance begins
to deviate unfavorably from the aspired
level of performance, the individual will
at first make an effort to correct the
actual level of performance. However,

if the deviation continues and becomes
greater, the individual will eventually
reach a discouragement point and give
up trying to improve the situation.
The particular point at which a person becomes discouraged is a function,
among other things, of his behavioral
make -up. Therefore, since individuals
differ in their ability to withstand discouragement, they cannot all be treated
the same when budgets are established.
"The treatment of all subordinates `impartially' when it comes to budget demands, which essentially means treating
them equally, regardless of their motivation structure, appears not only irrational from the cost standpoint but from
the standpoint of welfare of the subordinates as well. "s
It is interesting to contrast Stedry's
views with the usual accounting procedures which seem to ignore the behavioral characteristics of the various
individuals who will be subject to, and
responsible for, the budget. The reader
may not be willing to accept Stedry's
suggestion that budgets must be custom made for each individual. But if this
idea is to be rejected, it should be rejected on its merits and after a thoughtful evaluation of his arguments. In order
to make such an evaluation, accountants
must first be aware of the existence of
the idea and have some reasonable understanding of the theory and research
upon which it is based.
"Human Asset" Accounting
Before concluding, we will discuss
briefly one more example of behavioral
science literature that relates closely to
accounting. A group of behavioral scientists at the Institute for Social Research of the University of Michigan,
under the direction of Professor Rensls
Likert, is in the midst of a long -term
study of management styles and their
effect on the attainment of organizational goals.
Likert has identified four basic "systems" of management 4 System 1 is
titled "Exploitive- authoritative." System
4 is called "Participative group" (the
titles of these systems are self- explanatory) . System 2 and System 3 are intermediate points along the scale. It is
Likert's premise that System 4 management is most conducive to the successful accomplishment of an organiza-

tion's objectives. He argues that by overemphasizing short-run profit goals and
cost savings, management accounting
systems may actually penalize the manager who makes the greatest long -run
contributions.
For example, Likert suggests that a
System 1 manager can achieve apparent
gains in production volume, cost- reduction, and profitability by using up his
"human assets." Although these human
assets —in the form of employee attitudes and customer goodwill —are important to the success of the organization, their loss may not be immediately
noticeable. Thus, the accounting system
will reflect the supposed gains but not
indicate the real costs that have been
incurred. Eventually the decrease in
human assets will be reflected in the
accounting reports as profits begin to
fall or costs begin to rise. By then, however, changes in other variables may
obscure what has occurred. (Furthermore, by the time this happens, the
guilty manager may have been promoted
on the basis of his apparent short -run
success and the person who fills the
vacated position will probably be held
responsible for the negative results.)
Likert's long -run solution for bringing
management accounting into harmony
with good management is to measure
and report human assets as a part of the
regular accounting process. Preliminary
research is now being conducted on this
provocative and challenging issue.-,
Conclusion
This article began by suggesting that
the two major forces affecting management philosophy and practice in recent
years have been: (a) the development
of new quantitative techniques and (b)
the recognition of the implications of
behavioral science. Recently, the author
was invited to participate in a conference on the subject of accounting and
motivation. Managers and accountants
from several companies were asked to
report the manner in which they were
using accounting for the purposes of
motivating and evaluating performance.
The sponsors of the program made a
conscientious effort to select firms that
were considered to be forward - looking
in these matters. Despite this effort, the
reports and discussions made it clear
that the firms involved had accom-
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that might occur as management accounting becomes more behaviorally
oriented. But such speculation is relatively unimportant at this time. What
is important is to begin now at the first
step.
Present -day management accounting
is clearly the single most important
formal source of information available
to business managers. It is difficult—
indeed impossible —to visualize any
modem complex business firm functioning at all without the communication, planning and control aids provided
by accountants. Techniques such as
budgeting, standard costing, and rate
of return analysis represent accounting
tools and "know how" which are indispensable to management. However,
as this article has attempted to demonstrate, the maximum value of management accounting systems cannot be
realized until these technical tools are
blended with a more sophisticated understanding of human behavior.

of

plished very little, if anything, in terns
of integrating behavioral science concepts into the design and operation of
their management accounting systems.
In addition to demonstrating an almost complete lack of awareness of
basic psychological factors influencing
motivation and goal congruence, these
firms relied very heavily on the kinds
of single indexes of performance discussed earlier. Further, their use of
budgets and standard costs appeared
both to reflect and to emphasize a
narrow and inadequate approach to
management control.
Viewed from the standpoint of modern organization theory, these reports
could have been written thirty years
ago. Yet, with respect to the use of
computers and quantitative methods as
means of increasing the speed and efficiency of their accounting systems, the
fines were very up-to -date.
This raises an interesting question.
If the management accounting system
of an enterprise has inherent characteristics which tend to produce undesired
behavior and if the speed and efficiency
of the system are greatly increased, is
it not likely that the undesired consequences will also be greatly increased?
If the answer to this question is affiinnative, the introduction of more powerful quantitative techniques places an
even greater obligation on accountants
to become familiar with concepts from
behavioral sciences and to attempt to
operate their systems with these concepts in mind.
Where do we go from here? It appears that the first step is for accountants to begin to acquire some minimum
familiarity with the behavioral issues
most closely related to accounting. The
second phase should involve a critical
and open- minded review of existing
management accounting systems to ascertain the nature of the behavioral reactions that are motivated by these
systems. Then, accountants will be in
a position to consider modifying those
attitudes and techniques which appear
to create or encourage organizationally
undesirable behavior.
Since the successful accomplishment
of this process will undoubtedly require
a substantial amount of research and
experimentation, it is difficult to anticipate the nature of many of the changes
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Management Accounting
Tomorrow
THE MANAGEMENT ACCOUNTANT'S SPHERE OF INFLUENCE WILL DEPEND ON
HIS ABILITY TO SATISFY EXISTING NEEDS
By Neil C. Churchill and
Myron Uretsky
The essence of accounting is information —its motive and service, its foundation and measurement, and its uses and
the methodologies. For management accounting, the motive is service to man-
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agcment, and it serves by providing information. The accountant measures
what occurs, processes the data and
provides information for management
planning, decision - making, and control.
What affects accounting affects a
major part of the firm's information
system and what affects the information
system usually has an impact on accounting. While accountants have been
given the responsibilities for managing
and performing a number of activities
that are, in essence, part of the firm's
operations —e.g., payroll or accountants
payable /receivable, or tasks that involve
special activities or analyses, such as the
evaluation of a potential merger —the
essence of the accountant's function is
information and he is inextricably
bound up in its processing.
In looking at the present state of
management accounting and the directions it is likely to take, the field of information processing must be considered along with the developments taking
place in the management and behavioral
sciences. Of equal, if not greater, importance is the careful examination of
emerging patterns of information use.
For, as a study of management accounting stated:
The (information needs) of management are not static, but tend to change
as the practice of management evolves.
At any given time, these management
uses constitute the foundation for the
current structure of accounting.'
1

Finally, the activities of management
are carried out within an organizational
environment which, in turn, shifts and
alters both management's tasks and
management's information requirements.
In summary, the purposeful nature of
accounting and its informational char-
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acter make it necessary for any examination of the management accounting
function to include the developing requirements of management for information, the methodology for the accountant's use and the environment in which
the demands for accounting information will be formed.
Factors Influencing Accounting
In considering the role of accounting
and the functions it will perform tomorrow, various factors must be examined. Many of these factors are in existence today, intensely operative in some
companies and on the horizon in others.
An example is the tendency toward integration of previously distinct and perhaps even functionally separate activities in companies which have had extensive computerization.
There is a second set of forces that
are just coming into being, but are observable in particular situations where a
combination of circumstances occur
that produce changes in the environment and in management needs. Accounting for social costs, such as air
pollution or aircraft noise, is one example. Another example is the use of simulation or mathematical models in routine decision making or even in management control. While isolated at present,

a look at the future indicates a probable
expansion of the forces producing these
needs.
A third class of factors consists of
forces that are experimental, theoretical,
or in the "laboratory" at present, but
have a potential in conjunction with developing conditions to make consideration of their possible impact desirable.
Such factors are the concepts of "Human Accounting," information surrogates, and totally integrated information
systems.
Finally, and perhaps more importantly, there are environmental factors that
will be of increasing impact on the
management accounting function. First,
firms and organization§ will get larger
in size, producing an even more extreme
increase in both the generation and
need for information. Second, organizations, their products, and their information requirements will increase not only
in size, but in complexity. And, finally,
the technical level of the firm and its
derivative informational needs will increasingly have an impact on the input,
the process and the output of the accounting function. This technical impact is already being felt in the area of
computer systems. Accountants have
spent a great deal of time and effort
adapting their data systems to the re-

quirements of this machine. Needless
to say, the computer is a major factor in
what management accounting is and
will be doing in the next few years.
Directions of Change
Seldom is a major change in an organization or activity completely accounted for by a single factor. Similarly,
rarely does a single major factor produce
only one change or adaptation. None
the less, an examination of changes produced in a complex operation is often
facilitated by some categorization. For
this reason, we can look at the future
of management accounting by viewing
the accountant as altering his role in
three separate but inter - related directions:
1. The accountant is becoming more
and more a part of functional operations, computer -based information
systems, and management — the
identity of accounting.
2. The accountant is devoting increasing attention to the ultimate user,
the reporting process, and the user's
needs —the purpose of accounting.
3. The accountant will be adapting
and developing methodology to deal
with larger, complex, more interrelated systems —the methodology of
accounting.

THE IDENTITY OF ACCOUNTING IS CHANGING
The identity of accounting is changing today, as it has in the past. From a
concern with stewardship of assets
through the measurement of profits to
the production of information for management and control, the identity of
the accounting function and of accountants has altered and evolved. Management accounting, budgetary and profit
center control, for example, have come
forth largely within the present century.
There is no evidence on hand to suggest that this evolution will cease. On
the contrary, the rapid pace of technology together with the growth and ferment in business and accounting today
indicates that the rate of change will
quite likely increase.
In estimating the direction and extent of change, two developments seem
particularly relevant. The first involves
the basic operations of organizations —
the manner in which operations are performed, the ways in which they are
controlled, the information that they
need and the technologies that they use.
In short, the ways in which operating
systems function.
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The nature of the operating system,
in turn, influences the accounting and
information generating functions. As
we shall see, the tendency of these
changes is to move accounting, particularly management accounting, closer to
the operations on the one hand and to
management on the other, blending accounting in with operating systems and
making it less distinctive and identifiable in an operating organization.
The second development involves the
information system by itself. Here the
major force is the computer as it both
affects the accountant's own information
processing role and shapes the total information system function. The result
is a tendency to integrate accounting
more closely with the other information
processing activities and thus to blur
some of the distinctiveness that has
characterized the accountant's operations.
Operating Systems and the
Accountant
The operations of many firms today
are changing; the processes are becom-

ing more technical; and many of the
operating steps taken throughout the
process are more carefully planned and
specified. Planning is both more comprehensive in scope and carried out at a
more detailed level. More activities are
interrelated to one another with coordination occurring on a tighter, more explicit basis. Control is applied at a more
detailed or "micro" level and the control system is linked more closely to the
operating and decision - making processes. Automated decision making, albeit still limited, is being increasingly
incorporated into operations through
the use of the computer.
As the operating systems become
more formal and more comprehensive
so does the information system. The
linkage between them is strengthened
with the operating systems depending
more heavily on accurate and timely information, and the information system,
in turn, addressing itself more closely to
the increased informational demands
on the operating systems.
The increased interaction between
operating and information systems alters
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both systems and couples them more
tightly together. In such cases, if the
operating process is the dominant task,
the information collection and processing can become a joint or even a byproduct of the operating system. If the
information collection and analysis is
the major job, the operations can well
become incorporated into the information system.
While accounting has performed "operations" in the past — particularly with
cash connected tasks, such as accounts
receivable, payroll, payables —the scope
of these operations has been limited.
Similarly, the incorporation of accounting information into regular operating
systems has taken place only to a very
limited extent.
THE SITUATION IS CHANGING

Under the influence of management
science and the computer, there is increasing pressure toward the merging of
information and operations into essentially inseparable systems. If this continues, as computerization continues to
formalize and improve information systems and as management science rationalizes the operating processes, there is
every reason to believe that parts of the
accountant's function will either merge
into operations or some operations will
become part of the accountant's domain
and accounting will expand into areas
in which it has never been active before.
AN EXAMPLE

These forces are already observable in
some organizations. Consider the case
of a plant that is a profit center in a
medium -large size corporation.
The plant recently installed a data
collection system, a small computer,
and a manufacturer - supplied software
package which provided a reasonably
sophisticated data management system.
The computer and data collection systems were justified by potential improvements in inventory control, production scheduling and payroll.
The data management system provided a file structure and data maintenance system that allowed inventory
control, production planning, production control (at the factory department
level), payroll, cost accounting and
warehouse control to be operated off the
same files. Customer orders entries from
remote data collection stations were the
principal inputs to these files. The cost
accounting structure was an integral
part of the operations, routing and parts
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files; the data collected for production
and inventory control was the same data
that, processed a different way, produced
the payroll.
As a result of installing this system,
the cost accounting department was no
longer needed. Its only separate activity,
the periodic updating of the cost standards, was transferred to industrial engineering. The payroll group was reduced
to one person. The assistant head of
systems, a production planner became
"Director of Production Planning and
Plant Controller." In essense, an almost
totally integrated plant information system was developed which was tightly
integrated with operations.
Accounting as an organizational function was thus absorbed into an information -using staff department — production
planning. While the necessary plant accounting activities are still performed,
the concern, training, orientation, and
line of promotion of salaried personnel
is now toward production rather than
accounting.

tion systems to such an extent that viewing them as being concerned with "accounting systems" would lead to defining all formalized management information, including that at the shop and
operating department level, into the accounting function and to treating as
accountants, anyone concerned with
generating company information.
Definitional problems aside, if these
examples are indicators of the future,
the increased use of computers in operating and information systems will
blend accounting with operating information and these systems, in turn, with
line operations. It is in this sense that
the accountant loses his identity as the
provider of financial and economic data,
and becomes an information specialist
on the one hand and an operating manager on the other.
In this context it can be said that the
accounting function will either be eliminated or it will expand. In either case
the training, professional orientation,
range of responsibilities, and career path
of accountants are being altered.

ANOTHER EXAMPLE

In another corporation the blending The Computer and the Accountant
of information and operations produced
The computer has had a major ima different result. Here a computerized pact on the way information is procsystem for order entry, inventory check, essed within organizations. It has procredit check, order confirmation and ful- vided the discipline and the basis for
fillment, shipping document prepara- better data collection and processing
tion, and inventory management were systems, as well as the impetus for their
placed in the accounting department development. It permits more extensive
which had built the precursor of this data to be processed in a more detailed
time- shared system on tab equipment. form and to be matched, sorted, merged
The accounting department of this firm and aggregated into a variety of records
has recently incorporated adaptive fore- and reports for a number of different
casting techniques into the system which purposes.
alters the inventory order quantities and
The separate collection and processreorder points, based on changing sales ing of data from each information source
patterns.
has given way to systems that treat, in
There is some talk of putting the an integrated fashion, data from a numtraffic department under accounting, ber of sources that relate to a particular
but this has not yet been resolved. Even purpose. At the same time, "data bases"
without traffic, the accountants who run have been established in which data is
this system, as well the accounting de- organized in such a fashion that it can
partment which operates this system serve a number of different ends, thus
and the computer, devote a large share eliminating the reprocessing of the same
of their time to what many people data for each of a number of different
would call non - accounting activities.
uses.
The result of these two integrative
MERGING OF THE INFORMATION
forces has been: (1) an integration of
AND OPERATING SYSTEMS
the different information systems servIn both of the cited examples, the ing a particular organizational unit so
operating and the accounting informa- that the relevant data can be interretion systems were both integrated and lated and processed together, and (2 )
tightly coupled to the operations them- the integration between otherwise sepselves. The people concerned with ac- arate sub - systems to permit the use of
counting were organizationally involved common data files or data bases for the
with operations and operating informa- multiplicity of organizational purposes.
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These developments tend to tie accounting systems to other information
processes, particularly at the systems and
data collection level. Continuing advances in file handling capabilities and
data management systems are accelerating the use of these integrated file structures. In addition, accountants are beginning to find themselves not only concerned with data base developments but
drawn into their development.
Besides providing better data, the
computer has served as the vehicle for
implementing management science
models. The increasing application of
operations research to managerial problems is, along with third generation
computer developments, permitting
management decisions to be increasingly incorporated within the computer based information systems. This not
only moves the information system more

closely into operations, but more importantly, it blends together the roles of
managers arid. information specialists.
As more and more analysis is brought
to bear on management problems, better decision making models will be developed. These models will, in turn, be
incorporated into the information systems, to perform analyses and to act
upon the results— essentially making decisions previously handled by operating
personnel. The information specialist
thus operates not only an information
system but also a computer -based decision system, effectively putting him in
the role of an operating manager.
The advanced computer system will
also permit better computer -based operating systems linked to information systems and, in a way, even a part of them.
Consider, for example, an order explosion, inventory control, component dis-

tribution, and factory scheduling system used in the day -to -day operations of
an electronic equipment manufacturer?
Once each quarter, this operating system is linked to the output of a sales
forecasting system. It is then run with
those simulated orders to indicate the
possible demands that are expected to
be made on (1) the inventories at the
sub - assembly and piece -part level, (2 )
the purchasing and fabrication operations, and (3) the assembly stations.
This use of an operating system as a
simulation is infrequent today, but will,
in the authors' opinion, increase substantially. This, in turn, is another step
in the trend toward integration of operating and information systems and of
the jobs of manager, accountant, and
information specialist. The identity of
the accountant, as he is commonly
known, is indeed in question.

THE PURPOSE OF ACCOUNTING —THE USER
The purpose of management accounting is to serve management by providing information for use in managerial
decision making and control. These activities, in turn, are affected not only by
the information available but by- computer technology, analytic management
models, and behavioral science. As these
disciplines develop, they provide new
tools, additional constraints, and explicit
criteria —to guide management in decision making and accountants in collecting and reporting relevant information.
The value of accounting information
lies in its end use, its relevance to the
decisions being made and its intelligibility to the person making the decision.
Relevance requires consideration of the
problems under study and the variables
involved. Intelligibility is concerned
with the nature of the decision -maker
and the form of the reports.
The Decision- Making Process
The variables involved in management decision making and, indeed, the
decision making process itself have been
given explicit attention in recent years
by developments in management science. Fewer and fewer decisions are
made entirely on an intuitive basis, and
mathematical models are frequently employed as aids in the decision process.
In many instances, these analytic models are computer -based and used to
evaluate potential results of alternative
courses of action —with the actual deciMANAGEMENT ACCOUNTING /JUNE 1969

sion being made after careful considera- in other aspects of the behavioral sciences will bring rapid progress in this
tion of non - quantifiable factors.
The use of analytic models in decision area.
Explicit specification of data needs
making can both aid and tax the accountant. First, the information rele- stemming from increased use of analytic
vant to the decision is more clearly spec- decision making techniques brings, as
ified. Second, besides specifying the previously stated, closer linkages berelevant variables, the decision model tween information and use, between the
can examine the sensitivity of the solu- accountant and the manager. In addition to variations in the data inputs and tion, the information environment is
thus aid the accountant in determining changing as a result of the development
the accuracy of the information that is of more complete and detailed data on
to be collected, and even the timing of the one hand and managerial decision the reporting. The cost of these advan- making methodology on the other.
tages is (1) the need for the accountant Where previously decisions tended to
to understand the implications of the be made with the data available, the
model and indeed the model itself, and data is now being collected and distrib(2) the need for additional analysis and uted more effectively to separate user's
needs. That is, the data available is beprocessing.
The use of analytic models in truly coming a function of the decision makmanagerial applications has been quite ing techniques.
recent. Their continued growth, however, seems quite probable, as the rou- Methods of Reporting
tine operations within the firm are autoIn addition to the basic content of
mated and the necessary data bases are information, the way in which it is disdeveloped. One promising area of de- tributed and even its timing has an imvelopment is for models concerned with pact on the managerial process. Besides
prediction, for as one president has providing a basis for decision- making,
said: "I have all the data I need on what accounting information is used to idenhas happened. What I need now is information on what is going to occur. "s
N. C. Churchill, J. H. Kempster and M. UretA second area of particular interest sky,
Computer -Based Information Systems for
Management: A Survey, National Association of
involves delineating those operations Accountants, New York, 1969, pp. 53.55.
which can best be performed by ma- s Churchill, et, al., op. cit., p. 108.
chine, a computer, and those that can
• Heuristic yrogramming is a means for attemptbest be performed by a man. Develop- ing to simulate human problem - solving on a comby having it follow an organized search
ments in heuristic programming+ and puter
strategy to determine feasible solutions.
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tify problem situations and to provide
feedback on the implementation of the
decisions — control. Accountants also
serve management by both identifying
and evaluating alternatives open to the
problem solver.
Information for Control
A large segment of accounting activity includes the preparation, at regular
time intervals, of comprehensive general purpose reports of what has transpired. While this type of routine reporting is prevalent today, advances in
computer file capabilities and data management systems, coupled with improved remote output devices and an increasing knowledge of their use, will reduce the emphasis on routine reporting
and substitute for it highly selective
management reports backed up by an
"on request reporting" capability.
A shift toward on request reporting
carries with it the potential for custom
tailoring reports by user and by use. The
availability of such systems means that
reports can be prepared to meet the
needs and desires of each user at the
time lie needs the information. This
type of reporting not only increases decision- making effectiveness, but it reduces the avalanche of paper inundating
business today and shifts the activities
of searching for data needed from the
management to the more efficient programs within the computer. It eliminates the voluminous production of JIC
reports that are needed just in case the
boss calls, thus freeing the computer
and the accountant from basically unproductive work.
It would be incorrect to say that the
above statements imply a complete elimination of routine general reporting.
There are two situations in which general reporting will continue to be prepared.
First, the development of systems to
facilitate on request reporting presupposes knowledge regarding the needs of
the users and the situations being reported upon. To the extent that such
information is unavailable, attention directing or problem indicating reports
cannot be prepared. These are necessary
if the manager is to be kept aware of
what is happening and to request data
on problems when he sees them beginning to arise.
Similarly, a considerable amount of
information prepared is archival in nature, providing a moderately accessible
record of the firm's history. Somewhat
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independent of processing methodology,
this information must be produced to
satisfy historical, legal and other such
requirements.
Developments such as these shift the
attention of the accountant away from
the operations associated with the preparation of routine reports — processes
which can be largely automated. Instead, he can concentrate upon data
specification for input to the system,
user oriented report generation programs
and the design of reports that are still
to be produced — archival and, more importantly, attention directing reports
which form the basis for management
by exception.
MANAGEMENT BY EXCEPTION

A significant portion of the reports
prepared within the firm fall into the
general category of management by exception— reports which direct management attention to those items that deviate from expectations. Such a system
is an attempt to both reduce the total
amount of information provided to the
decision- maker, and to concentrate his
attention on those events that appear to
require immediate attention.
Beneath its apparent simplicity, exception reporting is one of the most
powerful tools available to operating
management, such reports permit ready
identification of areas requiring attention and, quite often, suggest alternative
courses of action. All aspects of this
process are being strengthened by the
new technology.
An examination of current and potential management by exception systems is usefully subdivided into three
steps: making measurements, reporting
the results, and determining the significance of deviations.
MEASUREMENTS FOR EXCEPTION
REPORTING

Management science is providing
both identification of the variables to be
measured and criteria against which
these measurements take place. Instead
of historical criteria, analytic models are
increasingly available to determine what
"should be" against which evaluations
of what has happened can be made.
These criteria are more selective in isolating the events that need attention
and permit more compact reporting of
what has indeed occurred.
The use of linear programming to develop a budget for a plywood mill is one
example where gross profits earned and

expected given an optimum mix are
compared .5 Development of readily
available integrated file structure programs provides both a means for maintaining previously infeasible levels of
detail and for dynamically updating
standards as changes are made in products and processes. These capabilities
combine to produce additional variances, ranging from those reflecting isolated changes in individual activities, to
variances which demonstrate the impact
that different operations have on one
another.
MORE INFORMATIVE EXCEPTION
REPORTING

Improvements in reporting tech niques hold more potential than current
realization. The time frame for report
presentation changes, reflecting both the
greater processing speed and increasing
sensitivity to the decisions being made.
Careful aggregation of the greater detail
available in the information system is
necessary to maintain clarity of presentation. Analytic models will be increasingly useful in this respect, isolating
both incurred and opportunity costs associated with managerial actions, thus
providing a set of objective criteria for
evaluating managerial methodology. The
integration of such models into an operating process can provide ongoing exception reporting to indicate actions
needed when they are required.
T H E S I G N I F I CA N CE O F D E V I A T I O N S . Aid
in determining the significance of reported deviations will come in part from
the analytic models used in the exception system and in part by application
of statistical decision theory which provides the promise of objective and adaptive criteria for determining the eeononiic value of the decision to investigate variances. It is also expected that
future developments in management
science can aid in developing exception
reporting systems that not only identify
the seriousness of a situation but enumerate alternative courses of action and
then evaluate the desirability of these
different alternatives. This is done in
part today when a linear programming
model is used and the direction and
probability of deviation from the solution are indicated in the "shadow process".
A N E X A M P L E . As an example of what is
essentially upon us, one company combines and calculates its costs and varie Churchill, et, a l., o p , ci t. , pp. 88 -89.
M AN AG E M E N T AC C O U NT I N G / J U N E 19 69

ances model, and reports not only the
variances for the past period, but also
the variances that are to be expected in
the following period unless managerial
actions are taken. A plant manager
when interviewed stated "people have
stopped looking at everything except the
forecasted variances."
IMPLICATIONS FOR THE
ACCOUNTANT

Developments such as these suggest
several implications for the management
accountant:
1. As a major part of the management
control process he must continually
evaluate the potentiality of management source developments as they
impact for the exception reporting
criteria and measurement.
2. He must develop ways of aggregating and summarizing in a meaningful way the vast amounts of detailed
data the computer -based information systems collect and process.
3. He must participate in the evaluation and implementation of data
management systems and report generating programs which underlie onrequest reporting structures.
Special Studies
Although it has received relatively little publicity, the accountant has long
devoted a portion of his total effort

away from the routine reporting area —
preparing special analyses, consulting on
financial implications of decisions, and
serving on project study teams.
As managerial decision making becomes better understood, and implemented in models within operating programs, a shift occurs toward placing increased attention on planning, evaluating alternatives and analyzing special
situations. Thus it seems realistic to believe that the accountant can expect to
be spending more of his time on the
preparation of reports oriented toward
these situations.
The shift toward computerization of
routine decisions, together with the integration of subsystems, will generate a
demand for sophisticated analyses that
encompasses a wide range of activities
and consequences, as well as explicit
consideration of the impact of decisions
upon all parts of the organization.
Finally, the accountant must interface with the new technology in two
additional ways. First, he must be in a
position to utilize both analytic models
and the computer as tools enabling a
more exacting view of the situation.
And, second, the breadth of the problems, together with the degree of technical skill required, make a task force
approach to problem - solving increasingly common. To this extent, the accountant must be able to demonstrate an

expertise in both his own field as well
as, to a lesser degree, in those areas represented by the other members of the
project group.
Future Developments in Reporting
Impending, but not quite yet on the
scene, are several developments which
will affect the accountant's reporting
function. The first is an increasing need
to report social costs; to collect comprehensive accurate information in inter organizational areas where traditional
transaction data is lacking. A related development on the horizon is "Human
Accounting" e where the value of the
work force and even the organization is
measured, allocated and enumerated.
A third development lies in determining the natural time frame of the
operating process so that information is
received when it is needed so that excess costs or even dysfunctional effects
are not incurred.
Finally, the psychological aspects of
the report's recipient may well alter the
reporting format and content, or its timing. While a number of studies have
addressed this problem,7 definitive results are yet in the offing. The accountant is reporting financial information,
however, and with or without his explicit knowledge, this information does
influence human behavior —an important area for further study.

CHALLENGE OF INTEGRATED SYSTEMS
The availability of the computer has
meant much more than the ability to
process larger amounts of data, covering
a wider range of activities. More and
more, the accounting data must be
processed and used within a system's
context— isolated accounting processes
are becoming more limited.
As a firm gains more expertise and
experience with operations research
techniques and computers, a greater
degree of system integration becomes
feasible. Operations research developments bring to light new relationships
while they highlight others that were
previously recognized. No longer is the
computer simply a device used to
achieve clerical speed, and perhaps
savings, but it enables explicit consideration of relationships, some of which
were previously ignored because of
clerical processing constraints.
Subsystem integration is facilitated by
MA N A G E M E N T ACC OU NTING / JU NE 1969

the growth of computer technology.
However, it would be incorrect to say
that a cause and effect relationship necessarily exists since it can be agreed that
acquisition of the larger, more powerful
equipment could not have been rationalized without the benefits derived from
previously integrative actions. Thus, the
growth of data processing technology
within the firm and the degree of integration present are complementary, with
developments in each area stimulating
advances in the other.
An additional factor relating to systems integration is the natural growth
of the fine. As the firm expands in size
and complexity, more data is produced.
At the same time, the need to control
and coordinate diverse operations carries with it a need for additional data.
The upward spiral of data production
and utilization is not endless, but is limited by the ability to both identify the

data needed and utilize much of what
has been produced.
Data Standardization
The ability to use data hinges upon
the ability to identify the items needed,
and to collect, store and access it within
the context of the decisions being made.
It is within this context that one finds
the chart of accounts as a means for
facilitating storage of financial data and
organizing it in a manner consistent
with its major subsequent use —the
preparation of financial statements. In
addition, this same mechanism provides
for integration of financial data from reOR .

L. Brummet, E. G. Flamholtz and W. C.
Pyle, "H um an Resource Measurement —A Challenge for Accountants ", The Accounting Review,
April 1968, pp. 217.224.
For a surve y of t he curre nt sit uati on, se e: A. C.
Stedry, Budget Control and Cost Behavior, Prentice -Hall Inc., Englewood Cliffs, N.J., 1960, and
W. J. ) r u ns , Jr., "Accounti ng Information and
Decision - Making: Some Behavioral Hypotheses,"
The Accounting Review, July 1968, pp. 469.480.
Q
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lated systems in plants, divisions and
subsidiaries.
COLLE CTI ON AND PROCESSING O F DATA.

Consistency of accounting data within
the firm is often obtained by establishing a set of "Controllers Procedures"
that specify the data to be collected,
together with the means for collection,
processing and transmission. Subject to
requirements covering data specified in
the Controllers Procedures, the plant,
division or subsidiary has complete freedom to collect and process all data that
is felt to contribute to improved performance. As subsystems are integrated,
techniques similar to the above are
found in a growing number of non -accounting situations.8
Thus, for example, one company uses
a product structure code which permits
them to relate major classifications,
product types and attachments 9 To
maintain consistent degrees of both
standardization and flexibility, major
block assignments are controlled by a
Corporate Code Committee, while assignments within blocks can be made by
local Production Committees in a manner that satisfies local conditions.
The availability of systems such as
these make it possible to relate separate
configuration, machine and attachment
files, and to provide for communications
between geographically and organizationally separated groups in the company.
DATA FI LE S. To the extent that integration takes place through the use of a
computer -based systems, added attention must be placed upon formatting of
data files. The key point in this respect
is the need for agreement between all of
the parties concerned —a position that
is often extremely difficult to reach.
Once such an agreement is reached, coordination can be obtained through either the maintenance of data in a standard form, or through the use of a program segment which adjusts for known
differences.
SINGLE - ENTRY, MULTIPLE -USE
SYSTEMS

The potential of coding structures
such as those described above is just
being realized with the ready availability
of large -scale direct access devices which
s The similarity between the accounti ng and other
coding structures arises because of both the ut ility
of t he met hods and t he growt h of data processing
within the organization of the Accounting Department.
Churchill, et. al., op. cit., pp. 77.79
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permit data to be stored and retrieved
both as individual elements and within
a structure related to previously defined
end uses, thus eliminating the need for
data to be stored in different files corresponding to different end uses. Data
now can be coded with regard to its
intended uses and then automatically
inserted into storage for access at a later
time.10 Furthermore, aggregation need
not automatically take place at regular
time intervals, since data can be aggregated on demand and in the context in
which it is required.
With systems such as these, a data
element enters the system once, at the
earliest practical point, and is then available for use in many different contexts.
It thus makes little sense to speak of
data as falling within one system or another. Rather, all data is part of a base,
to be tapped by various operating and reporting systems.
It is not clear where the logical development of data bases will ultimately
leave the accountant. He possesses skills
and experience that are directly related
to the design and maintenance of data
files -even though much of this experience is limited to financial data. Alternatively, the developments shift him
from a position as a collector and maintainer data to one as a user, not unlike
any other in the firm. Both of the above
situations have been observed, with the
outcomes apparently reflecting more of
the attitudes of the people and organizations involved, than the inherent nature of the processing technology.
SHIFT TO CONSOLIDATION AND
COORDINATION OF FACILITIES

As a system grows, there is a corresponding need to consolidate, replacing
smaller facilities with fewer, larger ones.
The larger equipment in turn, carries
with it an ability to facilitate activities
that are explicitly directed toward coordination. Both of these related trends
have important implications for the accountant, shifting the emphasis to problems that, while always present, have
been left largely unresolved.
The growth of the system brings with
it a recognition of problems that were
previously either not present or of relatively small magnitude. Explicit treatment of these problems, together with

economies of scale often leads to a consolidation of facilities. Thus, for example, a company may replace several small
computers with one of medium size, to
obtain both operating efficiencies and an
ability to handle problems that are too
large for any one of the smaller computers. In return for the consolidation-related benefits, the company can expect
to pay an added price, in terms of both
lost flexibility, and an inability to vary
size and utilization of the larger facility
to the extent that was previously possible.
The use of shared facilities is growing
within most firms. At the same time, the
development of methodologies for controlling their use and subsequently allocating their costs appears to be taking
place at a less rapid pace. As facilities
are consolidated, cause and effect relationships blurr, the common factor becomes larger, and the degree of arbitrariness in the accounting treatment grows.
The larger the system, the greater is
the corresponding need for explicit recognition of existing interrelationships.
The capability to take coordinative actions grows, while there is a growing
awareness of the economies to be obtained from these actions. For example,
it becomes apparent that separate scheduling of interrelated plants or equipment
is less satisfactory than an explicit recognition of the buffer between them.
In some ways this problem is similar
to the one found when facilities were
consolidated. While no physical consolidation takes place, explicit coordinative actions imply considerations of the
various elements being coordinated as
if they are components of a single, larger
entity. Because the elements are recognized to have an impact on each other,
flexibility is lost and fewer actions can
be taken in isolation.
It has been tradition in many firms
to create a fiction that subdivisions are
essentially independent, measuring performance based upon the "profit" of
each activity center. While substantial
arguments can be raised to support this
approach, the fiction of independence
becomes increasingly difficult to maintain as the recognition of interrelationships becomes explicit and as attempts
are made to optimize the actions of the
firm as a whole.
GREATER CHANGES TO COME

Several standard programming systems are
available from manufactures and inde pendent suppliers to update direct access files. These programming systems automaticall y modi fy the existing address chains to reflect additions and deletions of items.

10

Attention to problems such as these
has created pressure for the accountant,
with indications of greater changes to
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come. Transfer pricing schemes have
long been used as a means for shifting
costs from one entity within the firm to
another. And yet the literature has increasingly shown that optimality conditions for the firm can be obtained when
these values are the shadow prices of a
mathematical programming model of
the firm. Thus the accountant is now
placed in a position where he must understand and evaluate such proposals
and, if accepted, develop the costs that
are to be used within the model.
Summary
In summary, then, the integration of
systems creates strong pressures for the
accountant. He is being impacted by
technology — the problem tools are
changing. Together with a growing
awareness of the computer, he is moving

closer to mathematical models —as part
of a development team, as a user and
as a supplier of input data. The accountant has never lived in isolation, but he
must now become increasingly aware of
the broader view.
The accountant is operating within
an everchanging environment, in which
both the problems to be solved and the
tools at his disposal are growing in scope
and complexity. With growth of the
firm there is an equivalent growth in
both the demand for and production of
information. Developments in computer
technology provide the means for obtaining the data needed in a timely manner. Corresponding developments in the
management and behavioral sciences
provide a mechanism for determining
the nature of the information requirements. The accountant, in his central

information providing role, must learn
to harness these two powerful forces to
best serve the needs of management.
The accountant is momentarily resting on a middle ground, performing
some activities that have not been traditionally considered within his sphere,
while some accounting -like activities
have been taken over by others. Within
this transient state, the accountant has
considerable control over his ultimate
position — businesses function around
organizations and tasks are allocated to
organizations by their apparent ability
to fill needs rather than by logical homogeneity of activities. While the middle
ground may disappear, the eventual location of the activities resting upon it
will depend upon the group that best
demonstrates its ability to satisfy the
existing needs.

THERE YESTERDAY —HERE TODAY —WHERE TOMORROW?
Continued from page 45
Procuring an authentic Scotch pipe
band has occasionally raised some problems. On one occasion, the only bagpipe organization was a military unit
stationed at a nearby U.S. Army base.
On another occasion, Doc McLeod was
very much wrought up because some of
the musicians had appeared wearing
Irish plaids and tunics instead of Scotch.
Thereafter, the contract providing for
the employment of bagpipers stipulated
very precisely that the musicians were
to be clad in authentic Scotch garb.
There have been a few occasions
when adequate bagpiping talent was
not available. One such time was at the
annual conference in New Orleans in
1960, when because of several extenuating circumstances and not for want
of extended and frantic efforts to supply
the need, the head table procession
was led, not by a Scotch pipe band but
by a swinging jazz band from the
French Quarter. It should be noted,
however, that at the annual conference
in New Orleans in 1968, the situation
was adequately rectified in a most satisfactory manner.
As a part of the general entertainment programs at New Orleans, the
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chapter sponsored a Mardi Gras extravaganza which included the traditional presentation of King Rex with
the ladies and nobles of his court. President Asher, in 1960, and President
Morison, in 1968, carried out their roles
as King Rex with appropriate grandeur
and aplomb.
A People Organization
NAA, as a people- organization, has
touched the lives and careers of thousands of individuals. Current membership statistics do not reflect the number
of individuals who have come into the
orbit of influence of the Association's
activities. While the membership roster
will show some 65,000 members enrolled at the end of this fiscal year,
about 175,000 have been admitted to
membership during this first half century. Many have carved out distinguished careers in business, education,
accounting, and in public service.
Among the present 65,000 members
are a great many endowed with imagination and talents. Some have already
been involved in formulating concepts
of better ways to do the tasks now being
done and in staking out new areas for
exploration and development.

Where Are We
and
Whither Are We Tending?
So here we are after fifty years of
striving. Visions have often been
dimmed, projected plans left unfinished
and valiant efforts gone unrewarded.
Yet, the constructive elements of a
half century of accomplishment stand
out in bold relief. It is a tribute to those
many thousands of dedicated NAA
members who have put their hearts and
minds and energies to work in myriads
of ways to advance the Association and
its purposes.
There is no dearth of ideas as to
what to do. Nor should there be qualms
as to the ultimate methods or devices
whereby the projected tasks will get
done.
With a solid foundation to build on
and with fifty years of experience to
serve as bench marks, the members —
the people —of NAA can be expected
to meet every challenge. When the next
fifty years have been marked off the calendar one by one, each passing year will
have recorded new accomplishments,
and we will continue to be:
"Proud of the past.
Preparing for the future"
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Contributions of a Management
Information System
By Frederick D. Finney
Controller, Floor Products
and Carpet Operations
Armstrong Cork Co., Lancaster, Pa
A successful management information
system can be recognized by its impact
on management thinking. It is, therefore, not a matter of scattered success
stories, but, rather, a continuous process
of tailoring informational output to the
constantly changing character of business problems. Obviously, flexibility carried to extremes, can result only in
chaos. Underlying the issuance of reports must be a systematic method of
collecting, classifying, recording, and
storing detailed data that meets several
criteria:
I. It must lend itself to the preservation of details.
2. It must permit the determination,
not only of what has happened, but
also where, when, and under whose
direction or responsibility.
3. It must be flexible enough to be
adaptable to varied manufacturing
processes and marketing techniques.
4. It must respond readily to manipulation, in groups and subgroups of
data, preserving interrelationships
found to exist.
5. It must be readily adaptable to computerized input, storage and processing.
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6. It must, in its several parts, be easily
understandable to those who are
generating input data.
In the Armstrong Cork Co., the management information system in use, with
modifications, since about 1931 has met
many of these criteria. Beginning with
an accounting "code" of sixteen digits,
and relating non - accounting data to
proper portions of the entire code,. a
well- defined processing structure involving the early use of card - oriented electric
accounting machines, later converted to
successive generations of computerized
systems, has been maintained in step
with changing information requirements.
In 1951, the major change from absorption costing to direct costing for
management accounting data was successfully accomplished within the general framework of the basic coding and
systems. As the company's organization
stricture changed from a function -oriented plan to a profit center /supporting
staff plan, the basic system responded.
Use of Management Information
As a result of having been able, over
many years, to respond to needs for information in all fields, the company's
management group —from President to
Shift Foreman —has come to have a
thorough understanding of the factors
affecting sales income, costs, profits and

investments. This, in turn, has led to
several advantages for managers:
1. The exercise of a high degree of control over the activities they supervise.
2. A ready acceptance of analytical reports and recommendations based
on data collected from their operating areas.
3. Development of a regular practice of
asking "what if ?" questions —and
expecting helpful answers. This, in
turn, fosters experimentation and
thus, innovation.
4. A common understanding of "what
the figures mean" at all levels of
management— hence, a view of
plans and policies from a common
stance.
The net result of having a sound
base, backed up by a flexible system responsive to the changing demands of
the day, all contributing to intelligent
use of management information supplied by the accounting system and its
related activities, has been the development of a company record that shows
a high degree of control and a consistent
picture of cost reduction in the face of
rising cost levels. Most major decisions
for investment, supported by evaluations of profit possibilities as a part of
the decision process have resulted in
improvement of the company's earnings. In short, a part of the success of
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the Armstrong Cork Company can be
traced to the knowledge and awareness
of cost and profit factors resulting from
the accounting organization and system.

provements built into the budget, actual
results frequently improve on the budget. Results for one plant for the first
quarter of 1969 show the following:

Cost and Profit Factor
Interim reports, produced at several
stages during the process of establishing
the budget, indicate the effects of inflation and other external factors on costs.
Plants, as a responsible management
group, take pride in attempting to offset
cost increases resulting from wage and
material price level changes with cost
efficiency and purchasing gains. These
gains may be the result of formula
changes, better process control leading
to reduced scrap and off -grade products,
of process changes, of better labor utilization, or of investment in improved
equipment, or in inventories to permit
longer runs and better machine utilization. These latter cost changes resulting
from investments in equipment and inventories are pre - justified at the time
each investment is approved.
The implications of the foregoing
may give the impression this is an annual blitz campaign to search out areas
for cost improvement. On the contrary,
where the results have been most successful, cost reduction is a continuous
process. Many of the cost gains used to
offset necessary cost increases were in
various stages of accomplishment during
the base period. Others would be in the
early stages during the quarter year immediately following the base period, and
others would be expected to come to
fruition sometime in the future —usually between October of the base year
and April or May of the forecast year.
The mere fact of being operative for
twelve months in the forecast year, compared with only a part of the base period, will result in showing an improved
cost trend over the base period.
In spite of the "promised" cost im-

Deviations from budgeted manufacturing costs
Product
Budgeted direct cost
$10,643
Actual direct cost
9,827
Deviation —gain or(loss)
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Less deviations due to:
Material prices
Wage levels
Direct cost efficiencies
Mfg. period cost efficiencies
Activity

(000)

$816
83
00
649
(12)
$96

While this is a particularly fine example, it is representative of the kind of
thing experienced in most plants when
the continuous cost investigation process is a fact of life. This way of thinking
and living is in turn (to an indeterminate but, nevertheless, real and significant extent) due to the ability of operating and staff people in the plant to
see the results of their actions. And this
same success has led managers to ask the
"what would happen if ?" kind of questions referred to earlier —to explore
possibilities without the expense of experimentation, to simulate and test
hypotheses, to use simple models, to
evaluate and reach logical decisions.
Further Progress
The present stage of development
has been reached with relatively simple
tools and methods. The calculator, slide
rule, pencil and paper have brought us
a long way. "New" technology— really
ever- improving technology —is opening
avenues that could not previously be
explored because of limitations in the
tools available to do the job.
In spite of the flexibility of the 16digit code that served so well for nearly

forty years, plans are now under way to
expand to a 20- position code to permit
the recording of even greater detail as
processing techniques have reached a
level where it is feasible to make use of
greater detail. At the same time, consolidation of data in operating results
files permits the use of past history to
build models for statistical analysis and
for simulation techniques. Managers are
becoming acquainted with more sophisticated tools such as linear programming, decision trees, statistical sampling
and testing, and their companion, statistical inference.
Conclusions
So what has developed thus far as
relatively short -range planning and control now shows the possibilities of expanding into long -range "controlled"
planning. The experience and training
of managers brought about during the
short -range control period will now be
challenged to think beyond the short
range —to ask "what would happen if ?"
questions of broader scope and longer
impact; to maintain the advantages of
the short -run control and to build on
top of it an information system that will
provide a clearer picture of the future.
Just as improvements in roads and mechanical equipment led to an increase
in average and maximum highway
speeds, and further improvements in
aircraft guidance instruments have made
possible first sub -sonic and later supersonic air travel speeds, so will the ability
to see further into the future with confidence lead to accelerated progress in
the production and distribution of goods
and services by the world's suppliers of
its needs. The companies that recognize
and exploit these improvements will be
the SST's of the future. Those who neglect to take advantage of them will be
forced to fly at lower altitudes and
slower speeds.
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(1)

BOISE CASCADE

Consolidation by Computer

Prior to mid 1968, Boise Cascade's
method of consolidating its many divisions and subsidiaries closely approximated a standard hand - prepared consolidation. There were many worksheets
and schedules necessary to support the
consolidation and the eliminating and
adjusting entries. Because of the rapidly
expanding character of Boise Cascade,
it was decided that a more efficient
method of performing the clerical portions of consolidation was needed. Any
new method developed must be easily
expandable and simple enough for 100
operating locations to report with minimum errors, yet complex enough to
handle such units as railroads, lumber
mills, paper mills, and country clubs,
while at the same time providing the
details necessary for proper S.E.C. reporting.
The structure of Boise Cascade is
complicated enough to make consolidation at least moderately difficult. In all,
there are some 70 divisions and 30 subsidiaries with as many as 5 subsidiary
levels each of which maintains its own
unique chart of accounts and prepares
individual operating statements. The degree of sophistication in record - keeping
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in these many locations ranges from
computers to one -write systems.
An example of the structural makeup follows:
Parent — —

r__T__1

Div. Div. Div.
Sub. 11

Sub. 12— — —Div.

1

r 2
Sub.

b.22- -Div

S

I
Sub. 31
Given these parameters, it was decided that the routine aspects of consolidation could profitably be computerized.
With more than 100 reporting locations, each using its unique chart of accounts, the first obstacle was to decide
how and in what format the locations
would feed monthly information into
the system. Ideally, each location would
report using its own accounts and, by
maintenance of a centralized conversion
file, the consolidation system would
convert each location's financial report
into a consistent chart for consolidation
purposes. However, it was decided that
initially each location would perform
this conversion until the system was operative and completely de- bugged.

The basic input to the system is a
modified trial balance. A simplified
chart of accounts was developed and
each location selected from that chart
those accounts they would regularly use.
Each month the locations are sent a
computer prepared trial balance which
shows all accounts that particular location is using and last month's year to
date balances. The locations then enter
the year to date balances for the current
month and submit to Boise for consolidation.
As the trial balances are received from
the locations, they are scanned for oberrors and the current month's
balances key punched. The information
is then passed through a rather standard
validity check to determine if account
numbers are valid, debits and credits
are equal, net income as reported agrees
with net income as computed, and that
beginning retained earnings hasn't
changed. With the large number of reports received each month, a validity
check is run on each batch of reports
as they are received. After each audit, a
current status report is prepared which
indicates reports that are valid, in error
or not yet received. This report is the
control from which the actual consolidation is initiated when all locations
are indicated as valid.
In order to properly make the convious

By Jack D. Harris
Manager — Corporate Accounting Service
Boise Cascade, Boise, Idaho
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solidation, certain fixed ground rules
were developed to handle eliminating
and adjusting entries. The types of
transactions handled can be broken into
the following four categories:
1. Intercompany accounts which have
identified offsetting reciprocal accounts.
2. Intercompany accounts which have
no identified reciprocal accounts.
3. Parent investment accounts which
must be adjusted for income earned
by subsidiaries since the equity
method of accounting is used.
4. Non - intercompany entries, such as
tax provisions, which must be entered manually at the consolidated
level.
The first three types of entries mentioned are generated by the computer
using built -in assumptions. For instance,
in the case of intercompany trade receivables and payables, it is always assumed that the entity that has the receivable has the correct balance. If
differences exist, an adjusting entry is
created forcing the two accounts into
agreement with an offset to consolidated accrued liabilities. In all cases these
forced adjustments are reviewed and,
based on their materiality, either accepted or followed up with the location
and a proper adjusting entry made.
The system does not require intercompany purchases to be separately
identified. The location making the sale
identifies the sale as intercompany and
an eliminating entry is generated against
cost of sales of the entity to whom the
sale was made. Other items handled
similarly are intercompany commissions
and interest.
Based on a numerical file maintained
inside the computer which identifies
each level in the structure, each parent's
investment and retained earning accounts are automatically adjusted for
net income or loss of its subsidiaries. As
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the income or loss adjustments are determined and the changes in parent
investment and retained earnings are
recorded, elimination entries are automatically created to eliminate the investment adjustment and the subsidiary
net income in consolidation.

Consolidated Financial Statements
The primary output of this system is,
of course, overall consolidated financial
statements. However, prior to running
this report, a run is made for each of
the levels, based on legal entities, reflecting all adjusting and eliminating
entries that have been made externally
or created internally. For instance, referring to the organizational structure
presented above, a run would be made
for the Sub. 31 level, for the Sub. 22
level and its division and so on up the
structure. At that point balances exist
for each legal entity in the structure
reflecting all divisions of each entity
along with the adjusting and eliminating
entries made at that sub - consolidation
level.
The consolidation is then run by
legal entity. Consolidated financial statements are prepared for each intermediate level in the structure as well as for
the parent. For instance, again referring
to the structural make -up there would
be statements prepared for Sub. 21 consolidated, Sub. 12 consolidated, and the
parent consolidated.
One of the major concerns in any
system where entries are created and
booked inside a computer is an adequate
audit trial. To solve this problem, three
reports were developed specifically for
this purpose. The first run is a listing of
all entries made in debit /credit format
in entry number sequence. The second
run is an originating level sequence by
account. The third run is in sequence
by elimination level. For example, any

entry made would appear on the first
run. If the intercompany balances were
between Sub. 11 and Sub. 12, the entry
to eliminate them would appear on the
second run under both Sub. 11 and
Sub. 12 as they are the originating levels. A situation like this could only be
eliminated at the parent level and would
therefore appear on the third run at
the parent level. The rolled -up totals
appearing on the third run at the top
level can be tied to the top consolidation. The net result of all of the above
is to make any elimination or adjustment traceable from the individual location trial balance through to the top
consolidation.
Another feature built into this system
is the ability to combine balances and
produce statements by division and product group. For instance in our Paper
Group, there are several divisions; i.e.,
paper manufacturing, container manufacturing, envelope manufacturing, etc.
Within each of the divisions, there are
several operating locations. By using an
internal table, the same input used to
produce consolidated financial statements is used to produce combined division statements and subsequently combined group statements.
Summary
This consolidation system is still relatively new to Boise Cascade. It now appears that the system is working well
and is serving the purposes for which it
was designed. The system has complete
flexibility as any number of divisions
and subsidiaries can be added with
minimal reprogramming or modification
of the system. Also, since the system is
new, there are several additional steps
to be taken to fully utilize it. When
this system is fully developed, it will
represent a data bank of financial information to be utilized by all corporate
departments.
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OORNIN02
CORNING GLASS W ORKS

Customer Inventory
Management Service
By Norman R. Markle,
Manager O f Computer and
Office Services
and
Roland E. Stumpff,
Supervisor o f Inventory
Control System
Corning Glass Works, Corning, N.Y.
The Corning Glass Works system called
CIMS, Customer Inventory Management Service, has been designed around
some fairly simple objectives. These are
expressed as:
1. Increase profits for Corning's customers.
2. Increase profits for Corning Glass
Works.
The second of these objectives follows naturally from the first, and both
are achieved by increasing sales while
decreasing costs of marketing, sales and
distribution. The CIMS program also
supports the basic Corning philosophy
that it should be so easy to do business
with Corning Glass Works that the customer doesn't even think of looking
elsewhere.
The computer has long been used as
a tool to remove clerical drudgery from
the office, the scientist and the engineer. Scientific inventory control techniques also are commonplace in manufacturing and distribution areas, and
the marketing function is recognized
58

as a challenging and rewarding area for
the application of advanced systems approaches.
Although the prime function of
CIMS is that of an automatic replenishment system with no customer purchase order paperwork required, in fact,
it accomplishes much more. Basically
CIMS provides scientific inventory control of customer inventories of Corning
products at our central electronic data
processing facilities in Corning, N.Y.
The Numbers of a Sub - System
As shown in Exhibit 1, the system is
the nucleus of a management information sub - system. Sales (or order) information from the customer is fed into
the system through the computer center. This information is received from
various customers in many forms that
are mostly machine readable (punched
cards, tape or tags). If not in this form,
the information is keypunched from
data supplied by the customer. This input to CIMS is usually a by- product of
the customer's order entry, shipping or
billing systems.
Customer Orders
The CIMS system generates orders
for the customer that conform to the
customer's control parameters specified
at the onset and reviewed by the customer at frequent intervals. These or-

ders are communicated from the central
computer directly to the Corning distribution warehouse or plant where they
are processed for shipment. Shipments,
scheduling and load information are
subsequently fed back to the system.
The customer also is advised that an
order has been entered for him so that
he can prepare for receiving it.
Reporting to the Customer
Periodic reports are sent to the customer advising him of his inventory and
sales status, while management information on sales analysis, inventories and
other factors representing the entire
distribution pipeline, are provided to
Corning's management. The information loop indicated in Exhibit 1 with
the manufacturing plants is a separate
PPICS (Production Planning Inventory
Control System) system. CIMS provides forecasting input, and PPICS will
be integrated into the system in the
future.
It is important to note that the system is "adaptive" —once the control
parameters are set the input of sales
information automatically recalculates
and resets the reorder points and reorder quantities. This is accomplished
with integrated forecasting modules
using statistical techniques. Pragmatic
override by the sales department or the
customer is provided for in the forecast
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modules. This may be required for such
events as special promotions which, although planned by the sales department, are random occurrences that must
be compensated for in the statistical
area.
Strategy Selection Aids
To aid the customer in selecting his
control parameters, several "strategy
aids" are provided to him. An example
of one of these is shown in Table 1.
Having a feel for the frequency of
ordering historically, the customer selects the "in- stock" or order fill position
he wishes, and the turnover level desired. A series or tableau of in -stock
positions from 90 percent to 99.5 perc e n t w i t h c o r r e sp o n d i n g i n v e n t o r y t u r n -

over and average inventory data is const ru c te d for several sh i p p i n g interva ls
(a s illu stra ted fr om two to six week s) .
T h e in ve nt or y sh o wn is in avera ge inven to ry d ol la rs. Ac tu a l c u r re nt i nv en to ry

and turnover also are provided.
The example shown in Table 1 is an
actual case of a distributor who is now
happily using the system. The tables
a re co n st ru c t e d by t h e C I M S system

from the customer's actual historical
data.
The selected in -stock position and

turnover ratio then become the control parameters for that customer's
CIMS operation. He is further provided
wi th peri odic reports sh o wi n g a ctu a l
tu r n o v e r a n d or d e r fi l l p o sit i o n s, a n d h e

has the option to change the control
parameters. It is his inventory.
Using the control parameters specified, a "model" inventory is calculated
for each item in the customer's Corning
product line. These data are reviewed
by the customer and the Corning salesman, and are agreed upon prior to system implementation.
Switch -over from whatever system
the customer was previously using to
CIMS has proven quite painless. There
is usually a "balancing order" to bring
the understocked items up to their
proper level. Most inventories are temporarily a bit too high, but higher sales
resulting from b e t t e r in -stock position
more than compensate for this during
the interim adjustment period.

Benefits
Benefits provided by CIMS are
1. Improvement in inventory turnover.
Being an adaptive system, the reorder points by item are adjusted to
reflect sales trends, both up and
down, and are timely enough to af-

Exhibit I
ADVANCED MANAGEMENT INFORMATION FLOW

CGW
PLANTS

i

SCHEDULED
LOAD.
INVENTORIES,
i SHIPMENTS

PLANNING I
INPUT
i
1
SALES

\�

�

CUSTOMER

CGW
COMPUTER,

SALES S INVENTORY
ANALYSIS

CQW
Mfg MT.

feet over- and under -stock conditions before they become critical.
Although the inventory fluctuates,
the average inventory value will not
exceed a total value specified by the
customer. Seasonality is also eompcnsated for by the system. Adequate stock is provided for seasonal
peaks and during slow periods.

Table 1.
% of
Order -Fill

Turnover

Average
Inventory

99.50%
99.20
99.00
98.00
97.00
96.00
95.00
94.00
92.00
90.00

2 Weeks
6.82x
7.16
7.33
7.93
8.48
8.88
9.21
9.53
10.13
10.66

$24,052.
22,910.
22,373.
20,560.
19,351.
18,478.
17,806.
17,202.
16,194.
15,389.

99.50%
99.20
99.00
98.00
97.00
96.00
95.00
94.00
92.00
90.00

3 Weeks
6.26x
6.57
6.73
7.33
7.79
8.16
8.47
8.77
9.32
9.81

99.50%
99.20
99.00
98.00
97.00
96.00
95.00
94.00
92.00
90.00

4 Weeks
5.69x
5.97
6.11
6.64
7.05
7.38
7.65
7.92
8.40
8.83

$28,823.
27,472.
26,836.
24,691.
23,260.
22,227.
21,433.
20,717.
19,523.
18,572.

99.50%
99.20
99.00
98.00
97.00
96.00
95.00
94.00
92.00
90.00

5 Weeks
5.23x
5.48
5.61
6.08
6.45
6.74
6.99
7.22
7.65
8.03

$31,373.
29,929.
29,250.
26,956.
25,427.
24,322.
23,473.
22,708.
21,434.
20,415.

99.50%
99.20
99.00
98.00
97.00
96.00
95.00
94.00
92.00
90.00

6 Weeks
4.82x
5.05
5.17
5.59
5.92
6.18
6.40
6.61
6.99
7.33

$34,003.
32,471.
31,760.
29,318.
27,696.
26,524.
25,623.
24,812.
23,461.
22,379.

i

`�

REPORTS

RECEIPTS,

CONTROLS

ORDERS,

SHIPMENTS i

SHIPPING

SCHEDULE

CGW
WAREHOUSE
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$26,208.
24,957.
24,369.
22,382.
21,058.
20,102.

19,386.
18,704.
17,600.
16,717.

Continued on page 61
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C
Management Performance
Reporting
By William E. Roach
Economic Analyst
Crown Zellerbach Corp.,
San Francisco, Calif.
Modifications to the organizational
structure of the pulp and paper division
of Crown Zellerbach Corporation, to
conform to lines of responsibility, provided the framework for the development of a management performance
reporting system. This system was
adapted to areas of functional accountability of the manufacturing and marketing managements of the divisions.
As an effective performance reporting
system must be tailored to fit the organizational structure, a brief sketch of
the division's organization and attendant responsibilities of each major managerial segment is in order.
The pulp and paper division is the
largest within the Corporation, with
its own marketing group. This group is
separated into several divisions broadly
distinguished by type of customer
served, and it is supported by a manufacturing system of pulp and paper
mills, converting plants, and a central
service staff responsible for marketing
planning, production planning, scheduling and distribution. The reporting
system addressed itself to the total organization giving no recognition to
areas of accountability.
60

The division is set up as a semiautonomous profit center within the
Corporation with marketing and manufacturing operations under the control of an Executive Vice President.
Responsibility for overall division performance is centered in this Executive
Vice President.
The integral parts of the profit equation are the responsibility of marketing
and manufacturing operations; marketing in that it can influence pricing,
volume, product mix and marketing
costs and manufacturing in that it can
exercise cost control and quality control
of product. In addition, certain general
expenses due to top management's decisions also affect overall division performance and are solely the responsibility of this management group.
Since effective management performance reporting was needed to recognize,
isolate and report on the above mentioned marketing and manufacturing
spheres of responsibility, and since,
such reporting must also provide a
measurement of actual performance visa-vis predetermined or planned performance, a new pulp and paper division
reporting system was effected to separate and report on the defined responsibilities of the manufacturing and marketing functions. Certain major revisions to the existing record system were
necessary.

These revisions consisted of:
A system of standard transfer prices
for products supplied by the manufacturing group to the marketing
group.
Adoption of direct product costing
and revision of allocation of manufacturing overhead.
Adoption of variable budgeting
concepts.
The transfer price is based on standard costs of the various products manufactured at each mill and is weighted
for each product on the basis of the
sales divisions' forecast of product requirements from each mill. The use of
this standard fixed transfer price removes from the marketing group's
sphere of accountability all factors over
which it exercises no influence or control; i.e., the costs of manufacturing,
quality control, plant maintenance and
similar functions of the manufacturing
system.
The standard costs, on which transfer prices are based, are defined as the
anticipated direct cost of product produced under operating conditions, material prices and wage rates expected to
prevail during the forecast period. These
costs are the basis of manufacturing
performance reporting and provide the
primary connecting link between the
two major managerial segments of the
pulp and paper division.
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Direct costing, another major change
in the reporting system, was adopted to
portray, more meaningfully, the effect
of volume, pricing and product mix
considerations on division contribution
margins. Direct costing is also closely
related to variable budgeting as used
by the manufacturing system, a technique which indicates what the costs
should have been at each mill based on
actual production mix. Variable budgeting and reporting of actual manufacturing departmental costs against the
various departmental budgets eliminate
from the manufacturing responsibility a
contribution factor over which it exercises no influence or control; i.e., the
variability of costs associated with differing mix of products resulting from sales
activity or assignments by the central
service staff.
The adoption of direct product costing also led to revisions in the allocation of manufacturing overhead. Such
overhead is now allocated to sales divisions by applying the budgeted amount
for each mill to the sales divisions'
planned utilization of manufacturing
facilities. This method of fixed over-

head allocation thus rewards or penalizes those marketing divisions which
either surpass or fail to achieve planned
sales volume, one element of profit
controllable by the marketing group.
Deviations of actual manufacturing
overhead from that budgeted are primarily the responsibility of the manufacturing system's management and are
reported as such through comparison
of mill and department overhead budgets and actual overhead incurred.
The use of standard costs and manufacturing overhead budgets as performance benchmarks, against which actual
variable and fixed costs are compared,
permits management to identify manufacturing areas requiring further attention and to concentrate their activities
in these areas. It also integrates the
manufacturing planning function with
actual operations.
Similarly, performance benchmarks
established for the marketing group,
such as planned product volume, price,
contribution and marketing expense
permits management to identify marketing areas and products requiring further attention and integrates the mar-

keting planning function with actual
operations.
The implementation of the above
modifications in management performance reporting required the solution of
numerous mechanical and accounting
problems. However, the priority problem was one of demonstrating and emphasizing to line and staff management
the analytical use and importance of
the new concepts and reporting techniques, particularly as they are affected
by direct costing.
Conclusion
The new reporting, when fully comprehended by line and staff management, will allow the marketing and
manufacturing divisions to concentrate
on those elements of profit which they
can most directly influence, permit
management to identify areas or products requiring attention and effectively
integrate marketing plans, sales forecasts, operating budgets and standard
product costs with actual manufacturing
and marketing operations.

CUSTOMER INVENTORY MANAGEMENT SERVICE
Continued from page 59
2. Scientifically set and tightly. controlled safety stocks result in fewer
stock -outs, which in turn result in
increased sales. Stock -outs are lost
sales. The "in- stock" position level
selected by the customer governs
the size of the safety stock. Control
is on an item by item basis.
3. Corning salesmen are freed from
many of the routine clerical tasks —
such as stock counting, inventory
adjusting, order reconciling —and
have time for "creative selling" at
both distributor and dealer levels.
4. The system is designed around
Corning's discount structure and all
discounts are assured for the customer. Orders written by the system
are triggered by:
(a) Weight structure for discount.
(b) Elapsed time since last order.
(e) An expedite signal which overrides the above two triggers.
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All orders are adjusted to pack quantities and economic shipping quantities which vary by item.
5. Reordering costs, including purchase order writing, are eliminated
for the customer.
6. Obsolescence is reduced by tighter
control and direct tie -in with manufacturing and marketing. Stock
buildups of obsolete items are prevented.
7. Communication is on an item by
item basis; order acknowledgment,
shipping, paper, etc.... contain the
customer's code identification, thus
eliminating the need for the customer to translate codes.
8. Information on new product sell through is obtained and rapidly
correlated with manufacturing plans.
After approximately a year of design
and development, the CIMS system
was "simulated in real time" on a
prototype basis with three wholesalers;
one each — large, medium and small in
terms of volume of Corning products

sold. Two of the three reported greatly
improved inventory turnover (on the
older of 100 percent and, although the
third increased inventories, he increased
sales to a profit improvement level. All
three had increases in sales. Order fill
(in- stock) which used to be in the 90
percent or lower area, is now running
97 percent and higher. Prime objectives
were met.
The Consumer Products .Division
(Pyrex, Centura, and Corningware
products) has been expanding its use of
CIMS from the original three prototype
customers at the rate of about two customers per month. Improvements are
recognized almost immediately and custorners are reporting higher order -fill
than planned at the goal level selected.
The CIMS system also is used by
Coming's Technical Products Division
in the distribution of Pyrex brand acid
waste drainline, with five customers on
the system. Other product lines and
divisions are in the queue for application of the system.

61

JOHN DEERE

Accomplishing Objectives
in a Training Atmosphere
By David P. Hopley
Manager of Auditing and
Accounting — Manufacturing
Deere & Company, Moline, Ill
John Deere is a major international
manufacturing corporation that operates on the decentralized theory of management. General policies are set at the
administrative headquarters in Moline.
The detailed procedures and methods
used to fulfill these policies are left to
the discretion of the managers at the
manufacturing facilities.
There are many controls over these
operations to see that corporate policy
is being followed in practice. One of
these controls is the internal audit staff.
The internal audit staff has the responsibility of auditing and reporting its
findings to the top management of all
the factories located around the world.
The objectives that have been set for
the internal audit staff are:
1. To see that corporate policy is being
followed
2. To be of service to factory management
3. To protect the assets of the corporation
4. To supplement the work of the outside auditors
5. To recruit and train accountants for
management positions
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There is merit in the idea of using the
internal auditing department for a recruiting and training position for accountants. It has the advantage of giving audit staff members exposure to
both corporate and line personnel as
well as exposure to the various accounting systems used throughout the corporation. Auditing has appeal to new people because it is challenging, gives a
new employee a chance to understand
the company better and to set personal
goals as to future assignments. One of
the disadvantages to auditing is the
amount of travel involved. There is no
better time to travel than when you are
young and not so settled in your family
life.
Using the internal audit staff for a
training ground does have merit, but it
also has its problems. The objectives of
the audit department include four other
important items beside training —service to management, protection of assets,
checking policy and supplementing the
work of the outside auditor. To do an
outstanding job on these objectives requires people with experience, preferably experience with John Deere. An
effort has always been made to maintain
a semi - permament staff to keep the continuity of the department going but it
has been difficult to do because no one
is ever held back from a promotion.

Over the years the average length of
time for an employee to be on the audit
staff has been about 18 months. Although 1968 would not be considered
a typical year, as an example, the audit
staff had 45 different people during the
year. Of these 45 people, only four were
members of the audit staff for the entire
year. Besides the regular staff members
who were assigned to the department
there were two trainees from overseas
factories, two overseas controllers on a
training program, five summer students
and six loanees to help on overseas audits.
To overcome the operating problems
of the internal audit staff outlined
above and still accomplish the department objectives, three programs were
started: (1) Audit Specialization. (2 )
Management Auditing. (3) Staff Training Program.
Audit Specialization
In order to help the new inexperienced auditor get a better understanding of the audit program, the program
was divided into smaller segments and
we called it audit specialization. We
thought this would help the auditor get
a better understanding of the audit program objective quickly. Also the auditor
would soon become an expert in the
area he was concentrating on because
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he would pick up knowledge at one operating unit and carry it to the next
unit. One of the hardest parts of auditing is to sell an idea to management.
If the auditor could present his idea
learned at one operating unit as a workable approach in an expert manner, he
was more likely to succeed in his sales
effort. It was also found that audit
specialization decreased the amount of
time spent at any one unit. This made
for a much better relationship between
the auditor and auditee.
By dividing the audit program into
special areas we improved our auditing
efficiency, but found that the overall
program actually took longer than before. The reason for the increase in time
was that the auditor was much more
willing to dig deeper into potential
problem areas which in turn resulted in
better reporting to management. Because the auditor learned his specialized
areas quickly and spent more time digging into problems, reports to management on potential problems and ways
for savings were tremendously improved.
The audit program was divided into
the following specialized audits:
The audit scope of
F IN A N C IA L A UD IT
the financial audit includes the basic
areas covered in a regular balance sheet,
profit and loss audit program less the
sections removed and incorporated in
other programs outlined below.
P R O P E R TY AND A U TH O R I TY F O R

EX P EN -

In most corporations
one of the largest financial problems is
to control the cash outflow for fixed assets. Like most corporations Deere uses
the discounted cash flow method for
controlling expenditures for property
and other capital additions. It is the auditing department's job to test calculations and supporting evidence for original savings figures and DCF estimates.
While making the tests of the authority for expenditures and DCF we included in this audit areas of property
accounting that formerly were a part of
the financial audit. In addition to the
discounted cash flow audit, the scope
of this audit includes a complete review
and test of capital additions and retirements, the depreciation calculation, and
physical inventory of office and factory
machines.

DITUR E

A UD IT

PA YR OLL AN D E M P L OY E E BE N E F I T A U D I T

The administration of employee benefits in accordance with the contractual
agreement with the union is a major
problem and a constantly changing
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problem at John Deere. A very comprehensive employee benefit audit had
been developed over the years. In line
with our audit specialization approach
we added to this audit the salary and
factory payroll audits from the old financial audit program.
O T H E R A UD I T S P E C I A L I Z A TI O N P R O G R A M S

1. At several of our factories we have
captive grey iron foundries as well
as one autonomous foundry for
modular and malleable castings.
Foundry accounting methods and
problems are different than factory
accounting methods so we developed
a completely separate audit program
for foundries.
2. All of our domestic costing is done
at the administrative center in Moline, Illinois, while the overseas
units do their own costing at the
factory. For our overseas audits we
had to write a special audit program
for overseas costs.
3. Certain inventory tests are made in
the financial audit but are not nearly complete enough to cover the
entire inventory problem. Special
audits were written for factories that
take physical inventories and those
that use perpetual records instead of
taking a physical inventory.
Although we found audit specialization to have many advantages for both
the auditor, auditee and the reporting
to corporate management, there are
several problems that must be weighed
against these advantages. One problem
is that although we tried to define the
program as clearly as possible, we still
found that there was a certain amount
of overlapping of work and findings.
Another problem was that we were
not completely fulfilling our training objective by keeping our auditors working
in one specialized area. Usually the auditor is not on the staff long enough to
specialize in more than one program,
thus limiting the broader training he
would have received under the one program approach.
The other problem we found was
that when we made audits overseas we
could not afford to send specialized audit teams to cover the audit program.
The travel costs outweighed the advantage of audit specialization. However,
we did change our overseas audit procedures to cover certain special audits on
alternating cycles, thus reducing the
scope of the audit during one audit period.

Management Audit
The scope of the work of the internal
auditor has gone beyond the work of
the traditional financial audit in the
last few years to what is called operational or management audits. We felt
very strongly that we could increase our
service to management if we expanded
our audit program outside of the traditional financial audit. To accomplish
management audits we were faced with
our experience problem plus a lack of
enthusiastic support from staff departments at the administrative center.
An area that appeared to be a prime
prospect to start a management audit
was purchasing. Although we were not
discouraged by the purchasing staff department, they did not become involved
when the project was started. Using one
of our most experienced auditors, we
put together a procurement audit program that covered the purchasing cycle
from order to receipt to payment for
material and freight. The audit scope
covered a complete review of the purchasing, receiving, traffic and accounting
departments to the extent they were involved in the procurement cycle.
The results from the procurement audit have been very encouraging. Enough
errors were found in invoice and freight
payments to cover the audit costs on
every procurement audit done to date.
Other suggestions for changes have been
well accepted by the purchasing departments and excerpts from these audit reports were used in a speech made by a
senior vice - president at the annual purchasing agents meeting. Since the audit
results have proved to be so effective,
the corporate staff purchasing department has started to share the burden of
this audit. They felt it would be advantageous for them from a training aspect
to have one of their employees see factory purchasing operations from the
viewpoint of auditing. It has been extremely advantageous for the internal
audit staff since the purchasing people
have broadened the program to cover
aspects of purchasing that were not considered so important by accountants.
From the initial success of the procurement audit the word spread that
the internal auditing department had
spread its wings and was moving outside
the financial area of auditing. We have
since been approached by two other
staff departments in which audit programs have been written and audits
completed — personnel and data processing.
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Since the suggestion for the audit
came from the staff department, they
worked very closely with the internal
auditing department in the development
of the audit program. Both departments
provided a staff expert to work with an
internal auditor on the actual field work.
Both of these audit programs have
proved to be extremely successful.
Recently an audit program and the
field work was completed on the maintenance function at one factory. Maintenance expense is one of the high cost
items in a manufacturing company and
proved to be a fruitful area for the internal auditor. We have been approached recently by the material management department to start auditing
the production control area of our factories, another area of high cost high potential.
Management audits have been the
most satisfying and rewarding of all
the audits we make. They have definitely helped to accomplish two of our
main objectives —being a service to
management and training personnel for
other management jobs. The disadvantages to this program are few other than
the time consumed in developing a program and the auditors capable of handling the assignment.

Staff Training
One of the major objectives of the
internal audit department is staff training. With the tremendous turnover and
little day -to -day contacts with the auditors, the problem is magnified. The major part of the staff training is on -thejob training. There is only so much that
can be learned about auditing and auditing techniques from a formal training
program. The auditor has to be a self starter from that point and develop his
own approach to auditing problems. To
help the auditor in his development we
installed the following programs.
Department Audit Manual
A complete audit manual was written
and a copy is given to each new employee when he starts on the audit staff.
The audit manual contains such department policy information as working
hours, absences, travel expense and preparation of expense reports, personal conduct, preparation of time reports, department organization and how to
prepare an evaluation form. On conducting audits the manual covers objectives of internal auditing, scope of authority and responsibility, relations with
company personnel, working paper preparation, how to conduct an interview,

Exhibit 1
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report writing, audit standards, and the
audit approach. T'iic manual also contains a copy of every audit program covered by the department, a set of factory
accounting exhibits, a bulletin file on
the latest policy changes, and the factory accounting manual.
Training Program
A four -day audit training school was
developed. The training program (Exhibit 1) is used to supplement the
auditor's knowledge in the audit programs he is not familiar with because of
audit specialization plus a general review of techniques and approaches the
auditor should understand.
Weekly Staff Meetings
All of the auditors return home for
weekends unless they are on an overseas
assignment. To maintain closer contact
with the auditor and help his training,
a weekly staff meeting is held on Friday
afternoon for one hour. During this
meeting we discuss auditing problems,
new assignments, review corporate policy changes, make announcements, and
have one auditor make a short presentation to the staff on any item of interest
that he has researched on accounting or
auditing. Most new employees lack two
essential qualities when they start the
job —the ability to speak and the ability
to write. Through work paper documentation and report writing the auditor is
getting plenty of training in writing. To
improve his ability to speak we have used
our weekly staff meeting presentations
as a training program in oral presentations. The subjects covered and subsequent discussion have been worth the
time spent on this program. All the auditors agree after they have completed
their assignment that it was a good idea
and helped in their development.
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Appraisal Program
To help the employee advance and
make sure no bad habits are developing,
an audit staff appraisal program has
been started. An evaluation report is to
be filled out on every new employee after he has completed his first work assignment. The report is reviewed with
the employee by the auditor in charge
and maintained in his personnel file.
After the initial report an employee is
to be evaluated at least every six months.
The evaluations are made by staff employees and are completely independent
of the merit increase review made by
the department manager.
Continued on page 68
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Management Information Systems
for Cash Management
and Accounts Receivable Application
By Donald G. Colt
Advisory Accounting Analyst
IBM Corporation
Armonk, N.Y.
A few years ago, the IBM Company
addressed the need for more responsive
management information systems for
cash management and accounts receivable operations.
Those responsible for cash were looking for ways to manage it more effectively. Also, the necessity to accurately
determine future requirements, both
short and long term, accelerated with
the advent of the third generation of
computers which called for extremely
heavy outlays of capital.
In the accounts receivable area, receivables had been controlled for several
years by four regional offices. Later, this
control was decentralized to ten administrative operations offices with each office maintaining its own data bank of
receivables. This decentralization helped
call attention to two conditions requiring improvement. The first was the time
span between the deposit (and resultant
recording and reporting of this transaction) and the application against the
accounts receivable file. The second was
the myriad of items which could not be
applied on a timely basis due mainly to
the customer paying at other than the
MA N A G E M E N T ACCO UNTI NG / JUNE 19 69

location which had done the billing.
In order to effect the necessary improvements and to provide more sophisticated means of recording and reporting cash collections and accounts
receivable applications, two new management information systems were developed —the Cash Management System for use by the IBM Treasurer's
organization, and the Advanced Administrative System for use by the Company's marketing, financial and administrative functions.
Early in the development of these
two systems, accounting management
on the corporate staff became deeply involved to ensure that adequate controls,
audit trails, etc., were inherent in the
systems. Among their concerns were the
following:
1. Could the accounts receivable files,
which had been decentralized for so
long, be centralized with a resulting
improvement in control?
2. Could both new systems generate
accounting reports at least as good
as, if not better than, the ones accounting had been receiving from
other sources?
After a lengthy detailed study, which
concluded that the answer to both questions was "yes," development progressed and resultant implementation
took place. As a side benefit, by getting

deeply immersed in the workings of
both systems, accounting management
was able to see the benefits of and recommend the marriage of the two systems in the areas of cash reporting and
accounts receivable application. This
recommendation was accepted both by
the developers and by the prospective
users.
Later in the article, the interrelationship of the two systems will be presented by showing what happens to a customer remittance from the time it is
received in an administrative operations
office until the time the cash reaches its
final destination. First of all, though,
the reader should become familiar with
each of the two systems.
Cash Management System
IBM's Cash Management System
consists of a series of integrated systems
dealing with cash, banking, investment
portfolio, and related planning and accounting operations (see Exhibit 1) .
The scope of this system is the entire
cash flow operation of the business. The
primary features of the system are:
1. An internal communications network that daily collects both "forecast" and "actual" information from
the primary points in the Company
that receive or disburse cash.
2. A computer application which main65

tains and analyzes balances in all
bank accounts and determines each
day's optimum cash transfers.
3. A communication network connected to the banking community which
automatically_ relays cash transfer
instructions to the concentration
banks (described below).
4. Cash flow forecasting and investment portfolio control.
A network of banks forms the external structure of the system through
which IBM's cash moves from point to
point. Four types of banks are used
within this network:
1. Collection Banks —into which customer remittances are deposited.
2. Concentration Banks —three banks,
located in New York City, Chicago
and Los Angeles, into which funds
are transferred from the collection
banks and from which funds are
sent to disbursement banks.
3. Disbursement Banks — located near
plant, laboratory, headquarters or
regional office locations. Funds are
disbursed for payrolls, payab1es,
taxes or dividends.
4. General Bank- Investment Account

—into which excess funds in concentration banks are transferred for
investment purposes or from which
transfers are made to concentration
banks if required.
Internal to IBM is a n ope ratin g organization and administrative structure
which plans, initiates and controls the
movement of cash from bank to bank,
and which manages the short -term investment portfolio. IBM's internal communication networks, together with a
series of custom - designed computer programs, are vital parts of this structure.
IBM's internal teleprocessing system
has been extended to include a terminal
in each concentration bank, thus providing a direct linkage between the internal and external environments.
Advanced Administrative System
The second system, the Advanced
Administrative System, is an "on-line"
system designed to complete transactions in minutes instead of days or
weeks. It has the capability of simultaneously updating all of the records affected by an administrative transaction.
The real -time aspects of the system plus

its powerful editing and auditing capability provide an accurate and timely
data base, the cornerstone of an effective management information system.
The Advanced Administrative System
uses a complex of interconnected Central Processing Units (CP U's) for real time operations. Additional processors
are used for non real -time work and program testing as well as to back up the
real -time system. Th e system, which
can serve every terminal at the same
time, has been designed for expansion
so that it can meet future demands for
new applications, greater volume, and
additional locations.
One of the primary objectives of the
system is to minimize the need for paper forms and the maintenance of paper
files in order to relieve administrative
personnel from the repetitious chores of
filing, calculating, looking -up and posting. The sAstcni updates records immedia t el y whe n a t ra nsa c t io n is pr oc essed ; th e

instant a record is created or changed
this new data is available to anyone
else who may need it. Since the files
contain current information, records being worked with are always up to date.
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responsible for billing and collecThe system edits data as it is entered.
tion, etc. These records were forData that does not pass an input edit
merly controlled in several geois immediately brought to the operator's
graphic locations throughout the
attention. Processing continues only afUnited States.
ter errors have been corrected. This asAccounts Receivable Cash Applicasures that the data entered is valid.
A significant aspect of the design of
tion —The timely and accurate posting of cash receipts to customer
the Advanced Administrative System is
accounts through use of terminal
the security of the confidential data
displays, elimination of certain procontained within the data files. This secedures requiring transfer of paycurity system safeguards the confidenment data, maintaining up-to -date
tial data from unauthorized access by
files that reflect the current status
means of individually assigned security
of a customer's account, and estabcodes which ensure that only authorized
lishing an information flow that
personnel have access to and can effect
will maximize the effect of cash
changes to the records.
management. A more complete deThe Advanced Administrative Sysscription of the cash application
tem is planned for phased implementaprocedure follows.
tion of applications. Applications to
date are in the areas of customer master
record and accounts receivable cash ap- Cash Reporting and
Application Procedures
plication.
A
DVANCED A D M I N I S TR A TI V E S Y S T E M RE Objectives of these applications are as
S P O N S I B I L I T I E S . C u s t o m e r s ' checks a r e
follows:
1. Customer Master Record —The es- received and deposited daily by an adtablishment at a central control ministrative operations office. Before depoint of a corporate customer record posit, customer checks are analyzed as
containing customer name and ad- to the day the funds will clear the banks
dress, customer number, IBM office

a n d b e a v a il a b le fo r u se .

The visual display station operator
keys in the proper collection bank number. The system assigns a sub -batch
number which identifies the particular
deposit. The operator applies cash by
keying in the invoice number the customer is paying as well as the amount
of the check. If the invoice number is
not on file or if the operator tries to
enter the invoice number incorrectly,
the system will reject the transaction.
Assuming this transaction and others
for the same bank are entered properly,
when processing for a particular bank
has been completed the system will generate a listing for deposit control which
is automatically typed out on a printer.
This listing shows the sub -batch number, the invoice numbers and amounts.
The checks that were applied are visually verified to the deposit control listing. After verification, a deposit slip is
prepared in summary, attached to it is
a copy of the deposit control and the
applicable checks, and the entire package is forwarded to the bank.
In order for the system to accept a
remittance as a legitimate deposit, an
open receivable must be in the data file.
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Ily accepting the deposit, the system
automatically clears the open receivable
on a real -time basis. This means that if
some other terminal location makes inquiry into the system as to the status of
that customer's account, even seconds
after application, the status will show
no open receivable for the item that
has just been applied.
After completion of the day's processing, each terminal will sign off. This
gives the central processing unit the signal to begin batch processing— updating
its controls, storing certain information
so that accounting, sales and administrative reports can be prepared, and forwarding the deposit information (cash
by bank, aged as to availability) to the
Cash Management System.
CA S H

\IAN AG EA IENT

SYS TEM

RES P0NS I-

The data received becomes a
nightly input to a computer program
which determines the amount of cash
available in each collection bank account. Information on cash requirements for each disbursement account is
also processed daily based on input received from each of the disbursement
locations.
The computer programs provide a
daily report showing how much cash
should be transferred from each collection account to the concentration accounts and how much should be transferred from the concentration accounts
to the disbursement accounts. After the
recommendations are reviewed by Cash
Management personnel, any changes to
the computer recommendations are
processed and transfer instructions are
teleprocessed to each of the concentration banks. The instructions relative to
transfer of funds are printed on IBM
terminals located in the concentration
banks. The printed message constitutes
each concentration bank's authority to
C I L I TI E S .

ACCOMPLISHING OBJECTIVES
IN A TRAINING ATMOSPHERE
Continued from page 64
Exchange Program
One other training program has been
started recently. It involves the use of
employees from one overseas unit to
audit another overseas unit under the
supervision of an audit staff member.
For example, an audit was recently completed in Madrid, Spain, and the assistant controller from Rosario, Argentina
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contact the collection banks and effect
the transfer of funds between banks.
As cash in excess of immediate disbursement requirements becomes available in the concentration banks, the system instructs these banks to transfer
funds into the investment account. Conversely, as additional cash is required,
funds are provided from the investment
portfolio. Thus, this portfolio acts as a
reservoir in which invested cash earns
interest and from which cash is made
available when needed.
Reports
In addition to the control reports
both systems generate as an integral part
of their day -to -day operations, the systems prepare accounting source data
which become direct inputs into the
ledger processing systems each month.
In addition, the following reports are
generated by the systems:
1. Bank Analysis Report—Monitors
IBM's bank account balances.
2. Portfolio Report—Provides securities information such as inventory,
age and mixture, transaction prices
and yields, and portfolio performance.
3. Accounts Receivable Status Report
—Lists all open items in the accounts receivable file —aged, by customer, by division, by branch office.
Also shows accounting source of entry.
4. Aged Trial Balance—Summary of
the entire accounts receivable file —
aged, by branch office and by division. Used by divisions for measurement purposes.
5. Collection Analysis Report—Lists
all open items in numerous categories—e.g. by dollar amount (minimum), by type of sale, by age.

was used on this audit team. Unlike
most of our domestic accountants, accountants in the overseas plants have
not had experience on the audit staff.
In this program we are trying to accomplish two objectives. First, we want to
give the overseas accountant more diversified experience that is normally provided by working on the audit staff.
And, second, we want to take advantage of his experience in overseas factory
accounting and his language ability to
help us improve our overseas auditing
techniques. From the initial results we

A Look at the Future
The fully operational Advanced Administrative System is to be comprised
of over 1,600 visual display stations locatcd in 250 branch, district and field
offices, region and division headquarters,
and plant and laboratory locations.
These terminals will communicate via
ten intermediate data communications
facilities located in administrative operations offices with the central computing complex located in White Plains,
New York. Over 16 billion bytes of administrative data will be stored on -line,
available for immediate updating and
inquiry. Future applications planned include order scheduling, order processing,
commission accounting, inventory/billing, field communications support, payroll /personnel, and other financial applications (general accounting, financial
planning, budget analysis) .
Cash Management System personnel
plan on using samples of historical forecast information to develop standard
forecast deviations which can be applied
to future forecasts, thereby increasing
accuracy. They also foresee the possibility of charting historical, aged deposit data, by bank, in order to develop
computerized daily and monthly short
term forecasts of net cash flow. They
envision being able to access both their
own system and the Advanced Administrative System at any time of the day to
determine total Company cash, the balance in a particular bank, or the day's
collections.
In conclusion, it must be emphasized
that management information systems,
no matter how well conceived and developed, cannot do the whole job. At
best, they can facilitate the use of human judgment but never serve as substitutes. As always, the key to success
rests with people.

plan to continue the program on future
overseas audits.
Conclusion
There are many problems in hiring,
training and keeping good accountants.
To accomplish important objectives of
control and improved operations while
in a training process increases the problem of operating an orderly effective department. Our answer was to set up
programs of audit specialization, management audits, and a training program.
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HOUDAILLE
CONSTRUCTION
MAT ERIALS, INC.

HHV� LLE

subsidiary of
N

W

Cash Control
Houdaille Construction Materials, Inc.,
is a wholly -owned subsidiary of Houdaille Industries, Inc., a nationally diversified company operating in four
principal areas—�machine tools, industrial products, construction materials

patcher- NVeighmaster, who is responsible for plant shipments of construction
materials. According to established procedures, the Dispatch er- NVeighmaster
has the following responsibilities:

ticket sequence is also verified at this
time, and all discrepancies are discussed
immediately with the plant dispatcher.
By developing and putting into practice the above described cash sale re-

and contracting, and automotive parts.
The Construction Materials subsidiary
manufactures crushed stone for highway base materials, concrete and bituminous aggregates, sand and gravel,
ready -mix concrete, bituminous concrete
and other products.
Houdaille Construction Materials,
Inc., being in the construction materials
business, deals with the small contractor, the "do it yourselfer" and many
other small businessmen. As evidenced
by our geographical spread and also due
to the nature of our business of dealing
with small entrepreneur type of individuals, the aspect of adequate cash
control is paramount. On many occasions, actual cash is received for construction materials delivered.
This cash is either picked up at the
construction jobsite by our truck driver,
receipting the delivery ticket as payment, or the project owner (contractor) pays at the plant scalehouse where
an official receipt is prepared.
Tight cash control is also important
due to the volume and type of cash sale
customers. The "do- it- yourselfers ", customers wit r limited credit experience,
customers .� �ith poor credit ratings, all
are part of the dynamics of this very interesting segment of our business.
The primary point of cash control is
placed in the ]rands of the Plant Dis-

1. T he preparation, in triplicate, of the

Cash Sales Report, the copies of
which are coded in color for easy
identification. (See Exhibit 1)
2. The preparation, in triplicate, of a
bank deposit slip transferring the
total amounts shown on the Cash
Sales Report in the section, "Summary of Amounts Collected."
3. The endorsement of all checks with
a rubber stamp which includes the
plant accounting code number.
4. A daily cash pouch in which he
places the day's cash, checks received, the original copy of the Cash
Sales Report, and the original bank
deposit slip.

porting procedure, we have experienced
the following advantages:
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The pouch is then locked and placed
in the plant safe until the arrival of the
company courier. After the courier has
picked up the locked pouches, he delivers them directly to the bank.
The original copy of the Cash Sales
Report and a copy of the bank deposit
slip are attached to one complete set of
original cash sales tickets and the second copy of the cash receipts. These
items are taken by the courier to the
Data Processing Center at the Central
Accounting Office. There the plant
Cash Sales Reports are compared with
bank receipted deposit slips obtained by
the courier at the time he delivered the
pouches to the bank. The numerical

1. Cash received at the plant location
is documented daily and forwarded
directly to the bank, thereby en-

hancing the cash flow. Prior to this
new procedure loose cash and checks
were delivered to the Central Accounting Office in various types of
containers, such as shipping bags,
mailing envelopes and inter- departmental envelopes. The former procedure obviously indicated a substantial lack of documentation.
2. Now each cash sale is recorded to
provide for accurate control of materials shipments.
3. The original Cash Sales Report provides detailed back -up for the original bank deposit slip.
4. Checks returned by the bank for insufficient funds, or for other reasons,
are easily identified as to the plant
source by the endorsement showing
the plant accounting code number.
This aids salesmen in a fast follow up for collection on returned bad
checks.
This new cash sales procedure also allows for simplification of paperwork and
eliminates duplication of detail. Also,
our merchandise sales are now more accurately reported by the various plants
for better management control.
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MOTOROLA

Profit Managing
Motorola Inc.
Franklin Park, Ill.
By John A Hubeny, Vice President 6
Controller and
John T. Hickey, Vice President,
Planning
On April 19, 1967 —in a meeting of
controllers, assistant controllers, and
budget directors of divisions and major
subsidiaries, plus their corporate counterparts —the Corporate Finance Department of Motorola Inc. announced
a revised system of budgeting and internal performance reporting, called "Profit Managing." These new management
accounting techniques, which were being established after many months of
exhaustive study and which were to become effective for the year 1968, had
three major purposes:
1. Budgeting by leadership rather than
by reaction — "top- down" budgeting.
2. Simplified preparation of budgets.
3. Operating reports more meaningful
to division and department managers.
After much preparation, the Profit
Managing system was used in budgeting
and internal reporting for 1968 and,
with a few evolutionary improvements,
for 1969. The title, which was selected
because these words describe the real
objective of management accounting—
70

budgets, information, and performance fringes on direct labor as well as all other
reports which support and guide efforts directly varying overhead and other
to manage the business so it will earn a costs including, on government conproper and adequate profit—has now tracts, all labor (including engineering)
taken a firm place in Motorola's lexicon. directly reporting to contracts. Every
Profit Managing is an integrated sys- "product cost" must be budgetable in
tem of:
terms of a standard of a percentage of
1. Analyzing cost history
volume.
2. Setting short -term profit plans or C O T I M I T T E D C O S TS . The fixed expenses
budgets, and appropriately revising associated with the ownership of fixed
assets, e.g. depreciation, insurance, and
same as necessary
3. Analyzing and reporting variations property taxes. There is no payroll in
and trends:
this category which, therefore, includes
a. from original or revised budgets, only those costs which will remain fixed
b. between years and over longer over the short term— regardless of volperiods, e.g.
ume —and which costs must be incurred
1) vs five -year forecasts,
as long as the related capital asset is
2) vs base years.
owned.
The system involves the arrangement O P E R A T I N G C O S TS . Payroll, fringes, and
of costs and expenses into categories ac- expenses of activities needed for day -tocording to the manner in which they day business operation, but subject to
respond to short -term change in volume considerable management judgment as
along with a great reduction in the allo- to amount and extent.
cation of costs to departments and the S T R A T E G I C C O S TS . Payroll, fringes, and
charging of costs from one department expenses of activities being incurred for
to another.
future benefit, dependent almost entirely on management evaluation and
Categories
judgment as to which such activities
The categories into which costs are (and in what amounts) are proper, straarranged are:
tegically wise, and affordable.
P R O D U C T C O S T S . Those which respond
NON - DIV ISI ON C O S TS . Costs allocated to
directly to changes in the level of pro- the division by corporate headquarters.
duction and /or sales, e.g. material, di- The division is required to make allowrect labor (studied and non - studied), ance for these costs (as a percentage of
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sales determined by corporate management) in planning its operation and
pricing its products. However, division
management is not either held responsible or given credit for the profit impact
of variations between the agreed and
actual percentages of such costs to sales.
(Note: Corporate borrowing costs, the
accelerated portion of depreciation expense, and certain non - operating or exttraordinary charges, are not reflected
against divisional operations.)
Effect of Inventory Change
Functions as a bridge in the operating
statement between the management accounting and financial accounting calculations of division profit. Since all indirect (committed, operating and strategic) costs are budgeted and reported on
an input (or, where appropriate, accrual) basis, and because we wish to have
division management aware of the P & L
impact of inventory changes (affected
by increase or decrease in the amounts
of indirect costs being inventoried),
this item gives operating management
statements with indirect costs on an input basis, but which at that same time
show division profit results calculated
according to financial accounting practices.
Operating vs. Strategic
The distinction between operating
and strategic costs was, initially, difficult
to explain. As indicated above, operating costs are needed for current operations, while strategic costs are incurred
for future benefit, with the amount in
the latter category dependent almost entirely on management evaluation and
judgment.
Operating costs can and will stay at
the same level with modest changes in
volume, only increasing when significantly higher volume cannot be handled or supported without an increase,
and being reduced when significantly
lower volume results in inefficiency.
Strategic costs can stay at the same
amount over larger swings in volume
(than operating costs), but would be
increased or reduced when management
judgmentally balances increased or reduced ability to afford the cost against
the strategic and future consequences of
increasing or reducing the activity.
Operating costs include activities
needed to sell the product, support production, handle and ship the product,
obtain payment, and record, report and
monitor results.
M A N A G E M E N T AC CO UN TING / JU NE 1969

Strategic costs include activities undertaken to do such things as improve gross
margins, increase operating efficiencies,
expand capacity, design new features —
models— and /or product lines, and
stimulate market demand.
Operating costs are attributable to
functions, while strategic costs are
attributable to programs, such as a
new model, a new product, a new information system, etc. The challenging
questions for operating costs are, "Is it
essential ?" and "Is it efficient ? " — while,
for strategic costs, the challenging questions are, "Is it strategically wise ? ", "Is
it affordable ? ", "Is it effective ? ", and
then, "Is it efficient ?"
Fewer Allocations
With the establishment of the "Profit
Managing" system, we discontinued the
practice of allocating many costs to departments and we thereby limit a department's budget and operating report
to those costs over which the department head really has control —the direct compensation and fringe costs of
the people employed in the department,
and the expenses which those people
incur. Also, by removing much of what
had been a complex pattern of interdepartmental cost allocations, we were
able to simplify the task of preparing
budgets and revisions. The costs which
are no longer allocated to departments,
e.g. depreciation, insurance, taxes,
building maintenance (which is now
budgeted and reported as a separate operating cost) now appear in the operating statement as individual entities —
hence, more attention can be given
them and a better job done in managing
and controlling them —at least their
impact is more clearly evident.
"Top- Down" Budgeting—
Corporate
We believe that the classic system of
budgeting —from the department up—
has serious psychological weaknesses.
Once a department head has prepared
a budget, ostensibly indicating the labor
and expense he believes he needs to do
the required tasks, and if higher levels
of management require that the budget
then be reduced —and if the department head then reduces it —the question of why he ever asked for the higher
amount in the first place arises. This, at
least by implication, impugns the manager's integrity and /or questions his
capability. After a normal human being
has been through this experience once

or twice, he is tempted to "load" his
early budget submission so people up
the line can have something to take out
without disturbing what he believes he
really needs.
Another weakness of the classical
budgeting system is that it puts financial analysis at the wrong place in the
cycle. Operating management should
have financial analysis as a guide in the
budgeting task rather than use it in reacting to budgets already proposed.
In the "Profit Managing" system of
"top- down" budgeting, each level of operating management is given appropriate bogies before budgeting begins.
These bogies are established after analysis of history, current results, previously
submitted and scrubbed long -range forecasts, and other data which our analysts
are learning to find and /or construct.
The process starts with the chairman
and president, in a separate annual
meeting with each division manager,
proposing, explaining the rationale for,
discussing, and securing agreement from
the division manager on— percent -profit -to -sales and return -on- investment
standards for the division for the coming year. The values used in these standards must be—and are — reasonable and
achievable under normal circumstances.
Once these standards are set, the division manager is free to set his division's budget— subject only to the requirement that the budget must meet
or exceed the standards, and that it must
be reasonable and technically adequate
in its provision for committed and nondivision costs, proper accruals, allowances, reserves, inventory valuations, depreciation, etc. Also, in agreeing to the
standards, the division manager knows
that —at year- end —the relationship between actual results and the requirements of the standards will be importantly used in determining what his own
incentive award should be.
Since the budget now takes on its
proper additional role as a planning tool
which management, divisional and corporate, can use to direct the operation
to its intended results and to monitor
progress along the way, the relation to
incentive awards provides motivation to
the division to set a reasonably tight
budget.
"Top- Down" Budgeting —
Divisional
The "top- down" process continues
within the division. Having established
Continued on page 79
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Aluminum
Inventory
Management
System
By C. Don Lenhart
Director of Management Science
Revnolds Metals Compan%,
Richmond, Va.

in cost would justify a thorough analysis of distributor business.

The Project
In Januan, of 1967, AIMS (AlumiReynolds Metals Company has over 100 num Inventory Management System)
general line distributor locations that was introduced to all of Reynolds' concarry consigned inventory. 'These dis- signed distributors as an operating systributors provide rapid service for small - tem. The system, tailored to Reynolds'
volume metal demands without dispro- consignment program and to the needs
portionate cost to either customer or of contract distributors, required little
producer. Distributors are supported by or no additional effort on the part of
four plant warehouse depots, two com- the distributor.
The objective of this project was to
pany warehouse depots, and five mills
design
a system to give the best service
which ship nondepot items direct.
to
customers
at a minimum cost. An
In early 1966, Reynolds Metals ComOperations
Research
approach was used
pany decided to form a team to explore
the possible uses of scientific inventory to define the total system, develop
techniques in determining the "right" mathematical models to represent the
real world situation, and thereafter, examount of inventory to be carried by
periment with the model to arrive at an
general line consigned distributors. A
optimum solution.
supply- demand balance of items was
The overall consigned program has
necessary, not only to prevent inade- many complex interactions and conquate distributor inventories and result- flicts. To find the best solution to these
ant lost sales, but also to prevent stock- conflicts, modern scientific management
ing of items at a disproportionate rate techniques were used, which essentially
to sales. A preliminary investigation had allow us to balance one cost with analso disclosed that only a relatively small other.
percentage increase in sales or decrease
For example, a given service level for
72

the ultimate consumer can be attained
by either high inventory at distributors
and a corresponding low inventory at.
depots or low distributor inventory and
high depot inventory. Since inventory
at depot is more versatile (it can go to
any number of distributors), it does not
increase at the same rate as distributor
inventory decreases for a given level of
service. By using forecasting and inventory control models, it is possible
through trade -offs to find the optimum
inventory mix for the depot and distributor.
Development of Forecasting
Models
The objective of a forecast is to furnish a measurement of expected demand
in some future time period. For inventory control purposes, it is just as important to know the probable error of
the forecast as it is to know the forecast
itself. Therefore, the two values we wish
to know are:
1. Forecast of demand for next time
period
2. Measure of accuracy of forecast
Existing records at Reynolds DP CenMANAGEMENT ACCOUNTING /JUNE 1969

Exhibit 1
MONTHLY WITHDRAWALS vs MONTHLY SALES
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ter contained month -end balance and
monthly withdrawals' in addition to
other accounting information. In de-

veloping and testing models, it would
be desirable to have distributor sales'during lead time. However, demand
during lead time was not available on
existing records and was impossible to
obtai n from history. Therefore, two assumptions were made: one that demand
from period to period is independent
and the other that distributor withdrawals from consignment equal distributor
sales.
Two distributor locations were chosen
to test the validity of using monthly
withdrawals versus demand during lead
time. Exhibit 1 shows the relationship
between monthly withdrawals taken
from our data files and monthly distributor sales taken from distributor Kardex
records.
Exhibit 2 shows the relationship between the standard deviation of monthly distributor sales and V2 -month distributor sales. It is important to note
that the assumptions made and tested
cause our results to be conservative. As
we begin to operate the order entry syst e m , m o r e da ta will b e c o m e ava ila ble

Exhibit 7.
STANDARD DEVIATIONS OF MONTHLY vs 1/2 MONTH SALES
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for each distributor sale. After a period
of time, the system will automatically
align itself to adjust for this situation.
Thirty -five months of withdrawals,
from February, 1963 through December, 1965, were used for developing and
testing forecast models. It was determined earlier that monthly withdrawals
and monthly distributor sales differed
insignificantly. For the purposes of this
study, withdrawals are adequate as a
measure of distributor demand.
Six basic models were programmed
and tested during this project. Previously, more sophisticated models were
tested (seasonal, trended, trended seasonal) for distributors and none was
found to be better fitted than basic exponential smoothing. The six models
tested in this phase were:
1. Basic exponential smoothing with
a =.1
Z. Basic exponential smoothing with
a =.2
3. Basic exponential smoothing with
a =.3
4. Six - months moving average
5. Nine- months moving average
6. Twelve - months moving average

40(
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TW O - W E E K V A R IA T I O N C A L C U L A TE D F R O M T W O - WE E K S H I P M E N T S

1 D is t r ib u t o r w it h d r a w a l sig n a ls th e ac c o u n t in g
transfer from consigned status to distributor owned.

Distributor sale means the normal transaction between a distributor and his customer.

2
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Exponential smoothing is a weighted
average of past demand with most recent data weighted most heavily, whereas a moving average forecast weights
each previous month with equal weight.

Exhibit 4
FORECAST vs ACTUAL SALES AT THE DISTRIBUTOR LEVEL

Monthly
Sales
($)

Results

The models were programmed and
tested by computer. Exhibit 3 is a printout from this program and contains data
for one item at one distributor. The
standard deviation listed at the bottom
of the report was used for selecting the
best model. Exhibit 4 is an example of
forecast versus actual demand for one
item at one distributor.
Efficiency of the six models was tested and compared by regression analysis.
Initial thoughts were that model fit
would depend on volume. Checking the
output equations for intercepts shows
that the exponential model fits best for
the entire range of volume encountered
during 1964. However, the difference
between the exponential model with a
_ .1 and the 12- montli moving average
is not significant. In view of our present
data -file availability, it was decided to
use a 12 -month moving average forecast since it would not necessitate keeping additional data.

I
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Average Monthly Sales ( S), 1965 = $134
Average Mon thly Forec ast Error ( a ) _ $116
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Exhibit 3
PRINTOUT OF FORECAST MODEL
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Development of Inventory
Control Model
The objective of inventory control is
to give the best service at the lowest
cost. There are inherent conflicts which
must be resolved to accomplish this objective. The basic factors our system
must account for in developing an optimum control scheme are as follows:

Exhibit 5
LOT SIZE AND LEAD TIME
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Cost of holding inventory
Desired service level
Cost of ordering
Lead time
Variable demand

Controllable Variables
Two of the variables that influence
total cost are controllable. They are:
1. Amount to reorder (EOQ )
2. When to reorder (ROP )

T ime

Exhibit 6
EFFECT OF REORDER FREQUENCY
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By defining the amount to reorder as
the economic order quantity and representing it by Q in Exhibit 5, its effect
on the total system can be seen. (Vertical axis represents quantity and horizontal axis represents time.)
As time progresses to the right, sales
are reflected by a decrease in quantity
held in inventory. As this quantity decreases, we become concerned about
when to place a new order.
By definition, the time when an order
is placed until the actual shipment arrives is the lead time. Consequently, we
must have at least a supply equal to
lead time demand on hand when an
order is placed. This lead time demand
plus safety stock (quantity to allow for
variation in demand during lead time)
is defined as the reorder point. Exhibit
6 illustrates the relationship between
order quantity and average inventory.
Subtracting safety stock, we see that
by cutting the reorder quantity in half
we reduce average inventory and expected time between orders by one
half. Although average inventory cost
will be cut in half, twice as many orders
will be placed and ordering cost will be
doubled.
Exhibit 7 demonstrates the effect of
variable demand and emphasizes the
need for a safety stock. Although we
have no positive control over demand,
we can allow for variations by holding a
safety stock to absorb unusual demands.
Ordering and Holding Costs
Ordering cost or setup cost per year
can be expressed as the cost per order
multiplied by the number of orders
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Exhibit 8
ORDERING COST

Exhibit 9
HOLDING COST

Exhibit 10
COST OF SERVICE
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0

A v e ra g e

Inv en t o r y

placed. Exhibit 8 illustrates the functional relationship between ordering
cost per year and average inventory
level. Nomenclature for symbols used
are defined in the Appendix.
Holding cost for a given time period
is proportional to the amount of inventory held. As shown in Exhibit 9 as
the average inventory increases, cost
per year increases accordingly. Inventory holding cost per year is determined
by multiplying holding cost per unit by
the amount held.
Service Levels
Service level is included in the cost
analysis also because of its direct implication of shortage or stockout cost.
If the service level required is high, it
implies a high cost of stockout, and the
required inventory wil also be high.
This relationship is shown in Exhibit
10.
Later in the project, cost effects of
different service levels were investigated.
However, at this point we will assume
that service level is given.
T e s t in g M od e l s

After developing the forecasting and
inventory control models, prefield testing was deemed necessary for the following reasons:
I. To afford maximum assurance that
the newly developed system would
perform under field conditions
2. To test effects of certain key variables such as service levels, lead
times, and minimum order quantities.
To do these prefield tests, a simulation model was developed to reflect the
real world situation as nearly as possible.
The logic of the simulation model is to
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develop inventory control parameters
such as the forecast and standard deviation of forecast errors with one -year
data and then use these parameters to
develop control factors for testing the
next year's data.
Input for the simulation came from
magnetic tape and two cards. The magnetic tape file was developed from
existing accounting records and is the
same information used to develop the
forecast model. One master control card
was used for each simulation run to
enter information that applied to all
items, such as percent service, order
cost, holding cost farctor, year to test,
and whether to use optimum discrete
order quantity in multiples of minimum
order quantity or develop economic
order quantity from Equation 2 (see
Appendix) . Another card was used to
identify each item to be tested along
with relevant information not available
otherwise, such as minimum order
quantity, practical minimum inventory
limits, lead time, and variable manufacturing cost.
Seventeen simulations were run with
each summary labeled according to the
following:
1.
2.
3.
4.

150 -item sample or full product line
Year simulated -1964 or 1965
Aim service level during lead time
Variable economic order quantity or
discrete multiples of minimum order quantity or one or two thousand
pound minimum.

The key to obtaining an optimum
inventory control system is to define
the relationship between all controllable
and uncontrollable variables. Thereafter,
controllable variables may be chosen to
respond to uncontrollable (but predictable in a statistical notion) variables to
achieve best results.

50

10 0
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Effect of Lead Time and Sales on
Inventory and Turnover Rate ( Exhibit
11), was developed to demonstrate to
management the various factors involved in an inventory control system.
It is also very informative to explain
cause and effect, especially when base
conditions change. Exhibit 11 actually
serves as the norm or standard for the
system in total.
Operational Aspects of AIMS
As stated in the introduction, little
or no additional effort is required for a
distributor to derive the benefits of
AIMS. The accounting and recordkeeping of the past supplies the required
data necessary to update and control
the system in its simplest form.
Two alternatives or degrees of participation are made available to each
distributor as follows:
1. Receive an inventory analysis report
which specifies historical information identical to previous accounting
data and, in addition, gives optimum decision rules and problem
areas at the item level.
2. A further refinement, termed order
entry or daily reporting, which allows a distributor to spread his accounting workload over the entire
month and supplies Reynolds with
adequate information to perform operational accounting at the item
level. Inventory status is compared
to the reorder point after each activity, and weekly a report goes to
the distributor containing EOQ's
for items requiring reordering for
his changes or approval.
For the Reynolds Management, various summary reports are prepared at the
distributor, region and total levels.
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These reports show total sales, actual
inventory, overstock, etc. so that Management can detect changes in the total
consigned program on a monthly basis.

Summary
AIMS has been used to simulate
many special situations, such as the
effect on total inventory of changes in

distributor lead time, and additional
warehouses to supply distributors.
Appendix
C„ = Ordering cost per order

Exhibit 11
EFFECT OF LEAD TIME AND SALES ON INVENTORY AND TURNOVER RATE
In ve n t o r y
(Million Pounds)
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Integrated Budget:
ATool for Planning and Control
By R. Kende11 Jones
Senior Technical Consultant,
Cost Accounting
The Upjohn Company,
Kalamazoo, Mich.
It is difficult to point out any single
technique in management accounting
that has best served The Upjohn Company.
Everyone is aware that constructive
contributions by all phases of a business
create the growth in a company. No one
function in the organization can accomplish this alone.
This type of statement can also apply to the financial organization within
a company. The successfully complete
financial information system must be
made up of numerous accounting and
other financial management techniques.
Each is designed to fulfill a specific purpose in overall betterment of the company. This is no exception at The Upjohn Company.
There is, however, one procedure —
Budgeting —which concerns itself with
all operations of the company. As each
operation must contribute to the growth
of the business, it has probably had an
effect upon a wider range of company
activities than most other accounting
techniques.
Communication being one of the
78

principal functions, of the company's
financial organization, a formalized budgeting and reporting system has been
the most effective means for accomplishing this.
The budget has played an important
part in the company planning function
which is a prime responsibility of Management.
Due to flexibility in budgeting methods, it has been possible to continually
provide advanced techniques to the individuals who have contributed to the
effective management of business.
Prior to initiation of the budgetary
program only fragmentary reports were
being issued to a few people. The content of the material often had limited
use and sometimes was presented only
upon request from the user. There was
usually no way in which to tie the data
together. Top management was being
circumscribed. Its financial knowledge
of full company operations was deficient due to this lack of organized communication.
Increased realization of these facts
prompted the idea for providing more
formal financial information to the
various managements. This was felt to
be necessary if management was to be
properly aided in maintaining the company's growing position in a complex
and specialized business.

Through the use of a fully integrated
budget system, a coordinated plan was
introduced for both operational and financial functions.
To achieve full company information
operating, sales and income, fixed assets and inventory budgets were established. This was the beginning for
better planning and control at all levels
of the company.
Emphasis on Cooperation
Emphasis was placed on cooperation
to develop the best operating plans for
the company as a whole.
Not only did this create financial
data by which executive management
could more effectively direct growth for
the company, but it helped to establish
a more progressive and smoother working organization.
It also required each responsible individual to carefully look at and plan
ahead for his most effective use of company funds.
Provision was made whereby all management could better measure the results being obtained in those areas for
which they are responsible.
Improved communications were established between the various levels of
management as well as those between
management people and financial personnel. This not only increased the
MANAGEMENT ACCOUNTING /JUNE 1969

rapport among individuals but also
made the time spent between them
more efficient.
All grades of supervision felt they
were now being recognized as a part of
an overall management plan.
This combining of human ability to
assist management in the process of
managing was creating a stronger company. The group of men charged with
the various operations of the business
were now able to work better as a team.
Coordination of the individual plans
provided a more realistic and reliable
means of forecasting profits, financial
position, cash requirements, etc., for
decision making by top level management.
With more complete knowledge of
the full business, management was able
to move ahead in its short and long
range planning. It was strengthened in
its setting of specific future objectives
and in creating of the path upon which
to achieve them.
This now available data was enhancing management's ability to make
the most profitable decisions in a market of increasing competition.
Use of the budget reporting system
began to provide a clearer understanding and acceptance of the factors of expense for which a particular individual
might be held accountable. As this assistance to various levels of manage-

PROFIT MANAGING
Continued from page 71
percent -to -sales and ROI bogies, the
first task is to determine the sales volume to be budgeted. Here again there
is a natural motivation to select a reasonable level. If budgeted volume is too
high and if indirect costs are similarly
budgeted, the division will have great
difficulty in reaching the percentage bogies if budgeted sales do not materialize.
The division management group —ineluding enough senior managers to provide adequate knowledge and experience —and aided by the division's own
financial analysis —must now optimize
the dollars between the budgeted sales
volume and the profit bogies. The categories of costs described earlier in this
article, form a natural pattern for such
an allocation, with the amount for each
category- -and each type or function
within a category —being judiciously,
analytically and artistically determined.
On a short-term basis, the committed
cost and non - division cost elements of
MANAGEMENT ACCOUNTING /JUNE 1969

ment continued, use of the basic theory of profit center, line of business, or
of responsibility accounting was in- divisional reporting.
Through the use of this technique,
troduced.
the
administrating officer of each operExpense was now thought of as related to a responsible person, giving it ating division receives those reports of
his responsibilities. The reports are so
greater meaning for control purposes.
A greater authority to act accom- integrated that summary figures can be
panied this new recognition of respon- readily traced to all levels of responsisibility. Each manager had a better idea bility in the division. This has provided
of what was expected of him and the helpful data in discussing actual results
basis upon which he could be evaluated. and their relation to plan with lower
This strengthened the systems for man- and executive management.
The scope of the information is deagement information and control of
signed
so that summarization, of the
managers.
It also caused a review of and change data for each operating division and
in the account structure to obtain more those corporate expenses of an adminisrealistic direct expense charges that trative nature, shows the effect of each
could be increased or decreased by deci- upon the overall company earnings.
sion of the unit manager. This more From this, executive management has
clearly identified the controllable ex- been supplied with an effective basis for
penses for each manager. The operating taking any necessary actions.
reports became more meaningful for expense control and further improved Summary
The designing of and continual immeasurement of the manager's capabiliprovement in budgeting and reporting
ties.
Maintaining the importance of chang- techniques has created better planning
ing financial report format to meet and control of company funds and
changes in the business, revisions were achieved more effective presentation of
made when the company was divided financial data.
into five major operating groups. Each
Executive management, in its respongroup being entirely different in the sibility for shaping a successful ecoeconomic problems to produce and mar- nomic environment for the company,
ket their products, created differing ra- has thus been helped in its direction of
the profitable objectives which have
tios of profitability among them.
This occasioned change to the theory been achieved.
the division's budget plan are essentially ment group so that these issues can be
forecasts of what charges will be in- adequately evaluated.
curred. Also, the product costs, associated with a given volume and mix of sales, Conclusion
are more dependent on accuracy in foreThe greatest immediate benefit reacasting than on budgeting decisions, al- lized from introduction of the Profit
though operating managers responsible Managing system was the improved usefor various elements of product costs do fulness of internal operating reports —
operate against tight —but attainable — their greater understandability to and
budgets.
impact on operating managers. This
The "top- down" budgeting technique pattern of arranging costs, with all exis mainly concerned with indirect costs cept the directly variable material and
— operating and strategic, with the chal- labor cost of producing the product
lenging questions mentioned earlier in shown at input, with virtually no allothis article being guides to budgeting cation of occupancy or similar costs to
decisions. For operating costs, past his- or among departments, and with comtory, fixed vs variable analyses and man- parison to plan on the same basis —has
agement judgment of what people and made it possible for operating managers
expenses are needed to do the essential to better understand the financial rejobs efficiently are the determining fac- ports they receive.
tors. Balancing ability to afford with the
One full year's experience —plus now
estimated strategic value really deter- completed budgets for 1969 —with these
mines the strategic cost portion of the budgeting and internal reporting techdivision's budget. These "top- down" niques give us, and Motorola's managemanagement decisions — ideally — should ment, confidence that our 1967 change
be made by the division's top manage- was wise. Time will really tell.
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the upper echelons of business and government. At the same time we should
maintain the highest possible quality of
service and membership.
Alexander J. Lindsay
President, 1954 -55
Denver, Colo.

experience with NAA, I am positive the
Association will make available the
tools required to allow the accountant Phenomenal, but Not Surprising
to become a leader in solving the business and social problems of the United To the Editor:
I have been a member since FebruStates.
Firman H. Hass ary 12, 1920, and have been honored
President, 1966 -67 with the presidency of both NAA and
SCMS [Stuart Cameron McLeod SoDetroit, Mich.
ciety], and under the provisions of the
Constitution I am still a director of
NAA as long as I remain a member of
No Easy Challenge
the Association.
To the Editor:
Under these circumstances I never
expect
to lose interest in NAA, its
The challenge of today to our organprogress
and its growth —both of which
ization is not a simple nor an easy one
have been phenomenal but not sur—nor has it been in the past.
The relevance of the past, present prising to me considering accountancy's
and future —in proper perspective —of basic need for it, and its continual good
NAA cannot be overemphasized. Our management.
Logan Monroe
outstanding accomplishments, our sucPresident, 1949 -50
cess and solid growth during the past 50
years are the best evidence of what can Mentor, Ohio
be accomplished in the future. I am
most confident and optimistic.
NAA has pioneered and rendered im- Factors in NAA Success
measurable service and benefit to business of all kinds, government, education To the Editor:
Two of my partners were among the
and society in general; to mention a few
of the more important and better known 60 or 70 men who attended the meetareas: standard cost accounting, budget- ing in Buffalo in October, 1919, when
ing, profit control, return on investment, the Association was founded. William
direct costing, electronic (high speed) M. Lybrand was elected first vice president and then served two terns as
data processing, etc.
Our responsibility and service to the president. Walter Gee was elected a
business, education, political (in the director and served continuously in varbroad sense) , social and economic fields ious capacities until he became presimust, and will, continue and be effectu- dent in 1930. They both devoted much
ated in a rapidly changing, highly tech- time and thought to establishing the
nological and complex world. I am new organization on a sound basis.
The organizing group chose as the
pleased with what NAA is doing in forfirst secretary, Dr. Stuart C. McLeod.
eign communication.
Perhaps because of my own experi- He was a natural. An inspirational
ence of some 37 years in NAA, I place leader, an excellent judge of men, tacta great deal of emphasis upon the value ful, resourceful, full of energy, and
and substantial benefits of NAA to the everybody's friend. It was a joy to know
him and more to be with him. To him
individual member.
The Association always needs younger belongs the primary credit for its outmen, new blood, to replace older mem- standing growth and accomplishments.
I think another major factor in the
bers as the latter become inactive or reearly
growth was the requirement that
tire. It is most gratifying to observe new
members, at chapter and national levels, each chapter hold monthly meetings
grow in stature, knowledge and poise with dates and speakers arranged well
to become leaders. We must continue in advance. To assure that this was
to attract accountants, executives, fi- done, chapter financing was controlled
nance and management personnel from at national headquarters. After a few
MANAGEMENT ACCOUNTING /JUNE 1969

years, this policy was supplemented by
the Stevenson Trophy competition, providing financial rewards to the chapters
for individual and chapter effort.
Lastly, of course, the Association's
present position could not have been
attained without the interest and devotion of the members and officers,
both chapter and national, including
those men who succeeded Stuart McLeod. It is a remarkable organization
and I am looking forward to attending
the 50th anniversary celebration in
June.
William F. Marsh
President, 1937 -38
Pittsburgh, Pa.
Incalculable Contribution
To the Editor:
When NAA was first organized 50
years ago under the imaginative and
dynamic leadership of a very practical
Scot — Stuart Cameron McLeod —management accounting in the United
States was in its infancy. The major
companies listed on the New York
Stock Exchange published annual accounts for their stockholders which
were duly audited by certified public
accountants, but well devised cost and
inventory keeping systems were few
and far between. Corporate comptrollers, and the few cost and plant accountants as we know them today, had
started out largely as bookkeepers and
had no expert knowledge of their jobs
such as today's management accountants. There were few publications available to them on management accounting
and no sources they could turn to to
improve their knowledge. Many corporations could not even close their annual accounts without the help of the
CPA.
Over these 50 years NAA has,
through all its activities, made an incalculable contribution to the development of the many thousands of highly
skilled management accountants without which modern industry could not
function.
The changes in the period since the
end of World War II have made many
of the corporate record systems in existence before that date obsolete —and
the process of obsolescence is continuing at an accelerated rate. With the
vast amounts of money which corporations are spending on research and deContinued on page 84
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NAA Charter Member Recalls
C. G. PHELPS, ONE OF TW O SURVIVING CHARTER MEMBERS, IS AN

C. G. Phelps, an active amateur photographer, gauges his subject before taking shot.
(Photo from Del Webb Corp.)
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It was almost a year after the Versailles
treaty ending World War I had been
signed and the country was re- tooling
for a peacetime economy. C. C. Phelps
was a young accountant employed by
the Fulton Co. in Knoxville, Tenn. One.
day he read in Iron Age that an association of cost accountants was being organized; he wrote to the organizers say
ing he was interested.
Thus began a 50 -year association with
N.A.C.A., and then NAA, which has
brought educational benefit, relaxation
and fellowship to Mr. Phelps. He became one of the original 97 chartering
members of the National Association of
Cost Accountants and is one of the two
surviving members of this group. Philip
J. Warner, past national president of
the Association, is also listed as a charter
member.
Mr. Phelps' memory is still fresh
about the early days of the Association.
He recalls meeting Major J. Lee Nicholson, who is considered the founder of
the organization, and Stuart C. McLeod, the first secretary. He still treasures a certificate of membership dated
October 14, 1919, and signed by "Doc"
McLeod and J. Lee Nicholson.
"As you probably know," he told
MANAGEMENT ACCOUNTING, "Nicholson later organized the J. Lee Nicholson
Institute of Cost Accounting. And I
have a certificate of having completed
his postgraduate course in Cost Accounting, dated the 24th of June, 1924,
and signed by Nicholson, President, and
T. Rylands, Secretary."
MANAGEMENT ACCOUNTING /JUNE 1969

Early Years
EMERITUS LIFE ASSOCIATE WHO LIVES IN SUN CITY, ARIZ.
During his early career, Mr. Phelps
was very active in the Association. Not
only did he help charter Grand Rapids
Chapter in 1935, but he has a record of
attending the first ten years of consecutive meetings of the chapter. He
never attended a national conference
but says he did attend a few regional
meetings.
"I had a complete set of the Publications of the N.A.C.A. and a number of
years ago 1 gave them to the Grand
Rapids Chapter which in turn turned
them over to the Grand Rapids, Mich.,
Public Library. Since then I have not
kept the publications."
T o the best of his recollection, another charter member, George Aman,
was the man delegated by Major
Nicholson to find a secretary to set up
and run the new organization. "I
worked several years with George and
it is my understanding that he located
Doc McLeod, who was working for the
Standard Oil Co., somewhere in the
New England states."
Whenever Secretary Stuart C. McLeod attended a meeting in his area, Mr.
Phelps managed to talk with him. "He
always had some good stories to tell."
From June 1929 to December 1958,
C. G. Phelps was secretary and treasurer
of the Wolverine Brass Works in Grand
Rapids, Mich. He retired 11 years ago
and "for the last six years I have been
living in Sun City, Arizona, as I could
see no reason to fight the snow and cold
in Michigan."
Sun City is a community designed
M A N A G E M E N T AC CO UN TIN G /J UN E 1969

and built by the Del Webb Corporation
for citizens who have retired. The community includes facilities for many
different types of recreation, including
golfing, dancing and swimming.
Act iv e in Reti rem ent
Although Mr. Phelps is retired, he is
still very active in the local camera club
and has made a number of trips around
the country. He estimates that he has
been in every state in the Union, in
addition to Canada and Australia.
He has always been interested in

photography. "I have had a camera
since I was 12 years old." He has taken
approximately 20,000 color slides on his
many trips.
Mr. Phelps is one of approximately
2,000 NAA members granted Emeritus
Lift; Associate status by the Association.
The Gold Card mean s that th e holder
has been a member for at least 20 years,
or for ten years, if five of them include
service as an elected chapter or national
officer or director. Emeritus Life Associates do not pay dues but may continue
to

receive
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Mr. Phelps 's original members hip certific ate (above) shows signatures of first President J. Lee Nicholson and first Secretary Stuart C. McLeod. It's dated O ct. 14, 1919.
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velopment, it is obvious that even
greater changes are going to take place
in the future affecting every aspect of
corporate and individual life. It is
going to be an interesting and challenging future for all who keep abreast of
the times. Continued and even greater
participation in NAA activities will be
of immeasurable help to the management accountant in preparing for the
future.
John B. Inglis
President, 1958 -59
Blairstown, N.J.
NAA and Transition
To the Editor:
Many of us have benefited by active
participation in chapter activities, serving on chapter boards of directors and
advancing successively to chapter leadership. The personal relationship with
members of national boards of directors

and national staff has been most rewarding and provided a means of keeping informed of NAA objectives. NAA
publications are outstanding, representing as they do, a cross - section of experience embracing all areas of business
activity in the field of accounting and
financial control, and providing a library
invaluable for reference.
In the earlier days of the Association
the emphasis was placed on cost accounting, but with the passage of time
the field was expanded to embrace all
areas of financial accounting and control. The value of careful planning
through budgeting, accounting and financial control has received increasing
acceptance by management as the need
was recognized, and NAA has broadened its scope to include all aspects of
"Management Accounting."
My business connections in manufacturing covered a period of more than
30 years, followed by 15 years in commercial banking up to this time. The
lessons learned from industry, and more
particularly, the experience gained by

my association with NAA, made the
transition from industry to banking
both interesting and easier than would
othenvise have been the case.
Change has become a way of life and
through technological development we
have observed that NAA has kept pace
with the transition from procedures and
limited machine applications to the
more sophisticated age of computers.
NAA can be proud of its contribution
in providing both material and manpower to meet requirements and to fill
positions of responsibility throughout
industry.
The foundation established by NAA
as an association over this first 50 years,
and the place it now occupies, leaves
no doubt as to its continuing growth
and progress in the future. Congratulations to the Executive Director, the
present staff and Board of Directors are
most appropriate on the occasion of this
50th Anniversary.
H. A. Papenfoth
President, 1951 -52
Plainville, Conn.
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Management acquiring new companies rarely buys a pig
in a poke. Once acquired, however, the new facilities need
complete and objective valuations of assets.
What is the real worth of plant, equipment, goodwill, patents, licenses, contracts, and engineering drawings?
Marshall and Stevens pokes into acquisitions with thorough, detailed precision for leading conglomerates and
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BOSTON
185 Devonshire Street
CHICAGO
120 S. Riverside Plaza
DAL LAS
312 Stemmons Tower East
DETROIT
17500 W. Eight Mile Road
LOS ANGELES
1645 Beverly Boulevard
MINNEAPOLIS
930 Plymouth Building

MARSHALL AND STEVENS INCORPORATED /

NEW YORK
25 Broadway
PHILADELPHIA
1420 W alnut Street
PORT LAND, ME.
142 High Street
ST. LOUIS
314 North Broadway
SAN FRANCISCO
918 Fox Plaza
W ASHINGT ON, D.C.
1629 K Street, N.W.

APPR AI SAL S

The national appraisers with fully - staffed local offices

84

MANAGEMENT ACCOUNTING /JUNE 1969

NATIONAL ASSOCIATION
OF ACCOUNTANTS
Q

1919 ?

1969

MILESTONES
1919

Founding of Association in Buffalo, N. Y., by Major J. Lee
Nicholson and 37 others. Major Nicholson elected first president.
Stuart C. McLeod named first secretary.

1920

First chapter chartered, in Chicago; first Annual Conference, in
Atlantic City.

1924

Stevenson Trophy Competition inaugurated; death of Major
Nicholson.

1925

N.A.C.A. BULLETIN started.

1927

Remington Rand Trophy Competition is inaugurated.

1932

Carter Trophy Competition is begun.

1934

Spot Club (Stuart Cameron McLeod Society) started.

1935

Library established at national office.

1943

First international chapter ( Cuba) chartered.

1944

Death of Stuart C. McLeod; Wyman Fiske named secretary.

1945

Research Committee established.

1948

Arthur B. Gunnarson named national secretary.

1949

Lybrand Awards created; N.A.C.A. BULLETIN becomes monthly
publication.

1957

N.A.C.A. becomes National Association of Accountants (NAA).

1959

Student Publication Service inaugurated.

1961

Rawn Brinkley named national secretary (executive director).

1962

Mexico Chapter chartered.

1964

First South American Chapter ( Buenos Aires) .

1965

NAA BULLETIN becomes MANAGEMENT ACCOUNTING.

1967

Chapters Chartered in France and Italy.

1968

MANAGEMENT ACCOUNTING is enlarged and format is changed.
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