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And local businessmen can
help. Now.
This summer.
While there's still time.
Thousands of disadvantaged
school youngsters will
soon be out of school
and looking for jobs.
Waiting for a chance to work at
becoming a better citizen.
The corporate giants are
already hiring. The
Government is already helping.
But we need to reach
Main Street. We need to
reach you. Because without
the support of every local
businessman, we cannot
succeed. What can you do?

No business is too small to
help. Think about an extra
pair of hands for the summer.
Think about a bright
youngster filling in vacation
gaps. Think about next
summer —and the one after
that —when you'll have an
"experienced beginner" to
call on for extra help.
Do yourself a favor. Give a
kid a break this summer.
Do it now. Call the National
Alliance of Businessmen
office in your city.
SUMMER
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NOW

Each one hire one.
Hire one young man or
woman. Hire more if you can.
But, at least, hire one.

National Alliance of Businessmen
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By Dudley E. Browne
Our propensity to deal only with the narrowly conceived accounting issues
prevents us from recognizing that we are often
ten involved with the most basic
political and economic concepts. Such a recognition would make us better
prepared to deal with these issues successfully.
COMPARABILITY IN ACCOUNTING
10
By Arthur R. Wyatt
When noncomparable data, produced by acceptable alternative accounting
methods, are presented as though they are comparable, they become comparable in the eyes of the user.
BASIC PRINCIPLES OF PENSION FUNDING AND APB OPINION NO. 8 15
By Paul D. Halliwell
A number of methods for determining pension costs are discussed and hypothetical cases under each method are compared.
THE QUESTION OF UNIFORM ACCOUNTING STANDARDS
20
By Forrest L. Heuser
The nature of the accounting process is reviewed in terms of uniform accounting standards required in government procurement. A comparison is
made of the normal accounting requirements for a commercial company as
opposed to a defense company.
THE KELSON HAPPENING
24
By J. Fred Bienz
A case study which shows how a small company can adapt to third generation computers at a reasonable cost, and within the scope of its accounting
ability.
AD HOC RESEARCH IN SMALL COMPANIES
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By John H. Hennessy, Jr.
Small company executives can readily understand and control operations research of the heuristic type.
THE TREATMENT AND DISCLOSURE OF
RESEARCH AND DEVELOPMENT EXPENDITURES
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By Bryce B. Orton and Richard D. Bradish
The findings presented here are based on interviews with controllers and
financial analysts as well as questionnaire results and a survey of the annual
reports.
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The year 1968 -69 was a special year for NAA members and all those who
care about the Association and the progress in the field of management
accounting. Throughout the year, we carried materials devoted to the
theme of the 50th Anniversary. We wrapped it up with our Anniversary
Issue in June.

It was also a year in which we introduced our new format and expanded
our service to the reader. Thus, while celebrating our fifty years of accomplishment, we also feel very young —in many ways our publication is now
just about one year old.
As of this year our volume end s wit h the June issu e —it will run from

Micha el R. Clonev

July to June to coincide with the NAA fiscal year. This is also the first
time that our topical index appears as part of the regular issue. In previous
years, topical indexes were published in August as separate sections to accompany the last issue in each volume. Thus, the index contained in this
issue covers ten issues (September 1968 —June 1969) instead of twelve. How ever, thanks to the enlarged size, we have been able to present to our readers
more contributions in this tcn -month volume than was possible in any pre ceding twelve -month volume.
Volume XLIX ( September 1967— August 1968) included 119 articles,
40 letters to the editor and 137 book review notes. Volume L (September
1968 —June 1969) contains 138 articles, 64 letters to the editor and 169
book review notes.
At the same time, we have made every effort to maintain our established
standards of quality and even move a ,little forward with respect to the

—
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Readers React

To the Editor:
In response to the article "Product
Line Accounting: The Proposed Regulation and Its Effects," by Larry Fair
that appeared in the November 1968
issue, I think more emphasis should
have been given to the fact that the
three groups mentioned (AICPA, Securities and Exchange Commission, and
Financial Executives Institute) are now
cooperating in this endeavor to bring
about better financial reporting.
As far as product line accounting is
concerned, I believe we find that most
people and groups take a very extreme
position in their thinking regarding this
complex problem. They either believe
there should be complete product line
reporting or none at all.
A great deal more cooperation and
liaison will be needed between the interested groups to fully resolve this
problem. If we are to reach the goal of
4

To the Editor:
Opportunities in College Business
Management
To the Editor:
Education is the largest enterprise in
this country, spending $ 56 billion in
1968. In 1978 it will spend $80 billion.
Higher education is the fastest growing
segment of the picture. There are about
2,400 colleges and universities, with new
starts averaging one per week.
This rapid expansion leads to a rapid
increase in job opportunities in the business management. As new jobs are created, promotional opportunities are created for large numbers of persons.
One interesting feature of our field
is the closeness which we enjoy with
our counterparts in other institutions - o u r competitors if you will. From
these relationships springs a much
greater job opportunity than is typical
in the industrial world. From time to
time we receive requests from our sister
institutions for talented persons. Frequently we are able to respond with
names of staff members who we believe
can fill the positions.
The universities traditionally have
been able to offer some things in the
way of staff benefits which are quite
unique. One of the opportunities for
professional staff members is the availability of a graduate school which they
may attend on a part-time basis.
The road to managerial positions is
not always clear, but in college business
management it is certainly wide open
and there is plenty of room at the top.
The management accountant should

I read with interest "On Livestock
Cost Accounting: A General Proposal,"
by Mr. Nicholas J. Gonedes, in the
November 1968 issue.
I would like to make known to my
fellow readers some excellent references
pertinent to the depreciation of an asset
such as the dairy cow.
A depreciation method was proposed
by the late Professor DR Scott to fit
the needs of owners of such assets as the
dairy cow. Scott called the method "the
discount method." It actually is a refinement of the better -known "compound interest method"
Predicated on the premise that "cost"
is "a discounted value of future returns,"
the discount method recognizes negative depreciation in the early (non-productive and low - productive) years of a
cow's life. The negative depreciation
represents income on P/ L while the
asset appreciates on the books of the
owner. The appreciated value subsequently depreciates during the cow's
productive years.
The discount method is presented in
detail in "Depreciation and Repair
Costs," The Accounting Review, Vol.
IV (June, 1929), pp. 116 -120. DR
Scott's writings on the subject, including
other pertinent articles, have been reproduced in Collected Writings
DR
Scott, A Memorial Volume, Kvam and
Bauer, Lucas Brothers Publishers, Columbia, Missouri, 1964.
Allen B. Bess, CPA
Professor and Head
Accounting
Department
University Evansville
Evansville, Ind.
of

Product Line Reporting

Livestock Costing

of

This letter is not a reaction to any
particular article In MANAGEMENT ACCOUNTING but rather to the articles in
general.
The calibre of the content is of a high
and sometimes distinguished order but
in this fact lies the rub.
Should articles be selected for publication which contain mathematical
principles or engineering related concepts beyond the scope of the rank and
file practical accountant? Or should the
articles be of a more median type which
would benefit the greater number of
readers?
So I pose the question through you
to our readers. What are their feelings
regarding the content of NAA articles?
Aaron Archie Smith
Controller
C 6 S Wholesale Grocers, Inc.
Worcester, Mass.

not overlook his potential in this field
of his profession.
Howard R. Cottrell
Controller
University of Michigan
Ann Arbor, Mich.

of

To the Editor:

comparable financial reporting they will
have to establish guidelines and furnish
a practical as well as meaningful basis
for making the allocations necessary to
any product or division profit reporting.
William M. Hartmann
Treasurer
Jacuzzi Bros., Inc.
Little Rock, Ark.

of

The Calibre of the Content

MANAGEMENT ACCOUNTING /JULY 1969

A

4

i
.,

Ilk

.. I -0
I

f

A d

Id

1

1

i fferent mach one
i n seconds.
The Olivetti P -203. Anything an accounting
machine can do, it can do better.
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CPA' s to Audi t
Pe r Sh ar e Ea r ni ngs
Companies will have to include earnings
per share figures in the audited financial
statement contained in annual reports,
under new standards announced by the
AICPA. Such inclusion was recommended
by the Accounting Principles Board in
1966. Now it has been made mandatory.
The new ruling will require companies
that have issued convertible securities,
options and warrants to report two
earnings per share figures on the income
statement. One will be a "primary"
earnings per share figure based on the
outstanding common shares and those
securities that are in Substance
equivalent to common shares and have a
dilutive effect. The other will be a
fully diluted earnings per share figure,
based on the common shares that would be
outstanding if all convertible securities
and stock options and warrants having a
dilutive effect were converted or used.

Compan i e s T ak e S te ps to Ea se
Expe ns e s of R e l oc a t i n g O ve r s e a s
To make relocation overseas more
attractive, companies are offering a
variety of extras to transferred
employees. This includes helping the
employee to sell his house, providing
allowances for travel and in- transit
living, for storing and transporting
household belongings, and for securing a
house overseas. Half the companies will
buy the house outright, according to a
survey of 56 companies conducted by The
Employee Relocation Real Estate Advisory
Council. The results of the survey were
published in The Conference Board Record.

Medical Record Librarians. Copies are
now being sold by the Professional
Publications Dept., AAMRL, 211 East
Chicago Ave., Chicago, Ill. 60611.

Ar thur Y oung Ch ai r Establ i she d
An Arthur Young Professorship in
Accounting has been established in the
Ohio State University College of
Administrative Science. Fifteen Ohio
State graduates, all active partners in
the CPA firm, have provided for the
professorship through a grant of $150,000.
An outstanding accounting educator will be
selected to fill the chair.

B l e vi ns Is FEI Pr e si d e nt
Herbert H. Blevins, vice president management information systems, Merck &
Co., Inc., has been elected president of
Financial Executives Institute.

Effec t of Infl ati on on Cor por ate Repor ti ng
A field test conducted by the AICPA
indicates that many corporate financial
statements would be significantly
different if they reflected the
inflationary pressures on prices over the
past few years. After restatement for
inflationary factors, net income was a
smaller amount in most companies, but
larger in some others. The report, which
is published in the June issue of The
Journal of Accountancy, seems to support
the recommendation of a previous Institute
research study that supplementary
presentation of general price -level
financial statements would be potentially
useful to shareholders and other users of
corporate reports. The Accounting
Principles Board is presently considering
a proposal that this information be
disclosed on a voluntary basis.

EDP for Me di cal Re c ord Libr ari ans
A new monograph titled "Systems Concepts
and Data Processing Methods: An
Introduction," aims to bring data
processing to the medical records field.
The author takes the hypothetical case of
a hospital census listing and shows how to
evaluate and upgrade it by applying basic
principles of systems analysis and data
processing. The monograph is the first of
a series planned by The American Assn. of
6

First DPMA `Man -of- the -Year'
Aw a r d G oe s t o W oma n
The Data Processing Management's Assn.'s
Computer Sciences Man -of- the -Year Award
has been awarded to Cmdr. Grace M. Hopper,
director, Navy Programming Languages
Group, Office of Information Systems
Planning and Development, U.S. Navy. The
award is given for an outstanding
contribution to information processing.
MA N A G E M E N T AC CO UN TING / J U LY 1969

Progress in Corporate Financial
Reporting
OUR ACCOUNTING ISSUES ARE OF A MUCH DIFFERENT NATURE WHEN VIEWED IN THE OVERALL CONTEXT OF
ISSUES FACING OUR SOCIETY TODAY

Dudley E. Browne
Whatever may have been the problems
we thought we had in the field of financial reporting, they have been added to
in spades by recent court decisions.
Reference is being made to such cases
as Texas Gulf Sulphur, BarChris Construction, Westec, Continental Vending
Machine, Yale Express System, and
Law Research Service, Inc. The common thread which runs through all of
these decisions is the willingness of the
judiciary to conduct legislative excursions in the field of financial reporting
similar to what has been done in school
desegregation cases and other cases concerning the First and Fifth Amendments. Not only has the court seen fit to
assess judgment on the basis of what
ought to be, rather than what the law
is, but they have also seen fit to apply
their decisions on an ex post facto basis.
While we may profess a deep and
abiding interest in better and more
complete disclosure in our financial reporting, the courts are going at it in another way and with ever increasing fervor, attaching more and more liability
to those who are concerned with financial reporting. Thus, with a desire to
better our financial reporting, we find
that further extensions in information
carry increased liability for the report
preparers. This is hardly an environment that will encourage the submission of better financial reports.
One of our greatest difficulties in atMANAGEMENT ACCOUNTING /JULY 1969

tempting to solve what we identify as
"accounting problems" has been our
propensity to put on accounting blinders
and attempt to deal only with what we
consider to be accounting issues. This
does not seem to me to be the full extent of our activities. Instead, we are
dealing with some of the most basic
concepts of politics and of economics,
and in every one of our decisions with
respect to generally accepted accounting
principles we either wittingly or unwittingly disclose our basic political and
economic beliefs.

DUDLEY E. BROWNE

San Fernando Valley Chapter (Los
Angeles 1938), is Group Vice Presi-

dent— Finance and Administration
and a director of Lockheed Aircraft
Corp., Burbank, Calif. Mr. Browne,
who is a CPA, holds a B.A. degree in
economics from the University of
California at Los Angeles. He was a
Hoover Commission task force member on budget and accounting. Mr.
Browne is a previous contributor to
MANAGEMENT ACCOUNTING.

Investment Tax Credit—
An Example
An example to illustrate this point is
the investment tax credit. The problem,
at least accounting -wise, is quite simple.
All we have to do is determine whether
we shall record the credit using the flow through or the deferred method. But
we seem inaipable of answering this
question without determining the relationship of accounting to the powers of
our federal government.
If we believe that economics and accounting should be superior to the powers of government, we simply adopt the
deferred method. If, on the other hand,
we are inclined to feel that the government is somewhat omnipotent and has
control over such issues, we believe that
the flow - through method is the proper
method to reflect the investment tax
credit.
In seeking an answer to this dilemma,
we gain little by discussing the relative
merit of the two methods of accounting.
Price Level Changes— Another
Problem
We have a similar problem in the
area of price level accounting. The constant erosion that has taken place over
the last decade in the purchasing power
of our dollar is, at least to some degree,
a fact upon which we can all agree.
Most of us are aware too that we have
a basic accounting convention that assumes we will have a stable monetary

unit. What we should do about it when
we recognize that we do not have a stable monetary unit seems at first blush to
be a very simple accounting problem.
Most of us feel that we have the methodology by which to handle this dilemma and the capability to present these
effects of price level changes in our financial statements. Yet to do so must
somehow or other be based upon the
assumption that we are content with a
constantly changing purchasing power
of the dollar and we expect such
changes to continue in the future.
We are certainly aware that inflation
is the most insidious form of taxation.
It seems to me, in determining how to
treat price level changes in accounting,
we must reflect our basic beliefs in the
realm of politics and economics. The
foundation of our capitalistic free enterprise system is founded on the concept of a stable monetary unit —a stable
monetary unit which, hopefully, will induce savings. If we are to abandon this,
where are we to go?
Pierre Rinfret has described what
took place in France over the last several decades. Because of constant inflation and successive devaluations, the
French people have developed an understandable aversion to savings. Without
an interest in savings, there could be no
mortgages, and without mortgages there
could be no new houses, and without
new houses there would be a shortage
of housing. This required regulations
and priorities with respect to those who
would reside in the houses, which led to
a black market and under - the - counter
payments.'
The APB and Its Pronouncements
In a limited democracy, such as our
republic, the majority has a clear obligation not to run roughshod over a minority, which would violate the latter's
rights, but rather to seek an accommodation with the views of the minority.
Were we to read between these lines,
we would find that our divergent practices in accounting are but a reflection
of our most basic political beliefs. Since
the final test of any organization is its
acceptance, failure to accommodate minority views presages a shortened existence.
The Accounting Principles Board has
failed in this regard, and in so doing, is
on the threshold of moving the scene of
action from open discussion of various
Pierre Rinfret, "Inflation —So What ? "—The Institutional Investor, August 1968, p. 18.
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views to a crass concern over the makeup of the Board itself. It would not be
surprising to see an all -out battle by
some to change the present composition
of the Board in order to attain an increased receptivity of their views.
From discussions in which the writer
has been a party, it appears that company presidents who have in the past
responded to calls by the APB for opinions on proposals are distressed by their
feeling that they were asked to participate in a rigged game. They know, for
example, that the majority of their
group evidenced opposition to APB
Opinion 11. It is incomprehensible to
them, knowing this, why an opposite
view was taken.
One of my concerns, therefore, is
where our financial reporting concepts
fit into our total economic environment.
And in this context, environment is defined to include our form of government, a republic of limited democracy
and protection of minorities, and our
economic system of capitalistic free enterprise. I have assumed that our deliberations on accounting matters would
be viewed against this setting, and that
our actions would be in harmony therewith and serve at least to protect, if not
to better, our political and economic
heritage.
Apparently my assumptions have
been unfounded. We find that those in
whom we have entrusted the task of
determining generally accepted accounting principles usually put on their accounting blinders before attempting to
solve what appears to them to be solely
accounting problems. The members of
the APB must either take off their accounting blinders or invite people who
have a greater appreciation of the overall issues found in today's financial reporting to get more closely involved in
the Board's activities.
Accounting Principles and Politics
I do not want to sound like a politician in this paper and I do not intend
to get into the matter of law and order.
But in this time of turmoil— reflecting
as it does a passionate concern over individual liberty and civil rights —it is
appalling to observe the contrast between this concern over the liberty of
individuals on one hand compared to
the constraints we seek to place on
management, independent accountants,
underwriters and analysts. These constraints are justified, seemingly, by a desire to protect the investor.

In the individual area, we have gone
to great lengths to reaffirm our faith in
the individual, the right of free speech,
the right to be represented by counsel,
and protection against duress and self incrimination. In the field of business,
however, we seemingly have forgotten
all of these principles and pile rules
upon rules, regulations upon regulations,
statutes upon statutes, and judicial decisions upon judicial decisions that are
based on the malfeasance of a few but
are applied to all. Sometimes I wonder
why the American Civil Liberties Union has so ignored us.
Felix Morley has observed: "Indeed
it is impossible to read even the bare
text of the Constitution at all carefully,
without realizing that the American Republic was specifically designed to safeguard individual enterprise against the
112
State. In our quest for more disclosure, more information, comparability
and segmented reporting, we move constantly toward the socialization of business decisions. Like our government,
our decisions will become more delayed
and more ineffective as we seek beforehand to ensure their acceptability. In
moving ever in this direction, we erode
the guiding spirit of our capitalistic free
enterprise system.
Conflicting Objectives
I have mentioned the foregoing because we have a host of conflicting objectives, derived from many different
disciplines, that we must compose if we
are ever going to make progress in the
field of financial reporting. The nature
of our problem suggests that the application of some concepts of system analysis might be fruitful. But to do so requires some effective norm whereby
system effectiveness might be measured.
Certainly we are going to have to weigh
and balance our conflicting viewpoints
and make tradeoffs between our alternate choices. Lacking any clear and unified statement having a semblance of
acceptability, we are lost.
Somehow we are going to have to
get down to the nitty -gritty and define
the purpose or objective we seek to accommodate in our financial reporting.
And when we do, we must also exercise
care to assure the preservation of our
concepts of government and economics.
Others besides accountants are concerned with financial reports. A list of
those who share this concern is quite
■ Felix Morley, The Powe r in the Peo ple, D. Van
Nostrand Co., New York, 1949, p. 27.
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lengthy; it includes: (a) shareholders,
present and prospective; (b) institutional investors; (c) financial analysts;
(d) credit grantors; (e) the government, with its separate interests regarding security regulations, antitrust, and
consumers; (f) independent auditors;
(g) academe; and (h) management.
Trying to compose the views of eight
separate groups which are affected by
financial reporting is difficult enough.
But the views found in any one of these
groups are by no means homogeneous.
I would like to evidence this by citing
two examples. The first is found in a
paper recently written by Charles T.
McCarraugh, in which he sets forth the
views of the credit grantor .3 He wrote:
"Credit grantors are not in agreement
as to the information they need, for
there seems to be no uniform opinion
even among bankers as to just what procedures are to be followed in arriving at
a credit decision. However, one fact
should be self evident: that although it
is clearly the responsibility of the credit
grantor to make the assumptions necessary for him to arrive at his credit decision, he must have confidence in the
underlying data, the corporate financial
report."
In another paper, William C. Norby,
citing the views of the financial analyst,
wrote: "Financial analysis has not yet
developed any rigorous method of correlating all of this information and indeed the nature of the problem may
preclude it." 4
Certainly, our attempt to compose
these diverse and conflicting interests is
a Herculean task. It is unlikely that we
will make any real and lasting progress
in this direction if we constantly enact
opinions at the procedural level before
we deal with some of the basic principles.
Change and Our Present
Mechanism
Though the word "change" has been
greatly overworked and is in most cases
not necessarily synonymous with progress, none of us is prepared to doubt its
impact. All of us in the field of business,
being confronted with constant change,
have seen fit to decentralize more and
more in order to place our decision making closer and closer, hopefully, to
+Charles T. McCarraugh Senior Vice President,
Northwestern National Dank of Minneapolis, in
his paper delivered at the symposium on corporate
financial reporting, Absecon, N.J., Nov. 7, 1968.
4
William C. Norby, Senior Vice President, Harris
Trust and Savings Bank, in his paper delivered at
the symposium on corporate financial reporting,
Absecon, N.J., Nov. 7, 1968.
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where the facts are. It seems to me that
we have done just the opposite in our
approach to determining what constitutes generally accepted accounting
principles.
Here we have built a structure to deal
with the issues at the top, a position that
is as far removed from the firing line as
we can possibly make it. And yet, the
decisions enacted by the Board, of necessity, will be no better than its anticipation of the problems to which these
decisions will be applied. What we do
today will surely have to be changed tomorrow if we are to stay abreast of our
changing environment. We seem, however, to be resolute in our desire to cast
all decisions in concrete as a monument
to our failures.
In its present form, I would say that
the APB will in all probability be the
last to adopt the new and the last to
discard the old. If we are going to keep
accounting progressive, we must encourage experimentation and permit the
testing of new ideas in the marketplace.
The market accorded to a company's
securities in some measure reflects that
company's management's concern and
care with respect to its financial reporting. We should be most cautious before we rule out this role of competition under the guise of seeking comparability.
Two things are certain. Management
has the most to gain from increased
utility of financial reports and, conversely, the most to lose by concealment
or the loss of confidence in its financial
reporting. What is not usually covered
is the fact that management also has
the responsibility to ensure that its financial reports are not misleading,
whatever the guise under which changes
may be promulgated. With its current
predilection for achieving comparability,
the APB is driving underground more
and more information in financial reports. What is not said or alluded to is
management's growing concern over its
responsibility if, under the guise of
comparability and uniformity and standardization, financial reports should become more misleading.
There seems to be little doubt that
one of the compelling reasons for the
AICPA drive to lessen divergent accounting practices is the belief that in
so doing they will equally limit their
liability. We in management cannot totally ignore this; in the final analysis,
we shall have to pay the growing costs
of the profession's product liability.

Comparability—A Major Issue
Most of us, in honest moments,
would confess to our interest in and desire for comparability. It is a most understandable desire and certainly all of
us make comparisons, day in and day
out. Sometimes we are knowledgeable
about the limitations inherent to the
process, sometimes we are not. We must
recognize that a driving force in business, whether it be banking, financial
analysis, public accounting, or industrial enterprise, is to identify and maximize a series of differences from our
competitors that becomes our acknowledged stock in trade. Not only is this
necessary to persevere against competitors, but it also provides a defense
against superficial comparisons with
them.
I am inclined to give a hearty laugh
when my friends in the investment field
lay great stress on the necessity for
comparability. Did you ever try to seek
agreement upon the basis of measuring
the performance of a portfolio manager?
As I recall, there are some twenty-eight
alternative measurements available for
the process. We at Lockheed have nine
bank trustees managing our retirement
plan and savings plan investments, and
they each use a different basis of measurement. They are patently disdainful
of any effort on our part to judge them
by one standard.
Our consumer products are not standard, our concepts of organization, manpower utilization or use of capital assets are not standard. So can we really
get meaningful comparisons? Neither
our credit grantors nor independent
public accountants need feel smug
about their omission from my examples,
because I have witnessed the same distress on their part when one seeks to
compare their performance.
Those who have effectively used comparisons would probably admit that the
name of the game is to find what things
are comparable and note them, but then
quickly move to the area of noncom parability, because it is in this area that
significant differences will be found.
The whole approach to attaining superficial comparability by standardization
drives these meaningful differences underground.
Mr. Norby, in his paper dealing with
the financial analyst's views of financial
reporting, wrote that management has
broad latitude in its accounting policies
so long as they fall within the frameContinued on page 14
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Comparability in Accounting
COMPARABILITY IN ACCOUNTING DATA, EVEN WHEN APPROPRIATE IS ONLY PART OF THE MESSAGE

By Arthur R. Wyatt
Investors who turn to financial statements for financial information find a
variety of labels, some in words and
some in numbers which they must use
to make their decisons. The accountants
who prepare these labels and numbers
may, at times, confuse the investors.
They may present like situations as
though they are different, or they may
cause unlike situations to appear as if
they were alike. However, investors do
look for distinctions, variations, changes
and trends. They seek clues or reasons
for these variations and distinctions. As
a result investors are comparability
oriented. They compare data between
years and between companies. Although
such data may in fact be comparable,
there are times when their comparability
may be totally invalid. Unfortunately,
there are also some investors who fail
to understand that data which appear
to be comparable are in fact not comparable. As a result, their decisions may
be inappropriate, ill- advised, and uneconomic.
Camouflaged Comparability
Let us look at some specific examples
in accounting today to see how comparability may in fact be camouflaged
or nonexistent:
Example 1: Company A
We note here a company whose
revenues have been relatively steady
over the years and whose net income
has shown nice year -to -year increases
(see Exhibit 1) . While the special provision for plant renovation and modernization in 1965 might cause some con10

cern, one's initial impression here is of
a relatively stable company with an improving earnings trend.
Now, consider only three accounting practices which company A followed
for which an alternative might have
been followed. These three will illustrate how the comparability reflected on
the prior statement might have been
altered.
1. Company A used LIFO for inventory costing although, by its own
management's admission, LIFO was
inappropriate for the determination
of income.
2. The "special provision" in 1965 was
made because a previous similar provision had been exhausted and current studies indicated continued
need to modernize production facilities.

ARTHUR R. WYATT
is currently a Partner in the accounting firm of Arthur Andersen 6 Co.,
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ancy at the University of Illinois. Mr.
Wyatt is a CPA, and has received his
B.S., M.S. and Ph.D degrees from the
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The pension costs in the statements
represented the company's contributions under the pension plans,
which contributions did not reflect
the full pension costs attributable to
the year under the guidelines of the
accounting profession as set forth
in APB Opinion 8.
Example 2: Company A Example 1
Restated
The effects of these changes in Company A's income statement are clear.
Not only is the 1967 net income, as
restated in Exhibit 2, significantly lower
than was previously reported, but the
trend of earnings over the three -year
period is far different on a restated basis.
Let us look a little more closely at
why these differences arose. First, cost
of goods sold in 1967 was artificially
decreased, with net income being increased. This was due to the use of
LIFO inventory accounting, combined
with an unusual, temporary, inventory
quantity reduction. Thus cost of goods
sold in 1967 absorbed certain costs
which represented inventories acquired
twenty -five years earlier. Company A
uses the LIFO method consistently because of the tax advantages it provides,
but management recognizes that the
method is less appropriate for financial
reporting than would be other acceptable alternatives. However, the nice
year - to-year growth which the comparative statements show prior to restatement evaporates when the effect of the
use of LIFO is considered.
Second, in 1965 Company A embarked on a program of modernization
and renovation of a number of plant
locations. A special provision was then
MANAGEMENT ACCOUNTING /JULY 1969

Exhibit 1
COMPANY A
COMPARATIVE INCOME STATEMENT
(Thousands of Dollars)
1967

1966

1965

$490,000

$497,000

$477,000

412,000
18,000
13,000

434,000
18,000
10,000

421,000
17,000
9,000

443,000

462,000

447,000

Income before income taxes
Provision for income taxes

47,000
18,000

35,000
15,000

30,000
12,000

Net income

29,000

20,000

18,000

Revenues

29,000

Net income per share

$

$1.60

$2.32

sense was in fact recurring and anticipated.'
Third, Company A had long followed
a policy of charging as pension costs
the amounts contributed to the pension
trustee under terms of the pension plan.
After the Accounting Principles Board
issued Opinion 8, Company A officers
determined that the amounts contrib'Opi ni on 9 of the Accounting Principles Board,
which became effective aft er 1966, would tend to
pre ve nt at le ast a part of the mi si nformati on con•
veyed by the "special provision" in 1965. All such
charges at the present time must be reported in
the income statement.

20,000

$

16,000
$

Net income less special provision

made, and the actual costs incurred in
plant renovation in 1966 and 1967
were charged directly against this provision. The comparative statements
prior to restatement tend to indicate
that 1965 had an Unusual nonrecurring
event which warranted a special provision and that 1966 and 1967 were
free of that event. In reality, however,
costs of renovation were incurred each
year in connection with plant modernization. What appeared to the report
user to be unusual in a comparative

$

modernization
$

&

Special provision for plant renovation

$

&

&

Cost Expenses
Cost of goods sold
Selling administrative expenses
Pension costs

2,000
$1.44

utcd in past years were not adequate to
cover the costs associated with the plan
in terms of benefits earned by the covered employees. The accumulation of
these past service costs created a need
for an increase in the pension charges.
Had the guidelines of Opinion 8 been
applied over the three year period covered, the pension costs would have been
as shown on the restated comparative
statements. Here we have an example
of the comparability of the data in the
original statements being reasonably

Exhibit 2
COMPANY A (RESTATED)
COMPARATIVE INCOME STATEMENT
(Thousands of Dollars)

Revenues

1966

1965

$490,000

$497,000

$477,000

421,000
18,000
21,000
4,000

428,000
18,000
19,000
3,000

413,000
17,000
19,000
2,000

464,000

468,000

451,000

26,000
14,000

29,000
11,000

26,000
7,000

12,000

18,000

19,000
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$

(1 )-LIFO resulted in a charge (credit) to income of
(2 )-Costs related to plant renovation -net of tax effect
(3)- Increase in pension costs
Tax effect of increase in pension costs

.96

$

Net income per share

(9 000)
4,000
8,000
4,000
1

$

Net income

$1.44

$1.52

6,000

8,000
2,000
10,000
5,000

3,000
9,000
4,500

$

(3)
$

Income before income taxes
Provision for income taxes

(3)
(2)

$

&

(1)

$

&

Costs
Expenses
Cost of goods sold
Selling administrative expenses
Pension costs
Charge -offs for plant renovation costs

1967
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OPERATING DATA FOR COMPANIES X AND Y

&

$

Earnings per Share
Market price range, past 3 months

400,000
1,500,000
1,800,000
2,100,000
0

$14,600,000
16,000,000
20,000,000

400,000
0
—

$

$5.800.000

3,000,000
0
2,400,000

$64,400,000

$5,800,000

$63,400,000
$41,400,000
13,600,000
8,400,000
4,200,000
4,200,000

$6,364,000
$3,460,000
1,896,000
1,008,000
504,000
504,000

$2.10

$16.80

$38 -$42

No market

$

—

6,300,000
7,500,000

$

Sales
Cost of sales
Operating expenses
Net income before taxes
Federal income tax (assume 50/0 )
Net income

Company Y

$64.400.000

$

Current liabilities
Long -term liabilities
Capital stock —X (2,000,000 shares)
Y (30,000 shares)
Paid -in capital in excess of par
Retaining earnings

9,600,000
12,200,000
16,800,000
24,200,000
1,600,000

$

Company X
Cash
Receivables
Inventories
Property, plant equipment (net)
Other assets (including intangibles)

$

&

Exhibit 3
FINANCIAL

Exhibit 4
COMPANY Y VALUATIONS

Receivables
Inventories
Property, Plant,
Patents

&

Estimated Fair Value of Company Y Assets

Equipment

$1,500,000
2,300,000
3,000,000
$7.500,000

valid but the accuracy of the data being
questionable.
To the investor the combined impact
of these restated data can be disastrous.
hor example, Company A stock, which
appears from the comparative data prior
to restatement to be a growth stock,
may be priced in the market at 20 times
earnings. The price in 1967 would be
about $45 per share. The probability is
high that most users of Company A
data would be unaware of the data's
deficiencies. Had the restated data been
issued to begin with the market price
would not be over $20 per share at the
end of 1967, and in all probability
would be lower.
This example highlights several
points:
1. Accounting data are subject to comparative presentation, and in fact
consumers of such data virtually demand comparative presentations.
2. Presentations of data in comparative
form make the data appear comparable, whether comparability is
justified or not.
3. Apparently comparable data may in
fact be misleading because unlike
data have been made to look comparable.
4. Data which are apparently noncom parable may in fact be misleading
because like or similar data have
been made to look unalike.
5. Comparability, while useful, has limitations also in that accuracy of the
data is not assured even in circumstances in which comparability is
appropriate.

Purchase Accounting

&

If Company Y were to be dissolved
as a separate company:
Receivables
1 nventory
Machinery properties
Patents
Goodwill

Combined Companies
Now, let us consider a different matter, an area of accounting in which two
equally acceptable alternatives exist
which can lead to vastly different results. Many facets of comparability are
involved here.

$1,500,000
2,300,000
3,000,000
700,000
500,000
$8,000,000
$8,000,000

Cash
Pooling -of- interests Accounting

&

If Company Y were to be dissolved
as a separate company:
Receivables
1 nventory
Machinery properties

Common stock
Retained earnings

12

$1,500,000
1,800,000
2,100,000
$5,400,000
$3,000,000
$2,400,000
$5,400,000

Example 3: Company X — Company Y
Scanning the financial and operating
data for Company X and Company Y
( Exhibit 3) we can see that Company
X has a sales volume about ten times
that of Company Y and a net income
about eight times as large. A combination of these two companies could be
effected in a variety of ways. For example, Company X could pay cash (or
issue notes or a combination of cash
and notes) for the stock or net assets
of Company Y. Here, under present accounting principles only one possible
MANAGEMENT ACCOUNTING /JULY 1969

method of accounting for the combination would be acceptable, the purchase
method.
Assume Company X pays $8,000,000
in cash for all the assets of Company
Y except its cash. Further, assume a
study of Company Y revealed the fair
values for these assets as shown at the
top of Exhibit 4. Since the sum of the
fair values of Company Y is $7,500,000
and the purchase price is $8,000,000, an
apparent goodwill of $ 500,000 exists.
Under purchase accounting, also
shown in Exhibit 4, the fair values of
the several assets would be recognized
in the records of Company X, either
directly on the books or through end of -the period consolidation procedures.
Now assume that Company X pays
200,000 shares of its own stock, which
has a market value of $8,000,000, for
all the assets of Company Y except its
cash. Here, under present accounting
principles two possible methods of accounting would be acceptable, the purchase method previously illustrated and
the pooling -of- interests method. Under
the purchase method, the same debits
would be made as before, but credits to
common stock and paid-in- capital -inexcess -of -par would replace the credit
to cash. Under the pooling -of- interests
method, however, the entry would be
as reported at the bottom of Exhibit 4.
Here, we see that the fair values of the

several assets are disregarded, and in
their place the book values as reported
on the Company Y balance sheet are
used.
Now, the effect of these two alternative entries on the resulting balance
sheets are apparent to any accountant.
Assets are stated at $2,600,000 less under the pooling method than under the
purchase method. The resulting balance
sheets thus differ significantly even
though the facts underlying the alternative accounting methods are identical —
a case of like items appearing to be
unlike.
Of even more significance, however,
is the effect of this accounting alternative on future income statements. As
we can see in Exhibit 5, the earnings
per share after purchase accounting and
other assumptions is $1.94 whereas the
pooling accounting would result in
earnings of $2.14 per share, or a difference of about 10 %. Here we have an
illustration of alternative accounting
methods producing different results. If
the combination is really a purchase,
the application of pooling accounting
will produce results which inject an
clement of noncomparability into data
that was previously influenced to a considerable degree by purchase accounting
concepts. Since purchase and pooling
accounting are virtually interchangeable
for most business combinations cur-

Exhibit 5
OPERATING RESULTS ONE YEAR AFTER COMBINATION
COMPANIES X AND Y (Thousands of Dollars)

Sales
Cost of sales
Operating expenses
Goodwill amortization
Total
Net income before taxes
Federal income tax
Net income
Earnings per share

Purchased for Stock
$500,000 Goodwill
(1) $69,764
45,360

OF

Pooled With Stock
No Goodwill
$69,764
44,860

(2)

15,656

(3)

100
61,116
8,648
4,473

—
60,356
9,408
4,704

15,496

$ 4,274

$ 4,704

$1.94

$2.14

(1) Undervaluation of Company Y inventory at date of combination
($500,000)was recorded in the combination entry and is assumed to be
a charge to income in year following combination.
(2) Undervaluation of Company Y plant and equipment at date of combination ($900,000) and of patents ($700,000) was recorded in combination entry and is assumed to be amortized over 10 years and included
in operating expenses, (simplifying assumptions).
(3) Goodwill recorded at combination is assumed to be amortized over 5
years, (amount not deductible for income tax calculations).
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rently being effected for stock, comparisons between companies which have
expanded by combination may well
lead to unwarranted conclusions. Further, the investor, or other financial data
user, normally cannot determine the
effect on earnings per share of the accounting alternative selected.
Acceptable Alternatives?
In many other areas of accounting,
acceptable alternatives exist which permit companies to account for similar
transactions on different bases. Investors and others subsequently use the
resulting financial data on a comparative basis and may well believe the data
are comparable. When this happens,
noncomparable data that are viewed as
though they are comparable become
comparable in the eyes of the user.
Some examples of these acceptable alternatives are:
1. Accounting for oil and gas exploration costs, wherein some companies
expense all such costs as incurred
and other companies capitalize such
costs for amortization over future
periods.
2. Accounting for research and development costs, which costs may also
be expensed as incurred or capitalized and amortized.
3. Accounting for the investment
credit, wherein some companies reduce the current tax expense for the
full investment credit applicable to
the period and other companies
defer the investment credit and
amortize it over the life of the properties which give use to the credit.
Restatements
Both the accounting profession and
the Securities Exchange Commission
have encouraged increased comparability in accounting data over the years.
As an interesting sidelight, one significant force which has contributed to the
applicability of pooling -of- interests accounting to a wider range of transactions is a desire for improved comparability. A current requirement under the
pooling -of- interests concept is to restate
income statements of years prior to the
year of the combination. After restatement the results of operations of the
newly combined companies will be reported as if the companies had been
combined in those earlier years. The
apparent objective is to reduce the
chance that a consumer of accounting
reports will interpret the increase in
13

earnings after a combination as being
from internal growth rather than from
a combination of formerly separate companies. Thus, we find that different
circumstances in prior years are made
to appear comparable by a restatement
of accounting data.
Many matters which bear upon comparability of accounting data are on the
Accounting Principles Board's agenda.
We have already mentioned the area of
accounting for business combinations.
Present indications are strong that an
Opinion will be issued yet this year on
the thorny matter of residual securities
and the manner in which they should
be considered in computing earnings
per share. Lack of comparability in the
earnings per share statistics for a company on a year -to -year basis, as well as
lack of comparability among enterprises,
has been a strong motivation to give
recognition to the dilutionary effects of
certain types of securities. In fact, virtually every item on the agenda of the
APB is concerned with comparability.

American investors and other users of
financial data are merely a subpopulation of the general public of the country.
They are conditioned to look for convenient labels and to place heavy reliance in such labels for comparability
purposes once they become familiar
with the label. Whether it is the grocer's apples or the accountant's net income, earnings per share, or other financial measure the consumer uses the data
available and the labels they contain in
a comparative manner.
We in the accounting profession bear
a heavy responsibility to all other segments of our society who are affected
by financial data. This responsibility
runs in two directions: (1) to seek out
and search for a deeper understanding
of the ways financial data are used by
consumers and (2) to seek out and
search for improvements and refinements in accounting so that fairness in
the presentation of financial data is
achieved. Self- satisfaction with progress
to date or with conditions as they now

exist will result in failure to meet the
responsibilities which society expects.
Conclusion
Some have attempted to label recent
disagreements within the accounting
profession as a battle between flexibility
and uniformity in accounting principles.
Unfortunately, such a label is superficial and tends to place undue significance on the refinement of accounting
principles as a goal in itself rather than
on the quality of the end results
achieved by their application. The real
issue is whether the data generated by
accounting systems and presented in
financial reports shall validly be comparable from year to year for a company
and between companies. Users will
make comparisons whether the data are
comparable or not. In such an environment, accountants must continually
strive to reduce existing diversity and
to make the data presented in a comparable manner and for comparative
purposes truly comparative in substance.

PROGRESS IN CORPORATE FINANCIAL REPORTING

Continued from page 9
work of generally accepted accounting
principles.' Most managements try to
prepare fair and accurate reports for
shareholders (a minority falls short),
yet almost all are affected by subtle motivations: optimism, because of a desire
for success as managers; opportunity to
exercise stock options; a predilection for
extreme conservatism; or a desire to create internal reserves or manage earnings.
Any and all of these reporting tendencies by management are in conflict
with the interest of investors as they
lead to possible over or under evaluation of their stock or perhaps engender
a false sense of security. This is a challenging area. Even for managements of
highest motivation and intent, great objectivity is needed to arrive at reasonable
answers. The matter has not been
helped by the current push for performance, wherein the time horizon of the
investor has been moved to a point entirely out of step with that of the management seeking to achieve long -term
growth rather than to maximize current earnings.
What is most frightening is the very
real possibility that in our quest for
comparability and simplicity we may
seek to impose upon management a syse Ibid.
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tem of accounting which is unacceptable and by this fact alone, as comparable
events in Russia and China have disclosed, motivates management to manipulate the figures. It seems to me that
one of our principal strengths today is
the latitude management has in presenting its figures, for in so doing much
is disclosed that otherwise might be concealed under the guise of comparability.
Approaching a Solution
I have mentioned some of the views
of the various parties who share an interest in financial reporting. They certainly are diverse. In attempting to find
solutions, I have asked myself some
very pertinent questions.
For example, would we simplify the
problem were we to merge all accounting firms? Then we would have but one
view to deal with. Would we have a
similar effect if we merged all financial
analysis into one organization? Could
we have all credit extended by one organization? Could we merge all investments into one mutual fund? Could
each component within each industry
serve identical markets with identical
distribution methods, product lines, and
products? Yes, we could simplify it
greatly by moving in this direction. But
what of our heritage of free enterprise?

Another concern is that our present
mode of operation through voluntary organizations has no clear source of power.
We have conflicting views. Do we solve
them solely by vote, with the group
having the largest membership prevailing? Or do we restrict the expression of
views to those having an interest in the
subject at hand?
Certainly one of the problems facing
the APB today is whether to interpret
acquiescence born of lack of interest as
acceptance of a proposed opinion. The
writer would hazard the view that the
section of APB Opinion 10, dealing
with the accounting for the issuance of
convertible equity, slipped through because of the lack of consideration of the
need for an informed electorate.
The matters of environment, system
analysis, constituencies, change and
comparability have been discussed because I feel that our efforts to date
have been hindered by our accounting
blinders that force us to forever deal
with the smaller issues and not the
large. If we had the vision to stand back
and take a good look at the overall issues facing our society today, I think
we would discover that our accounting
issues are of a much different nature
than we had thought. And I believe this
would make us better prepared to deal
with them successfully.
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Basic Principles of Pension Funding
and APB Opinion'No. 8
THE ACCOUNTANT CAN HELP MANAGEMENT UNDERSTAND PENSION PLANS AND THEIR COST

By Paul D. Halliwell
The November, 1966, release of the Accounting Principles Board Opinion No.
8, "Accounting for the Cost of Pension
Plans," has seemingly created more
problems and raised more questions
than it has solved. While the Opinion
itself is relatively easy to understand,
most of the confusion is due to a general lack of understanding of the basic
principles behind pension funding.
Much of this confusion is due to the
flood of terms in the Opinion, that are
relatively new to accountants, and
which have caused a bit of confusion.
Even though the terns are carefully defined in the appendix, we have found
that a few illustrations can prove far
more valuable. This paper, by way of
illustration, will attempt to clear up
questions regarding the terms used in
the Opinion. Once the definitions are
clear, questions involving the application of the Opinion probably will be
answered.
Actuarial Cost Methods
Actuarial cost methods assign a portion of a plan's cost over a specified period..Each actuarial cost method is used
with particular assumptions in order to
determine the present value of future
benefits that may become payable
through the pension plan. Some of the
more common assumptions are:
1.
2.
3.
4.
5.
6.

Interest rates
Mortality rates
Disability rates
Retirement rates
Withdrawal (or termination) rates
Salary scales
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The first five of these assumptions are
decremental forces; that is, they discount, or reduce, the value of future
benefits. The sixth assumption is normally an incremental force that tends
to increase the value of future benefits.
A salary scale may be used to value the
effects of salary changes and, if applicable, the value of employee contributions. It is important to understand that
all these factors operate together, and
while one or more factors may appear
unduly liberal or conservative, it is the
combined effect of all the assumptions
that determines their validity.
There are five acceptable basic cost
methods described in the Opinion.
These can be classified as follows:
1.
2.
3.
4.
5.

Individual Level Premium Method
Entry Age Normal Method
Attained Age Normal Method
Aggregate Method
Unit Credit Method

PAUL D. HALLIW ELL
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The first four of these methods are
projected benefit cost methods, the last
is an accrued benefit cost method.
As an aid to understanding the following discussion, we have developed a
group of diagrams and charts which
should also be helpful in understanding
terms contained in the Opinion.
All of the cost methods have one
very important thing in common. Their
operation is not affected by such items
as the amount of monthly pension, the
age, sex, or other specific characteristics
of the individual covered.' The particular method used will, however, affect
the incidence of costs. In all of the following illustrations, interest is figured
at 31/2 percent per annum. Joe's pension
is to be $50 per month, (regardless of
how the benefit was earned). Joe was
hired at age 25 and will retire at age 65.
He is currently age 45.
Two additional methods should be
examined in order to understand the
five already listed. These methods, not
acceptable under the Opinion, are "Pay as- you -go" and "Terminal Funding."
Under the first of these two methods,
the employer will pay Joe $ 50 each
month until he dies. If Joe lives to be
eighty his employer will pay out $9,000.
Individual Level Premium Method
If the employer decided to create a
fund into which he would deposit a
lump sum of money at the time Joe retired, he would be using Terminal Funding. If the fund earned an assumed rate
of 3V2 percent per annum, the employer
would have to contribute $6,380.
' For the pur se of this paper the individual is
identified as " Joe."
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Alternatively, Joe's employer recognizes that the company has a long
range obligation to Joe that is not due
for another 20 years. However, for a
number of reasons, the employer decides
to "advance fund" for this obligation?
The employer in this instance decides
to deposit annually into an interest bearing fund an amount that will accrue
to the required sum of $6,380 at Joe's
age 65, which is needed to provide Joe's
$ 50 per month pension. Th e annual
contribution required is determined by
a method similar to that used in calculating mortgage payments. In this case
the annual cost is $217.97. Thus, over
the next 20 years, Joe's employer will
contribute 20 times $217.97, or $4,359.40. The difference between this figure and the required $6,380 will be
made up by interest earnings.
The Individual Level Premium Method of funding is commonly used in the
smaller and, often, fully insured -type of
pension plan. During the early 1950's,
many plans were established using an
insurance product known as the Group
Annuity. It is not uncommon to still
find plans of quite respectable size using
this method of funding. From the employee's viewpoint, the Individual Level
Premium Method may offer great funding security. From the employer's viewpoint, however, this type of funding is
normally inflexible in that the employer
has a fixed annual obligation to meet
regardless of the profit picture in any
one year. However, this restrictive meth2 A pension obligation is not necessarily a legal obliga tion . Th e r e f o r e , it is im p o r t a n t t o k e e p in m i n d
th at th e " lia b ilit ie s " cr e a t e d by th is obligation a r e
not of a type that the word itself connotes to the
accounting profession or the casual reader of a
fin a n c ia l s t a te m e n t .

od of funding may still be desirable for
many companies.
There are other methods that may offer greater fiscal flexibility. Some methods achieve flexibility by mathematically establishing "past service cost."
This item was created to offer the employer greater flexibility in determining
his pension costs. The flexibility is solely the result of the mathematics of the
method itself. Regardless of the funding method adopted by the employer,
the final results should be the same.
However, it should be noted that the
Individual Level Premium Method of
funding does not establish a separately
identifiable past service cost.
Exhibit 1 illustrates the nature of the
cost pattern for a plan funded by the
Individual Level Premium Method. Initial costs are very high, but ultimately
drop to a relatively lower level.
Entry Age Normal Method
This is perhaps the most common of
all funding methods used by actuaries
today. Under this method, as with the
Individual Level Premium Method,
Joe's employer decides to advance fund
for his pension. The employer, however, decides that the rigid cost pattern
of the Individual Level Premium Method will not fit his fiscal objectives. He
requires flexibility in the determination
of his annual contributions. The Entry
Age Normal Method can provide this
flexibility.
When using this method, the employer (or the actuary) asks himself, "If
I had installed this pension plan when
Joe (who is now 45) was first employed
at the age of 25, what annual amount

Exhibit 1
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would I have had to contribute into the
fund to accumulate $6,380 by the time
Joe is ready for retirement at age 65 ?"
This amount can be determined in the
same manner that $217.97 was arrived
at under the Individual Level Premium
Method. Because of the longer period
of time, the required annual, or "normal cost" of $72.90 is considerably less.
However, the employer will realize
that the past cannot be changed, and
regardless of what he might have done,
the facts are that he did not contribute
$72.90 for each of the past 20 years.
The next question the employer asks
himself is, "If I had contributed that
normal cost figure from the date Joe
was hired until today, what would today's fund balance, including interest,
be ?" In Joe's case the figure would be
$2,133.27. This figure is calculated by
crediting interest to each contribution
and to the previous balance at the rate
of 3V2 percent per annum. The label
given to the amount is "past service
cost." This is only a label, and does not
mean that Joe has accrued pension
rights valued at $2,133.27. Joe's rights
to any benefits prior to his 65th birthday are controlled by the language in
the pension plan and not by the employer's choice of an actuarial cost
method. The flexibility in the Entry
Age Normal Method is brought about
by the ways in which the Internal Revenue Service will permit the past service
cost to be handled. For qualified plans,
the IRS imposes a minimum and a maximum limitation upon the annual contribution made in behalf of the past
service cost.
The minimum requires that the employer contribute, in addition to the
normal cost, an amount, if necessary,
sufficient to prevent the past service cost
from becoming any larger. This means
then, that the employer must contribute
an amount for past service at least equal
to the interest that would have been
earned by the fund had the past service
cost been fully amortized. In this illustration, the minimum past service contribution would be 3V2 percent of
$ 2,13 3.2 7, or $74.68.
The maximum IRS limitation permits a deduction equal to the normal
cost plus 10 percent of the past service
cost. Due to the interest factor, an employer could fully amortize the past
service cost over approximately 123/2
years by contributing the maximum each
year. Of course, as far as the IRS is concerned, any contribution falling in beMANAGEMENT ACCOUNTING /JULY 1969

T able 1
PAST SERVICE COSTS LIMIT AT IONS
ENT RY AGE NORMAL METHOD
Mi n i m um 0 3 112%
Normal cost
Past service
Total

M a xi m u m C 1 0 %

In t e rm e d i a t e (2 0 Ye a rs )

$ 72. 90
74. 68

$ 72. 90
213. 39

$ 72. 90
145.07

$147. 58

$286. 29

$217. 97

tween these two extremes would be allowed a full deduction.
Summarized in Table 1 are the two
limitations for our simplified example.
Also shown is the contribution level required to amortize the past service cost
over 20 years, which is the length of
Joe's future employment. As might be
expected, this "intermediate contribution" turns out to be identical to t he
annual cost determined under the Individual Level Premium Method.
In this simplified illustration, the
numbers work out nicely. The two limitations will be the same as the limitations the Opinion imposes on the accounting for pension costs in many
cases. In some instance, a modification
in the minimum limitation would be
required in order to take care of the
vested benefit requirement portion of
the Opinion. Th e Opinion defines a
vested benefit as something that is not
contingent on the employee's continuing in the service of the employer. They
are benefits that are based on service
rendered prior to the date of determination, and are expected to become
payable at future dates to present employees. In a large number of cases, no
adjustment would be necessary because
the interest -only minimum used with
the Entry Age Normal Method of funding can result in the eventual funding
for the accreted, and therefore for any

vested benefits of th e employees. The
reason for this unlikely possibility has
to do with the misleading vocabulary of
the pension actuary.
Exhibit 2 shows the nature of the
cost pattern for a plan funded under the
Entry Age Normal Method, with the
amortization period being 20 years.
Also shown is the cost pattern of a 40
year amortization period, which will
meet the full test of a minimum contribution for accounting purposes under
the Opinion without regard to any
vested benefits whatsoever. Exhibit 2
also shows that once the Past Service
Cost has been amortized, only the Normal Cost remains.
At t a i n e d Ag e L e ve l M e t h o d
This method is a combination of the
Individual Level Premium Method and
the Unit Credit Method, which will be
discussed next. The cost of Joe's benefits assigned to years prior to the inception of the plan is determined first. This
is also a past service cost, but as will
be seen, it is different from that developed under the Entry Age Normal
Method. Costs associated with Joe's future service benefit are spread over his
remaining service life. These costs are
called normal costs, but these will also
be different from those determined under the Entry Age Method.
In order to assign pension benefit

Exhibit 2
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costs to particular periods, let us assume
that Joe's pension formula is $1.25 per
month for each year of service with his
employer ($1.25 x 40 years = $50).
This assignment of benefit accruals will
also help in defining another term that
appears in the Opinion — "vested benefits."
If Joe's employer decided to use the
Attained Age Normal Method, he would
first determine that Joe had accrued a
$25 pension benefit due to his past 20
years of employment. He would next
ask himself, or his actuary, what amount
of money, if placed in an interest -bearing fund today, would accumulate
enough to produce a $25 pension for
Joe at age 65. From the previous discussion, it was seen that $6,380 is needed at age 65 to produce the entire $50
pension. Thus, $25 could be provided
by half of this amount, or $3,190. Of
course, the employer would not have to
contribute that much into the fund now
due to the assumed interest earnings.
Discounting the $3,190 back 20 years
to the present will produce the required
figure — $1,603.20. This is the past service cost. Note that it is smaller than the
figure of the same name determined under the Entry Age Normal Method.
The past service cost as determined under the Entry Age Normal Method is
simply a mathematical determination.
Past service cost as determined under the
Attained Age Normal Method (and the
Unit Credit Method) is the result of an
actual allocation of benefit accruals to
both the past and future. Most actuaries feel that funding security tests
should be based on this latter type of
past service cost, but unfortunately, few
actuarial reports using the Entry Age
Normal Method show the corresponding figures under the Attained Age Normal Method.
The normal cost under the Attained
Age Normal Method is determined by
calculating the amount of the annual
contribution to the fund, over the next
20 years, that will provide the second
half of Joe's pension. An annual contribution of $108.99 will accumulate to
$3,190 in 20 years. This is the normal
cost. The Internal Revenue Service
Contribution limitations under this
method are determined exactly as with
the Entry Age Normal Method (see
Table 2) .
As mentioned in the discussion on
the Entry Age Normal Method, those
limitations will normally be satisfactory
for Opinion No. 8 purposes. However,
17

T able 2
PAST SERVICE COSTS ATT AINED AGE
NORMAL MET HOD
Mi ni m um
Normal cost
Past service
Total

(a 3 1/ 2 %

Maximum (q; 10%

Int erm ediat e (20 Year s)

$108. 99
56. 11

$108. 99
160. 32

$108. 99
108. 98

$165. 10

$269. 31

$217. 97

when using the Attained Age Normal under the Attained Age Normal MethMethod (or the Unit Credit Method), od. It is the excess of any plan assets and
it is quite possible that the IRS mini- any balance -sheet accruals over this presmum limitation will need to be modi- ent value of vested benefits figure and
fied in order to comply with the Opin- any deferred charges that paragraph 46
ion minimum. This is because this of the Opinion requires to be disclosed
method develops a smaller past service in the company's financial statements.
cost, so the Opinion's test regarding the
Returning for a moment to the nature
ultimate amortization of vested bene- of the difference between the past servfits might not otherwise be satisfied.
ice cost as determined under the Entry
Let us assume that Joe's plan provides Age Normal Method and under the Atfull vesting after 20 years of service, tained Age Normal Method (also the
based on the actual service worked by Unit Credit Method), let us analyze
the employee at his date of termination. why interest -only funding under the EnThis means that if Joe were to quit his try Age Normal Method may satisfy
job today, he would be eligible for a the funding requirements of the Opinvested benefit of $25. Most vesting, ion concerning vested benefits. Most
however, is -done on a deferred basis, actuaries would consider a pension plan
and that means that Joe would not ac- fully funded if the fund equalled the
tually start to receive this pension until present value of the accrued benefits.
he reached age 65. What is the value of This value, as already pointed out, is the
this vested benefit today? We have al- past service cost as determined under
ready calculated that figure. In this il- the Attained Age Normal or the Unit
lustration, it is $1,603.20, and the same Credit Methods. Thus, when the Entry
as the past service cost as determined Age Normal Method is used, the unExhibit 3
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funded costs of accrued benefits may,
to a great extent at least, become automatically funded by payments of the
IRS minimum. Even more important is
the automatic funding of any unfunded
vested benefit costs, which will occur
even more rapidly than will the funding of the unfunded costs of accrued
benefits. This is because very few plans
fully vest all employees in their accrued
benefits. Normally there are age and /or
service qualifications to be satisfied before a vested right is earned.
Exhibit 3 shows that for a typical
case, the present value of accrued benefits, or the past service cost as determined under the Attained Age Normal
Method, is less than the past service
cost as determined under the Entry Age
Normal Method for all ages except the
end - points. It can also be seen that a
pension plan could reach an overfunded
status if the past service cost, as determined by the Entry Age Normal Method, was fully amortized. Of course, this
entire discussion depends upon the maturity of the group in question, whether
it is increasing or decreasing in size, and
whether or not the benefit structure
changes.
One should not infer from the above
discussion that the Entry Age Normal
Method should be scrapped and other
methods based on the accrued benefit
approach be used exclusively. As can be
seen by a comparison of the IRS limitations for the two methods, the Entry
Age Normal Method will provide the
employer with greater contribution flexibility. In addition, the Entry Age Normal Method will often produce costs of
a more level nature than those produced
by either the Attained Age Normal
Method or the Unit Credit Method.
This can be seen by comparing the contribution charts of these three methods.
Exhibit 4 shows the cost pattern of
the plan using as the method of funding the Attained Age Normal Method.

65

The concepts behind the Unit Credit
Method are very similar to those just
examined under the Attained Age Normal Method. The only difference between these two methods is the treatment of the normal costs. Under the
Attained Age Normal Method, the normal cost was level. Under the Unit
Credit Method, however, the normal
cost increases each year until Joe's age
65. Because of this increasing pattern,
this method can be thought of as the
MANAGEMENT ACCOUNTING/JULY 1969

Table 3
PAST SERVICE COST LIMITATIONS
UNIT CREDIT METHOD
Minimum @ 31h %

Maxi mum @ 10%

$ 80.16
56.11
$136.27

$ 80.16
160.32
$240.48

Interm edi at e

(20 years)
Normal cost:
Past service
Total

$ 80.16
108.98
$189.14

service cost had been contributed at
Joe's age 45, that $1,603.20 would have
accumulated to $ 3,180, so the fund
would contain the necessary $6,380 to
fully fund for Joe's $ 50 monthly pension. An example of the Internal Revenue Service Contribution limitation under this method at Joe's age 45 is:
Each year, because of the increasing
pattern of the normal costs, the contribution levels would increase. The full
effect of this increasing cost pattern is
masked to a great extent when the
method is applied to a large group of

"chunky method." Under this method,
as Joe completes each additional year of
service, he accrues as an additional
chunk of pension of $1.25 per month.
The cost of providing each unit of $1.25
pension at age 65 is $159.50 ($6,380
divided by 40 years) . The employer then
determines the present value of each
chunk as it is earned and contributes
this amount to the fund. Of course, the
older Joe becomes, the more "expensive"
each such unit becomes. This is because there is less and less time for the
interest factor to operate. If the past
Exhibit 4

employees. Even so, most plans funded
under this method will show an increasing cost pattern, as illustrated in Exhibit 5. This method is still found in use
among many older group annuity contracts. Due to its nature, it lends itself
to easy application in plans where the
benefits are related to a man's career
average earnings.

Aggregate Method
The final acceptable method described in the Opinion, the Aggregate
Method, will not require the detailed
analysis given to the other cost methods.
The Aggregate Method is simply the
application on a collective basis of the
principles followed for individuals in
the Individual Level Premium Method.
The entire present value of all future
benefits on all plan participants is determined, and this value is then spread
over the average future service of all participants. Usually, the cost figure is expressed as a percentage of total participant payroll. The cost pattern of this
method is also very similar to that ex-

COST PATTERN FOR ATTAINED AGE NORMAL METHOD

hibited in Exhibit I for the Individual

Dollars
Per
Year

Level Premium Method. It will normally start out at a lesser cost, due to

the spread of the costs associated with
tile. older individuals in the group, and
will then gradually decrease until it ultimately approaches the Normal Cost as
determined by the Entry Age Normal
Method. Again, this rate of decrease is
somewhat less than that exhibited by the
Individual Level Premium Method, due
to the dampening effect that the collective handling oL individuals has upon
the costs associated with the older participants in the group.
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Conclusion
Aside from the cost methods analyzed
in this paper and noted in the Opinion,
there are a number of variations that
the accountant may come across in his
preparation of his client's financial
statements. I hope that this discussion
will provide the reader with enough
general knowledge of cost methods to
enable him to grasp the meaning and
the intent behind the various methods.
As mentioned before, it may be advisable for the company's actuary to prepare figures on more than one method
in order to apprise management of the
complete picture. For instance, from the
tax point of view, the actuary, together
with management, may decide to use
the Entry Age Normal Method in order
to generate maximum contribution
Continued on page 23
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The Question of Uniform Accounting
Standards
TO PROPERLY FUNCTION AN ACCOUNTING SYSTEM MUST BE DESIGNED TO FIT THE INDIVIDUAL ORGANIZATIONAL
AND PRODUCT MATRIX OF THE COMPANY

By Forrest L. Heuser
Admiral Rickover, before the Housing
and Banking Committee, recently advocated the establishment of uniform
accounting standards for the defense
industry. His statements, as summarized
by the Comptroller General of the
United States, Elmer B. Staats,l were:
(quote)
1. The lack of uniform accounting
standards is the most serious deficiency in Govern dent procurement
today.
Z. Industry will not establish such
standards because it is not to their
advantage to do so.
3. The accounting profession has had
ample time and opportunity to establish effective standards, ' but
pays" only lip service to the concept.
4. If uniform accounting standards are
ever to be established, the initiative
will have to come from the Congress.
Congress, however, refused to legislate on any proposal for the adoption of
some set of undefined or poorly defined
standards. Instead, it enacted an amendment to public law 90 -370 which reads:
"The Comptroller General will undertake a study to determine the feasibility
of applying uniform cost accounting
1
Address given before the Stuart Cameron McLeod Society at the Doral Country Club, Miami
Beach, Fla., October 19, 1968.
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standards to be used in all negotiated
prime contract and subcontract defense
procurements of $100,000 or more. In
carrying out such a study the Comptroller General shall consult with representatives of that segment of American
industry which is actively engaged in
defense contracting. The results of such
study shall be reported to the Committees on Banking and Currency and the
Committees on Armed Services of the
Senate and House of Representatives at
the earliest practicable date, but in no
event later than eighteen months after
the date of enactment of this section?

FORREST L. HEUSER

San Gabriel Valley Chapter (Detroit
1941), is Director of Planning and
Analysis, Merasco Manufacturing Co.,
Burbank, Calif. He was formerly with
Leach Corporation Controls Division.
A previous contributor to MANAGEMENT ACCOUNTING, Mr. Heuser was
awarded an NAA Certificate of Merit
in 1957 -58 and another one for this
article.

Uniform Cost Accounting
Standards
Mr. Staats has provided well thought
out definitions3 of the terns "uniform"
and "cost accounting standards" to
guide the study that General Accounting Office must now undertake. These
are:
U N I F ORM . "The term `uniform' in the
phrase `uniform cost accounting standards' should also be defined in terms of
the legislative history. For the purpose
of this study, `cost accounting standards'
shall be deemed to be uniform when
stated with the goal of achieving comparability, reliability, and consistency of
significant cost data in similar circumstances and with due regard to the attainment of reasonable fairness to all
parties concerned in such circumstances."
COST ACCOUNTING STANDARDS. "As used
in this study, `cost accounting standards'
will embrace the related principles,
standards, and general rules of procedures and the criteria for their usage.
`Cost principles' suggest self- evident
truths and axioms which have a degree
of universality and permanence and
which underlie, or are fundamental to,
the derivation of cost accounting standards. `Cost accounting standards' relate
to assertions which guide or point toward accounting procedures or applicable governing rules. Cost accounting
8

Ibid.
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standards are not the same as standardized or uniform cost accounting which
suggests prescribed procedures from
which there is limited freedom to depart. Since the legislative history suggested Section XV or ASPR as a possible satisfactory starting point and Section XV includes many general rules of
procedures, the term `cost accounting
standards' is considered to include all
three concepts; namely, principles,
standards, and general rules of procedure."
The Nature of the Accounting
Process
To some extent the variations that
occur between accounting systems may
be less voluminous than the interpretations of a given inspection or quality
control standard by the assorted variety
of experts, "who are delegated to perform an inspection function." Similarly, in a foundry operation a given casting may be made from a fairly wide
variety of irons depending upon the melt
practice employed by the foundry in
"mixing" the iron at the spout. In both
of these instances the governing criteria
represent the policy established by the
producer or the buyer at the point of
time contractual agreement is reached.
In each case the impact of modifying
the producer's basic or normal policy
was or should have been reflected in the
price paid for the product. Therefore,
a quality requirement to trace all items
back to material source or one requiring
the formal logging of each component
into a final assembly requires added effort, elaborate control practices, numerous discussions and definitions, as well
as contract administration. All of these
are costly and yet government procuring agencies will pay for them to the
extent that the specialized requirements
exceed the normal practices of the contractor. Thus, the government will
make specific payment for imposition
of a special policy. It is also probable
that most contractors would be willing
to incorporate any set of accounting
standards or practices advocated by a
government procuring agency which
wished to pay for the service.
It must be recognized that the booking and treatment of many accounting
transactions are, by their nature, a function of accounting judgment. It is equally recognized by accountants that there
are some accountants who exercise poor
judgment. If then there are some accountants with human failings, is this
MANAGEMENT ACCOUNTING /JULY 1969

necessarily presumptive evidence that
the profession is wrong, that uniform
standards are required, or that rigidity
should be practiced?
Now as a matter of fact the ASPR,
various directives, interpretations by auditors, and decisions by contracting officers have all tended to impose a variety
of accounting policies on most defense
contractors. These policies in many
cases are costly and these costs are reflected in the price that the contractor
must quote for his product. How much
these policies have increased the cost of
the finance function in defense companies, is difficult to determine. Comparison of the cost of individual functions
between various companies in different
industries can be invidious. Nevertheless, in this case some indication of relative costs may be enlightening.
Commercial vs. Defense Or ien ted
Companies
Table 1 shows the finance and accounting personnel requirements of a
division of a major commercial company
as compared with that of a defense
company, both of which ship $ 500 million per year.
T abl e 1
ACCOUNT ING AND FINANCE PERSONNEL
Defense Company
1200+
Division of a
Commercial Company
285
Provisions for Corporate
Staff Functions
30
815
Defense over Commercial
% Defense over Commercial

88 5
28 1%

The commercial company's division
consisted of 5 plants, each with a plant
controller and accounting group as well
as a division controller and staff. All accounting functions including cost, payroll, general accounting, cost analysis,
financial analysis, product pricing, budgeting, etc., were performed by the division. The only major function not performed by the division was that of the
treasurer's office.
In terms of cost control information,
publication of reports, and the monthly
financial review, this division provided
far more information than that available in the defense company with 281 %
more people.
Of course, the commercial company
did not prepare certificates of current
pricing, they did not have to make
available numerous copies of various
documents to justify a price, nor did
they engage in abortive attempts to use
PERT -COST as a control device. All

they did was to control the costs of the
business in a very efficient manner —a
manner that permitted a 30 percent before tax return on assets employed.
The defense company had a number
of plants, a number of divisions and a
corporate staff. Each division had a controller accountants, etc. Most operating
departments also maintained two or
more "Analysts" (not included in the
count of 1200 finance personnel) who in
effect performed an accounting function.
The accounting systems used in each
of these cases were substantially different. The commercial division employed
a semi - actual production cost system.
The defense company maintained a job
cost system that made every attempt to
identify costs and profits by contract.
The commercial company employed
a chart of accounts that identified all
items of expense in an extremely detailed manner providing excellent control. The defense company employed a
chart of accounts that had been mutilated, and subjected to extreme stress in
order to accommodate the ever changing
demands of the Department of Defense.
It is recognized that basic differences
in product and organization could contribute to the requirements for increased
finance personnel as well as defense requirements. But, it is reasonable to believe that if the defense company had
been in that commercial field they
would have found a substantially less
costly way to accomplish the finance
function in addition to providing management with the information necessary
to control the business.
Effect of Cost -Plus Environment
There is one key factor involved. The
sizable finance requirements were created in the cost plus environment when
an added cost meant an added fee. The
contractor was rarely concerned about
an added cost that the government
wished to pay for. In today's fixed price
environment, these costs place a penalty
on the contractor —a penalty which he
frequently cannot eliminate because
government representatives continue to
demand as much or more in the way of
accounting data as they did in the cost
plus days. Further, the cost plus practices were ground into basic systems so
that they could be eliminated only
through a major costly systems revision.
Each and every recommendation by
a governmental agency or representative
in reference to a specific accounting system has been a sincere effort to achieve
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a semblance of uniformity. It is, therefore, difficult to visualize how the lack
of uniform accounting is a serious deficiency in the government procurement
of material.
Procurement Shibboleths
Is it possible that it is not only
the lack of uniform accounting systems,
but rather the existence of procurement
shibboleths within the minds of procurement officials that delays the preparation
of price proposals and other accounting
information?
PROFI T IS BAD. Profit is bad and should
not exceed a given percentage of cost.
In today's environment professional procurement personnel readily recognize
that profit is an essential ingredient in
a price. Unfortunately it's a question of
the level of profit. Frequently government negotiations fail to recognize some
of the real costs of doing business. This
is particularly true of forecasts of the
future economic environment. In negotiation they are prone to say, "Well if
it happens, take it out of profit." Top
officials, however, in DOD are concerned about the low level of defense
profits because continuation could ultimately have the effect of diverting necessary resources to more lucrative commercial fields. This is evidenced by the
study DOD initiated through the Logistics Management Institute. The LMI
disclosed that after tax profits in the
defense industry as a return on capital
investment declined from 10.2 percent
in 1958 to a low of 6.3 percent in 1963
and levelled at 6.9 percent in 1966.
During the same period commercial
profits increased from 7.3 percent to
10.8 percent:I
The apparent aversion to profits exhibited by government personnel is
most interesting in a capitalistic society
whose present affluence is presumably
due to maximum exploitation of the
profit motive. Is it possible that this particular shibboleth has actually increased
the total cost of procurements by contributing to sloppy cost control? Does it
mean more total cost than would have
occurred had maximum profits been encouraged through cost control?
IS BAD. Overtime
premium is bad and must receive the
prior approval of a contracting officer.
This is another pet discussion area —
and many companies charge overtime
OV ERT IM E PRE M I U M

• Mackinery and Allied Products Institute Bulletin, March 13, 1968, "Re sul t s of t he LMI Study
of De fense Indust ry Profi ts."
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premium directly to the contract instead of to overhead. Yet all companies
incur some overtime premium in periods when tight schedules are to be
achieved or when manpower shortages
exist. If the company has a number of
contracts mixed between fixed price
and cost types, where does directly
charged premium wind up? It's self
evident that if there is a scheduling
choice, cost type work will be scheduled for overtime. This is not a result of
management direction —it's simply the
result of knowledgeability amongst certain classes of workers who by the nature of their work have some alternatives
open to them as to expenditure of time.
On the other hand, overtime premium booked as overhead equitably distributes it to all jobs, any one of which
may cause the need for overtime or
receive the benefits of it. In some instances overtime may even provide a
cost benefit by providing a greater labor
base for distribution of fixed costs with
a resultant decrease in overhead rate application.
In the case of heavy capital equipment, it may be most prudent to operate on a 6 day basis with 50 percent
premium for overtime on the 6th day.
For example:
1. The cost of equipment includes —
a. A minimum of 6 percent for interest
b. Depreciation of 10 percent on a
straight line basis
c. A nominal pre tax return on
average assets of 20 percent (i.e"
10 percent on original assets cost
assuming a 10 year life)
2. Overtime premium on a base labor
rate of $4.00 /hour costs $2.00 per
hour or $2,400 per year on a 3 shift
basis for 50 Saturdays. Increased
costs for necessary indirect personnel, etc., amount to a 150 percent
overhead factor or a total of $6,000
in premium costs.
3. It does not take much arithmetic to
discover that $6,000 - 26%
$23,077 or the value of a fixed asset
where premium cost exactly equals
the earnings and cost requirements
of the asset. Is it then unwise to
operate a $ 500,000 machine on an
overtime basis?
This
particular concept which appeared to be
a phobia with some procurement people
for many years has probably contributed
more to questionable accounting in the
A HIGH OVERHEAD RATE IS BAD.

defense industry than any other single
facet of the problem. It caused management and finance people to reexamine
their normal practices. As a result, they
discovered that it was not really necessan• to define direct labor as "that which
was related to a unit of product." Instead it could be identified as being
direct labor to a program. This resulted
in an almost unholy proliferation of
"program offices" each with its separate
group of administrators, buyers, cost
analysts, PERT controllers, computer
specialists, value analysts, etc., all of
whom could be treated as direct labor.
This practice did not, of course, provide
the efficiencies entailed in centralization
of like functions, but it sure got the
overhead rate down.
CONSTRAI NT OF R & D COST S. Some years
ago, the Department of Defense became
concerned with what were considered
to be relatively high costs for proposal
efforts and independent research activities. Working through the ASPR
committee, ground rules were established for the recording of these costs.
Ultimately a system was worked out
whereby advance agreements could be
reached as to the level of cost that could
be treated as recoverable on cost type
contracts and as negotiable on fixed
price contracts. It is essential that the
functional accounting of a research organization be understood to appreciate
the impact of these decisons.
In normal circumstances a research
organization has only one product to
sell and that is the creative skill of its
scientists and engineers. These creative
people are supported by draftsmen,
technicians, etc. —all of whom, including the creative personnel, are considered to be direct labor.
"During periods of high contract effort, independent research and development effort is curtailed because of the
need to utilize this direct manpower on
direct contract programs. Conversely,
when contract volume falls off R & D
effort should receive its greatest input
because of the availability of personnel.
Artificial constraints on the disposition
of personnel in this manner limit the
capacity of management to effectively
make use of the organization."
Enough of shibboleths —there are
many others and perhaps they are demonstrative of procurement problems,
but if so they have generally been
promulgated by the very procurement
agencies who are said to be affected by
lack of uniform accounting practices.
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Industry will not establish standards
that are not to its advantage. This is,
of course, correct if by standards we
mean that each and every cost is defined
and booked in an identically rigid manner. It would be most amusing, if only
mildly insane, to watch a steel mill
convert from a process cost system to
the simple job lot system employed by
an assembler of electronic gadgets.
Standards Established by Industry
On the contrary the industry has actively engaged in analysis, programs,
reviews and discussions with DOD representatives in an attempt to define all
elements of cost and accord them
equitable treatment in as uniform a
manner as is consistent with the type of
industry and organization that produces a given product. The comprehensive analysis and discussions undertaken by the Procurement and Finance
Committee of Aerospace Industries Association, in their annual meeting and
throughout the year, should be sufficient
testimony on this point.
Standards Established by the
Accounting Profession
The accounting profession has had
ample time and opportunity to establish
effective standards. This is true if reference is made to some rigid and uniform booking practice. The accounting
profession has attempted to provide
solutions to the problems involved.
Whole treaties on accounting semantics
and practices highlight the literature
from the early part of this century on.
The profession itself has on occasion
been most vocal on this subject. Truth
in Accounting" published in 1939 demTruth in Accounting by Kenneth MacNeal , CPA,
University of Pennsylvania Press.

S

onstrated many of the apparent fallacies
of accounting that had to be understood
before a financial statement became
understandable. Dudley Browne's recent
sardonic article "PAP— Program for Accounting's Preservation" 6—did an admirable job of holding the mirror to the
profession's face and again disclosing its
deficiencies. Nevertheless, substantial
effort has been devoted to the development of formally stated "General Accepted Accounting Principles." Yet,
even after that effort Chambers7 could
point out that application of the alternatives under 30 different inventory
methods contained in the principles
could produce 30,000,000 inventory
values for the same inventory.
Standards Established through
Legislation
If uniform standards are ever to be
established, the initiative will have to
come from Congress. This may well be
true, but what will be the result? At
least one airline executive has observed
that the CAB required chart of accounts
is totally useless as a management too].
In his case the solution was to employ
a separate group of accountants to analyze data produced by the system and
convert it to useful information. This is
a solution, but a costly one. Must the
defense industry look forward to a
pyramiding of already high accounting
costs in order to perform both the function of complying with imposed government requirements and managing
their business?
"PAP— Program for Account ing's Preservat ion,"
Dudley Browne, NAA Bu ll eti n, May, 1963.
"A Matter of Principle," R. J. Chambers—Accounting Review, July 1966, p. 455.

7

Must the System Be Rigid
an d Un i for m ?
An accounting system must be designed to fit the individual organizational and product matrix of the company or entity which the system is to
service. Is it not evident that the accounting system must relate to and integrate all of the functional systems
within the entity including procurement, receiving, quality control, production control, engineering, manufacturing engineering and a host of others?
If all of these are not operated in a
completely uniform and rigid manner,
can the recording system that reflects
the operating activity of these functions
be completely rigid and uniform?
Conclusion
Is it possible that the entire question
of government procured material should
be reviewed? Is the cost involved in the
administration of all the regulations pertaining to cost and price offset by savings achieved in prices paid for product?
Is it possible that administrative savings
could be achieved by contractors and
the government if the price for all or
most items were negotiated without the
extensive detailed analyses, audits, etc.,
and if subsequently the contract profits
were subjected to a special excess profits
tax to be levied on the findings of an
internal revenue audit? After all present
practices appear to frustrate government
personnel, and they do not provide
profit incentives to the contractor.
Mr. Staats' approach as indicated by
his definitions challenges us to perform
our communication function completely,
concisely, and understandably—hopefully we are equal to the challenge.

BASIC PRINCIPLES OF PENSION FUNDING

Continued from page 19
flexibility. He may then use the Unit
Credit Method in order to determine
the value of accrued benefits and the
value of vested benefits so as to advise
management of the. funding progress of
the plan. The ratio of available assets to
the present value of accrued benefits is
commonly referred to as the "benefit
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security ratio," and the ratio of assets
to the present value of vested benefits
is called the "vesting ratio." As noted
before, a benefit security ratio in excess
of 100 percent may indicate a situation
of overfunding. In addition, the actuary
may also analyze the situation from a
pay -as- you -go point of view in order to
advise management about the potential
drain against the fund.

What is of great importance, is that
management understand exactly what
each bit of information actually represents. To this end, the knowledgeable
accountant can be of great help in improving management's understanding of
pension plans and their cost. Hopefully,
this would result in an improvement in
the quality of related management decisions.
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The Kelson Happening
PLANT ACCOUNTANT SHOWS THE WAY IN COMPUTER APPLICATIONS

It was Spring when John Dewey became
plant accountant of Kelson Electronics,
Inc. The end of December had marked
the fifth year of Kelson's existence and
the first year in which it had grossed a
million dollars in business. At the time
John Dewey was employed, Kelson numbered approximately 200 employees. It
had outgrown a building constructed
during its third year of existence and
was presently making plans to relocate
into a new and larger facility.
John Dewey was a business college
graduate, who had continued his accounting education at night school. He
had a number of years experience in
both cost and general accounting, working in all the sections of these departments. It was the controller's opinion
that John could be helpful in establishing the accounting practices that would
be required in the company's growth environment.
A bookkeeping machine was purchased for the purpose of writing and
paying vouchers, writing the payroll,
and maintaining the general and expense ledgers. An edge - punched card
system was installed for the purpose of
reporting and distributing labor costs.
With the immediate need of record
keeping provided for, John set about to
study the processing of data in all departments in order to determine how
this data could be utilized by the accounting department.
In his inventory accounting, he had
discovered that although the products
were made to customer order, and that
purchases and manufacturing orders
were initiated to cover the requirements
24

of these orders, it often happened that
a number of orders being processed at
a given time required common parts.
Since the production people expedited
orders by job numbers, these purchases
and manufacturing releases would be
charged to the job requiring the closest
follow -up; and, because of this, costs
were not necessarily directed to the jobs
using the parts. In some cases a considerable overrun of cost developed and in
other cases the opposite was true. This
did not lend itself to good cost analysis.
At this time production control was
also having problems. Individual parts
were quite expensive, and small overruns and overbuys were kept in the
storeroom for possible future usage. Production personnel had set up perpetual
inventory records, to which all transactions were to be posted. Problems, however, began to arise when requirements

a
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for small quantities of parts that were
indicated to be in stock turned out to
be missing. Because of this, the production people were compelled to secure
coverage late in the production cycle
which caused delinquent deliveries.
Shortly after the close of the company's sixth fiscal year, a new production control manager was hired. His
main assignment was to establish better
production control and production planning procedures, to eliminate re- orders
of small quantities of parts (both on a
make or buy basis) , and to provide better customer deliveries which were becoming a serious problem.
To communicate with all parties concerned, John had inaugurated a system
of standard practice bulletins and had
already issued bulletins covering payroll
preparation and distribution, order invoice procedure, and material acquisition and supply procedure. Now, with
the production control manager's assistance, he could visualize a control
procedure directed at the area which
probably spent the greatest amount of
the company's money.
The Production System
Kelson Electronics had no sales items
that it considered could be built for
sales stock. As sales orders were received,
they were released to engineering who
reviewed the customer's specifications
and issued an engineering release with
bills of material attached. From this information, the industrial engineering department maintained an up-to -date
routing sheet file and the production
control department planned the production of the job.
As soon as production control was in
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of the new system, for he saw that it
contained all the basics he needed to
maintain an accurate cost record. With
the aid of third generation computers,
which were just coming on the market,
he felt that he might even be able to
develop a cost system that could eliminate the taking of future physical inventories.
T h e Data Files
John now contacted a local service
bureau to set up the details of his controlled program. It was decided that two
data files would be necessary for the
system. One to cover all parts in the
stores inventory and the other to cover
all orders in the work -in- process inventory.
The stores inventory file provided
fields for part number, operation number, part description, quantity, product
line, unit material cost, total material
cost, unit labor cost, and total labor cost.
Field descriptions of the stores inventory file are self - explanatory with the
possible exception of operation number.
Certain parts were manufactured from
screw machine blanks, which had to be
run in quantities that were considerably

in excess of normal requirements. Inventory investment to complete these
parts was impractical. In such cases, a
large quantity of parts were run through
a screw machine operation, returned to
the storeroom under a dash 10 suffix to
the part number and were then released
to manufacturing orders for completion
in smaller quantities.
The work -in- process inventory file
provided fields for manufacturing order
number, job reference number, and additional cost data shown in Table 1. It
was determined that for this file it was
necessary to know the value of the
monthly input of material and labor
charges and also the to -date input of
each of these charges. The transfer out
represents the value of material delivered to the storeroom or the value of
finished units delivered to shipping. Inventory balance, of course, represents
the difference or the remaining balance
of the to -date input minus the transfers
out.
Data Processing
John decided that the internal staffing for this system would be made up
of a cost accountant, who would be re-

Table 1
WORK-IN - PROCESS INVENTORY
Transfer
out

Inventory
balance

X
X
X
X
X
X
X

X
X
X
X
X
X
X

X
X
X
X
X
X
X

X
X

—

—

To date
input

X
—

Stores requisitioned material
Stores requisitioned labor
Set up labor
Rework labor
Direct labor
Replacement parts material
Replacement parts labor

Mont h
input

—

possession of the materials lists and all
new route sheets, the job was reviewed
and a scheduled shipping date was set
up. which was given to the sales department for acknowledgement to the customer. Production planning of the required piece -parts was then processed
on stock status ledger cards, (see Exhibit 1) .
Purchase requisitions and manufacturing orders were issued for all items
not available in stock. Separate requisitions were written to move parts from
the storeroom to the accumulation area
for final assembly kits, sub - assembly kits,
or detailed part manufacturing orders.
As storeroom parts were issued against
requisitions the stores clerk entered the
remaining balance in stock on the requisition copy which was to be returned to
production control. This copy was posted by the production control clerk to
the stock status card, at which time the
perpetual inventory figure was checked
and any discrepancy investigated. In this
way, an accurate perpetual inventory
record was maintained which could be
used with confidence.
One final record was maintained by
the production control department. This
was a record of the sales dollars released
by the sales department to production
control, to the factory, to the assembly
room, and to the shipping department.
The values in this schedule were maintained from a daily transfer report which
reflected the value of new business received and the activity of jobs released
to the shop, assembly kits released to
the assembly room, and completed units
transferred to shipping. This became an
invaluable tool to the manufacturing
superintendent.
John was very happy with the design
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sponsible for the accuracy of all inputs
to the system, who would maintain a
constant audit on the system, and who
would issue required cost analysis and
reports. In addition to this man, the
company would lease a keypunch and
would hire an accounting clerk capable
of keypunching the input data. It was
anticipated that there would be 5,500
labor transactions and 2,000 storeroom
transactions per month.
LABOR

Hourly labor rates were applied to
the daily labor tickets at the time they
were kevpunched so that the resulting
weekly labor report would be valued
and balanced to the weekly payroll. This
provided an accurate valuation of labor
input to the system.
MATERIAL

All movements of parts in and out of
the storeroom were transacted on one
of the following forms:
Manufacturing order yield
Stock requisition
Material credit
Receiving report
After these forms were processed over
the perpetual inventory records, they
were delivered to the cost accountant to
be keypunched. In addition, receiving
reports were matched to vendor invoices
so that a valuation could be assigned.
This provided an accurate valuation of
material input to the system.
From this point, all further valuations
of material were incorporated within the
system itself. The value of purchased
material was added directly to the storeroom inventory. As manufacturing orders yielded to stores, the value accumulated in the work -in- process inventory
were transferred to the storeroom inventory. Within the storeroom inventory, the system added the quantity
moving into the inventory to the quantity existing in the inventory. It also
added the value of the material entering
the system to the value remaining in
the inventory. From this data, it calculated a new average cost per piece to be
applied to future requisitions. In this
way costs were controlled within the
system.
If at month -end, all vendor invoices
had not been received, it became necessary for the cost accountant to estimate
the value of the material being delivered
to stores. When the vendor's invoices
were received, minor variances were
written off to cost of sales through the
26

voucher register. If a major discrepancy
occurred then an adjustment would be
required to the system.

between departments was rare; but when
it did happen, their reporting would be
reflected in more than one department.
The efficiency report was distributed to
SALES
the factory management group for their
Kelson Electronics processed approxi- information and analysis. The reporting
mately 125 shipments per month. Be- of quantities completed, route sheet
cause it was impractical to automate the standards and elapsed time was done by
costing of these sales, the cost account- each employee on an honor system.
ant, each month, reviewed the work-in - However, certain audits were provided
process inventory file and manually de- to keep this reporting accurate. The factermined the cost of sales to be entered tory foremen signed off on each eminto the system.
ployee's time sheet and were charged
with the responsibility of making such
SERVICE BUREAU
checks and counter - checks as were necAt month -end these decks of cards essary to assure accurate reporting of
were delivered to the service bureau:
elapsed time.
After a manufacturing order yielded
1. Cost of sales and adjustment deck
2. Addition of new part numbers and to stores, it was eliminated from the
descriptions to the storeroom inven- work -in- process file. At this time a retory deck
port of activity charged against this
3. Deletions deck of closed jobs and manufacturing order was prepared
which showed among other things, total
inactive storeroom parts
4. Purchase order receipts deck
actual labor and total standard labor.
5. M.O. requisitions and material cred- With this information, the industrial
it deck
engineer could relate the reported time
6. Manufacturing order yield deck
to the standard allowed time. If this
7. Job requisitions and material credit analysis revealed extreme inaccuracies,
the detailed records in the cost accountdeck
ing
department would indicate the point
With this information in hand, the
where
these inaccuracies occurred and
service bureau processed the cards into
corrective
action could be taken.
the system, preparing an activities reThe analysis of job costs was perports as each deck was processed. This
was followed by the preparation of a formed by the cost accountant on a sework -in- process inventory report and a lective basis. The activity of all large orstoreroom inventory report, which was ders was watched closely and as soon as
returned to the company's cost account- practical, a cost to completion report
ant for audit, the calculation of a new was estimated. These analyses also procost of sales, and the preparation of re- vided a basis for inventory investment
quired job costing reports. Periodically control, particularly, in the area of purduring the year, the cost accountant re- chased parts on long range jobs. Thus,
viewed the storeroom inventory report the cost accounting could provide managainst production control's perpetual agement with those reports necessary to
inventory records to investigate and cor- maintain investment control in the
rect any errors which may have crept work -in- process inventory.
At the close of each quarter, the listinto the system. He would periodically
check old manufacturing orders remain- ing of all parts and their valuations in
ing in the system to see that no discrep- the storeroom provided management
ancy had occurred or determine the rea- with a tool to check the investment in
the storeroom inventory.
son for the delay.
At inventory time, a physical count
was not required. A verification of the Conclusion
data processing reports against open acThis study shows how a small comtivity in the factory assured the accuracy pany can adapt to third generation comof the file. Valuations, after an audit puters, at a reasonable cost, and within
for reasonableness, were accepted as the scope of its accounting ability. Comgood inventory values.
puter power is used only where it is
practical. To have tried to automate the
The Reporting System
monthly costing of the invoices or to
The weekly labor efficiency report have tried to automate the production
was a tabulation listing employees in planning processes could well have
clock number sequence by manufactur- killed the entire system.
ing department. Transfers of employees
Continued on page 42
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AD HOG Research in
Small Companies
AD HOC PROJECTS DO NOT REQUIRE EXPERT KNOWLEDGE ON THE PART OF BUSINESS MANAGEMENT

By John H. Hennessy, Jr.
An informal survey of executives in
small to medium size companies (with
sales of $25 to $100 million) carried on
in the casual atmosphere of after -work
meeting places has revealed to this author a rather consistent pattern in their
views on, and participation in, operations research studies of the ad hoc
variety. In most instances these men
were at the officer level having come up
through the financial organizations of
their companies. Accordingly, they can
be viewed as somewhat more informed
with respect to the subject matter than
officers with other functional backgrounds. However, the similarities in
responses far out - numbered the differences. For this reason it is felt safe to
assume that the findings of the study
are representative of general management as well as financial management.
Therefore the article has been written
from this perspective.
It should be emphasized here that
the opinions and reactions were sought
only on the heuristic, ad hoc type of
study. Inquiry did not include well established operations research models.
Such models are built on long used
algorithms which have been refined to
the point that only the inputs for individual companies are unique. As such
they involve little or no experimentation. Subject to this qualification, the
findings arising out of this inquiry are
briefly stated as follows:
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1. Few heuristic, ad hoc research projects are apparently being undertaken
by other than larger companies.
2. There is a skepticism among the
executives of smaller companies as
to whether these projects justify
their generally higher cost in relation to less sophisticated techniques.
3. Smaller company executives are reluctant to propose operations research projects because they feel that
what they do not fully understand,
they cannot reliably control, and because these projects are often large
in terms of man -hours and dollars.
In this article an attempt will be
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made to demonstratc that ad hoc operations research projects can be undertaken advantageously by smaller companies. Where it is felt necessary to illustrate the points which are made, this
will be accomplished by referral to an
operations research project involving
the economics of physical distribution
of products.
Defining the Project
Normally in ad hoc projects there are
one or both of two basic types of objectives being sought:
1. To improve products or services
2. To improve return on investment
by increasing revenues, lowering
costs or reducing the investment required; either singly or all in combination.
It can be presumed that in reaching
a decision to proceed with a specific
project, there has been an evaluation of
its costs and potential benefits against
those of other pending projects and a
higher yield has been found to exist
than is present in the projects not selected.
In addition to an awareness of its
objective manifestations, a prerequisite
to researching any business problem is
an understanding of its subjective nature. An appreciation of the former
can be acquired through a study of historical records. To understand the latter,
however, requires a perception which
comes only from personal commitment
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and exposure to the problem from a
position of management responsibility.
For example, assume statistics reveal
that 3 out of 5 orders from dealers are
rush or emergency orders. To beef up
the distribution system to handle these
orders quickly might appear as the logical research objective. However, if
management is aware that this order
pattern is due to the dealers' reluctance to tic- t i p capital in inventory the
more realistic objective of the project
would be concerned with getting the
dealers to do a better stocking job. Of
equal importance, this objective would
be pursued in an entirely different
fashion than one involving faster system
response to orders.
In summary, the major task and responsibility of management in initiating
an ad hoc research project is to make
clear to the research staff how the problem has been created, something of its
dimensions and the kinds of findings
which are to be sough. If management
is unable to reduce a proposed project
to a series of concise statements, the
chances are exceedingly good that any
work undertaken on the project will
ultimately be tossed on the wasted effort pile. A further conclusion is that
a manager's essential role in operations
research projects is not involved with
any mathematic or scientific discipline
but depends on his knowledge of the
real world in which his company operates.
The Significant Control Variables
Control variables are those variables
over which management exercises discretion or control. For use in a predictive type model, however, these van ables must also be susceptible to
quantification or numerical expression.
Otherwise, they cannot be used for
experimentation in a system model. If
reflected at all, they appear as constants
or are empirically applied by management when framing decisions.
Preliminary, therefore, to developing
the experimentation model, the researcher must identify the significant
quantifiable and controllable variables.
Identifying these factors in a physical
distribution study might involve the
following investigations:
1. Identifying the product items comprising the major percentages of
sales volume.
2. Determining the number of stocking
levels in existence (i.e., wholesale,
distributor, retail) and the effect of
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these distribution levels on inventory functioning of the system rather than
investment and operating costs rela- any expertize in research technique is
tive to customer service capability.
what is needed in limiting errors or
3. Establishing the geographic product omissions.
distribution or stocking points in relation to sources of supply and to Building a Verbal Model
The importance of the complete and
the geographic dispersion of customers, and evaluating the influence accurate structuring of the verbal model
of these stocking locations on invest- cannot be over - emphasized as it provides the major guide to the researcher
ment, costs and service.
4. Examining the functioning of the in determining the most applicable resystem with respect to each product search approach and the most appropriline, distribution level and major ate mathematical expressions by which
geographic stocking point to deter- to implement the selected approach and
mine: inventory turnover rates, build the mathematical model. If the
stock -out frequencies, excess stock verbal model is properly drawn it also
occurrences, resort to premium will aid the researcher in taking adtransportation modes, handling and vantage of various short cuts in data
storing costs, order cycle periods for manipulation and permit focusing his
filling customer requirements, stock attention on a minimum number of
replenishment periods for replacing combinations of variables.
Important and integral parts of the
inventory and transportation modes,
verbal
model are the data formats, or
routes and costs.
5. Determining for each product line reports, to be used for displaying the
the effect of policies governing prod- output of the mathematical model. Unuct replacement or obsolescence, less these are carefully drawn both as to
warranties and spare part availability substance and arrangement, data may
and their influence on inventory in- be gathered for input to the model in
vestment, operating costs and cus- a form which will not be useful for output analysis purposes. This part of the
tomer service.
verbal model is also extremely imporThe number of variables to be ex- tant to the researcher in deciding on
perimented with and the numbers of what computer language and hardware
levels of value to be assigned to them can best be employed and provides him
in the experimentation will determine with an insight into the amount of
the scope, complexity and cost of the programming effort which will be inproject. Therefore this selecting and volved.
testing process is exceedingly important
Operating management, and by this
both in eliminating those variables it is meant the people who live with
which have little influence on the func- and direct a system which is being
tioning of the system and in establish- Studied, are obviously in the best posiing the tentative limits through which tion to say how the system should be
the remaining significant variables will reflected in a data display or reports
be tested.
structure. This is not to say that the
In order to be able to segregate the staff researcher cannot offer valuable
significant from the insignificant in counsel. In fact, it is his availability for
terms of their over -all influence on the this purpose that precludes any need
economic functioning of a system, some on the part of operating managers to
experimentation with the variables is acquire competence as computer prorequired in this phase of the project. In
doing this both management and the grammers.
research staff often learn that certain The Mathematical Model
relationships between important variIn establishing a predictive model, a
ables are not as they have always seemed series of mathematical expressions are
to be and that the statement of the developed to reflect the relationships of
project as originally drafted may have the important variables. In simplest
to be amended in one or more signifi- form such an expression appears as:
cant respects.
X = (f) Y
Clarification of such matters at this where the (f) is either a constant or
stage can save a great deal of wasted varies with changes in the value of Y
time and effort in later restructuring the either linearly or in a curvilinear fashion.
system model and reprogramming the The (f) factor thus may be a mathecomputer for data manipulation. Here matical expression, an exponent or a
again, the manager's knowledge of the simple number.
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Once the mathematical model has ingly, there would appear to be no ob- control costs on these adventures and to
been constructed, it is next validated by vious rationale for their viewing opera- ensure that reasonably worthwhile rein- putting existing policies and compar- tions research projects in a different sults are achieved. The procedures ining the model result with actual histori- light simply because they produce a volved are similar to those used on controlling any staff study and in this concal results of operations. In many cases soft product rather than a hard one.
nection
the following matters are perthis process will not provide the high
Manipulating Data and Analyzing
haps worthy of comment.
correlation one might like to see. This
Results
Until the verbal model has been conusually arises out of human variances
With the model validated, the ex- structed it is not possible to predict with
or departures from prescribed policy in
perimentation commences with the im- any accuracy what specific research techthe day -to -day conduct of operations.
Thus, the input of a real world policy portant control variables being moved niques will be required, what will be
into an abstract model produces an through a series of value levels and the found, and what subsequent levels of
abstraction or theoretical reflection of effects on system costs and performance investigation will be required. Ideally,
the policy in action, but does not in- noted. Panoramically, the procedure is therefore, ad hoc operations research
projects should commence on a best efcorporate the vagaries of human re- somewhat as follows:
sponse into the solution or findings. 1. Inputting samples of data previously forts basis. Financial exposure can be
validated as representing universes initially limited to that level of man Extensive analysis and programming
of data. In a distribution studv this days and expense which management
effort is frequently required to build
would include: a customer and order feels is prudent to place at risk in light
such features into a model. More often,
sample,
a product sample and a of the seriousness of the problem under
therefore, an off -line analysis is undertransportation
sample.
study or what is felt to be the order of
taken to find out the reasons for any
significant differences between model 2. Inputting previously developed cost magnitude of potential benefits to be
factors for the various operating ele- derived.
results and recorded history. This is
ments of the system.
With a knowledge of the interactions
likewise time consuming but a certain
3. Altering the control variables and of the important variables it is possible
amount of it must be anticipated.
recording the resultant costs and to establish the initial experimentation
In all events, the important matter
service
performances of the system, which appears justified. T e work to be
to be validated is whether the signifiutilizing
the previously designed re- done is then programmed by establishcant dependent variables react to stimuports structure.
ing a number of levels of investigation.
lus in the same direction and in the
sa m e o r d e r o f m a g n i t u d e a s they d o i n

the real world. In the validation process
further light can also be thrown on
those variables which have the most
pronounced influence on the subject
matter under study. The subsequent experimentation can then be concentrated
on these variables with substantial savings in time and expense.
Being made aware of the techniques
to be employed by the staff researcher
and the experimentation to be undertaken as well as the source and format
of data input and the format of the
data output, management can then rely
on the researcher to come up with the
implementing details. This includes
deriving the correct mathematical expressions and suitably programming
them, utilizing the most appropriate

computer language and hardware.
At this stage in an ad hoc operations
research project, management's relationship with the researcher is similar to his
relationship with the staff physical scientist who is to undertake an applied
research project with well defined parameters in hopes of finding the way to
create a product or process for a well
defined customer requirement.' Executives in all sizes of companies make decisions to proceed on these types of
projects with no apparent reluctance
and apparently feel competent to keep
them under reasonable control. AccordMANAGEMENT ACCOUNTING /JULY 1969

4.

Un d e r t a k i n g

lin ea r

prog ra mming

Con t r ol l i n g t h e P r oj e ct
At this point it should be clear that
management need not have a researcher's background to contribute to the
operations research project. Further, it
should also be clear that the techniques
which are used can produce a more realistic and reliable result than is achiev-

A level of investigation includes all the
work to b e undertaken in testing the
control variables over a range of values
for which the parameters (i.e., the established physical and economic relationships and related unit costs) do not
change.
As the results of each level of investigation become available, the researcher
is able to see fairly clearly through the
next level of effort and to plan and program it with a reasonable degree of reliability. However, as each level of investigation is completed, decisions must
first be made as to whether:
1. To continue the research
2. T o defer further experimentation
and to implement certain indicated
policy changes so as to confirm their
effect before proceeding further
3. To close out the project
With the decision made to proceed,
a control plan for each level of investigation is necessary in order to establish
in some detail the steps which will be
followed and to group them into logical
planning or control elements. These
control elements are then grouped into
sub - projects which collectively comprise
a level of investigation. If over-runs are
to be held in check, the elements used

able through less sophisticated observation and analyses processes. However,
the question still remains as to how to

in the control plan normally should not
exceed three man -days of effort.
In arranging the control elements to

and other analyses to provide optimization criteria for such matters as
warehouse location, inventory policy
and transportation policy.
5. Resimulating the system reflecting
the optimization criteria as inputs,
so as to learn how the system might
function at optimization.
As each level of investigation is completed the results are analyzed leading
to further experimentation until several
fairly well defined alternatives are developed. In most of these situations the
selection of the alternative to be followed cannot turn on the objective factors alone but must be strongly conditioned by management's understanding
of the subjective side effects each alternative is liable to produce within the
organization. Arriving at this type of
discriminatory judgment is the essence
of the management function.
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form sub - projects, great planning convenience is achieved if the elements can
be undertaken without interruption.
This permits the sub - projects to serve
as the planning units.
With the sub - projects properly established it is possible to develop a critical
path network. To effectively schedule
and control manpower, a Gantt chart
can be constructed and used to advantage in conjunction with the critical
path network for measuring progress on
each sub - project.
It is rarely possible to schedule all
sub - projects for a particular discipline
to run continuously because of their interdependence on other disciplines.
However, since different people have different talents in terms of disciplines, it
is necessary to schedule people by disciplines. For this purpose it is often helpful to recap the sub - projects under each
discipline.
Depending upon the circumstances,
it may or may not be possible to include
more than the one level of investigation
in the control plan. In any event, the
plans for the later phases of the project
can be developed (or revised) as each
of the earlier levels of investigation is
completed. To extend or revise the control plan with complete accuracy is seldom possible. However, the unknowns
are usually not significant in relation to
the total project and can be accommodated within the normal contingencies
which should be applied in planning
(probably 10 to 15 percent). As the
control elements and sub - projects are
established for each investigative level,
the critical path network and the Gantt
manpower control chart are concurrently
revised and extended to indicate the
latest available information.
Reflecting on the above, it is obvious
that very conventional planning and
control techniques can be used to invoke effective management control over
ad hoc operations research projects. Accordingly this reservation to the use of
these types of projects by smaller companies should now have passed on to
its reward.
Manning the Project
There would now appear to be only
one possible remaining objection to ad
hoc research projects on the part of
smaller companies. This involves the
matter of an adequate number of competent staff people. Since operations research projects of any scope cross organizational lines and involve many or
30

all of the functions of a business (incidentally, making participation by someone in top management essential) all
the various staff skills within the company will in one time and way be required on the project. In illustrating the
kinds of people who are required and
the work they would perform on an operations research project involving distribution economics, the following membership of the research team perhaps
would be typical.
1.
2.
3.
4.
5.

Market research
Industrial engineering
Financial analysis
Traffic analysis
Operations research (Management
science)
6. Computer operations
The number of people needed in each
of the above disciplines and the amount
of time to be required of each member
of the research team will vary according
to the nature of the study and where
the emphasis happens to be placed. On
a large distribution study for which the
writer once had management responsibility, the percentage allocation of man days by type of skill was as follows:
T echnical and upper
managem ent:

Percentage
of total

Mar ket r es ear ch
Indust rial engineeri ng
T rans portation economics
Financial analysis
Operations research
Computer program mi ng and
operat ion

30. 5

Clerical and hourly

65. 2%
29. 6%

T op management
Grand total

6. 4%
4. 5
5. 8
5. 6
12.4

5. 2%
100. 0%

With the large element of the work
involving computer personnel it is quite
practical for the smaller company to
think in terms of subcontracting this
element of the project to an outside
service bureau. Where a competent operations research man is not on the staff,
these services can likewise be contracted
for outside the company.
It should be apparent that by appropriate resort to outside agencies for personnel skills not available within the
company and by scheduling projects
over a sufficiently long calendar period
to permit reasonable part-time utilization of available staff, the small organization should have little difficulty in
manning most ad hoc research projects.
It should be remembered that the prob-

lems which give rise to these projects
usually have been around for a long time
and the company has survived, thus a
feeling of great urgency to find their
solution is in most instances neither required nor justifiable.
Conclusions
Operations research projects of the
heuristic type can place heavy demands
on the small to medium size company,
but they can be readily understood and
controlled by the executive groups of
these types of companies.
Business managers must first define
the problems, and then must guide and
direct the mathematician and computer
specialist in what is to be done. Business
managers must also be responsible for
the analysis of results and the formulation of courses of action. Therefore, operations research projects should remain
under the direction of and subject to
the judgment of people in general management as opposed to management scientists or operations research specialists.
Operations research projects of reasonable size are costly and tie up capable
people who could otherwise be doing
other important work. Therefore, these
projects must be carefully selected to
ensure best utilization of both the human and financial resources of the company.
Large operations research projects are
conducted to advantage in a series of
in .,estigative levels with each level building on the knowledge gained in the previous level. This concept of control
produces useful results more quickly and
provides management with a series of
reappraisal points at which progressively
more accurate estimates of total project
costs and probable ultimate benefits can
be made.
Since operations research projects
when initially conceived are largely unpredictable in terms of requirements
and the results which will be achieved,
they may be difficult for the smaller
company to justify economically or to
budget realistically in advance. Managements are therefore best advised to approach such projects by establishing a
fixed dollar commitment based on broad
estimates of the work to be done and
the potential economic benefit to be derived. Such an amount should be established as a sum which seems reasonable
to risk in relation to the possible benefits to be gained, but, with a full recognition that the hoped for results may
not be achieved.
MANAGEMENT ACCOUNTING /JULY 1969

The Treatment and Disclosure of
Research and Development
Expenditures
ACCOUNTANTS ARE CONCERNED WITH COST- REVENUE MATCHING WHILE FINANCIAL ANALYSTS STRESS
CONSISTENCY OF TREATMENT

By Bryce B. Orton and
Richard D. Bradish
When the company accountant has
assembled the research and development
costs of a firm, he is faced with the
problem of reporting these costs in the
financial statements. Basically, this
problem can be resolved by the use of
one of two methods: (1) the capitalization basis - amortize the costs over periods in which anticipated benefits from
research are realized or (2) the revenue
basis — charge the costs against the revenue of the period in which the costs are
incurred.
The study presented in this article
deals with the treatment and disclosure

presently given research and development costs in the financial statements
by industrial companies in the United
States and the thinking of interested
parties relative thereto. In recent years
there has been more and more concern
about this problem on the part of controllers, accountants and the users of
the financial statements. The approaches
used in making this study were:
Interviews were conducted with the
controllers of companies of various
sizes, engaged in diverse industries,
in an attempt to obtain a cross section of current practice relative to
the treatment of research and development costs by each firm.

eight industrial firms permitted discussion of the individual company accounting practices relative to research and
development with controllers and inquiry into the content of cost classification. The interviews were conducted
with 38 companies of varying sizes, engaged in diverse industries, in an attempt to obtain a cross - section of current practice.
COSTS IN THE FINANCIAL
STATEMENTS

The interviews revealed the following
regarding reporting research and development expenditures in the financial
statements:

2. After completion of the above interviews, a questionnaire was devised to
include all pertinent points discussed
in the interviews. The questionnaire
was used to obtain a broader sample
of the accounting treatment of research and development costs.
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3. Financial analysts were interviewed
to determine their thinking relative
to the present day treatment of research and development costs.
4. An examination was made of annual
reports of industrial companies to
determine the method of presenting
and disclosing research and development expenditures in published financial statements.
Intervi ews Wit h Contr ollers
Field studies conducted with thirtyhirty-
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None of ttmc companies capitalized
all research and development costs.
2. Three companies capitalized costs
associated with the development of
special machinen. and plant facilities. The amounts capitalized included only that which was considered the "fair market value" of the
machinery or plant rather than the
entire cost of development. Two
wrote -off the remaining research
and development costs, including
the uncapitalized amount applicable to machinery or plant, as a part
of general and administrative expenses. One company included the
remaining costs in the income statement as a direct write -off in cost of
sales.
One company capitalized the prototypes developed inasmuch as such
items were used for demonstration
and test purposes. These prototypes
were carried on the books at the
estimated "resale value" in the finished goods inventory of the company. The remaining research and
development costs were written -off
as part of cost of sales.
4. One company included all research
and development costs as part of
manufacturing overhead items.
One company expensed all "pure"
research costs currently as general
and administrative expenses; the remaining research and development
costs were considered as part of
manufacturing overhead.
6. Seven companies wrote all costs of
research and development off currently as part of cost of goods sold,
not affecting manufacturing costs.
7. Fourteen companies wrote all costs
of research and development off as
part of selling and general administrative expenses.
8. Two companies wrote -off "pure"
research and new product development costs as part of administrative
expenses, with all other research
and development expenses considered as part of cost of sales.
9. One company wrote -off all the costs
of the central research laboratory to
general and administrative expenses, and the costs of department
research laboratories were written
off as manufacturing overhead.
10. Eight companies wrote the cost of
research and development off as a
separate classification in the income
statement.
This emphasizes the wide diversity of
32

methods being employed by industrial
firms in accounting for research and development costs in the financial statements.
Of the six firms capitalizing any research and development costs, three
firms capitalized the cost connected with
the development of special machinery,
plant facilities, and prototypes. Capitalization in these instances included only
nominal amounts. Three other firms included a portion of research and development costs as manufacturing overhead, and thereby capitalized a relatively small amount of the costs as part of
the inventory carried over to be matched
against future sales. The research and
development costs of the other thirtytwo companies, as well as a large percentage of the costs incurred in the six
cases noted above, were written off in
the period in which the costs were incurred. The costs were included in a variety of expense classifications within the
income statement. Not one company
capitalized and amortized research and
development costs in the usual accounting sense.
Company controllers were asked to
express opinions relative to the adequacy of the handling of these costs in
the financial statements, both with respect to income determination and balance sheet presentations. Controllers
from twenty-one companies said the accounting treatment given research and
development costs provided an adequate
matching of expenses and revenues. Sixteen believe that current expensing of
research and development costs was inadequate. One felt that current write -off
of these expenditures was satisfactory
only if taken as an average for a series of
years.
Thirty -three controllers expressed the
opinion that failure to capitalize at least
a portion of research and development
costs undervalued the company assets.
Nearly half of those holding this opinion
were convinced that the failure to capitalize or to make comment in the balance sheet relative to research and development costs made the statements
misleading. Four controllers felt the
method by which a portion of the research costs was capitalized resulted in
a "fair" statement of assets. One declined to comment on the question.
REASONS FOR METHODS USED
IN REPORTING

In the field studies industrial f i r s
were asked to justify the method used in

reporting research and development
costs in the financial statements. The
data presented relates to the method of
writing research and development expenditures off currently which applies to
most of the firms interviewed.
Company controllers presented several
reasons for currently charging research
and development costs to revenue. Conservative accounting policy was the reason given most often (36) , followed by
the stable nature of the expenditure
(32), permissive provisions of the tax
code (31), and convenience in handling
the costs (21) . Because conservatism
was also the major reason given by those
returning the questionnaire and due to
the many supporting justifications given
for this attitude it will be discussed later.
Many controllers placed emphasis
upon the permissive features of the federal income tax code. A number of companies, usually of smaller size, indicated
the provisions of the tax code was the
major reason for the accounting method
followed relative to research and development costs.
A concern frequently expressed by
controllers is the influence of income
tax provisions upon the cost of research
and development programs. Some controllers termed the problem as that of
the `expensive" vs. the "inexpensive"
research dollar. The high rate of corporate taxes has made the rapid recovery
of expenditures a matter of considerable
importance to many business enterprises. The view expressed is that failure
to write research and development costs
off in the period incurred increases the
cost of the research activity.
Writing research and development
costs off currently permits an approximate 50- percent quick recovery of the
cash expended for research and development. Thus, tax permission to charge off
all research and development costs currently makes the research dollar approximately only half as expensive as it would
be if the costs were capitalized and allocated to future periods.
Companies that contemplated presenting research and development costs
in published financial statements differently than in income tax returns often
expressed concern that the tax handling
might be questioned by tax authorities.
Although current tax law does not require that the accounting be the same
for both purposes, some companies felt
the wiser program was to follow the
same procedure in both instances thus
avoiding questions being raised as to
MA N A G E M E N T AC CO UN TING / J U LY 1969

the acceptability of the financial accounting procedure.

sixteen firms indicating "convenience of
handling the costs" as a major reason for
writing off research and development
costs currently, twenty-seven others indicated this as a supplemental reason.
Eight firms listed the usefulness of the
information in the pricing activities of
the firm as a secondary reason for a current write -off policy. Eleven other companies indicated the information had
value in the decision making activities
of the firm. The fact that research and
development expenditures occurred in
"fairly uniform" or "relatively stable"
amounts was mentioned by nineteen
companies who indicated other reasons
as being a major consideration.

end of a given accounting period. In
some types of research, successful
projects represent a very small percentage of the total number of projects undertaken.
2. The capitalization introduces the
problem of determining a proper
amortization period. The useful life
of knowledge gained by research cannot be predicted with sufficient accuracy to serve as the basis for amortization costs over future periods. In
some industries the commercial life
of new products and processes is
very short. In others, original development costs must be followed by
equally large annual expenditures for
improvement to keep a product competitive. Benefits of research and development can rarely be assigned,
with any degree of assurance, to the
sales revenue of any specific future
period.
3. The benefits from "pure" research
cannot be measured and assigned to
any one product or accounting period. Under ordinary circumstances,
any allocation of such costs to products or accounting periods is arbitrary.
4. Research costs are viewed by management as recurring annual expenses similar in nature to other nee

Questionnaire Results
Table 1 summarizes the results of the
questionnaire inquiry relating to the
treatment given research and development costs in the financial statements.
The results of the questionnaire substantiate the findings from the interviews that nearly all research and development costs are written -off currently.
The majority of the classifications in
the summary are self - explanatory. One
classification needs additional explanation: "costs of experiments known to be
successful capitalized— failures written off as administrative expenses." Of the CONSERVATISM
seven companies capitalizing the costs
The results obtained from interviews
of successful experiments and writing
and
questionnaires indicate that conservthe remaining costs off currently, four
ative
accounting practice is the major
capitalized only those costs associated
reason
for current write -off of research
with the development of new or special
machinery and three gave no explana- and development costs. Whenever a
tion as to the type of projects capital- company indicated conservatism as the
ized. Four companies capitalized only major reason for currently expensing rethe "fair appraised" value of the devel- search and development costs assertions
opment; three firms indicated all costs were made justifying this policy.
involved were capitalized and subseThe justifications may be summarized
quently matched against revenue. The as follows:
capitalized costs were carried in the balThe ultimate success of many reance sheet as a part of plant and equipsearch projects is unknown at the
ment by four of the companies. Two
firms reported these costs in the balance
sheet as "deferred charges" and one
Table 1
METHODS USED TO CHARGE COSTS OF RESEARCH AND
classified the costs under the heading of
DEVELOPMENT AGAINST REVENUE
"other assets."

The results of the questionnaire survey relating to the reasons for current
practice in handling research and development costs in the financial statements
are summarized in Table 2. As seven of
the 217 companies responding capitalized any of the research and development expenditures, the table includes
only the 210 companies using the method of direct chargeoff of research and
development costs.
All firms indicated a major reason for
the policy adopted, and in many cases
additional reasons were given as playing
a supplemental role. A summary of these
additional reasons, along with some of
the comments offered, is given below.
Forty-three companies, in addition to
those checking the category as a major
reason, indicated the permissive features
of the federal income tax code influenced the accounting for research and
development costs. In addition to the
MANAGEMENT ACCOUNTING /JULY 1969

.......... ...............................
...............................
...............................

Unable to classify
..................................
Total ......................................
y

REASONS FOR METHODS
USED IN REPORTING

Number
Classification
0
All costs capitalized and allocated over subsequent production
...............
Costs of experiments known to be successful capitalized — failures
written -off as
7
administrative expenses
..........................
...............................
All costs considered manufacturing
expenses, absorbed
like other indirect manu19
facturing costs
....................................
...............................
12
All costs considered
costs of sales, not affecting manufacturing
costs
............. 108
All costs considered selling or administrative expenses
............................
53
All costs shown as separate classification (extraneous costs)
......................
Basic research, costs of central laboratory, considered administrative
expense —
9
all other R &D costs indirect manufacturing costs
...............................
Basic research costs as administrative costs —all .other
R &D as a part of cost of
4
sales, not affecting manufacturing costs
217

Table 2
SUMMARY OF REASONS GIVEN BY FIRMS REPORTING RESEARCH AND DEVELOPMENT
EXPENDITURES AS CURRENT CHARGES AGAINST REVENUE
Number
Reason
140
It is a matter of conservative accounting practice
... ...............................
22
Income Tax Laws so permit
.........................
19
It is more useful for management
decisions making ...............................
purposes
.....................
16
It is more convenient method of handling the costs
...............................
7
It assists in the pricing activities of the firm
........costs
...............................
4
It provides stockholders information on research
2
Too difficult to determine long -range value of research ...........................
activities
.................. 210
Total

...................................... ...............................

Source: Questionnaire received from 210 industrial companies.
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essary general and administrative expenses.
These reasons for current write -off of
research and development costs are
found repeatedly in current accounting
literature discussing the control and
evaluation of research expenditures. The
testimony presented before the Ways
and Means Committee in relation to
the adoption of Section 175 (Research
and Experimental Expenditures) of the
1954 Internal Revenue Code drew
heavily upon these reasons for support
of the current write -off provision.'
The Interviews with Financial
Analysts
Financial analysts are in a very significant position in our economy relative to
the accounting treatment of various
items and the adequacy of their disclosure in published financial statements.
Multi- varied investors depend upon the
findings of analysts as a material aid in
arriving at major decisions relative to
investment. The analysts, seeking to
perform their function in our society as
flawlessly as possible, look to the financial histories of companies as the foundations on which reliable predictions of
future growth and earnings may be determined. Only if adequate financial information is available can the analysts
perform their jobs satisfactorily. Since it
appears reasonable that no one should
know better than the analysts themselves the sufficiency of the financial information provided for their use, interviews were conducted with them relative
to their opinions as to the treatment and
the adequacy pf disclosure of research
and development costs.
The analysts interviewed were quick
to emphasize their belief that research
and development expenditures are a
most important indicator of growth potential for the firms in many industries?
Histories of many companies appear to
indicate that there is high correlation
between the amounts spent currently on
research and development and the profit- making potential of business firms.
Predicting with reasonable accuracy the
Hearings Before the Committee on Wa ys and
Means Regarding the General Revenue Revisions,
House of Repre sentatives, 83rd Congress, 1st Session, Part 2 (Washington D.C.: U.S. Government
Printing OiAce), pp. 940.959.

I

This contention is supported in a correlation study
made by Brozen who found that those industries
spending the largest percentage of sales for research and development obtain the highest ret urn
on ne t wort h. Yale Broze n, "T he Fut ure of Industrial R &D," paper presented at the Conference on
the Economic and Social Factors Determining the
Rate and Direction of Inventive Activity National
Bureau of Economic Research, New York, May
1960, p. 20.
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Table 3
SUMMARY OF FINDINGS FROM 150 PUBLISHED CORPORATE ANNUAL REPORTS
AS TO THE REPORTING OF RESEARCH AND DEVELOPMENT ACTIVITIES IN THE
PROFIT AND LOSS STATEMENT
Classification
Number
Included with cost of sales
1
.........................
...............................
Included with selling and general
administrative expenses
12
Shown as a separate classification
.......................
11
Amount spent revealed as footnote.................
to financial statements
...............................
but otherwise not disclosed in statements
2
..............................
No disclosure of handling
in financial statements ...............................
121
No research and development activities performed
.. ...............................
2
Disclosure of change in accounting method from expensing
research and develop...............................
ment to capitalization thereof
..................... ............................... 1501
Total

...................................... ...............................

Source: Examination of 150 published corporate reports.

future growth and earnings capabilities
of business firms is a prime function of
financial analysts.
Financial analysts insist that to perform their work competently there must
be adequate financial information available to them. Analysts believe that one
of the areas where such information is
limited is for research and development
expenditures. Their request is straightforward. First, analysts would like to see
the total amount of research and development expenditures identified in each
published corporate annual report. If
there is none, so state. Secondly, they
would like to see a breakdown of these
expenditures into a few simple categories, for example, pure research, applied
research, product development, etc.
Financial analysts do not appear to
share with accountants their concern
about proper matching of revenues and
expenses. Instead, they apparently prefer
to see all research and development costs
expensed in the year of expenditure.
Why? This approach would not permit
any question to arise as to the quality
of the judgment exercised by management. Analysts imply that they would
tend to view the alternative of capitalization with suspicion. Has management
properly capitalized the times or might
there be an attempt to level income as
between years?
The apparently inherent suspicious nature of financial analysts, of course, can
have no effect on management or their
accountants relative to proper treatment
and disclosure of research and development expenditures.
Disclosure of the Treatment of
Research and Development Costs
A survey of the annual reports of one
hundred -fifty industrial companies was
made to determine the method presenting and disclosing research and development expenditures in published state-

ments. The results are summarized in
Table 3 showing the presentation given
in the profit and loss statements. A tabulation has not been provided for the
balance sheet presentation because only
one company made mention of research
and development expenditures in this
statement.
The amounts spent for research and
development were seldom revealed in
the financial statements. In a very few
cases, however, the total annual expenditure for research and development was
contained in the descriptive material
making up the annual report.
Summary of Findings
Over 80% of the companies made no
disclosure in the financial statements of
research and development expenditures.
The number of these companies who
had no research and development expenditures could not be determined except in the case of the two companies
that voluntarily provided the information in their reports that there were no
such activities. For the few companies
providing data about research and development, the information was generally limited to the disclosure of the total
amount of the expenditure without discussion of treatment given to the items.
Conclusions
The method used most frequently in
accounting for research and development expenditures is to write the cost
off in the period incurred. In writing off
research and development costs in the
income statements, these costs are generally reflected as (1) cost of sales, (2 )
selling and administrative expenses, or
(3) a separate expense item.
Reasons used in justifying the current
write -off policy are: (1) conservative financial policy, (2) permissive features
of the income tax laws, (3) the stable
Continued on page 42
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Management Accountingin the
Airlines
NA-ith Optical Reading Computers
OPTICAL READING COMPUTER SPEEDS UP AIRLINE ACCOUNTING PROCESS

By Jacques Merlo
Due to the tremendous growth of the
airline industry and the complexity of
multiple tickets, the enormous volume
of resulting documents are now directly
and optically coped with using OCR or
Optical Character Recognition techniques which are linked with powerful
computers. It is very stimulating to discover that in this field of advanced technology, the: Airline Revenue Accounting
area has taken a tremendous step forward. The purpose of our article is to
explain why, how, what, and where, it is
profitable to operate an optical reading
system in an airline.
Airline Accounting Operations
and Workload
Each airline passenger today may obtain his ticket through an agency, an
airline commercial account, at the airline city ticket office, at the airport,
or by teletype. Each ticket is a multiple
form document containing an auditor's
coupon, multiple flight coupons, an
agency ticket (if sold through an agency) and a passenger coupon. By 1975,
it is estimated that the airline's accounting departments will have to receive,
sort, read, process, and file, almost one
billion documents. These in the area of
ticket sales and flight coupons alone.
Because of this huge amount of documents, the installation of high - speedMANAGEMENT ACCOUNTING /JULY 1969

computers, reading directly without keypunching and capable of handling about
1000 tickets per minute has become a
necessity.
The only machines which can handle
directly the piles of tickets are the Electronic Optical Readers. They can record
an average of 1000 documents per minute, read at a speed of 2400 alphabetic
or numerical characters per second, sort
and write on a magnetic tape or a disc
any information contained on the flight
coupons, auditors coupons or any other
airline accounting documents.
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Standardized Tickets
It is obvious that this flood of tickets
can become a headache for the airline
controller. Analysis conducted at United Airlines in 1966 showed, for instance,
that this volume has reached over a million documents to be processed each
month; over fifty thousand auditor's
coupons which are used to record the
sales of tickets are received each day. It
was no longer possible to manage the
revenue accounts since keypunching of
the ticket data was in effect duplication
of paperwork. It was found that 10,000
hours of keypunching and verifying
would have been necessary each month.
An analysis of the airline ticket format suggested the possibility of standardization of the bottom line of the
ticket to be read directly by the computer, thus bypassing the bottleneck of
keypunching operations.
Such information as airline code and
ticket number can be preprinted on the
ticket. Airline route plates are now widely used in order to accelerate ticket issuance at the airport or at the airline
ticket offices in the city, using current
credit card plate imprinters to indicate
fare, tax and route.
Optical Character Recognition
System
The optical bottom line of the ticket
is now utilized by most of the airlines
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and is shown in Exhibit 1. Reading
directly the optical line on the ticket,
the computer can now record at very
high speed data such as:

ning methods. Exhibit 2 shows how the
matching of photocell voltage signals
received from the retina, and filtered
through a resistor matrix series enables
positive recognition of comparison with
voltage signals received from an alphabet stored in another digital register.
These resistor matrixes are interchangeable with the type of alphabet or type
style which the airline or the accountant
elects to choose. This flexibility is so
great that a matrix for a variety of types
and foreign alphabets can be developed
without difficulty.

Airline code
Ticket form
Serial number
Flight coupon number
Auditor's coupon
Coupon value and tax
Airline route (for embossed route
cards)
Code of ticket issuance location
Commission code
Travel agent code

RAPID -INDEX PACE CARRIER. T h e I a p l d -

index page carrier is able to handle page
size documents. A rotating cylinder
places them under the reading -lens at
a speed of 24 pages per minute with up
to 20 data lines. The page carrier works
under a real time program which can
trigger signals to separate selected pages,
re -read lines, or select lines at a character reading speed of 2400 characters per
second. These large page readers are
able to recognize a multiple variety of
fixed -pitch type styles, upper and lower
cases, alphanumerics and control symbols.'

Con fi gu r at i on of an Op t i cal S ys t e m
ELEC TRO N IC

E l e ct r on i c R e t i n a

The system is currently composed of:

This type of optical reader is called a
1. High speed document carrier
multifont because it can read many
2. Rapid -index page carrier
character type styles. Real OCR per3. Electronic retina unit
formance has been obtained by equip4. Real -time program controller
ment manufacturers which have eliminated the slow process of scanning by H I G H S P E E D D O C U M E N T C A R R I E R . T h e
using a full retina of parallel photo cells: high speed document carrier is able to
Characters are no longer scanned by a
read one or two lines and to handle 600
flying spot or sliced into vertical com- to 1800 documents /minute utilizing a
ponents —they are now recognized in- combination of frictionless vacuum and
stantly in their totality. This process has air techniques. Tickets with staples,
considerably increased reading speeds to tears, stains, and carbon backed docuapproximately 2400 characters per sec- ments of twelve pound paper may be
ond and has also eliminated the tempo- handled by this document carrier and
rary storage requirement of vertically sorter. Documents move at a speed of
sliced characters, which were recognized
200 inches per second under the reading
only when all the "slices" were collected station of the electronic retina and are
in a register. Full alphabetical and nu- then slowed down to enter the selected
merical characters plus codes and signs pocket by a slotted wheel. This pocket
found on standard typewriters or com- is selected by a high speed memory deputer outputs can now be read with a
vice when the ticket is read by the
flexibility unattained by previous scan- retina.

R E TI N A
UN IT. T h e
electronic retina unit is the actual reading
instrument. It works like the human
eye, transmitting the images of enlarged characters to a n array of photo
cells. A voltage is generated and recognized. This is similar to the nervous
flux of the optical nerves, transmitting
character image patterns. Shades of gray,
weak strokes and misplaced characters
are sensed and even corrected through
a video- clean -up system, through an arrangement of overlapping images.
RE A L -TI M E P R O G R A M C O N T R O L L E R . T h e

real -time program controller provides
control of the input handlers, character
recognition, and on -line data processing
for printer output on magnetic tape or
disc while the documents are being read
1 A n ex c elle n t a r t ic le ca lled " S c a n n i n g t h e Op t ic a l
S c a n n e r s " p u b lis h ed by th e Au e r b a c h Co rp o ra t io n
in O c to ber of 1967 describes the various modes of
d o cu m en t h a n d lin g a n d c h a r a c t e r r e a d in g tech n iq u e s.

Exhibit 1
PROPOSED TICKET
U Z A N A A F� h E S

Inllao

s

EM! suall eT " NIIEINEEM W eMrtlm" EN NEYOEE EIM
c e ras eww w In .IStt ews wMS uu xrlwr e inr-

-

rNn Nr O MN a i Mw nM N}I ry a d N N

►ASEENOERNAPE
W INGMAN

COUPON IOENTIiMAT"DIt
RJ

CA P T

F L I G H T
AMLIN[

GOOD PO11 PAEMOE

" " P HIL A D E L
TO

-P H IA

CL E V E L A N D

'Al
TAX u s *

INT

D I

HOP

,.

/ A N

W K 4 A L

P HL

DI

C A b

FX

/ A N

YUL

FX

COUPON

w.
2: '1

I F

CL E

D I

CL E

DI / A N

8 9 4 5

an us

I

an OF n lwr
3M AY

/ A N

E L L

F X

5 5 8
FX

1

1 0 7 5 D 7 5

rwE
0 1 5 A

TC 1 2 3 A B C D O 7 8 9 2 0
rwlE A.tN

A l 2 D

wCa
FX

I

a 4 fo r d a rnrw r a" /i/

a[ w w t a l

I 3M AY

ro r van atEll

I 3J VN

DE T
D T I

CB A

FX

YV Z

1 4 8 3 5

P H L

1 7 . 5 3

MAL

3 8 8 . , 1 3

X C O 1 4 7 6 4 2 1 0 9 8 2 1 3 5

"art C A N

4 0 4 . 9 4

2 6 A P R 8 8
T*

VA LK

can.

5 4 5 8 9 3 1 4 0 5

36

rLNNT

"C9R

P L

ACA

P H I L A D E L P H I A

2 0 1

crw
No.

AMLNIE

t

raw uo
niur Nurses

i O U 7 3 1 2 6 7 8 9 3 2 4 1

1 5 A P R 6 0

a

rulcE
ar afar

7 7 5 2 8 9 0

raw or Inrlerr

2 3 4 5 6 7 0 1 2 3 4 5 6 7 8 9 1 6 7 9 4 6 5 1 2

MANAGEMENT ACCOUNTING /JULY 1969

and sortcd. This central processing unit
in general should be able to:

count, and is taken from the fare imprinted on the ticket by the route plate.

1. Edit the data format for a write on
either magnetic tape or disc
2. Accumulate, balance, verify the
check digits and parity bits
3. Be compatible with bigger computer modules and connections to multiplexors for on -line processing
4. Be operated through a program library in order to reduce the software
effort of the user.

TRANSFER

New Accounting Systems for the
Airlines
With this equipment the Airline
Revenue Accounting department can
process the following:
1. Auditor coupons
2. Transfers of unearned revenue to
earned revenue accounts
3. Voided tickets, exchanges, refunds
4. Other airline lifts
5. Air cargo accounting

OF

UNEARNED

REVENUE

TO

When the
passengers board the plane their flight
coupons are detached by the airline
agent. It is then necessary to put the
batches of flight coupons into the optical reader in order to record the value
that is to be transferred from the unearned revenue account tape to the
earned revenue account tape. All tickets,
even the handwritten ones, are processed by the document carrier, which
sorts the handwritten ones for manual
processing. The ticket numbers of these
handwritten tickets are recorded in order to prepare a print -out. This then
becomes the re -entry document, on
which the typist will type necessary remaining information. The re -entry docturient will in turn be read by the page
carrier to create the same earned revenue
tapes, which are processed on downline
computers.
EARNED REVENU E ACCOUNTS.

AUDITOR'S COU PON .

The auditor's coupons, received by thousands from the
airline ticket offices where passengers
purchase their tickets, are read by the
system. A magnetic tape records every
ticket number and route code which has
been carbon printed with the route
plate. The value of each coupon sold is
entered in the unearned revenue ac-

VOIDED TICKETS, EXCHANGES, REFUNDS.

Auditor's coupons of voided ticket exchanges or refunds are manually separated and read through the document
carrier, creating a magnetic tape for
reconciliation purposes.
A major application is other airline lifts (OAL) which

OT HE R AIRLINE LI FTS.

also have a read band. Since this is immediately machinable, station credit
code, month of billing, source, currency
code, and airline billed is obtained from
OAL batch header and tickets are recorded to prepare re -entry documents,
where typists have added additional information such as fare, tax, commission,
etc. Receivables and payables are then
handled via the computer.
The air -cargo
accounting copies of the airway bills or
the destination copies of the inbound
and outbound freight shipments are collected in the revenue accounting department, and instead of being keypunched, are typed and proof -read. They
are then read on the page carrier in order to create a tape for transaction reconciliation and preparation of customer
invoices.
AIR -CARGO ACCOUNTING.

Conclusion
The utilization of Optical Reading
Systems has saved the airlines about 35
percent of their costs for handling accounting records. The read capabilities
of the system shows very low reject rate
in the range of less than one percent
and for ticket reading it is even less.
Some airlines have thus achieved approximately $20,000 saving per month
in input preparation.

Exhibit 2
ELECTRONIC RETINA SYSTEM
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Program Control Network:
A Tool for Month End Closing
PCN PRODUCES A TWO -DAY GAIN IN CLOSING CYCLE USING PRE - PROGRAMMED DATA

By Stephen W. Wuchina
This article describes an application of
computer program and tape control in
a complex, mechanized accounting
closing situation. Named PCN (Program Control Network), the system is
particularly suited for controlling administrative operations where a complex network of interdependent and interrelated events exists, many of which
may occur concurrently and cross several
departmental lines.
The basis for the technique is not
new. It has been used successfully in
government and industry for a number
of years under such names as PERT,
CPM and others which were primarily
developed to plan, schedule and control
—over a long period of time —a multitude of interrelated events in their proper sequence toward an objective event.
Since the main requirement in our
operation was short-term control of a
repetitive operation, we modified the
basic technique accordingly and designed control features into it —using a
network diagram as the specific vehicle
for visual control. The planning and
scheduling of program runs is done in
advance of the actual closing, as these
are standard each month and are repetitive in nature. The network essentially
provides feedback intelligence to control and execute the schedule as planned
—and to improve upon it as conditions
permit.
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T h e Problems
The administrative data processing
facility at the Bettis Atomic Power Laboratory must execute a critically timed
financial closing of accounts by the 10th
workday each month. To accomplish
this, inputs from several sections of Accounting and Budgets must be received
by Data Processing on specific dates before and during the closing period. In
addition, more than forty interrelated
computer programs must be run to effect the closing. This places a heavy

STEPHEN W. WUCHINA
is Supervisor of Management Systems

and Industrial Engineering at Bettis
Atomic Power Laboratory, operated by
Westinghouse Electric Corp., Pittsburgh, Pa. for the U.S. Atomic Energy
Commission. Mr. Wuchina is a registered professional engineer with education and experience backgrounds in
both business systems and industrial
engineering. He has previously published articles on incentive management and engineering report writing.

burden on data processing operations
during the period. It presents problems
in the use of resources and in the control of multiple events that must be
executed within the constraints of a
limited time schedule.
Objectives for Solution
To mitigate the problems of control
and coordination in the sequential and
chronological progression of events from
initial inputs to the final closing event,
and to reduce the probability of not
meeting the required closing date, a determination was made that whatever
system was devised it would have to fulfill the following objectives:
1. Provide the data processing supervisor with a graphic control tool to
coordinate and utilize the necessary
resources to execute the closing
within the limited constraints of
time, manpower, and equipment.
2. Provide a continuous monitor of the
sequential progression of the closing
cycle in the planned chronology.
3. Provide intelligence for identifying
critical events that could create
problems so alternative strategies
could be employed.
4. Provide a graphic closing status of
individual events that would depict
the total effects on the system, thereby reduce the probability of overlooking necessary inputs or events required for a timely closing.
MA N A G E M E N T A C C O U N TIN G /J UL Y 19 6 9

5. Provide an easily read and understandable picture of the entire closing cycle to facilitate communications and coordination among cognizant personnel responsible for various segments.
Technique Development
To meet the stated objectives, it was
necessan, to decide on the most effective tool for providing the essentials of
control. Certain elements of the network planning technique seemed to offer
the greatest promise, with the main element being the arrow diagram constructed in the initial stages of a network analysis. Since the diagram forms one of
the bases of network planning, it is in
itself of great value for graphically portraying a project from start to completion, as can be seen in Exhibit 1.
Before the network planning technique could be applied for our purpose,
a total systems analysis of the closing
operation was necessary. Each element
or event which had a direct or indirect
bearing on the system was evaluated to
measure its relative effect on the total
system. This was accomplished by teaming a systems engineer with a data processing specialist who was highly cognizant of all the operational details. The
data processing specialist was responsi-

ble for providing data on tapes, programs, inputs, and run times required in
the closing. The systems engineer, in
turn, was responsible for determining
the most effective means for correlating
all these data and amalgamating them
into a usable tool for management control. The team's basic data collection
phase consisted of:
1. Recording all the computer runs involved in the closing
2. Recording all the file tapes required
in running the programs
3. Recording the files on each tape and
the tape number
4. Recording the predecessor run tapes
required for a successor program run
to determine dependencies and relationships
5. Diagramming this information on a
chart in the sequence of execution
An example of the data collected and
recorded on a diagram for each program
run is shown in Exhibit 2. In this example diagram, the RDST program symbolized by a rectangle requires three
tapes (ST22, MOBD, and ITMD) .
Each of these constitutes a predecessor
program run used for generating the
tape required for the RDST run. The
RDST run then generates a tape called
RDOUT which is required by six suc-

Exhibit 1
ARROW DIAGRAM

INPUTS

PROCESSING

OUTPUTS

Exhibit 2
PREDECESSOR TAPES AND SUCCESSOR TAPE /PROGRAMS FOR RDST
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PAL B
RD4 L

CHARGES

LE V 3

MONBUD

NEwSTMT
ITEM DESC

ST22

MOBD
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R D O UT

COM5
COM6

Program Control Network
The Tape /Program Information
Chart provided essential data for constructing the Program Control Network
(see Exhibit 4). The steps involved in
the construction of the control network
were:
A program run was defined as the
unit of output desired, or in the
jargon of network analysis —the
event or node. In this case, the
point- i n -time is the completion of a
program run outputing the necessary
tape, card deck or report. ( Each program run provides a special tape or
card deck required for a successor
event; or it may simply output a
necessary report or data bank which
terminates the need for the event in
the remainder of the cycle).
A desired output date (workday)
was assigned to each program. The
output workday was based on past
experience and made in accordance
with an eight day closing (from the
21st workday of the previous month
to the 7th workday_ of the current
month) . The 7th day was established as a goal rather than the 10th
workday to provide —at the earliest
Possible date — necessary reports to
management and to allow a three
day slack period in case of unforeseen contingencies such as computer
downtime, abnormal absences, multiple programs dumps, etc.
With the program runs assigned as
major events and a workday assigned
to each run, the actual construction
of the control network was started.
The necessary information for plotting was obtained from the Tape/
Program Information Chart. For
each event drawn on the chart, three
questions were asked:
a. What predecessor events were
required before this event could
take place?
b. What event(s) could occur concurrently with this event?
c. What external (free floating)
event(s) were required in addition to the program run events?
As these questions were answered,
the information was recorded on
a

RDNR

censor program runs. As the data were
collected, each individual program run
was diagrammed and drawn on a Tape/
Program Information Chart. Examples
of these individual runs are shown in
Exhibit 3.
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Exhibit 3
TAPE /PROGRAM INFORMATION CHART
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diagram and events were connected
by leaders.
4. Once all events were plotted, connected and identified, the next step
was to determine the source inputs
required prior to a program run.
N e t w o r k S ym b o l s
The mechanics of the network can
best be explained by studying the symbols used in the network. Th e major
symbol is the circle divided into three
segments ( Exhibit 5) . Leaders 1, 3 and
4 identify the contents of the circle segments; leader 2 identifies a predecessor
event. Each numbered leader symbolizes
the following:
1. Output Workday —This segment of
the circle represents the workday on
which the output from the program
run is to be available to meet the
predetermined schedule. This desired workday is standard and remains the same each month, but is
improved upon whenever possible as
the closing progresses.
2. Predecessor Events —All network
leaders converging on a circle are
indicative of specific predecessor
events that are necessary before the
successor event can occur. The predecessor events may be previous program runs, tapes generated the previous month, special accounting
checks performed on the output of
a predecessor program run, special
input cards called INPUT H, actual
source document inputs necessary
to initiate a particular phase of the
closing, or a combination of several
of these.
Note the RDS T program run on
the network. This event has six converging leaders identified as follows:
ITMD —a predecessor program run
MOBD —a predecessor program run
ST22 —a predecessor program run
INPUT H— master and header cards
from Cost Accounting
CHECK —Cost Accounting check of
MOBD output
CHECK —Cost Accounting check of
MATS output
3. Actual Workday Output is Ready —
This segment is blank for each event
at the beginning of the closing
month (a fresh chart is used each
cycle) . This segment represents the
heart of the system. Th e data
processing supervisor inserts the actual workday in the segment when
the event is completed. If the actual
workday is in advance of the target
MANAGEMENT ACCOUNTING /JULY 1969

day, it is a good sign. If it is behind
the target day, it could mean the
necessity for alternative actions:
such as special runs or a reallocation
of resources. It could also be of little
significance if: (1) sufficient slack
is available before a successor event
is scheduled to occur or (2) if the
event that occurs late is itself terminated at that point. These are the
decision making areas where the
data processing supervisor must
make his control determinations.
4. Program Name—This segment of
the circle contains the name of the
program run that constitutes the
event. It is the output from this
program (tape, card deck, or report)
that is required on the designated
workday.

One of the most significant programs
in the entire network is one designated
as MANT. The significance of this program lies in the fact that twelve successor runs are directly dependent on
it after it is run on the 1st workday.
The dependent programs occur throughout the period, terminating at the
CLOS program which is scheduled to
occur on the 9th workday. Also, nearly
all of the remaining programs have an
indirect dependency. Exhibit 6 shows
the MANT successor programs.
Conclusion
From the capability to exercise better
control and coordination provided by
use of the Program Control Network,
two major benefits were derived. These
are:

Sixty -seven percent of the goal for
reducing the closing cycle from the
10th to the 7th workday has been
achieved, and
Future changes that can be made in
the mode of operation to provide
capability for meeting or bettering
the objective have been highlighted.
To evaluate the effectiveness of the
technique, the results were measured
against previous performance. The first
four months the system was in operation were compared to a prior
four month period. The evaluation
indicated that before PCN, the eight
final programs in the network (which
are scheduled each month for comple -.
tion by the 7th workday) were not, on
the average, completed until the 10th

Exhibit 4
REPRE= SENTATIVE PROGRAM CONTROL NETWORK
_ - .
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workday, with some extending into the
13th. Under PCN, however, the closing
programs runs are averaging completion
on the 8th workday. Since the 7th
workday was established as the goal or
standard, the two day gain constitutes
a sixty seven percent progression toward
achieving the objective.
Completion of the final program runs
by the established workday is not only
a measure of the final run efficiencies
but of the entire closing cycle. An analysis of major programs on the critical
path, which are predecessor programs
to the final ones, indicated an average
one day gain over the same runs before
PCN was developed. This coupled with
early completions of other events, and
a reduction in reruns, provided a two
day gain in the total closing cycle.
As to the potential for future improvements, the data processing supervisor foresees a closing cycle consistently
completed on or before the 7th workday
through (1) improved input /output rearrangement and (2) additional mechanizations. To achieve this will require
further studv and analysis. The chart
has road - mapped the areas in which
changes can be made to effect this possibility. The ability of PCN to portray
the total closing cycle in an interconnected network which highlights potential improvements is in itself of intrinsic
value.

Exhibit 5
PROGRAMCONTROLNETWORKSYMBOL
I -OUTPUT WORKDAY

3 - ACTUAL WORKDAY
OUTPUT IS READY

2 - PREDECESSOR
EVENT(S)

4 - PROGRAM NAME

Exhibit 6
MANT SUCCESSOR PROGRAMS
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THE KELSON HAPPENING
Continued from page 26
As the company progresses and
grows, these areas can be explored and
incorporated at future dates. However,
areas such as these can become very
complicated to program. For this reason, it may be found that a company
can proceed through a considerable pe-

riod of growth before further expansion
in this area is practical.
It should be pointed out that small
companies today are in the enviable position of being more closely adaptable
to computer applications than their
larger counterparts. This is because the
organization of the company for a modern management information system re-

quires almost total integration of organizational structure. In a small company the growing organizational structure remains sufficiently flexible to allow
development of full integration; whereas, as a company grows, pockets of independent methods develop which, once
placed in practice, become difficult to
eliminate or adjust.

THE TREATMENT AND DISCLOSURE OF RESEARCH AND DEVELOPMENT EXPENDITURES
development costs except for a concern formation relative to research and deContinued from page 34
for consistency of treatment preferably velopment. The examination did serve
nature of the research and development by the recognition of expense in the pe- to confirm (1) that current expensing
expenditures, (4) convenience in han- riod of expenditure. Their request is of research and development costs is
dling the costs and (5) usefulness of simply to be provided more information practiced by most firms and (2) that
the information provided.
relative to the components of research the claims of the financial analysts may
Financial analysts, as important users and development costs.
be justified in that little financial inforof financial information, indicate little
The examination of published corpo- mation is provided relative to research
interest in the treatment of research and rate annual reports revealed no new in- and development.
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Purchase or Lease:
That Is the Question
TWO OF THE MANY POSSIBLE METHODS OF EVALUATING PURCHASE AND LEASE PROPOSALS

By Maurice F. Wilhelm, Jr
Much has been written in the past few
years concerning techniques available to
the financial manager to help answer the
question, shall we purchase or lease?
Every technique developed must satisfy
two basic criteria. First, it must be
tailored so that the results will apply to
the company making the decision, and
it must take into consideration the particular company's policies and practices.
Second, and probably more important
is that the results and thus the underlying techniques must be salable to management. The point here is that if the
accountant or analyst is not able to
communicate the accuracy and the appropriateness of the method used to
management, his method would be
worthless no matter how technically
correct it might be. It is therefore imperative that the financial analyst thoroughly understand the basic principles
involved in the study.
Two methods or techniques which
are fairly accurate and which are not extremely difficult to explain to management are the Present Worth Study and
the Revenue Requirement Study. The
basic difference between these two is
that the Present Worth Study answers
the question, "How much money does
the company need to put up today
under either proposal in order to accomplish the same results ? ", while under the Revenue Requirement Study
method a uniform periodic amount is
MANAGEMEN'r ACCOUNTING /JULY 1969

calculated which represents the portion
of company revenues required under
each proposal to generate a break -even
situation. Under each of these techniques a model must be developed to fit
the situation. The lease - purchase analysis is designed only to assist management in deciding how to obtain the use
of the particular asset being considered.
The decision whether or not to acquire
the asset is a separate question and will
not be considered here. In the discussion
that follows, sample models will be developed.
Present Worth Study
The Present Worth Study method is
used to determine through cash analysis
the comparative cost of each proposal
at the point of decision. This method
provides a tremendous amount of flexi-
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Birmingham Chapter 1966, is Vice
President of Exchange Security Bank,
Birmingham, Ala. Mr. Wilhelm holds
a B.S. degree from Auburn University, Auburn, Ala.

bility in developing the proposals since
the calculation is based solely on the
cash flow generated under each proposal. An example of this flexibility
can be seen in the lease- purchase analysis for computer equipment. Using this
method it is very easy to determine comparative costs of many different proposals. These might include (1) renting
the complete system from the manufacturer, (2) buying the entire system, (3 )
leasing part of it and purchasing part of
it until the portion being ]eased can be
replaced with purchased equipment
better suited for the company's long range needs, (4) leasing it from a leasing company on a short -term lease, or
(5) any combination of these possibilities.
The basic approach to this method
revolves around the development of net
cash expenditures resulting from each
proposal. Some of the cash flow information needed in this analysis is easily
determined such as the purchase price
of the equipment, the cost of a monthly
maintenance agreement, the lease rental
payments and, where appropriate, the
amount of investment credit to be
passed through by the lessor. The remaining information is certainly more
difficult to obtain because its determination is based on judgment. It is here
that the analyst must rely on actual
company practices and policies for guidance. First, the useful life must be estimated. One of the considerations that
must be remembered is the possibility
43
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tax

after

The results of this study are shown in
Table 1 and they indicate that it is desirable to purchase rather than to lease
since the present worth of future net
costs is less by $5,596 ($21,489 — $15893) in the purchase situation. Several inaccuracies exist in this study
which can be corrected by refinement
to suit the particular need of the company. For example, it is assumed in this
study that the acquisition of the equipment is made at the beginning of the
fiscal year and that all cash flows resulting from tax reductions or investment
tax credit take place at the end of the
fiscal year. This can be refined down to
any accuracy desired to better reflect the
actual cash flow.

is

Revenue Requirement Study
The Revenue Requirement Study
method is designed to determine periodic comparative costs in the form of
company revenue required to make the
incremental net income zero (after giving effect to the cost of the proposal
and corporate investment criteria) .
Stated more simply, if the only cost factor involved in renting equipment is
the annual lease payments, then the
revenue requirement would be equal to
the lease payment since subtracting the
cost from the revenue requirement
would generate an incremental net income of zero. In determining the revenue requirement in a lease situation, the
lease cost would be the only item to
consider unless the lessor elects to pass
through the investment tax credit to
the lessee. In this case, the periodic
revenue requirement would be the lease
payments less the investment credit
stated in terms of periodic cost reduction.
This reduction determined by multiplying the applicable amount of the
credit being passed through by the lessor times two factors. The first is:
1 — Effective Tax Rate

Multiplying the investment credit by
this factor converts the amount from an
effect on net income to an
appropriate effect on
income or revenue requirement. The second factor is known by many names but
will be referred to here as the capital
recovery factor. It is the amount of an
annuity worth one dollar today and is
sometimes referred to as the periodic
payment necessary to pay off a loan of
one dollar. The appropriate factor is
tax

before

tax

payments and the investment credit
pass- through needed to determine the
present worth in the lease proposal. If
the lease is a financing type lease, i.e.,
one where disposition of the equipment
prior to the termination of the lease is
the responsibility of the lessee, an estimate for salvage would be necessary if
it is assumed that the lease will be
terminated prior to expiration of the
lease period.
Once all of the cash flow information
is determined, the various items are discounted at an appropriate rate in order
to determine their present value. Normally, the appropriate rate is the overall
company cost of capital or the minimum
acceptable return on investment. If the
minimum acceptable return rate is used
and the present worth of the cash flow
is less in the purchase situation than
the lease situation, it means that the
return on investment generated by the
lease -cost savings exceeds the minimum
acceptable return. If the actual rate of
return is desired, the periodic difference
in the cash flows can be used to generate
the actual return under the discounted
cash flow method. This technique is
particularly valuable where the company
does not have a defined minimum acceptable return but evaluates investment
proposals on the basis of the return
generated.
The following pertains to the purchase or lease of equipment. Its purpose is to clarify the discussion above by
illustrating a possible solution. The solution is based on the following data:
1. Equipment cost —$ 50,000
2. Monthly rental— $1,100
3. Cost of maintenance agreement
per month —$ 5
4. Investment credit through lease 2'A %
5. Estimated useful life -4 years
6. Estimated life for tax purposes 6 years
7. Life of the study -4 years
8. Estimated salvage value at 4 years
—50% of original cost
9. Tax depreciation method — straight
line
10. Composite income tax r a t e 49.5%
11. Overall cost of capital (or desired
return) of 7%
12. Interest deduction for tax purposes
— Assume that equipment purchased would be financed with
6V2% debt amortized by annual
payments over the useful life of the
equipment

after

of obsolescence before the end of the
productive life. In line with the determination of the estimated useful life, it is
also necessary to determine a life for
tax purposes in order that the investment credit and the cash flow resulting
from the tax deduction for depreciation
can be determined. A third life must be
established also, i.e., the life of the
study. Normally this would be the same
as the useful life but it could be different
under some circumstances. When the
life of the study is less than the depreciable life for tax purposes, an estimated
salvage value at the end of the study
should be assumed. However, it might
also be appropriate to consider salvage
even if the equipment is fully depreciated for tax purposes.
Another very important factor which
must be determined when purchasing
is the method of financing. If the purchase equipment is to be financed by
borrowing with the debt amortized over
the useful life of the equipment, the
cash flow advantage resulting from the
interest deduction for tax purposes can
readily be determined. This same determination is much more difficult when
the purchase of the equipment is to be
made out of a pool of company funds
representing a portion of debt capital
and a portion of equity capital. In other
words, if it is assumed that all funds
available for capital expenditure represent both debt and equity capital in proportion to the debt and equity ratios to
total capital, the interest deduction
should be calculated using only that
portion of the funds derived through
overall company debt financing. The
interest rate to be used would be the
company's overall cost of debt, i.e., the
weighted average of interest rates for all
issues outstanding. A third alternative
provides that from an incremental
standpoint the funds used to purchase
the asset would be derived from those
generated through the next corporate
financing program. If it is assumed that
this would be debt financing, the result
would probably be the same as if the
company borrowed the money to finance the acquisition as described
above.
The last item to be considered is a
company composite income tax rate.
Because income taxes affect the cash
flow differently in a buy and lease situation, it is necessary that the analysis be
cash flow. This
based on an
composite income tax rate is normally
the only other item beside the lease
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determined from a set of compound interest and annuity tables. It is selected
from the tables based on the appropriate
time period, i.e., useful life, and the
rate of interest set by management as
the minimum acceptable return.
Assume a monthly lease cost of
$1,100, an investment credit pass through of $2,000, a useful life of four
years, an effective tax rate of 50 percent
and a minimum acceptable return of
7 percent.
The capital recovery factor for 48
months (4 ,years) at 7 percent is .0239
and the solution to the formula:
I - Ef f ecti v e Tax R at e

is 2. The cost reduction resulting from
the investment credit would therefore
be $96 ($2,000 x 2 x .0239). The revenue requirement would then be $1,004
($1,100 - $96).
The income statement below proves
that the incremental net income using
this revenue requirement is zero.
Per iodic revenue requir ement
Less lease cost

$1, 004
$1, 100

Operating loss
Incr em ental income t ax at 50%

$

( 96)
( 48)

Net los s befor e i nvestment credit
Inves t ment c redit ($2,000 x . 0239)

$

( 4 8)
48

$

-0-

Periodic net income

In the purchase situation the factors
making up the revenue requirement are
not as easy to determine. Consequently, it is important that close scrutiny be
given to the calculation in order to insure that the results measure the conditions assumed. The first factor usually
considered is the periodic amount necessary to generate the return on investment equal to the minimum acceptable
return and to recover that portion of
the investment which it is assumed will
not be recovered as salvage. The recovery of capital and return on that part
of the investment not to be recovered
through salvage can be determined by
multiplying this net investment by the
appropriate capital recovery factor. The
portion of the investment to be recovered through salvage needs to be multiplied only by the minimum acceptable
return since it will not be necessary to
recover this portion of the investment
through revenues. These two amounts
represent the periodic revenue required
to recover the capital investment as well
as cam a return at the minimum acceptable rate.
Since a return is required, it is necessary to include in the revenue requirement the income tax to be paid on this
return. If it is assumed that the mini-

mum acceptable rate of return is before
interest, the amount calculated above
needs only to be reduced by the amount
of tax depreciation. Since this difference
represents "after tax" return, it must
be multiplied by the factor:
Effective Tax Rate
1 - Ef f ecti v e Tax R at e

to determine the tax. If the minimum
acceptable return is stated in terms of
being a rate of return giving effect to
an interest deduction for income tax,
an amount equal to the effective tax
rate times the uniform periodic interest
deduction would be deducted from the
tax calculated above. This uniform periodic interest deduction can be calculated many ways. The most accurate,
however, the most time consuming,
would be to determine the present value
of future interest payments using the
appropriate interest rate and then divide
this present value by the present worth
of one dollar per period annuity factor
taken from a set of compound interest
and annuity tables. This answer represents the equal periodic amount necessary to cover the anticipated interest
expense.
An amount necessary to pay the
tax resulting from any gain on the dis-

T able 1
PURCHASE OR LEASE DECISION
USING THE PR ESENT WORTH STUDY METHOD

Total
cash
flow

$

60

60
8, 333
3, 250

60
8, 333
2, 438

60
8, 333
1,625

11, 643

10, 831

10, 018

(5, 763 )

( 5, 361)

(4, 95 9)

(4, 55 7)

(5, 301)

(4, 899 )

( 24, 206 )

Book value of 16, 667)

tax of 49. 5% ( 50% x $50, 000

6, 66 6

6, 666

$
$

$13, 200
(6, 534)

9, 206

$

5, 500

$13, 200
(6, 534)

$

25, 498

$13, 200
(6, 534)
(1, 166 ) -(3)
$

$

$

21, 489

52, 800
(26, 136)
(1, 166 )

$41, 964

60
8, 333
813

13, 200
(6, 534)
6, 666

$20, 875.

-

-

(1) 50% ( $50, 000)

44, 711 -( 4)
( 22, 132)
(1, 090 )

$

$
$
$

LEASE SIT UAT ION
Lease payments
Less reduction in taxes at 49.5%
Investment tax credit

7, 558

$

60

( 20, 640 )

15, 893

1, 1 6 6- ( 3 )
60

60

$

Total deduc tions
( 17, 101 )

(20,875) -(1)

(2,333) -(2)

Calculations of cash flow resulting
from tax savings
Maintenance cost
Tax depr eciation
Int erest expense
Reduction in taxes at 49.5%

4t h
Year

$50, 000

$

50, 000
(20, 875)
(2,333)
1, 166
240

ANNU AL C ASH FLOW
3rd
2nd
Year
Year

1st
Year

=

50, 000
(15, 925)
(2,180)
89 0
209-(4)

$

PURCHASE SIT UAT ION
Purc has e pr ice of equipm ent
Salvage value -l ess tax on gain
Invest m ent tax c redi t
Rec apt ur e of i nvest ment tax c redit
Maintenance cost

$

Pres ent
worth
of cash
flow

(2) 4213% x $50,000.
( 3) 2 1/3% K $50, 000.
(4) Present val ue of mont hl y paym ents r at her than annual am ount s show n.
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sumed to be seven percent before interest. The calculation therefore does not
give effect to an interest deduction in
arriving at income taxes on return.
The results indicate that it is desirable to purchase rather than lease since
the revenue requirement in the purchase situation is less by $262.
Summ ar y
This paper describes only two of the
many possible methods of evaluating

purchase and lease proposals. It must
be remembered that any method including these two must be patterned to fit
the policies and practices of the company making the decision. Equally as
important is the fact that any method
will only be useful if management is
willing to rely on it. The effectiveness of
any method that is too complicated for
the accountant or analyst to completely
understand will be extremely difficult to
sell to management.

Table 2
PURCHASE OR LEASE DECISION
USING THE REVENUE REQUIREMENT STUDY METHOD

Income taxes
On annual return
On gain based on assumed salvage
Investment credit received
Investment credit recapture
Total
Other costs
Maintenance agreement
Total revenue requirement
LEASE SITUATION
Monthly lease payments
Reduction due to investment credit
Total revenue requirement

$

598(l)
145 (2)
$ 743

$

PURCHASE SITUATION
Capital recovery and return at 7% on investment less salvage
Return on investment representing estimated salvage

$

position of the equipment must be accumulated in terms of periodic cost.
This can be done by including in the
revenue requirement an amount determined by multiplying the estimated
gain times the effective tax rate and an
appropriate sinking fund factor taken
from compound interest and annuity
tables.
A reduction in the revenue requirement would result from the investment
credit received. This amount would be
calculated exactly the same way as indicated above under the discussion of
revenue requirement in the lease situation except that the amount of the
credit would be. based upon the estimated life for tax purposes rather than
on the amount passed through by the
lessor. In the purchase situation, the
recapture of investment credit must also
be considered if the estimated useful
life is less than the life on which the
amount of the investment credit is
based. The periodic revenue requirement necessary to provide for the recapture can be calculated by multiplying
the estimated recapture amount by the
appropriate sinking fund factor.
Any other costs of purchase such as
maintenance, property taxes or insurance must be included. Periodic
amounts to be included will need to be
calculated based on the frequency of
payments and whether or not the payment of these amounts coincides with
the period for which the revenue requirement is being calculated.
An illustration using the Revenue
Requirement method is shown in Table
2. It is based on the same assumptions
set forth in the illustration under the
discussion of the Present Worth Study.
The minimum acceptable return is as-

48 (3)
76 (4)
(110x5)
21 (6)
35
5
783

$1,100
(55x7 )
$1,045

(1) ($50,000 — $25,000 salvage) x .0239 capital recovery factor (crf)
(2) $25,000 salvage x 7% return x 1/12 year
(3) ($743 —tax depreciation of $694) x 49.5%
1-49.5%
(4) 49.5% x .0183 sinking fund factor (sff) x ($25,000 — book value of $16,667)
(5) 42/3% x $50,000 x 1 - 4 9 . 5 % x .0239 (crf)
(6) 2/2 of 42/3% x $50,000 x .0183 (sff)
(7) 22/ 3 % x $50,000 x 1 - 4 9 . 5 % x .0239 (crf)
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Dynamic Programming:
An Introduction
AN ORDERLY, SYSTEMATIC WAY TOWARD A SOLUTION

By Floyd W. Windal

A C o s t M i n i m i za t i o n P r ob l e m

One of the mathematical programming
techniques currently receiving attention
in the operations research journals is
that of dynamic programming. This

Let us assume we are employed by a
manufacturer who is faced with the
problem of selecting the least cost shipping method and route to a specified
destination. Each of the different pos-

t e c h n i q u e is a va lu a ble pl a n n i n g a n d

problem solving tool, and as such should
be of great interest to accountants.
Essentially, dynamic programming is
a method whereby a problem can be
broken into smaller parts, and each part
solved separately and sequentially, with
the answer to each preceding part being
used in solving the succeeding parts. It
enables the problem solver to cut down
dramatically on the number of computations which would otherwise have to
be made, and to proceed in an orderly,
systematic way toward a solution.
Although the term "dynamic" implies
decisions made over a period of time, the
parts into which the problem is broken
need not be actual time periods. Th e
conce pt of time can be artificially imposed for computational purposes, i.e.,
the parts of the problem can be treated
as if they were time periods.
The purpose of this paper is to intro ducc the concept of dynamic programming to those not familiar with it. The
example used is designed to illustrate
the fundamentals of the technique,
rather than to closely approximate an
actual situation. In this way, extensive
mathematical computations are avoided
and the basic concepts are easier to see.
There are many varied and complicated
applications of dynamic programming,
but all make use of the same fundamental notions.
MANAGEMENT ACCOUNTING /JULY 1969

sible

rou tes

ha s

a diffe re nt

cost,

as

shown in Table 1 ( next page) .
We ca n u s e three possible shipping
methods: barge, truck or rail. With certain restrictions, as shown in Exhibit 1,
we can also use a combination of these
methods. Once the goods reach one of
the number 1 towns, we can choose to
continue using the same shipping
method, or we can shift to one of the
others. The choice we make for this
second stage, however, is a binding one
in that we must also use the same
method for the third stage.
Our dynamic programming approach
ti . r 5 .

to solving this problem can either start
at the destination and move backward,
or start at the origin and move forward.
We will arrive at the same answer under
each method (Table 2, next page).

Backward Approach
Solving the problem first using the
backward approach, we will systematically examine each town in Exhibit 1,

starting with the destination and working back toward the origin. At each
town, we will ask this question: what is
the least -cost route of getting to the
destination from this town? The answer
to the question is simple when examining Delivery town (D), Barge town 2
(132), Truck town 2 (T2) and Rail
town 2 (112), because Delivery town is
the destination, and for each of the others there is only one possible route and
one possible cost:
LEAST -COST ROUTES TO DESTINATION
Town
D
B2
T2
R2

FLOYD W. WINDAL
Lansing Chapter 1960, is Associate
Professor of Accounting at Michigan
State University. Professor Windal,
who is a CPA, reeeive his B.S., M.S.,
and Ph.D. degrees in accounting from
the University of Illinois. He is the author of numerous articles appearing in
various accounting journals.

Cost
-0 $100
$ 90
$110

Route to D
Already at D
62 - --->D
T2
>D
R2
>D

When we consider the remainder of
the towns, however, we must in each
case pick the least -cost route from
among several possibilities. In looking
at any particular town, we can always
split the cost of getting to the destination on one particular route into 2
parts: (1) the cost of getting from the
town we are looking at to the next town
on the route, and (2) the least cost of
getting from the next town on the route
to the destination.
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For example, let us examine Barge
town 1. There are three possible routes
out of Barge town 1, and each of these
routes has a particular cost. Furthermore, the least cost route to the destination from each of the possible succeeding towns has already been determined from our prior analysis. The computation of the least cost route to the
destination from Barge town 1, therefore would be as follows:
BARGE TOWN 1 (B1)
B1 to B2
Least cost B2 to D
BI to T2
Least cost T2 D
B1 to R2
Least cost R2 to D

$250
100
$200
90
$200
110

*Least -cost route: B1—

T2— > D = $290

$350

our best route is through Truck town 2.
Note that ou r least cost and optimum
route from Truck town 2 to the destination had been determined earlier.
This same kind of computation can
be made for Truck town 1, and Rail
town 1, as follows:
TRUCK TOW N 1 (T 1)

Wh e n we are at Barge town 1, the
minimum cost of getting our goods to
the destination is seen to be $290, and

PRODUCTION TOW N (P)

T 1 to B2
Least cost B2 to D

$150
100

$250

T 1 to T 2
Least cost T 2 to D

$200
90

$290

T 1 to R2
Least cost R2 to D

$100
110

$210*

*Least -cost route: T 1 — > - R 2 — } D = $ 2 1 0

$150
100
$100
90
$100
100

R1 to B2
Least cost B2 to D
R1 to T2
Least cost T2 to D
R1 to R2
Least cost R2 to D

$250
$190*
$210

*Least -cost route: R1 —> T2— > D = $190

Table 1

Destination
Barge town 1
Truck town 1
Rail town 1
Barge town 2
Truck town 2
Rail town 2
Delivery town

COMPARATIVE COSTS
Origin
Rail
Barge
Truck
town
Production town
town
1
1
1
town
100
150
200
150
150
250
200
100
200
100
100
200

P t o B1
Least cos t B1 to D

$100
290

$390

P to T 1
Least cost T 1 to D

$150
210

$360*

P to R1
Least cost R1 to D

$200
190

$390

*LCR:

RAIL TOWN 1 (R1)

$290*
$310

Finally, we are able to compute our
least -cost route from Production town
to the destination, still making full use
of least cost information computed earlier for other towns. Note that the cost
for any one route is still stated as the
sum of only two figures.

Barge
town
2

Truck
town
2

Rail
town
2

100

90

100

P- - - > - T 1— >

R2 -- > D = $ 3 6 0

Note that it is only necessary to refer
back to the computation for Truck town
1 to get the least -cost route from that
t o w n t o t h e d e st i n a t i o n .

For war d Approa ch
An equally acceptable solution technique for this type of problem is to start
at the origin and move toward the destination. Now, as Nvc examine each town
systematically, we will ask the question:
what is the least cost route of getting
from the origin to this town?
Again, the answer is simple for our
first few towns. For Production town
(P) , we are at the origin, and for each
of Barge town 1 ( B I) , Truck town 1
(TI ), and Rail town 1 (R1), there is

only one route from the origin and one
cost:

LEAST -COST ROUTE FROM ORIGIN

Table 2
LEAST COST SUMMARY
Backward Approach
Town

Delivery town (D)
Barge town 2 (82)
Truck town 2 (T2)
Rail town 2 (R2)
Barge town 1 (B 1)
Truck town 1 (T1)
Rail town 1 (R1)
Production town (P)

Town
Production town (P)
Barge town (B 1)
Truck town 1 (T1)
Rail town 1 (R1)
Barge town 2 (62)
Truck town 2 (T2)
Rail town 2 (R2)
Delivery town (D)
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Least cost

0
100
90
110
290
210
190
360

Least cos t route t o des tination

Already at destination
B2 —> D
T2--> D
R2—> D
B1
T2
D
T1—+ R2—> D
R1—+ T2—+ D
P—> T1—+ R2---> D

Forward Approach
Least cost route from origin
Least cost
We are at the origin
0
P-+ B1
100
P— > T1
150
P—> R1 0
200
P—> T1— > B2
300
JP—+ B1—+ T2
300
i P — > R1—> T2
P—> T1—> R2
250
P—> T 1—+ R2-+ D
360

Town
P
B1
T1
R1

Cost

Route

-0$100
$150
$200

-0P— > B 1
P— > T 1
P
R1

From this point on, computations
must be made. Once again, we can always split the total cost of any one route
into two parts. In getting to any particular town from the origin, the cost always consists of (1) the cost of getting
from the immediately preceding town
on the route to the town being considered, plus (2) the least cost of getting
from the origin to the immediately preceding town. In each case, the second
element of the cost will already have
been compu t ed in a pr ior comput at i on.

The cost computations for Barge
town 2 are as follows:
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BARGE TOW N 2 (132)
B1 t o B2
Least cost to B1

$250
100

T 1 to B2
Least cost to T 1

$150
150

R1 to B2
Least cost to R1

$150
200

*Least -cost route: P— > T 1— >

RAIL TOW N 2 ( R 2)
$350

B1 t o R2
Least cost to B1

$200
100

$300

$300*

T 1 to R2
Least cost to T 1

$100
150

$250*

$350

R1 to R2
Least cost to R1

$100
200

$300

B2 = $300

Note here again that prior computations not only give us the least cost of
getting from the origin to each prior
town, but also the optimal route that
produced that least cost. For instance,
after the above computations told us
that the least -cost route to Barge town 2
was through Truck town 1, we merely
had to look at a prior computation for
the best route from the origin to Truck
t o wn 1 .

The computations for the remaining
towns are as follows:
TRUCK TOW N 2 ( T 2)
B1 to T 2
Least cost to B1

$200
100

$300*

T 1 to T 2
Least cost to T 1

$200
150

$350

R1 to T 2
Least cost to R 1

$100
200

*Least -cost route: P— + T 1

> R2 = $250

DELIVERY T OW N (D)
B2 to D
Least cost to B2

$100
300

$400

T2 to D
Least cost to T 2

$ 90
30 0

$390

R2toD
Least cost to R2

$110
250

$360*

*Least -cost route:
P— ) T 1>

R2 — + D = $360

more quickly. Much more complicated,
multi- dimensional problems utilize basically the same technique, although with
some variations.
While the basic idea itself is fairly
simple, its application to practical situations is more difficult. Ingenuity of the
highest order is required to state a problern in dynamic programming form. In
some cases, the dimensions of the problern make a dynamic programming solution impractical, even on a computer.
Nevertheless, considerable success has
already been achieved along these lines.
Some of the successful applications to
date have been:
I

Computation of the economic
amount to order in each of several
fu tu re per iod s, given va rying costs

and demand over the time span.
Sum ma ry
This simple example serves to introduce the fundamental notions of dynamic programming. It illustrates a solution technique which breaks a problem
into many parts, solves each part sep-

arately and sequentially, and utilizes the
$300*

sol u ti ons to pr e ce d in g pa rts in solving

*Least•cost routes (T ie):
P>
B1- - > T 2 = $ 30 0
P
) R 1 — > T 2 = $ 30 0

succeeding parts. In this way, the number of calculations required is cut down
dramatically and an answer is obtained

2 Computation of the most profitable
investment of resources in alternative opportunities.
3. Computation of maximum output
from production processes of varying
efficiencies.
4. Computation of optimum advertis
in g e x pe n d it u re s.

5. Computation of best distribution of
sales effort.

Exhibit 1
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A monthly time - saving service.
Taped abstracts of professional journals for the perceptive accountant.

Recent Publications
C O M P UT E R - BA S E D
INF ORM ATI ON SY STE MS
FOR MANAGEMENT:
A S URV E Y
Neil C. Churchill, John H. Kempster
and Myron Uretsky
National Association of Accountants,
505 Park Ave., New York, N.Y. 10022.
This book represents the results of two
years of research, the principal investigation being of systems development in
12 medium to large size companies in
8 industry classifications. The subject
matter involves three main areas: (1) a
brief review of the state of computer
technology and communications, and a
summary description of typical computer hardware configurations; (2) a
documented discussion of computer applications in marketing, operations,
R & D, and general administration as
well as accounting; and (3) an examination of the implications of computer
uses for management, accountants, and
company organization.
A central effort of the research was to
explore the kinds of systems now in operation, as opposed to those planned,
and to uncover factors believed responsible for management decisions on systems development. Attention is also
given to the apparent general conditions
for success or failure of implementation
of computer applications.
Key findings of the research though
subject to further investigation are: (1)
the published literature on systems in
business presents a more advanced picture of computer usage than actually exists; (2) new applications are being developed in a framework that now, more
than before, considers the needs of future integration; (3) the companies
studied felt that their computer efforts,
at least at the basic level, have more
than paid for themselves; (4) while
third generation equipment was being
utilized it was generally running with
second generation design -level systems;
(5) wide variation in the relative sophistication of applications exists; and
(6) only now are companies moving
strongly away from automation of cleriMANAGEMENT ACCOUNTING /JULY 1969

cal activities to computer uses truly
managerial in nature.
The latter part of the study is devoted
to the impact of advancing information
systems. From the limited though representative sample of companies it is
clear that: (1) management work is
being affected, mainly for the better;
(2) parts of companies are being organized differently, either because of systems development or to accommodate it;
(3) accountant's work is being changed
more than others, even though nearly all
functions are affected; and (4) the computer itself has become a major company resource subject to both conventional and new means of management
planning and control.

ADMINIST ERING T HE
COMPANY ACCOUNT ING
FUNCTION
Jerome V. Bennett
Prentice -Hall, Inc., Englewood Cliffs,
N. J. 07632, 1968.
Combining the disciplines of engineering and accounting, the author presents
practical guidelines to control administration. Included are many flow charts,
control charts, and forms for effective
display of management- oriented exception data. The book is meant to serve as
a reference for controllers and business
administrators.

W I L L I A M W . WE R N T Z
His Accounting Thought
American Institute of Certified Public
Accountants, Inc., 666 Fifth Ave., New
York, N. Y. 10019, 1968.
Edited by Robert M. Trueblood and
George H. Sorter. This historical treatise
of a dynamic leader in the field of accounting is also a reflection of the many
problems that confronted the profession.
The struggle for recognition, the search
for the accounting "truths" through
conferences, writings, and conventions
crowd the book, which reads smoothly
and with authority.

COST CONTROL FO R TH E
OFFICE
Joseph Eisenberg
Prentice -Hall, Inc., Englewood Cliffs,
N.J. 07632, 1968.
This book is basically about office management with emphasis on cost control.
Many charts, tables and other illustrative material are presented.
IN T E RM E D IA T E
ACCOUNT ING
Walter B. Meigs, Charles E. Johnson,
Thomas F. Keller, and A. N. Mosich
McGraw-Hill Book Co., 330 W. 42nd
St., New York, N.Y. 10036, 1968, revised edition.
This revised college text was updated to
include recent Institute publications and
CPA examination problems. Partially
filled in worksheets for the odd problems are available.
ACCO UNTANTS' INDEX
Seventeenth Supplement
American Institute of Certified Public
Accountants, 666 Fifth Ave., New York,
N.Y. 10019, 1968.
A bibliography of accounting literature
for the period January 1965 to December 1966 inclusive. Truly an accountant's treasure chest of references.
AN I NT RO DUC T ION T O
COMPANY ACCOUNT S
P. Tovey and Alec G. Russell
Sir Isaac Pitman and Sons Ltd., 39
Parker St., London W.C. 2, England,
1968, fifth edition.
Written primarily for the British layman, this book provides some interesting insights into the analyses of company accounts.
US IN G IN FO RM AT IO N
TO MANAGE
Arthur B. Toan, Jr.
The Ronald Press Co., 79 Madison Ave.,
New York, N.Y. 10016, 1968
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Newly- elected NAA President Grant U. Meyers and his wife at home.

N A A President Grant U. Meyers
MEMBERSHIP ELECTS FIRST MEMBER FROM TEXAS
Although Grant U. Meyers is not a native Texan, he is proud of the fact -that
he was the first member from Texas to
be elected to the presidency of the National Association of Accountants. Together with 13 other national officers,
he was elected at the Association's Annual Meeting in New York on June 23,
to serve during 1969 -70.
As chairman and chief executive officer of Oil City Iron Works, Inc., Corsicana, Texas, newly - elected President
Meyers brings a wealth of executive
ability to his new role. A member since
1946, he served as president of the Chicago Chapter and was elected national
vice president for 1962 -63. He also was
affiliated with New York Chapter, 195965, and the North Texas Chapter since
1965. He was program chairman for the
just completed Annual International
Conference in New York.
He is well aware of the challenges
facing the management accountant and
therefore the National Association of
Accountants. Currently, he suggests, the
biggest problem confronting accounting
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and financial executives is inflation. "It
will be the efficient companies that have
the ability to absorb increasing labor
and material costs with the minimal
price increases that will ultimately survive. In this area the management accountant has the opportunity of making
a significant contribution to the effective use of new methods, equipment,
and capital."
Beyond inflation an on- rushing technology is constantly setting obstacles in
the path of aspiring businessmen. There
is no question about the need for continuing education in President Meyers'
viewpoint and he will be reiterating this
theme during his term of office. "Techniques, procedures, communications and
a host of other requirements are all important aspects of the accountant's continuing education. I would go even
further —he should know about the
product, production methods, marketing, behavioral sciences. Each individual should make up his own check list
of required qualifications to meet his
personal goals."

The opportunities are great, indeed,
for those who successfully achieve personal development and educational
goals. "It is not an accident that more
and more companies are advancing
management accountants to the responsibilities of chief executive officer. They
are the ones who should have intimate
knowledge of the overall company objectives and the inter - relationship of
corporate functions to achieve such objectives."
This is the kind of role the Association must prepare its members for.
"The education and self - development of
the individual are the prime reasons for
the existence of our Association and are
in keeping with the spirit of our founder
fifty years ago. Our technical services —
research, seminars, publications —must
be dynamic and in tune with the current times. We must provide the opportunity at the national, regional, and
chapter levels for our members to develop into complete business administrators, capable of providing answers to
the complex corporate questions which
M A N A G E M E N T AC CO UN TIN G /J UL Y 19 69

exist today."
Such words as "obligation," "responsibility," and "self- discipline" are not in
vogue today. The new NAA president,
however, uses them without apology to
express his convictions concerning the
Association and its place in the world.
"As the largest accounting organization
in the world, we have an obligation to
publicly express opinions on issues important to industry and to the country.
We also have responsibilities in the
international field which, if discharged,
would contribute to better relationships
with peoples of other nations. These
objectives, as well as many others, will
not be reached in a single year, but one
year of progress added to another will
bring us ever closer to our goals. One
of my personal ambitions is to make
sure that each member is thoroughly
aware of these important long range
plans so that he or she can enthusiastically take pride in being a part of
NAA."
Mr. Meyers expresses himself lucidly
and straightforwardly on other topics,
not only involving the Association but
his own personal business philosophy.
For example:
On Socio- Economic Problems: There
are compelling socio-economic forces at
work which we cannot, as an Association, afford to ignore. All of our chapters have a rare opportunity to make
tangible contributions to their communities through involvement in these
matters. They should be sought out
through the various local agencies concerned with improving the status of the
so- called "have- nots." We must become
involved since 'we are capable of providing business administrative techniques to assure the success of any venture. Our role would be to teach these
methods— unselfishly and patriotically.
Advice to Graduates: First and foremost, the young graduate must believe
in the free enterprise system with firm
conviction and without any reservations.
He must recognize that profits are essential to the healthy growth of any
business. He must also be willing and
eager to perform menial tasks and wade
through detail in order to establish a
strong foundation upon which to build
his career. This means getting into production problems, product development,
marketing plans, personnel environment, everything that makes the business function.
All of this will probably represent
extracurricular activity, but is essential
MANAGEMENT ACCOUNTING /JULY 1969

for personal attainments. He should
learn all he can about his job and the
position just ahead. His work should be
meaningful to him, not just considered
as routine reports. Figures should tell a
story to him, just as a map indicates the
best route to travel to reach a predetermined destination. Finally, he should
be inquisitive and enthusiastic when approaching any assignment. It is the
"little bit extra" that will make him
stand apart from others.
On NAA's Future: It is my belief

that NAA ultimately will have members
in every nation in the free world, because we offer the management techniques needed by their industries. Of
necessity, these services must be multi language to produce the results. This
probably means that eventually regional
offices of the Association must be
established in the international field in
order to efficiently service the members
in any geographical area. These prospects should be exciting to all our doContinued on page 64

Newly- elected Officers and Directors
During the Annual Meeting in New York on June 23, NAA
members elected 13 national officers, in addition to the president, to serve 1969 -70. The new vice presidents are William J.
Berglund, Oakland County; John H. Bergstedt, Los Angeles;
W. A. Davis, Jr., Delaware; Clemens A. Erdahl, New York;
Robert O. Feola, Akron; W. E. Fergusson, Columbia; Charles
S. Myerly, Charlotte; Joseph V. Newman, Pittsburgh; Richard
F. Peirce, Chicago; Hugh R. Pingree, Hawaii; William A.
Reville, Bangor - Waterville, and J. Lamar Stall, Shreveport.
John E. Vavasour, Westchester, was elected Treasurer.
Fifty national directors were elected to serve during 1969 -71,
and one director was elected to a one -year term. The national
directors are H. Lee Arnold, Asheville; James Bulloch, Ann
Arbor; Victor E. Bunck, Racine- Kenosha; Robert L. Burdette,
Lubbock Area; Howard M. Cain, Kalamazoo; David G. Car reau, Fall River -New Bedford; Harry W. Cherry, Wilmington;
Leonard S. Coleman, Reading; Robert J. Connolly, North
jersey Shore; Robert L. Cramer, Mid - Florida; Miguel A. Davila, Mexico *; Conrad C. Dodson, Albuquerque.
Also: Donald DeGroot, Battle Creek; Francis W. Fehr,
Lehigh Valley; E. E. Frederick, Butler Area; Bill B. Hook,
Scottsdale Area; Alfred L. Hunt, San Francisco; Paul Imler,
Washington; Clark H. Johnson, Brunswick Area; George J.
Kalcik, Northern Wisconsin; Knute L. Landgren, Worcester;
Clarence Langer, Miami; Billy W. Lassiter, Raleigh- Durham
Area; William D. Lee, Long Beach; and William J. Lloyd,
Lima.
Also: Robert L. Lyle, Knoxville; David W. Martin, Portland; Harvey Masimore, Peoria; James E. McMillen, Central
Texas; David B. McNitt, Michiana; Donald R. Mellert, Southwest Los Angeles; Ben R. Murphy, Nashville; James H.
O'Dell, Augusta; Thomas C. Ottey, Philadephia; Donald L.
Perlroth, New Haven; Kenneth W. Perry, Sangamon Valley;
and C. Leon Pitts, Chattahoochee Valley.
Also: Raymond A. Rehfeld, Alameda County- South; Jesse
H. Richmond, South Central Indiana; Dean C. Robison, TriCities; David F. Robertson, Dallas; Edgar E. Schmidt, Long
Island; Leo R. Smentowski, Colorado Springs- Pueblo; Joseph
S. Stevens, Columbus; J. Douglas Stone, Wichita; Arthur J.
Tiffany, Niagara; Robert E. Todd, Binghamton; Charles P.
Voller, Cincinnati; Warren N. Waggenspack, Baton Rouge;
Robert J. Weafer, Boston, and George C. Weigele, Evansville.
* One year term.
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Close -up

James E. Meredith, Jr., 1968 -69 president, adaressed the San
Juan Chapter in April, after returning from his South American

Morristown Chapter- sponsored Business Show occupied 56
booths at Governor Morris Inn this year. At ribbon cutting are,
L -r., Charles Hock; Arthur Krauser; Harry Sears; Paul E.
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trip. L. -r., Hector R. Maldonado; Antonio E. Lebron; Luis Gomez,
1968 -69 chapter president; Jorge E. Blay, '69 -70 president.

Schempp, 1968 -69 chapter president; Beverly Vanderhoof; Edward Reynolds, North Jersey Business Show general chairman
and director of special activities; Robert Marshall, treasurer.
MA N A G E M E N T AC CO UN TIN G /J UL Y 1969

Mrs. Ann G. Percy and son, Mike, may be the only mother -son
members of NAA. Both served on the Jamestown chapter board
during 1968 -69 and Mrs. Percy was named Member of the
Year twice by the chapter.

W ith the help of W orcester Chapter member Albert A. Bisceglia,
these W orcester Junior College students are getting on- the -job
accounting training at the Age Center of W orcester. At the same
time they are ass isting the Center with its accounting in a
volunteer project conducted by the chapter. Students are, L -r.,
Ariel Bauer and Ronald Fischman.

A cake to celebrate NAA's 50th was the piece de resistance at
a recent Mid - Hudson Chapter meeting. L. -r., W illiam E. Belser,

president; Richard L. Hall; Guest Speaker George Battista;
W allace Cross. Messrs. Cross and Hall are chapter vp's.
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Spacek and Fair
Win Lybrand Medals
NAA AUTHORS AWARDED 22 CERTIFICATES OF MERIT; 14 CERTIFICATES OF RECOGNITION

Leonard Spacek, Chicago Chapter, was
awarded the 1968 -69 Lybrand Gold
Medal for his manuscript, "Umpiring
the Earnings Per Share Results." The
article, which was submitted through
Cedar Rapids Chapter, was published in
the March 1969 issue Of MANAGEMENT
ACCOUNTING.
Larry J. Fair, Indianapolis Chapter,
was named the winner of the Lybrand
Silver Medal for his article, "Product
Line Accounting: The Proposed Regulation and Its Effects." The article was
published in the November 1968 issue.
The Lybrand Awards Committee,
which was appointed earlier this year by
President James E. Meredith, Jr., included Leslie I. Asher, chairman; Allen
H. Seed, and Dr. Charles T. Horngren.
Leonard Spacek, winner of the Lybrand Gold Medal, is chairman and
managing partner of Arthur Andersen &
Co., with home offices in Chicago. A
longtime NAA member, he has authored a number of articles for technical
journals in the accounting field, including MANAGEMENT ACCOUNTING. He Is
also well known as a speaker at many
NAA meetings.
Larry J. Fair, winner of the Silver
Medal, joined the Association in 1967,
affiliating with the Indianapolis Chapter. When he submitted his article, he
was plant analyst at the Transmission
and Chassis Division, Ford Motor Co.,
Livonia, Mich. He holds B.S. and
M.B.A. degrees from Indiana University.
The Lybrand Awards were established in 1949 -50 by the partners of
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SPACEK
Chicago

FAIR
Indianapolis

Lybrand, Ross Bros. & Montgomery in
recognition of the long service of William M. Lybrand to the Association.
Mr. Lybrand, a founding partner of the
firm, was a charter member of the Association and its second president. The
Gold and Silver Medals are awarded
each year to the authors of the two outstanding contributions to accounting
literature submitted through the chapter competition.
In addition to the Lybrand Award
winners, Certificates of Merit were
awarded to 20 authors. Certificates of
Recognition were awarded to 14 other
NAA writers.
Certificates of Merit are awarded to
authors of article manuscripts rated the
highest 16, plus ties for the sixteenth
place in the chapter competition. Certificates of Recognition are awarded the
authors of accounting practice manuscripts rated the highest two plus ties
for the second highest in each of the
following categories: Accounting Practice Descriptions, Reports, and Case
Studies.
Listed below are the Certificate of

Merit winning articles and the Certificate of Recognition winners, with the
author's name, chapter that submitted
the manuscript, and the issue of MAN AGErIENT ACCOUNTING In which the
article was published or in which it is
tentatively scheduled to be published.
11 Certificates of Merit
USE OF CAPITALIZED COST IN
REPEATED REPLACEMENT
PROBLEMS
By Enrico Petri
Albany, August 1969
Using an article previously published in
MANAGEMENT ACCOUNTING for illustrative purposes, the author reveals the
impact that the repeated replacement
concept has on the leasing versus purchasing decision.
A TOOL FOR CONNE CTING
ACCOUNTANTS TO MANAGERS
By Raymond L. Kelso and Robert R.
Elliott
Baltimore, November 1969
This article explains in detail the variance from the gross profit plan in language which the sales manager and production manager can understand.
COMMUNICATION THROUGH
REPORTS
By James W. Pattillo
Baton Rouge, September, 1969
The best measure of the value of a
firm's accounting department is how effectively it transmits significant data to
management. This article helps to inMANAGEMENT ACCOUNTING/JULY 1969

crease that effectiveness through a lucid
review of the communication and reporting processes.
DEVELOPING FINANCIAL
EXECUTIVES
By John V. van Pelt, III
Birmingham, April 1969
Executive development programs are of
critical importance in the financial area
of business.
COST DISTRIBUTION USING
INFINITELY VARIABLE
AVERAGES
By Bruce K. Willard
Boston, October 1969
Through a type of analysis described in
this article, tools may be developed
which will aid in cost assignment as
well as yielding the effect on all products when changing one or more product volumes.
GOODWILL AND POOLING OF
INTERESTS: A RE- ASSESSMENT
By Robert Beyer
Brooklyn (member of New York),
February 1969
While no nexv views have come to light
that improve upon the conventional
treatment of goodwill, pooling of interests accounting, as currently practiced,
needs major revisions. A set of suggestions is offered here.
UMPIRING THE EARNINGS
PER SHARE RESULTS
By Leonard Spacck
Cedar Rapids (member of Chicago),
March 1969
Give the investor the complete story in
intelligible form so as to assist but not
direct his evaluation. Vigorously opposed to "managed information," the
author advocates disclosure of supplementary data as illustrated in this article.
KEY ITEM REPORTING
By William L. Medford
Charlotte, August 1969
Key Item Reporting is suggested as an
approach for making accounting a working partner in the management and decision making process. This should provide senior executives with more time
for planning, which may be their most
important function.
CERTIFICATION OF COST OR
PRICING DATA UNDER
DEFENSE CONTRACTS
By Edwin P. James
Chicago, April 1969
MANAGEMENT ACCOUNTING /JULY 1969

The requirement for certification of
costs and pricing data, as explained
here, may lead to dire consequences for
the defense contractor.
MANAGEMENT ACCOUNTING
IN THE AIRLINE S WITH
OPTICAL READING COMPUTERS
By Jacques Merlo
Dallas, July 1969
A major breakthrough in airline accounting has been made through the
introduction of optical character recognition computers. How these systems
work is very interestingly presented.
INTER -UNIT PRICING AND
YOUR NEW PRICING EXPERT:
THE IRS
By David E. Cook
Fort Wayne, August 1969
The author points out the implications
of the final regulations with respect to
Section 482 of the Internal Revenue
Code and discusses the role of the
Treasury's policy in the area of inter unit pricing.
PRODUCT LINE ACCOUNTING:

THE PROPOSED REGULATION
AND ITS EFFECTS
By Larry J. Fair
Indianapolis, November 1968
Such a sensitive area cannot be left in a
state of uncertainty any longer. Recent
discussion and activity are encouraging.
PURCHASED GOODWILL IS AN
INVESTMENT:
TREAT IT AS SUCH
By Alan F. Smith
Indianapolis, November 1969
A forward looking investment concept
is developed in this article which should
serve as the rationale for dealing with
purchased goodwill. The unamortized
original cost of the goodwill is shown
on the balance sheet equal to the present value of the discounted future excess earnings.
STATISTICAL ESTIMATIONS
OF HISTORICAL DISTRIBUTION
COST
By Dora R. Herring
Jackson, October 1969
An examination of available accounting
data, and the allocation of the data
using statistical methods is the process
whereby two quantitative disciplines are
merged in treating this case study.
Continued on next page
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by the people
it keeps
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NEGOTIATING OVERHEAD
EXPENSE WITH CONFIDENCE
By Raymond B. Jordan
Massachusetts North Shore, November
1969
The principal cost negotiated on contracts for mass - produced components
under Public Law 87 -653 is the overhead expense. Four methods by which
estimates of expenditures may be supported in the negotiations are presented.
TRUTH IN DEFENSE
CONTRACT PRICING (PL 87 -653)
By Paul M. Trueger
New York, April 1969
Significant changes in defense contracting regulations since 1962.
FLEXIBLE REPORT
GENERATION PROGRAMS
By Joe B. Freeman, Jr.
North Texas, September 1969
Tomorrow, or the day after, reports will
be flashed instantly on a screen in a
manager's office in graphic form providing only enough visibility to perform
essential functions and to define exception conditions. The FRGP method described in this article is one of the means
by which such a condition will evolve.
TECHNOLOGICAL OR
ECONOMIC OBSOLESCENCE:
COMPUTER PURCHASE VS.
LEASE —A CORRECTION
Philadelphia, August 1969
By Donald T. Barsky (with
Howard M. Felt)
Consideration is given in this analysis
to the net present value of any deferred
gain or loss after taxes on a computer
trade -in when a decision has to be made
between purchase and lease alternatives.
HOW LEVERAGE AFFECTS
THE COST OF CAPITAL TO
A PUBLIC UTILITY
By Robert H. Dodge
Phoenix, August 1969
Whether or not a proper debt ratio for
a company can be determined statistically is questioned, and a critical analysis of the various viewpoints is presented
to determine if guidelines for an optimal capital structure for a public utility
company can be suggested.
STATISTICAL SAMPLING
AND AUDITING
By Gary Mallery
Portland (now a member of New York),
August 1969
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Statistical methods help the auditor focus on the areas that require his judgment.
BUDGETING FOREIGN
EXCHANGE LOSSES
By Alfred M. King
Racine- Kenosha,October 1969
Faced with the choice of advancing dollars or borrowing locally, a U.S. parent
company must decide between the risk
of devaluation and high interest rates.
In either case the cost must appear in
budgets and actual current statements.
THE TREATMENT AND DISCLOSURE OF RESEARCH AND
DEVELOPMENT EXPENDITURES
By Bryce B. Orton (with Richard D.
Bradish )
Salt Lake City, July 1969
The findings presented here are based
on interviews with controllers and financial analysts as well as questionnaire results and a survey of the annual reports.
MAINTAINING BALANCE
IN FINANCIAL POSITION
By Albert W. Wright
San Fernando Valley, September 1969
This article discusses the significance of
a financial position balance and offers
suggestions about some of the key factors which may be identified and utilized in overall financial planning and
control.
THE QUESTION OF UNIFORM
ACCOUNTING STANDARDS
By Forrest L. Heuser
San Gabriel Valley, July 1969
The nature of the accounting process is
reviewed in terms of uniform accounting
standards required in government procurement. A comparison is made of the
normal accounting requirements for a
commercial company as opposed to a
defense company.

rect resources in a manner that will
achieve their optimum application in
accomplishing the organization's objectives is made possible by the application
of a total planning concept.
STATISTICAL VARIANCE
CONTROL THROUGH
PERFORMANCE REPORTS AND
ON- THE -SPOT OBSERVATION
By Robert W. Koehler
Williamsport, December 1969
A case study is used in this article to
illustrate methods that may be used for
statistical analyses of variances and to
examine some of the inherent limitations involved in using performance reports as control devices.
Certificates of Recognition
DESCRIPTIONS

ASSET FORECASTING —
A DEFENSE INDUSTRY
TECHNIQUE
By James P. McLaney
East Tennessee, September 1969
Reporting on his company's attainment
in the area of asset forecasting, the author points out and illustrates the key
factors in the forecasting process.
UNITIZATION OF
CONSTRUCTION WORK
ORDERS UTILIZING EDP
EQUIPMENT
By William B. Belford and
Leland G. Aver
Owensboro, September 1969
A detailed report which demonstrates
the procedures within the framework of
the basic system.

TRUTH IN NEGOTIATIONS
By Raymond M. Flanagan
San Jose, April 1969
A review of DPC 57, its possible impact, and some of the problems which
the revised regulations may impose upon
the defense contractors.

COMPUTERIZED COMMUNICATION AND CONT ROL OF
BACKLOG COMMITMENTS
THE "LIFEBLOOD" OF AN
ORGANIZATION'S SURVIVAL
By Michael R. Tyran
Pomona Valley, October 1969
Backlog balances are major considerations in the planning process. Through
mechanization, the backlog detail can
be obtained promptly and accurately.
The transition from manual processing,
as described in this article, is not difficult to achieve.

MANAGING INDIRECT COSTS
IN THE AEROSPACE INDUSTRY
By James M. Van Tatenhove
Southwest Los Angeles,
September 1969
Management of an organization's indi-

COMPUTER - ASSISTED
FINANCIAL PLANNING
By Lyle F. Hughes ( with
Charles A. Olson) '
San Francisco, April 1969
Continued on page 65
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Chapter /Member News

A charter was presented to St. Joseph (Mo.) Area. From I. to r., are Managing Director
Robert H. Sommer; 1968 -69 Vice President Paul W. Demarest; W illiam T. McCable,
first president of the chapter, and Del T . Sorrels , organizing chairman.

In Kansas, Greater Topeka Area proudly displays its new charter presented by I. -r., Managing Director Robert H. Sommer
and Paul W . Demarest, national off ic er. Ac cepting the charter
is John Cumiskey, new chapter president. Howard Van Hooser,
past president of Kansas City Chapter looks on.
MA N A G E M E N T ACC OUN TING /JU LY 1969

In Phoenix, Ariz., Robert G. Chapman,
Executive Committee member, presents a
charter to Bill Hook, president of the new
Scottsdale Area Chapter.

W aukesha Area Chapter was presented its c harter earlier this
year. (April Management Accounting). At the ceremony were
Richard L. Cebrowski, chapter president; 1968 -69 National
Vice President Fred E. Andersen; Organizing Chairman John
Honer and Managing Direc tor Robert H. Sommer.
59

Spin-off from Cleveland Chapter, Cleveland East also came into
being. L. -r., National Director Lafe P. Fox; 1968 -69 Vice Presi-

dent Paul A. Busch; National Director A. R. St. Bernard; Organ izing Chairman R. S. Durnwald, and Managing Director Sommer.

Five New NAA Chapters Chartered
CLEVELAND EAST, CUMBERLAND AREA, GREATER TOPEKA AREA, ST. JOSEPH AREA AND SCOTTSDALE AREA BEGUN
With the chartering of five new chapters, the Executive Committee has increased the total of NAA chapters to
239 located throughout the world. The
new chapters are Cleveland East, Cumberland Area, Greater Topeka Area, St.
Joseph Area, and Scottsdale Area.
Meeting in Las Vegas in March, the
Executive Committee also approved
member /industry surveys for two pending chapters in the United States and
four pending international chapters.
They include groups in Ithaca- Cortland,
N.Y.; Sioux City, Iowa; Bogota, Colombia; Lima, Pens; Rio de Janeiro, Brazil,
and Santiago, Chile.
All the U.S. chapters have been pre60

sented charters by national officers and
members of the NAA staff.
Cleveland East Chapter will serve
members located in the area between
Cleveland and Ohio Western Reserve
Chapters. Cleveland East, a spin -off
from Cleveland Chapter, was formed
by a group headed by R. S. Dumwa1d,
organizing chairman.
The Cumberland Chapter will serve
an area about 60 miles west of Hagerstown, Md. John Vocke served as chairman of the organizing committee which
had the active cooperation of nearby
Hagerstown Chapter.
Topeka, Kans., and St. Joseph, Mo.,
are two important industrial and com-

mercial centers located about 50 miles
to the west and north, respectively, of
Kansas City. John P. Cumiskey served
as chairman of the organizing committee for Greater Topeka Area and Delbert Sorrells for St. Joseph Area. The
Kansas City Chapter assisted in the
spin -offs. All of these chapters, which
were chartered April 1, will participate
in the 1969 -70 competition for the
Stevenson and Warner Trophies.
Emeritus Life Associates
C. M. BENSON, Kalamazoo past presi-

dent.
HENRY S. CARTER,Sangamon Valley.
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Norwich

WI L L I A M B . C A S T E N H O L Z , J R . ,
pas t p res ide nt.
LE WI S
ident.

trol ler

E. CU M M I N GS , Dayton p a s t

pre s -

E. D A LT ON , Pittsburgh.
HAR RY L . D E N I SO N , Hawaii.
ED WARD F. E H R M A N , Erie.
D A V I D G . H O R N , Dayton.
J. T. K EM MY , Omaha.
LAWREN CE E . N A SH , Shreveport
FRAN CIS

Richmond

ERNESr OWEN,
ident.
CHAR LE S
dent.

S.

chapt e r pres ide nt, has be e n appoi nt e d

finance and tre asurer.

d i r e c t o r of f i n a n c i a l a n a l y s i s a t E . R .
S q u i b b & Sons, I n c. . . . WI LLI AM M .

CHARLE S

DIS IST o has b een el ected v ice pres ide nt

pas t pre s -

Jackson p a s t

pre s i -

of R o w e I n t e r n a t i o n a l ,
s u b s i d i a n • of T r i a n g l e I n d u s t r i e s .

controller

Inc., a
past

Thre e
Buffalo m e m b e r s h a v e b e e n
n a m e d a t W o r t h i n g t o n C o r p . ROBE RT
HOGANSON

and

D ON ALD

E. R O L L , Detroit.
HE N R Y C. SHRI VE R, Trenton.
E ARL P. SI N GLE TON , Dayton.
FRAN K W . ST AN ICH, Muskegon

CH E V I T

we re n ame d co n tr ol le r and t r easu re r , re s p e c t i v e l y, a n d E U GE N E

EV E RE T T

been

appointed

se rvice s of

the

D i v . . . . JOHN

E.

dire ctor

wa s

Co....
appointed

he ad -cost a c c o u n t i n g
tric

at

Li ncol n

Elec-

Co.

JAM ES G . HAT T E RY , Cleveland East,
h a s b e e n a p p o i n t e d c o n t r o l l e r o f t h e S.
K. W ell man Divisi on of Abex Corp.

of

fi n anci al
& Engine

N U GE N T Is n o w c o n -

H E N R Y M . K L E I N , Dayton, h a s b e e n a p po i n t e d co mp t ro l le r fo r Ai r t e m p 's Kentucky

pl an t,

Airtemp

Div.,

C hr ys l e r

tro ll e r a t W i l l i a m J . C a l d w e l l & AssoLE LAND J. RE E D w a s n a m e d
ci a te s .
c o n t r o l l e r a t F l a n g e k l a m p . . . . JE ROM E

CHARLE S W . BU RN S, Delaware, h a s
b e e n e l e c t e d a d i r e c t o r o f W. T. G r a n t

.

..

L. T E M P L E T O N , Lancaster.
C. U P LE G E R , Central Texas.
P. V A N A RM A N , Mlchiana p a s t

RU SSE LL

JOHN
pre si dent.

STUCZYNSKI

W.

is

now

controller

at

F i na nc i a l C o r p . , a subs i di ary of

W. T .

WE NK was n a m e d co r po r at e controller

G r a n t Co. H e is v i c e p r e s i d e n t a n d
t r e a s u r e r o f t h e s u b s i d i a r y . . . . JOHN

with E arl M . Scott & As sociates.

MCC AN N is no w con tr ol ler o f the D ov er

Carl ton

I n d u s t r i e s . . . . F . A . BUE LL

Leasi ng

Positions

Co.
Denver, ISn o w

N ORM AN K. M OO RE ,

M I C HA E L P. GRAN I E RI , Akron, w a s
e l e c t e d vice p r e s i d e n t a n d c o n t r o l l e r of

dis-

t ri ct man age r wi t h P re n t i c e -Ha l l , I n c.
LE ON GARD N E R, Des Moines, h a s b e e n
n a m e d t r e a s u r e r a n d a d i r e c t o r of C a m p -

Co.
Asheville, is n o w

Summit N ational Life Insurance

accountant

bell Industries.

wi th

DEN NIS

Concrete Products.
W A L T E R C. SOBE RS, Atlanta, w a s a p po i n t e d co r po r at e cont r ol l e r of S o u t h -

De VITT

has

East Tennessee,

CAT E S,

promot ed

to

electronic

cont rol l e r of t h e T e n n e s s e e

Erie

GIBBONS
Boston

be e n

di vi s ion

M a gn av ox

ope rati ons.

ern Cros s Indust ries, I nc.
been

E . E . F R E D E R I C K , Butler Area p a s t p r e s i d e n t , wa s n a m e d as s i st a n t t o t h e c o n -

JOHN

name d pl ant account ant of t he . August a

t r o l l e r , c o s t d e v e l o p m e n t a n d a n a l ys i s ,

pre si d en t , h as be e n el e ct e d ch ai rm an

plant, Continental Can Corp.... M. L.

Pullm an- Stand ard,

D A N I E L wa s r e c e nt ly re - e le c te d t re as u re r

man Inc.

CARLY LE

Augusta,

D AN I E L,

has

of Richmond County.

a

of Pull-

di vi si on

EDWARD F.
Boston,
e l e c t e d vice p r e s i d e n t a n d c o n t r o l l e r of

Calumet, h a s b e e n
of N o r t h e r n I n d i a n a P u b l i c S e r v i c e Co.
D ON ALD J . M A C P H E E , Cape Canaveral,

ele cte d a vi ce pre sid ent

U n i t e d F r u i t C o . . . . DR. JOHN M . SI N CLAIR h a s b e e n a p p o i n t e d a c t i n g d e a n

h a s jo i ne d R a d i a t i o n , I n c . , as as s i s t a n t

of B e n t l e y C o l l e ge , s u c c e e d i n g RAE

program

D.

ANDERSON w h o r e s i g n e d a s s e n i o r v i c e

manager

wi th

Aer osp ace

Sys-

te ms P rogram M a n a ge m e n t D e p t .

pre sid ent a n d d e an to re tu rn t o teach. . . CLY D E

F . JOSLYN,

JR.,h a s

ALB E RT A . BLACKLAW,

jo i ne d Ki rs ch R e al Es t at e an d I n su ran ce

sas,

treasurer

. . . RI CHARD N E W E L L h a s b e e n

pro-

been

De nni son M fg.

charge

SI M O N

M.

FI NKELSTE IN ,

Brooklyn,

has

of

WALTE R

m o t e d t o m a n a ge r of i nt e rn al au d i t i ng,

Co.

Central Arkan-

h a s b e e n e l e c t e d a s s i s t a n t se c re t ar y-

Offi ce as comp t rol l e r and of fi ce ma nage r.

F a ga n Electric

of

to

Charleston, h a s
vice p r e s i d e n t i n
D e p t . , C &S B a n k .

the Bond

KE N NE T H L . H I L L M A N ,

Charlotte, h a s
of G a s - F i r e d

b e e n ap p o i n t e d controller

We bb e r, J ack so n & C u rt is .

Prod u ct s , I nc.

me mbers

have

MISS B E V E R L Y

A . C ROC KE R, Cin cin nat i,

be e n n a m e d by t he D e vro Div., John-

was app oin te d vice pr esi de nt

son

Adhesives & Ch e m i cal s ,

& Johnson.

CLA RK

JOHNSON

was

n a m e d treasurer a n d ap p o i n t e d t o t h e
manage me nt board

of

di rect ors ; W A R -
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The

Hamme rmi l l

Erie,

Paper

Co.

U.S.

of

Impe rial

Inc.,

Shoe Corp. . . . TIM

MAN w a s e l e c t e d c o n t r o l l e r

of

past
He

ch i e f

nati onal
wi l l

Di v.

of

executive

DAV ID CARREAU , Fall River -New Bedford, w a s n a m e d c o n t r o l l e r o f t h e P r o v ide nce

of f i c e o f

the

Ki n n e y

Co. . . .

WI LLI AM FI T ZPAT RI CK has been named
m a n a g e r of b u d ge t a n d p l a n n i n g wi t h
Spie del of Prov iden ce.
E D WI N A. FOLE Y ,
be e n n a m e d

Fox River Valley, h a s

m a n a ge r of p l a n n i n g a n d

Co.,

a division of AMAX.

S. POLT RACK, Greenwich Stamford, w a s e l e c t e d v i c e p r e s i d e n t o f
C. R . G i b s o n Co. H e w i l l c o n t i n u e h i s
AN T HON Y

re s po ns ibi li ti e s as se c r e t a r y a n d d i r e c t o r

of a d m i n i s t r a t i o n .
PAU L ABLE S,

Hawaii,

h as b e e n elected

t r e a s u r e r of t h e B o n d i n g & I n s u r a n c e
A g e n c y , L t d . . . . K. L. BICKN IORE w a s

HART -

ap po i nt e d ass i st ant tre as u re r

D.

wai ian E lectric

H.

of

con-

office r.

financial services for Apex Smelting

Co.

CHASTAI N ,

promot ed

b e e n n a m e d b u d g e t m a n a ge r at Pain e,

Two Brunswick Area

H . DEVITT,

t i n u e as p r e s i d e n t a n d

JAM E S A . FARRE LL,
has be e n

GI BBON S,

i n g.

J.

E D M ON D

de part me nt

So-

ART HU R

AL LE N W H E A T L E Y ,
of f i c e m a n a g e r a n d

PAN E LLE Y

past

ci e t y.

and New

al S c r e w & M f g .

MATHE S has

Compressor

T.

has

Cleveland,

CRIN I ALDI ,

be e n name d di vis i on cont rol l e r, N ati on-

Corp.

pre si dent. S t u a rt C a me r o n M c L e o d

Promotions

H e is vi c e pr e s i d e n t -

Co.

dr e w J e rge ns

R.

RAN KI N ,

a pl an t to b e co n s t ru ct e d in

of

B a l d w i n CO. . . . JOHN F. W A L R A T H
ha s b e e n e l e ct e d a di re ct or of t h e An -

t h e M i d w e s t . . . . W A L T E R J . FOL E K,

and

pres ide nt.

H.

RE N BR OWN h as be en n ame d pl ant con -

Co....

of

HE N R Y

the Ha-

H. HA61

RADA has been named controller of
GMI.... D. V. DISESA has been named
manager of accounting services for Dillingham Corp.
CLYDE

F.

JOHNSON,

Indiana East, was
appointed comptroller of Adam H. Bartel Co.
RI CHARD A . W A R N E , Indianapolis, has
been named controller of biochemical
and biological operations for Eli Lilly &
Co.
GE O RG E

T.

CHA M BE RS,

Jac kso n,

has

been promoted to senior vice president
and treasurer of MPI Industries.
LOUI S C . DON OVAN ,

Jamestown, is now

manager of cost control, systems central,
Sylvania Electric Products, I n c . . . .
JOHN E. H O R A N has been named accounting manager of Crescent - Niagara
Corp., subsidiary of Copper Industries.

UR BA N,

No t i c e
Membership dues invoices for 196970 were mailed to all active members
last month. Your membership dues
of $35 ($ 2 5 for members living in
other countries except Canada)
should be paid as soon as possible to
ensure that there is no interruption
of NAA services. This year's invoice
includes a special survey form to provide us with more information about
each NAA member. Please complete
the form as fully as possible— detach
the stub for your records —and enclose your check, the invoice statement and survey form in the envelope provided. The membership card
should be detached and saved; your
old card may then be thrown away.
Your cooperation will assist us in
providing better service to you.

N O R M A N N . WE I N ST OC K, Massachusetts -Route 128, was named divisional
director of cost control, IT T Wire &
Cable.
CHAMBERS
Jackson

CORNNELL
Mohawk Valley

Three Kansas City members have been
named by H. D. Lee Co. HAROLD MeKEMY was ap pointed treasurer, CHARLES
W .

CALHOON

was appointed assistant

controller and assistant secretary, and
NO R MA N L . COCHRAN, n a m e d

assistant

co n t r o ll e r. . . . BEN R. MCCONNELL, JR.,

is now the controller for United Employer Insurance Trust of Strauss Fuchs
Oppenheimer, I n c . . . . V A N A . K E M P I N
a n d HE RM AN W OO D CO CK w e r e r e c e n t l y

named regional controllers at Avon
P r o d u c t s , I n c . . . . E . C . NAPIER KOW SKI

has been promoted to treasurer and assistant secretary for Johnson Furnace
C O . . . . J O H N R. VAUGHN was elected
auditor for Commerce Bankshares, Inc.
EDWIN

L. BROWN, Knoxville, has been
elected to the board of directors of
Charles H. Bacon Co., Inc.
RICHARD

OVERBECK,

Los Angeles, is
now secretary- controller of Information
Dynamics, Inc.
M R S G . THOMAS CARLETON,

Massachusetts North Shore president, was elected
corporate treasurer of Reid Brothers Co.
. . . F R ANK D E N NI S ON h as b ee n p ro m o t -

ed to controller at Transition.... FRANK
KANE was promoted to financial analyst
at Sylvania.
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ISRAEL

FABREGAS, M a y a g u e z ,

was

re -

chapter past president and na-

tional director, was recently elected vice
president and cashier of Louisiana National Bank.
W . C O R N N E L L , Mohawk Valhas
been
named vice president and
ley,
controller of Mohawk Airlines.... TERRY N I C HOL SON was recently appointed
comptroller at Beaunit Fibers.
GEORGE

WARREN LEE,
Morristown, is now controller of PepsiCo, parent company of
Pepsi Cola.

W I L L I A M M . ROSE ,

Muscle Shoals, has
been named controller of Mayfair Furnishings Div., Genesco.
JOHN J . JORDAN,

Muskegon, has been
promoted to Muskegon plant controller
at Continental Motors Corp. . . . G.
L A U T E N S H L A G E R is m a n a g e r , g e n e r a l a c -

counting, at Continental Motors Corp.
MAR SHALL DENNIS ON,

Nashville, is the
new corporate controller for General
Transportation Service.... BEN HARPER
was named controller of the truck division of General Transportation Service.
MORTIMER

EBER, Newark, was named
controller of the Westinghouse Incandescent Lamp Div. in Bloomfield.

cently promoted to general manager of
the Cerveceria India, Inc.
ART HU R L . BO R OF F ,

Member -at- Large,
has joined Ad. Auriema, Inc., as cont r o l l e r . . . . R A Y M O N D P. NAGEL has

�

been elected a principal, finance, control
and data processing group, at A. T.
Kearney & Co.

ELLIOT
Owensboro Area

RICHARD O ' C O N N O R ,

Mid- Hudson, was
promoted to senior accountant at IBM,
Poughkeepsie.
WILL

C . HASEMAN,
national director
from Mid - Missouri, has been named as-

,

BLAND
Tulsa

D ON ALD KR E LL , N e w

York, has been
appointed director of accounting and finance for the International Group of
T h e S i n g e r C o . . . . ART HU R J . O B E R -

sociate dean of the School of Business

HEIM

and Public Administration at the University of Missouri.

president of Manufacturers Hanover
Trust Co.... JOHN B. RENWICK is now
president of General Telephone & Electronics Data Services Corp. with headquarters in Tampa, F l a . . . . W I L L A R D

Three Minneapolis members have been
named by the First National Bank of
M in n e a p o li s . PAUL D . SCHLIESMAN wa s

named vice president and controller;
R O B E R T L . S P I E S , assistant vice president -trust operations, and DONALD G.
W AC H HOL Z, as s is t an t vic e p res id e n t. . . .

JOHN HONZL has been named corporate
controller of Scientific Computers, Inc.
... RONALD KARLs has been appointed
treasurer of the Vic Mfg. Co.... DAVID
J. PILGER was promoted to office manager, Bemis C o . . . . JOSEPH M . PI T E L
is now controller, Applied Science Div.,
of Litton Industries.... GILBERT W.

has

been elected assistant vice

F. SCHROEDER has been appointed vice
president of finance and treasurer, Auro ra Plastics C o r p . . . . SAMUEL J. SWIR-

has been appointed industrial controller of Royalmetal Corp.... IVOR

SKY

WHI T S ON

was appointed controller of
E. P. Dutton & Co., Inc., publishers.

C.

W .
FREEMAN,
North Alabama, is
now assistant city clerk- treasurer for the
City of Huntsville.

M I C H A E L CO CH RA N ,

North Penn, was
recently promoted to assistant director,
MANAGEMENT ACCOUNTING /JULY 1969

research and development, planning and
forecasting, at Smith Kline & French
Labs.
JAMES W. RITCHAY, Northern Wisconsin, was promoted to treasurer, Fort
Howard Steel & Wire Co.
C. R. YOUNG, Norwich, has been appointed office and merchandising manager of Hampshire Imports, a division
of A. G. Spaulding & Bros., Inc.

HIRST
W. Bergen-Passaic County

MATHENEY
Tulsa

ROBERT F. SALTON, Oakland County,
has been promoted to assistant vice
president- public relations at Michigan
Bell Telephone Co.... D. E. SAYLER
has been named manager, operations
analysis, E. & F. Div., Ford Motor Corp.
....A. W. THOMAS was promoted to
vice president- internal auditor, American Savings Assn.
C. R. FARNSWORTH, Olean- Bradford
Area, has been named secretary- treasurer
of Pure Carbon Co.... ROBERT HALL
was named controller at Kendall Refining Co.
C. G. "PAT" BROWNING, Orange County, has joined Pendleton Tool Industries, Inc., as corporate controller.

WILLIAM EAKES, Raleigh - Durham Area,
has been promoted to controller of Pipe,
Inc.... ROGER ELLER Is now company
controller at Davidson & Jones.... ARCHIE SPENCER was promoted to secretary and treasurer of the Athey Corp.
...LYNDo TIPPETT is now general manager with Bybon Co.
DANIEL J. TORTORELLI, Raritan Valley,
has been appointed assistant controller
of the Nuodex Div., Tenneco Chemicals, Inc.

GRIFFITH was named assistant secretary
and assistant treasurer.
LYNN KNUTSON, Southern Minnesota,
was recently promoted to senior accountant, cost accounting department,
IBM Corp.
JOHN HEATH, JR., Southwest Los Angeles, was appointed to director of marketing planning, American Appraisal
Co.... W. D. RAYMOND has been promoted to president of Tamar Electronics Industries, Inc.

C. W. BROWN, Reading past president,
has joined Hershey Estates as business
manager of utilities.

GLENN G. JOHNSON, Toledo, has been
appointed controller of Sheller - Globe's
City Auto Stamping Division.

ROBERT BRITTLE, Richmond chapter
president, recently joined Richmond
Hotels, Inc., as controller.
JAMES HARRIS, Rochester, was promoted
to controller of Robert Hart Printing
CO. . . . MICHAEL HUGHES has been
named controller of the Bowker Co....
HENRY MARTINSON, JR., has been appointed assistant controller of the R. T.
French Co. . . . GORDON WAHL was
promoted to administrative vice president of McFarlin Clothing Co.

WILLARD G. SAUERBREI, Tri- Cities, has
been promoted to controller, Mississippi
Valley Milk Producers Assn.
DUANE BLAND, Tulsa, has been elected
controller of Skelly Oil Co.... EARL
A. MATHENEY, national director, has
joined Piedmont Natural Gas Co., as
vice president- finance. He has also transferred to the Charlotte chapter.

E. A. BALDWIN, St. Louis, is now the
St. Louis District marketing manager
for I.T.T. Data Services.... STANLEY
F. HUCK has been appointed manager
of the accounting department of InteICO, Inc.... GREGORY A. VOGELWEID
was named budget manager at Falstaff
Brewing Corp.

JARED ELLIOT, Owensboro Area, has
been elected a vice president of Texas
Gas Transmission Corp.
EDMUND J. KOLESAR, Pennsylvania
Northeast, has been promoted to assistant cashier in the accounting department of the Northeastern Pennsylvania
National Bank & Trust Co.
R. GLENN BEATTY, Philadelphia, has
been appointed division controller of
Simonds Abrasive Div., Wallace Murray Corp. . . . WILLIAM R. GLENNIE
has been appointed director of financial
planning at Philadelphia National Bank.
...WILLIAM C. MANLEY is now assistant comptroller of Colonial Penn Life
Insurance Co.
ROBERT BURGUNDER, Pittsburgh, has
been appointed controller of Washington Steel Corp.... JAMES CERESA was
elected treasurer of The Union Corp.
Louis R. JORDAN, Portland, is now financial vice president with Northwest
Pacific Corp.
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GORDON KING., JR., Washington, has
been named business manager of the
Post - Newsweek Stations, Inc.
WILLIAM HIRST, JR., West Bergen Passaic County, was elected vice president of Chase Bag Co. and will continue to serve as treasurer.
JOHN E. VAVASOUR,Westchester, is now
acting director, systems and data processing, Consolidated Edison Company
of New York.
WARREN E. GREGG, Wheeling past
president, was elected a vice president
and member of the board of directors
of Helme Products, Inc., and was named
president of Bachman Food Corp., a
division of Helme.

VAVASOUR
Westchester

GREGG
Wheeling

OREN WELLER, San Diego, was named
secretary of Southwestern Teletypewriter, Inc., in addition to his duties as
controller.
Louis J. REBACH, San Fernando Valley,
has been appointed treasurer of Forty Two Products Ltd., Inc.
ERROL M. TAYLOR, Seattle, has joined
Rocket Research Corp. as senior accountant.
Three Shreveport members have been
named at Southwestern Electric Power
Co. J. LAMAR STALL was named executive vice president, W. H. SNOW Succeeds Mr. Stall as controller, and W. H.

Two Wichita members have been
named at Garvey, Inc. ROBERT PAGE
was named chairman of the board, and
H. E. BEVAN, JR., president.
ROBERT J. FREEMAN, Worcester past
president, was recently appointed director of financial administration for
State Mutual Life Assurance Co. and
its affiliates.
Organization Service
FLYNN T. HARRELL, Columbia, has
been elected chairman of the Southern
Baptist Convention Business Officers'
Conference and the State Convention
Business Managers' Division.
Three St. Louis members were recently
elected by the Greater St. Louis Chap63

ter of Hospital Financial Management
Assn. L. VINSON FREEMAN, JR., Was
elected president; EDGAR BUSCH, vice
president, and JOE EVANS, director.

JAMES V. MALESKY, 50, Westmoreland
County president, 1959.
JOHN 1.MANNING, 60, Boston, 1951.
LEONARD F. MCELWEE, 47, Lima president, 1961.
JOSE T. MONTALVO, 49, San Juan, 1965.
R. L. MOFFITT, 46, Indianapolis, 1951.
I n M e mo r i a m
HAZEL S. MORRISON, 77, Washington,
EDWARD W . BERGIN, 76, Bridgeport, 1945. Emeritus Life Associate.
1935. Emeritus Life Associate.
JA \IES 1. NOLAN, 68, Chicago, 1945.,
OSCAR BIRLEY, 81, Member -at- Large,
Emeritus Life Associate.
1937. Emeritus Life Associate.
HOMER A. REID, 52, Albuquerque,
CIiARLES P. BOINSKE, 37, Philadelphia,
1968. Emeritus Life Associate.
1966.
ALBERT E. SABLOTNY, 56, Sangamon
CARL R. CARLSON, 72, Brooklyn, 1943.
Valley, 1951.
Emeritus Life Associate.
JOSEPH 1. SOPRANO, 37, Pennsylvania
HERBERT C. CHITTUM, 62, Cincinnati, Northeast, 1963.
1952. Emeritus Life Associate.
CLIFFORD G. TURNBULL, 72, Waterloo,
EARL NN". CiINDER, 44, Calumet past 1947. Emeritus Life Associate.
president, 1949.
`VILLIAM L. WILSON, 47, Kansas City,
AUGUST HILLER, 87, Pittsburgh, 1920. 1967.
Emeritus Life Associate.
JOHN 1. WRINN, 72, Greenwich -StamJOHN T. HUBSCH, 61, New York, 1959. ford, 1938. Emeritus Life Associate.
JOHN T . HUMMER, 79, York, 1944.
Emeritus Life Associate.
NAA PRESIDENT
PETER INHELDER, 46, Seattle, 1958.
Continued from page 53
ROBERT 1.KIDD, 54, Springfield, 1943.
ANDRE P. LAUMOND, 60, San Francisco, mestic members. Accounting is truly an
international language.
1955. Emeritus Life Associate.
Born in Moline, Ill., 56 years ago,
CHESTER J. LUKE, 56, East Tennessee,
Mr. Meyers graduated from Northwest1957.

ern University with a B.S.C. degree and
later received an M.B.A. degree from
the University of Chicago. He started
his professional career at International
Harvester Co.; later moved to Radiant
Manufacturing Co., where he was
named vice president and controller.
From 1959 -65, he served as financial
vice president of the Security- Columbian Banknote Co., which is now the
United States Banknote Corp., in New
York.
An avid sports fan, lie regularly roots
for the Dallas Cowboys. His wife, Doris,
and he travel extensively, having visited
Europe several times and also toured
the Far East. They have five children
and seven grandchildren.

Conference Calendar
NAA Continuing Education Program
Sept. 22- 26— Statler- Hilton Hotel, New
York.
Oct. 6- 10— Fontainebleau, Miami.
Oct. 27 -31— Ambassador Hotel, Los
Angeles.
Nov. 17 -21— Pick - Congress Hotel, Chicago.
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Continued from page 58
A financial planning model designed to
generate inputs as a by- product of the
system that processes the operational results.
REPORTS

COMPUTER IMPACT ON
STANDARD COSTS
By Don P. Newton
Cleveland, December 1968
The greatest benefit of computerized
standard costs lies in the extreme flexibility of the data on file. A review of
the mechanics is also included.
INTER - OFFICE MEMO
SUBJECT: WIDGET PRICING
By Peter F. Morris
Reading, November 1969
No one should expect the accounting
department to set prices, but it is in
the best position to determine the return on capital employed.
MECHANIZED INTERCOMPANY
TRANSFER SYSTEM
By David P. Flanders
Washington Tri- Cities (now a member at- large), October 1969
To resolve problems in transferring
charges from one contractor to another,
the author's company has successfully
designed and implemented a system under which the burden of determining
appropriateness of the charges falls on
the custodian of the account receiving
the charge.
CASE STUDIES

A PROPOSAL: TO
COMPUTERIZE THE
ACCOUNTING SYSTEM
By David R. Slutzker
Canton, August 1969
A growing company finds advantages in
computerizing its accounting system
when the existing manual procedures
no longer serve its needs.
BARTER ACCOUNTING IN
THE PUERTO RICAN SUGAR
INDUSTRY
By Jose Casal
San Juan, August 1.969
This article discusses an area of accounting which is almost ignored in accounting literature. It concerns the treatment
for external purposes of transactions in
which money is not the main consideration of at least one of the parties.
M A N A G E M E N T ACC OU NTING / JU LY 1969

Staff Promotions and Addition
Executive Director Rawn Brinkley has
announced the promotions of two staff
members and the addition to the NAA
national office of a chapter relations
counselor.
Robert F. Nolan has been named
Manager of Membership Development,
responsible for maintenance and growth
of the Association's membership, in
addition to other assignments as may be
given him.
Robert J. Parkinson was named Manager of Meetings Operations, responsible for the development of schedules
of all meetings and conferences of the
Association, arrangement of facilities,
and the on -site management of conferences.
Stephen H. McCrea has joined the
NAA staff as a Chapter Relations Counselor, responsible for the coordination
and review of the administration of a
group of NAA chapters.
Mr. Nolan joined the NAA staff in
February 1952, serving the Association
in several capacities. He taught at the

University of Maryland for two years
after receiving his master's degree there;
then was employed by RCA in Camden, N.J. In his new position he will
report to John C. Freeman, Director of
Promotional Services.
A member of the Association staff
since 1963, Mr. Parkinson has served as
Project Coordinator in the Continuing
Education Department. In his new
position he will have the responsibility
of Registrar and will report to Don
Woodard, Publisher and Director of
Meeting Management.
Mr. McCrea succeeds Mr. Nolan in
the Member Services Division. A graduate of Worcester State College, Mr.
McCrea was employed at Manufacturers Hanover Trust with responsibility
in the branch locations department for
field surveys of prospective bank locations. As a Counselor, he will report to
Walter M. Kasunic, Manager, and
James D. Collier, Director of the Member Services Division.

NAA Makes 3 Grants -in -Aid
NAA Grants to assist in the preparation
of doctoral dissertations were made to
three students, the Committee on
Grants -in -Aid has announced. The
grantees are George Gorelik of the University of California, Richard B. Lea of
the University of Minnesota, and Earl
K. Littrell, III, of the University of
Oregon.
The 1968 -69 Committee on Grants in -Aid includes George C. Watt, Chairman, Morristown, Willis Leonhardi,
Chicago; Oswald Nielsen, San Francisco; G. Kenneth Nelson, Williamsport; R. E. Schlosser, Buffalo,and Arthur H. Smith, Orange County.
Mr. Gorelik, who holds a bachelor's
degree from the University of London
and master's in business administration
from the University of British Columbia, plans to work on his dissertation at
the University of California, Berkeley.
The dissertation topic he chose deals
with the use of accounting information
in planning, control and economic
decision - making in the Soviet enterprise.

Mr. Lea holds a BS degree from the
University of Minnesota and an MBA
degree from the University of California
at Berkeley. He plans to work on his
dissertation, "Design of an Accounting
Information System to Meet the Needs
of Linear Programming Models," at the
University of Minnesota.
Mr. Littrell holds a B.S. and M.B.A.
from the University of Oregon where he
plans to complete his dissertation on "A
General Model for Prediction and Sensitivity Testing of Finn Cash Flows."
Each grantee was awarded $6,000 to be
used during the period of research and
writing of dissertations.
The grants were made to the doctoral
students under a program initiated to
encourage research in management accounting. Grants formerly made to assist in the publication of dissertation
results have been discontinued by the
Association. For information on the
Association's Grants -in -Aid program,
write to the Research Director, NAA,
505 Park Avenue, New York, N.Y.
10022.
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Topical Index to Articles in
MANAGEMENT ACCOUNTING
Volume L
and NAA Research Publications
September 1968
June 1969

Ac c ou n ti n g (See also Syst e ms a n d P r oce du r es )

Al u m i n u m

Accountants' Role in Mana gement -A Compan y's Experience, The. ROBERT E. SUTTON. December 1968.
Concern Over Opinions of the Accounting Principles Board.
ROBERT J. SEIDER. March 1969.
Interview with the Secretary of Commerce, An. MAURICE
H. STANS. June 1969.
Link Between Accounting and Management, The. I. WAYNE
KELLER. June 1969.
Management Accounting Concepts and the Principles Dilemma. RICHARD H. HOMBURGER and OVILLIAM C.
DENT. April 1969.
Successful Interface Between Accounting and Management.
ELDON C. LEWIS. March 1969.

Aluminum Inventory Management System. C. DON LENHART. June 1969.

Ac c ou n t s Re c e i va b l e
Management Information Systems for Cash Management
and Accounts Receivable Application. DONALD G.
COLT. June 1969.
Aer os pa ce In du st ry
Computerized Financial Data Banks: Transaction from Conceptual Design to Reality. MICHAEL R. TYRAN. September 1968.
Designing Business Systems for the Third Computer Generation. CHARLES R. CHODORA. September 1968.
Need for Should -Cost Estimating /Pricing in Aerospace, The.
SAMUEL L. YOUNG. November 1968.
Profit By Using Time Allowances. JAMES A. BROADSTON.
October 1968.
Agri cul tur al M ach ine ry and Equ ipment
Accomplishing Objectives in a Training Atmosphere. DAVID
P. HoPLEY. June 1969.
Budgeting -Boon Or Bust! LAVERN W . LUEPKER. April
1969.
Costs Made to Order -A Company's Experience. WARREN
E. WALKER. November 1968.
Airp lane Con stru ction an d Tr ansp orta tion
Financial Statement Analysis for Management. FORREST L
HEUSER. February 1969.
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A s s e t s - F i x e d (See also Ret ur n on I nves tmen t)
Budgeting New Plant Ventures. WILLIAM H. PAVONY.
March 1969.
Effects of Federal Income Taxes on Capital Budgeting.
JAMES E. EDWARDS. Research Monograph 5. February
1969.
Evaluation of Investment Center Performance. ELIOT TER BORGH. March 1969.
Expense of Expected Idle Capacity, The. RENE P. MANES.
March 1969.
Integrating Project Planning with Periodic Planning and
Reporting. BRUCE K. WILLARD. November 1968.
Off Balance Sheet Financing. Louis E. LEVY. May 1969.
Sensitivity Analysis in Making Capital Investment Decisions.
WILLIAM C. HOUSE, JR. Research Monograph No. 3.
February 1968.
Technological or Economic Obsolescence: Computer Purchase vs. Lease. DONALD H. TAYLOR. September 1968.
(Letter of comment HAZEL March 1969).
Au di ti ng
Accomplishing Objectives in a Training Atmosphere. DAVID
P. HoPLEY. June 1969.
Computer System Audit. Paul MCCOLLUXI. May 1969.
On Reliability Strategy in Electronic Data Processing. DONALD R. THOMAS. January 1969.
Real -Time Auditing. HARRY L. BROWN. May 1969.
Au t omob il e s a n d Ac c es s ori e s
Product Line Accounting: The Proposed Regulation and Its
Effects. LARRY FAIR. November 1968.
Break -Even P oints (See also Pr ofit s )
Break -Even Charts versus Marginal Graphs. ALBERT L. BELL.
February 1969.
Break -Even Point Concept: Its Development and Expanding
Applications, The. ALICE S. Dow and ORACE JOHNSON.
February 1969.
Extension of Break -Even Analysis, An. CARL. L. MOORE.
May 1969.
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Budgets
Budgeting -Boon OI Bust? LAVERN W . LUEPKER. April
1969.
Budgeting and Planning Implications of Tax Credit Carryforwards. FRED A. ALLARDYCE and KENNETH R. TODD,
JR., March 1969.
Budgeting New Plant Ventures. WILLIAM H. PAVONY.
March 1969.
Capital Budgeting: A Modified Approach to Simplify Sound
Investment Decisions. GENE K. JONES. March 1969.
Effects of Federal Income Taxes of Capital Budgeting.
JAMES E. EDWARDS. Research Monograph No. 5. February 1969.
Integrated Budget: A T ool for Planning and Control. R.
KENDAL JONES. June 1969.
Opportunity Accounting for Product Line Decisions. DoucLAS P. COULD. April 1969.
Profit Managing. JOHN S. HUBENY and JOHN T . HICKEY.
June 1969.

Integrated Information Systems and the Corporate Con trollership Function. WILLIAM E. SWYERS. October
1968. (Letter of Comment DINGLE and VALENTINE
May 1969) .
Link Between Accounting and Management, The. I. WAYNE
KELLER. June 1969.
Management Accounting and the Behavioral Sciences. EDWIN H. CAPLAN. June 1969.
Management Accounting Tomorrow. NEIL C. CHURCHILL
and MYRON URETSKY. June 1969.
Our Accountants Are Extremely Active in Management.
WILLIA\f H. FRANKLIN. June 1969.
Technological Model for Use in In p u t - Ou t p u t Analysis
and Cost Accounting, A. TREVOR E. GAMBLING. December 1968.
There Yesterday -Here Today -Where Tomorrow. ARTHUR
B. GUNNARSON. June 1969.
Toward a Systems - Oriented Concept of Controllership.
JOHN P. FERTAKIS. December 1968.

Cost Control and Reduction

Accounting for Acquisitions: What Should Be Done. JOHN
V. VAN PELT, III. February 1969.
Cash Control. ANONYrrovs. June 1969.

Evaluation and Control of Overseas Operations. JOHN J.
MAURIEL.. May 1969.
Is Everything Under Control? ROBERT D. ARNETT and EDWARD R. FISH. December 1968.

Cans

Data Processing (See also Systems and Procedures)

Computer Impact on Standard Costs. DON P. NEWTON. December 1968.

Accountant's Productivity Increases in a Computer-Dependent Organization. EDWARD L. SUrIrIERS. April 1969.
Computer- Assisted Financial Planning. LYLE F. HITCHES
and CHARLES A. OLSON. April 1969.
Computer -Based Information Systems for Management: A
Survey. NEIL C. CHURCHILL, JOHN H. KEMPSTER and
MYRON URETSKY. NAA Research Studies in Management Planning and Control. March 1969.
Computer Dilemma, A. JAAIES J. MOLINELLI. October 1968.
Computer Impact on Standard Costs. DON P. NEWTON.
December 1968.
Computer Technology and Organizational Change. DOYLE
Z. WILLIAMs and SEXTON ADAMS. September 1968.
(Letter of comment EISEN February 1969).
Computer Time-Sbaring. BRANDT R. ALLEN. January 1969.

Building Materials

Capital Stock
Accounting for Stock Ownership. LESLIE I. ASHER. September 1968.

Cash Flow
Cash Control. ANONYMOUS. June 1969.
Management Information Systems for Cash Management
and Accounts Receivable Application. DONALD G.
COLT. June 1969.
Proposed Funds Statement for Financial Institutions, A.
GLEN R. DUNN. November 1968.
Sensitivity Analysis in the Return on Investment Computation. JOHN R. MURRAY. May 1969.
Short-Term Investment of Excess Cash. DONALD E. SNELLING. January 1969.

Construction
Accounting for Exchange Variation in Local Currency. ROBERT M. EVERETT. October 1968.
Cork
Link Between Accounting and Management, The. I. WAYNE
KELLER. June 1969.

Cost Accounting (See also Training of Management
Accountants)
Further Progress Through Courage and Creativity. ETTORE
BARBATELLI. June 1969.
Fusion of Cost Accounting and Industrial Engineering. The.
HENRY L. LABUs. November 1968.
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Computerized Financial Data Banks: Transition from Conceptual Design to Reality. MICHAEL R. TYRAN. September 1968.
Consolidation by Computer. JACK D. HARRIS. June 1969.
Designing Business Systems for the Third Computer Generation. CHARLES R. CHODORA. September 1968.
Is Everything Under Control? ROBERT D. ARNETT and EDWARD R. FrsH. December 1968.
Major Changes Caused by the Implementation of a Management Information SyStem. HAROLD M. SOLLENBERGER. Research Monograph No. 4. June 1968.
Management Information Systems for Cash Management
and Accounts Receivable Application. DONALD G.
COLT. June 1969.
Managing an Information Systems Activity. RICHARD F.
PEIRCE. September 1968.
On Reliability Strategy in Electronic Data Processing. DONALD R. THOMAS. January 1969.
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U.S. Accountant Goes to the Orient, The. RALPH J. WIN sTON. December 1968.

Reliability Cycle Sampling for Control of Inventories. DANIEL F. FALLON. October 1968.

Glass
Customer Inventory Management Service. NORMAN R.
MARKLE and ROLAND E. STUMPFF. June 1969.
Project Management as a Control and Planning Tool in the
Decentralized Company. DONALD O. HARPER. November 1968.

Job Evaluation

Government Contracts
Certification of Cost or Pricing Data Under Defense Contracts. EDWIN P. JAMES. April 1969.
Need for Should -Cost Estimating /Pricing in Aerospace,
The. SAMUEL L. YOUNG. November 1968.
Truth in Defense Contract Pricing (PL87 -653) . PAUL M.
TRUECF.R. April 1969.
Truth in Negotiations. RAYMOND M. FLANAGAN. April 1969.
Uniform Accounting Standards for Government Contractors. STEVE E. RICHARDSON. January 1969.
Uniform Cost Accounting Standards in Negotiated Defense
Contracts. ELIiiER B. STARTS.January 1969.
Government Regulation
•BarChris Decision - Liability for All, The. JEROME J. JAHN
and DOUGLAS E. NORBERG. November 1968. (Letter of
Comment SCHAFER May 1969.)
Product Line Accounting: The Proposed Regulation and Its
Effects. LARRY FAIR. November 1968.
Umpiring the Earnings Per Share Results. LEONARD SPACEK.
March 1969.
Government Units
Information Needs in an Era of Change. ELMER B. STARTS.
October 1968. (Letter of comment VALENTINE May
1969) .
Incentives and Profit Sharing (See also Pension
Plans)
Profit by Using Variable Time Allowances. JAMES A. BROAD STON. October 1968.
Institutions
Management Accounting for Churches. ALPHA C. FLOYD.
February 1969.
Non - Profits Can Benefit from Cost Accounting, The. FRANK
B. HOLLOWAY. November 1968.
Insurance Companies
Use of Predetermined Costs in the Life Insurance Industry.
GEORGE E. MANNERS, JR. October 1968.
Interunit Accounting
Project Management as a Control and Planning Tool in the
Decentralized Company. DONALD O. HARPER. November 1968.
Inventories (See also Material Control and
Accounting)
Aluminum Inventory Management System. C. D. LENHART.
June 1969.
Holding Gains and Losses in Executory Contracts. JOSEPH F.
WOJDAK. January 1969.
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Profit by Using Variable Time Allowances. JAMES A. BROAD STON. October 1968.
La bor (See also Incentives and Profit Sharing)
Job Migration Patterns of Accountants. FELIX P. KOLLARITSCH. September 1968.
Need for Should -Cost Estimating /Pricing in Aerospace, The.
SAMUEL L. YOUNG. November 1968.
Lumber
Consolidation by Computer. JACK D. HARRIS. June 1969.
Machine Shops
Reliability Cycle Sampling for Control of Inventories. DANIEL. F. FAL.LON.
System of Man- Machine- Material Reporting, A. NED W.
BRENIZER. Mav 1969.
Machine Tools
Accounting for Unusual Quality- Control Costs. FRANK A.
FIORENZA. February 1969.
Machinery Manufacturing
Accountant's Role in Management -A Company's Experience, The. ROBERT E. SEXTON. December 1968.
Is Evcn-thing Under Control? ROBERT D. ARNETT and EDWARDS R. FISH. December 1968.
Management Accounting for Research and Development
Projects. HOWARD W. DICKE. May 1969.
New Management Information Systems: Should Auld Accounting Be Forgot ?, The. GERHARD HECHT. May 1969.
Product Opportunity Analysis. DAVID H. SILVERN. February
1969.
Management
Accountant's Role in Management -A Company's Experience, The. ROBERT E. SEXTON. December 1968.
Conceptual Framework for Analyzing and Evaluating Managerial Decisions, A. K. FRED SKOUSEN and BELVERD E.
NEEDLES, JR. January 1968.
Contributions of a Manage ment Information System. FREDERICK D. FINNEY. June 1969.
Fundamental Appraisal of Profit Planning and Control, A.
GLENN A. WELSCH. March 1969.
Interpretation of the Facts for Management Action. JAMES
P. MCFARLAND. June 1969.
Interview with the Secretary of Commerce, An. MAURICE H.
STANS. June 1969.
Let Your Management Know What You Can Do For
Them. HENRY W. PIRKEY, JR. June 1969.
Link Between Accounting and Management, The. I. WAYNE
KELLER. June 1969.
Management Accounting and the Behavioral Sciences.
EDWIN H. CAPLAN. June 1969.
Management Performance Reporting. WILLIAM E. ROACH.
June 1969.
Management Systems in a Growth Company. CARL J.
THOMSEN. January 1969.
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On the Nature of Management Information. GERHARD E.
NICHOLS. April 1969.
Opportunity Accounting for Product Line Decisions. DoucLAS P. GOULD. April 1969.
Our Accountants Are Extremely Active in Management.
WILLIAM H. FRANKLIN. June 1969.
Social Responsibility of Business, The. HAROLD A. GRAM.
May 1969.
Successful Interface Between Accounting and Management.
ELDON C. LEWIS. March 1969.

Pension Plans
Allocation of Pension Costs to Periods of Time, The. WILLIAM H. PARROTT. April 1969.
Pharmaceuticals
Integrated Budget: A Tool for Planning and Control. R.
KENDALL JONES. June 1969.
Pricing
Need for Should -Cost Estimating /Pricing in Aerospace,
The. SAMUEL L. YOUNG. November 1968.

Material Control and Accounting
(See also Inventories)
Material Mix and Yield Variances. JOHANNES KIMELMAN
February 1969.
System of Man- Machine - Material Reporting, A. NED W
BRENIZER. May 1969.

Direct Costing Controversy, The. GEORGE T. LOGAN, JR.
September 1968. (Letter of comment KNEEN, BRAUSCH,
MOHN AND FEss April 1969) .

Mergers of Corporations

Product Cost and Appraisal

Accounting for Acquisitions: What Should Be Done. JOHN
V. VAN PELT, III. February 1969.
Acquisitions and Mergers- Management Problems. ROBERT
E. HEALY. May 1969.
Acquisitions -And the Management Accountant. DONALD
H. DENHOLM. December 1968.
Consolidation by Computer. JACK D. HARRIS. June 1969.
Goodwill and Pooling of Interests: A Re- Assessment. RoBERT BEYER. February 1969.

Costs Made to Order -A Company's Experience. WARREN
E. WALKER. November 1968.
Product Opportunity Analysis. DAVID H. SILVERN. February 1969.

Nonferrous Metal
Accounting for Electrolytic Refining of Copper. JOHN L.
DAVIS. October 1968.
Office Organization and Management
Accountant's Productivity Increases in a Computer- Dcpendent Organization. EDWARD L. SUMMERS. April 1969.
Clerical Work Measurement Techniques in a Control System. CHARLES D. `X'INSLOW. January 1969.
Oil
Short -Term Investment of Excess Cash. DONALD E. SNELLINC. January 1969.
Which Information for Stockholders? BENJAMIN P. HAMILTON, JR. December 1968.

Printing and Publishing

Production Measurement
Operations Control Plan. CHARI.Es T. MARPLE. November
1968.
Technological Model for Use in Input- Output Analysis and
Cost Accounting, A. TREVOR E. GAMBLING. December
1968.
Production Planning and Control
Accounting for Unusual Quality- Control Costs. FRANK A.
FIORENZA. February 1969.
Integrating Project Planning with Periodic Planning and
Reporting. BRUCE K. WILLARD. November 1968.
Is Your Production Plan Realistic? PAUL A. VERMONT.
November 1968.
Project Management as a Control and Planning Tool in
the Decentralized Company. DONALD O. HARPER.
November 1968.

Allocation of Pension Costs to Periods of Time, The. WILLIAM H. PARROTT. April 1969.
Expense of Expected Idle Capacity, The. RENE P. MANES.
March 1969.
Overhead Mystique, The. JAMES E. JOYCE. November 1968.

Profits (See also Break -Even Points, Budgets and
Return on Investment)
Fundamental Appraisal of Profit Planning and Control, A.
Gr.ENN A. WELSCH. March 1969.
Holding Gains and Losses on Executory Contracts. JOSEPH
F. WOJDAK. January 1969.
Information Technology Applied to Profit Planning. FRANK
M. MASTROMANO. October 1968.
Integrated Budget: A Tool for Planning and Control. R.
KENDALL JONES. June 1969.
Integrating Project Planning with Periodic Planning and
Reporting. BRUCE K. WILLARD. November 1968.
Market Mix: The Key to Profitability. CLARENCE J. OSTALKIEWIG. January 1969.
Profit Analysis in the Grain Merchandising Industry. RICHARD B. TROxEL. December 1968.
Profit Managing. JOHN A. HUBENY and JOHN T. HICKEY.
June 1969.

Paper and Paper Products

Public Utilities

Management Performance Reporting. WILLIAM E. ROACH
June 1969.

Annual Report: How Much Does It Really Cost, The?
CHARLES W. STATT. March 1969.

Organization
Computer Technology and Organizational Change. DOYLE
Z. WILLIAMS and SExToN ADAxIS. September 1968
(Letter of comment EISEN February 1968).
Toward a Systems- Oriented Concept of Controllership. JOHN
P. FERTAKIS. December 1968.
Overhead (See also Direct Costing)
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Let Your Management Know Wh a t You Can Do For
Them. HENRY W. PIRKEY, JR. June 1969.

Purchasing
Coping with Uncertainty in the Make or Buy Decision.
LLOYD D. DONEY. October 1968.
Holding Gains and Losses on Executory Contracts. JOSEPH
F. WOJDAK. January 1969.

Radio and Television
Information Technology Applied to Profit Planning. FRANK
M: MASTROMANO. October 1968.
Operations Control Plan. CHARLES T. MARPLE. November
1968.
Profit Managing. JOHN A. HUBENY and JOHN T . HICKEY.
June 1969.

Evaluation of Investment Center Performance. ELIOT TER BORGH. March 1969.
Sensitivitv Analysis in Making Capital Investment Decisions.
WILLIANI C. HOUSE, JR. Research Monograph No. 3.
February 1968.
Sensitivity Analysis in the Return on Investment Computation. JOHN R. MURRAY. May 1969.
Short -Term Investment of Excess Cash. DONALD E. SNELLING. January 1968.
Some Ramifications of the Return on Capital Concept.
FRANK T. BERRY, JR. November 1968.

Rubber
Financial Pitfalls in International Operations. WILLIAM
SCHANZ. April 1968.

Standard Costs

Some Empirical Distributions of Financial Ratios. CHARLES
D. MECIMORE. September 1968.

Records
Computerized Financial Data Banks: Transition from Conceptual Design to Reality. MICHAEL R. TYRAN. September 1968.

Reports (,See also Financial Statements)

of

of

Contributions of Management Information System. FREDERICK D. FINNEY. June 1969.
External Reporting for Segments of a Business. NAA Research Studies in Management Reporting. MORTON
BACKER and WALTER B. MCFARL.AND. April 1968.
Information Needs in an Era of Change. ELMER B. STARTS.
October 1968. (Letter
comment VALENTINE May
1969).
Integrated Information Systems and the Corporate Controllership Function. WILLIAM E. SWYERS. October
1968. (Letter
comment DINGLE and VALENTINE
May 1969) .
Interpretation of the Facts for Management Action. JAMES
P. MCFARLAND. June 1969.
Major Changes Caused by the Implementation of a Management Information System. HAROLD N. SOLLENBERGER. Research Monograph No. 4. June 1968.
Management Performance Reporting. WILLIAM E. ROACH.
June 1969.
Motor Freight Management Reporting. JESSE W. ATWOOD.
January 1969.
On the Nature of Management Information. GERALD E.
NICHOL.S. April 1969.

Research and Development Costs
Management Accounting for Research and Development
Projects. HOWARD W. DICKE. May 1969.
Planning and Controlling Research Development Costs.
HAROLD D. SASAKI. May 1969.

Return on Investment
Capital Budgeting: A Modified Approach to Capital Allocations, LESLIE P. ANDERSON and VERGIL V. MILLER.
March 1969.
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Computer Impact on Standard Costs. DON P. NEWTON.
December 1968.
Material Mix and Yield Variances. JOHANNES KiMELMAN.
February 1969.
Misuse of Standards in Decision Making. ROBERT W .
ROSEN. January 1969.
Nature and Importance of Variances from Standard Cost
of Production, The. OSWALD NIELSEN. January 1969.
Relevance of Probability Statistics to Accounting Variance
Control, The. ROBERT W. KOEHLER. October 1968.

Statistical and Mathematical Methods
Break -Even Analysis: A Re- Evaluation. HERBERT J. WEISER.
February 1969.
Break -Even Charts versus Marginal Graphs. ALBERT L. BELL.
February 1969.
Information Technology Applied to Profit Planning. FRANK
M. MAsTROMANO. October 1968.
Mathematics Is Bypassing the Accountant. GILMAN C.
HARVEY, JR. February 1969.
Profit by Using Variable Time Allowances. JAMES A. BROAD STON. October 1968.
Relevance of Probability Statistics to Accounting Variance
Control, The. ROBERT W. KOEHLER. October 1968.
Reliability Cycle Sampling for Control of Inventories.
DANIEL L. FALLON. October 1968.
Sensitivity Analysis in Making Capital Investment Decisions. WILLIAM C. HOUSE, JR. Research Monograph
No. 3. Febnrary 1968.
Technological Model for Use in Input- Output Analysis and
Cost Accounting, A. TREVOR E. GAMBLING. December
1968.

System and Procedures
Computerized Financial Data Banks: Transition from Conceptual Design to Reality. MICHAEL R. TYRAN. September 1968.
Conceptual Framework for Analyzing and Evaluation Managerial Decisions, A. K. FRED SKOUSEN and BELVERD
E. NEEDLES, JR. January 1969.
Designing Business Systems for the Third Computer Generation. CHARLES R. CHODORA. September 1968.
Integrated Information Systems and the Corporate Controllership Function. W I L L I A M E. SWYERS. October
1968. (Letter
comment DINGLE and VALENTINE
May 1969) .
of

Ratios and Charts (See Statistical and Mathematical
Methods)
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T i m e Off
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"it says we're bankrupt. Please return to G0."

How Not to Succeed ... and Be Very Happy
Did you ever wonder why you r new

"t a b u l a t o r y g i a n t i sm , " a n obsessi on

car breaks down on the first Tong

with having a bigger desk than their
colleagues. These symptoms indicate
that the level of incompetence has
been reached and there will be no
more promotions. No one can avoid
the working out of this immutable
law, not even by employing Peter's
Parry: refuse to accept promotion.
Through Creative Incompetence,
however, such as getting sick at the
boss's party, you can avoid the ulti-

trip? Why your company's computer
made out a $ 50,000 check to the
cleaning woman? In effect, why
things always go wrong?

Rack your brains no longer for an
explanation. It's the Peter Principle
in action. The Peter Principle as described by Dr. Laurence J. Peter and
Raymond Hull in a new book* is
simply this: "In a Hierarchy Every
Employee Tends to Rise to His
Level of Incompetence."
The latest in an honorable line of
tongue-in-cheek social commentators
(C. N. Parkinson: Work expands to
fill the time allotted for it, and S.
Potter: one- upsmanship), Dr. Peter

spins out a deadpan theory which is
highly amusing. At the same time it
contains enough truth to be disturbing. Given time and the normal
course of events, Dr. Peter theorizes
that everyone rises from a position of
competence to one of incompetence.

At that point in their careers, he
suggests, they exhibit symptoms of
the "Final Placement Syndrome,"
which may range from physical disabilities such as peptic ulcers to

mate promotion and go on doing
useful work. But to be successful in
this ploy you must conceal the fact
that you want to avoid promotion.

Com put er s Ar e Not Im m un e
There is also a cautionary note for
computer managers. The computer
may be competent itself; yet it vastly
magnifies the results of the incompetence in its owner and operators.
The computer is also subject to the
Peter Principle. There is a strong
tendency to give it ever more complex tasks until it reaches its level of

educational fields. All life, they maintain, supports the theory that man is
promoted to ever greater levels of
competence to survive but each technological advance brings him closer
to the ultimate level of life- incompetence. No need to mention how
civilization's output has contributed
to growing pollution of the atmosphere, lakes and streams of the world.
As in every good satirical work,
there is a great amount of truth in
the hyperbole and such is the case in
The Peter Principle. Every businessman cannot help b ut recognize the
"lateral arabesque," a pseudo- promotion given with a new title and place
of work; "t h e paternal in- step,"
allowing an individual to enter the

hierarchy above the lower positions;
and "hypercaninophobia" or top dog
phobia of a superior who fears that
a highly efficient inferior is after his
job. The most difficult task of them
all, point out the authors, is for an
individual himself to recognize the
fact that he has reached his level of

incompetence.
Messrs. Peter and Hull do not

incompetence.

confine their theory to hierarchies,
whether in the business, military or

* T h e P e t e r Pr i n c i p le b y D r . L a u r e n c e J . P e t e r
a n d Ra y m o n d H u l l, W il li a m M o r r o w a n d Co .,
42 5 P a r k A v e n u e So u t h , N e w Yo r k .
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Mathematics for Business Management
Basic Mathematics ...................................... ...............................
Advanced Methods Models ...................... ...............................
Statistical Inference .................................... ...............................
Probabilistic Models .................. ....... ...
......................
Sampling Techniques Regression Analysis
for Accounting Auditing Information
Methodology of Operations Research An
Accounting Emphasis
.........................
Basic Data Processing Concepts Techniques .......................
Effective Inventory Management A Scientific Approach .........
Designing Management Information Systems
Developing Using Standard Costs .......................
..........
Flexible Budgeting Performance Reporting ...
_. .........
Direct Costing Contribution Accounting ...............................
Economic Evaluation of Capital Expenditures ..............................
Costs for Decision Making .............................. ...............................
Communications Report Writing ... ...............................
Accounting for Foreign Operations ......................... .. ........ ._
Fundamentals of CPM /PERT
_._ .. __.
Behavioral Science Implications for Management Accounting

I FONTAINEBLEAU

LosAngeles
Oct.27-31

—

STATLERHILTON

COURSIF C

Miami
Oct.6-10

_

NewYerk
Sept.22-26

—
—

Mon. /Tue.
Thu. /Fri.
—
—

—

Mon. /Tue.
—

—

Mon. /Tue.

Thu. /Fri.
—

—

Write or call NAA Registrar,
505 Park Avenue, New York, N.Y. 10022
(212) 759 -3444

-

—

Thu. Fri.
Thu. /Fri.

-

—

—

Administration of the Division & Plant Controller's Job
Mon. /Tue.
Corporate Financial Reporting to Shareholders and the SEC .
The Accountant's Role in Government Contracting ......................
Integrated Business Information Systems ... ............................... Thu. /Fri.
Planning, Appraising & Financing Corporate Acquisitions
Mon. /Tue.
Modern Standard Costing Practices __. _
_._ ................ Thu. /Fri.
Experience with Direct Costing & Contribution Reporting ......... Thu. /Fri.
Accounting Applications of EDP . _ . ..... . ..... ....... _ ..........
Cash Management & Funds Analysis
Mon. /Tue.

—

SEMINARS

Thu. Fri.
Mon. /Tue.

