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Professional valuation counsel is one of the critical
links in the chain of events leading to successful merger
or acquisition. It starts with financial studies relating
to earnings and cash flow. And goes on from there —
probing in areas that range from market impact to
product obsolescence ... from the scope and efficiency
of production facilities to the tax implications of the
proposed transaction. The result is insight that provides
a basis for fair exchange ... merger, not collision.
Assisting corporate decision - makers is our business.
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INT E R -UNIT PRI CING AND YO UR N E W P RIC ING E XPE RT :
T HE IRS
9
By David E. Cook
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.
HUMAN RE SOURCE ACCOUNT ING: A T O O L T O INCREASE
MANAGERIAL EFFECTIVENESS
12
By R. Lee Brummet, Eric G. Flamholtz and William C. Pyle
A report on what is believed to be the first application of a human resource
accounting system. It is conceived as a process of identifying measuring and
communicating information about human resources.
ME E T I N G T HE C HAL L E N G E O F T E C HN I CA L WO RK
16
By Charles C. Gibbons
.Adapted from an oral presentation, ten questions and their answers are presented here for the individual who is interested in where he is and where he
is going professionally.
CONT ROL IN MULTI - DIVISION OPERATIONS
18
By James J. Brown
The diverse accounting systems and procedures of conglomerates must be con trolled, and key to that control is visibility. There must be visibility into opera tions and visibility into the planning of each entity.
KEY IT EM RE PORT ING
21
By William L, Medford
.Key Item Reporting is suggested as an approach for making accounting a working partner in the management and decision making process. This should pro vide senior executives with more time for planning, which may be their most
:important function.
TOUCH -T ONE AT T E NDANCE AND LABOR RE PORT ING
27
By Oren H. Weller
The touch -tone system described here enables employees to input attendance
-and labor information directly into a computer. Automatic validation and
timekeeping audit provide for necessary adjustments.
APPLIE D MAT HE MAT ICS AND ACCOUNT ING
2S
By A. Wayne Corcoran
The management accountant is shown a way to reduce his fear of mathematics. By practicing with notations that are familiar, he may acquire an expertise
which will enable him to create new approaches to his work.
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T E C HNO LOG ICA L C HAN GE AND ITS EFFECTS ON
DOLLAR -VALUE LIFO
By Edward J. Blakely and Howard E. Thompson

33

Changes in price level should be separated from the effect of technological
change.
HO W L E V E RA GE AF FE C T S T HE C OS T O F C AP I T A L T O A
PUBLIC UTILITY
By Robert H. Dodge

39

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.
CRE D IT C ARD / E DP C ON T ROL O F E N GI NE E RIN G DRAW IN GS
By Lawrence E. Houk

45

Plastic credit cards permit "charge it" system to be used in industry for the
issuance and control of engineering drawings.
BART E R ACCOUNT ING I N T HE PUE RT O RICAN
SUGAR INDUSTRY
By Jose Casal

48

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 involved.
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By Gary Mallery
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Statistical methods help the auditor focus on areas requiring his judgment.
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A G rowing Role
In his keynote address at the 1969 Annual International Conference
in June, Secretary of Commerce Maurice H. Stans conveyed greet ings from President Nixon to the Association on its 50th Anniversary.
He quoted Mr. Nixon: "And please tell them, Maury, that for the
first time in a long while we're bringing to Government the first objective of accounting: fiscal responsibility."
Considering his audience, Secretary Stans could not have uttered
a n y mo r e gr a ti fyi n g word s. An o t h e r in d i cat i on of t h e i m p or t a n c e

accounting is beginning to have within the financial departments of
governments was offered by Arthur Levitt, New York state comp troller. In his welcoming address, he suggested that "you and I have
a partnership in the use of accounting for modern management tech -
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n i q u e s . " M r . Le vi t t we n t o n t o list t h e titles of articles in r e ce n t
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,
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fiscal officers.
By coincidence both addresses served to point up the growing importance of accounting concepts and techniques in government at a
time when political leaders are beginning to recognize that they too
have stockholders —the taxpayers. Thus, as the Association celebrated
its 50th Anniversary, there was increasing evidence that the role of
the financial executive is expanding not only in industry, but in
government also. It was particularly appropriate that Secretary Stars,
a professional accountant who predicted several years ago this enlarged
role, is himself an exemplar of the trend.

Second class postage paid at New York, N.Y.
To ensure uninterrupted mail service, please
notify us immediately of any change of
address. Send present address la bel a nd new
address, including Zip number, to Member
Relations Depa rtment. Allow six weeks for
change. Price $1.25 per copy. Subscriptions
available only to NAA members and to college -level accounting stu dents. Subscription
rates: NAA members, $10.00 per year; college students, $5.00 per year.
Cop yright © 1969 by the
National Association of Accountants
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Code of E t h i c s A dop t ed
By In st i t ut e of In t e r n a l Au di t or s
The Institute of Internal Auditors has
taken steps to counter allegations of
business wrongdoing by adopting a Code of
Ethics. In introducing the Code in the
May /June issue of The Internal Auditor,
International President William Berch
Pitts points out, "It is appropriate that
we look first for standards in our own
conduct before we attempt to appraise the
standards of others." Designed as a guide
for Institute members, the Code includes
elementary standards of conduct common to
many professions, organizations, and
responsible businessmen.

Graduate School of Business Administration
of the University of California in Los
Angeles.
M a n u f a c t u r e r s M ov i n g t o S u b u r bs
Continuing a trend of the postwar decade,
manufacturers are moving to the suburbs
and other areas surrounding the city. A
recent study by the National Industrial
Conference Board shows that the share of
manufacturing jobs in the major cities
dropped from about 31.5% to 27.9% between
1958 and 1963. Additional data through
1966 indicates a continuation of the trend
but at a slower rate.
A N e w Bu s i n e s s S e r v i c e D e bu t s

Cap ita l Spen din g Plan s Redu ced

A new computerized business processing
and
management decision service has been
Businessmen plan to spend $72.2 billion on
introduced by Central Information
new plant and equipment this year, 12'/,%
Processing Corp., a subsidiary of Commerabove 1968, according to the U.S.
cial Credit Co., Baltimore. The new
Department of Commerce and the SEC. The
service is designed to provide small and
projected rise for 1969, however, is
medium -size companies with comprehensive
somewhat below the 141a anticipated in
computer capability for processing
February. In another study, the National
accounting and operational management
Industrial Conference Board says that
information.

capital appropriations have begun to taper
off. ThE study showed that appropriations
for new plant and equipment by the
largest 1,000 manufacturers were down 2.5%
in the first quarter, compared to the last
quarter of 1968. Martin R. Gainsbrugh,
the Board's chief economist, suggests
that "The current cut in new capital
authorizations, augmented as it would be
by the proposed tax incentive repeal,
could well produce a contraction in
capital expenditures in early 1970."

Lyn n He a d s F GAA
Bernard B. Lynn, a member of the
Washington NAA chapter, has been elected
national president of the Federal
Government Accountants Assn. for fiscal
year 1970. He is deputy director, Defense
Contract Audit Agency.

Bu s i n e s s T u r n s t o P s yc h o l o g y

K e ys t o Bu s i n e s s S u c c e s s

More and more businesses are turning to
behavioral sciences for solutions to
problems. As psychologists become

The ability to raise short -term capital
at low cost, and financing diversification
by acquisition are key factors in business
success currently, according to a recent
study published by The Research
Foundation of Financial Executives
Institute. Other factors required for
success include attracting and maintaining
high quality top management, improving
present products and motivating managerial
drive for profits. The study titled
"Strategic: Factors in Business Success"
was conducted by Dr. George Steiner of the

increasingly expert in predicting job
behavior, management will realize greater
savings by choosing the right man the
first time. A word of warning, however,
is offered by Charles K. Rudman, president
of the Klein Institute for Aptitude
Testing, Inc., for those companies who
consider psychological testing as a
panacea. "It is not a cure -all. It
serves most effectively when taken in
combination with other factors influencing
a man's make -up." He says, management is
looking for whole men.

4
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Readers React
Beware of Standardization
To the Editor:
The November 1968 issue included
three articles related to the inadequacy
of disclosure in corporate reporting to
the public. From these articles, and
from the current rash of publicity in
business, financial and government
circles on the same subject, I detect a
growing support for some kind of rigid
standardization in financial reporting.
Although these articles are factual
and appear to accurately portray the
very serious problems in current financial reporting, I say beware of standardization. All companies, all lines of business, all products, markets, gross profit
ratios, actions of management, etc., are
not the same. A standard set of disclosures may not be sufficient for all companies, and may be burdensome and
sometimes misleading for others. There
may be a logical lack of uniformity in
financial statements because companies
are as different as individuals are.
There is a case for compressing the
diversity of alternative accounting principles. But there is certainly more to the
game of reporting to the public than
accounting. To relegate the vast range
of possible operational, personnel, marketing, technical, and financial problems, as well as accounting, to a set of
"by the numbers" disclosure rules would
be a mistake.
Robert J. Borgmann
Manager
Lybrand, Ross Bros. 6 Montgomery
Phoenix, Ariz.
Additional Regulations?
To the Editor:
Mr. Elmer B. Staats, in his article,
"Information Needs in an Era of
Change" ( October 1968) , points out
that "better information is needed —to
provide greater assurance that prices
paid by the Government for goods and
services are fair and reasonable."
I agree with Mr. Staats, in principle,
that "better information" is necessary.
I do not, however, agree with the pro6

posed changes whose apparent purpose
is to correct the situation by sheer numbers of additional regulations. I feel that
existing regulations are adequate if
properly administered and /or enforced.
Consider the following:

can be likened to the great American sports of Monday Morning
Quarterbacking or Second - Guessing
the Manager.
These are a few areas, selected at
random, that if properly administrated and /or enforced, would as1. Rarely is sufficient time available
sure
the Government getting its
for a contractor to prepare, review,
money's
worth and the contractor a
revise and submit an accurate cost
reasonable
profit. Unenforced reguproposal.
lations
do
not
serve the interests of
2. In order to get to the negotiation
either
party.
table, a contractor will by using eduTo help alleviate the situation, I subcated guessing generally reduce his
mit
the following suggestions:
original estimate before submission.
1.
Contracting
Officer (Procuring)
Subsequently, at the negotiation
should
investigate
ridiculously low
table, the government negotiators
bids. In spite of protests to the coninvariably request reduction of the
trary, many contracts are awarded
cost proposed contract. In a majority
on price alone.
of cases the unassuredness by the
contractor of his costs, the govern- 2. Ease regulations to enable the contractor to recover additional costs
ment pressure of timing and limited
which
arise and are outside of his
available funds will result in an overcontrol.
This will greatly reduce the
run. Then the time consuming cycle
tendency
to "bury" contingencies.
commences the second time.
3.
Instead
of
post -war audits, re-nego3. The application of the Changes
tiate
contract
at the halfway mark.
Clause. In this case, both the govThis would greatly reduce the time
ernment's and contractor's technical
spent in substantiating and negotiatpersonnel are at fault, by not ading several overruns and could very
hering to the requirements of this
well establish a fixed -price contract
clause, which clearly specifies exactly
to completion.
how changes should be handled.
4. Revise A.S.P.R.S. and include a
4. Current Cost of Pricing. The probsummary section eliminating all the
lem here is not when the proposal is
excess wordage (therefores, where submitted but after the work has
ases, etc.) . Of course, if details are
progressed. An example is when an
needed, reference would be made to
engineer is listed in the proposal for
the various sections.
100 hours @ $7.50 per hour. Shortly
Charles D. Hamilton
after work begins he resigns. In
Senior Contracts Administrator
order to replace him it might be
UNIVAC Division (FSD)
necessary to use an engineer making
Sperry Rand Corp.
$8.75 per hour.
Philadelphia Operations
It is true these problems can be Norristown, Pa.
resolved by a formal presentation to
the Contracting Officer. Once more Corporate Controllership
time and cost are required to complete an estimate with justification, To the Editor:
substantiation, etc., and further
I read with interest Mr. William E.
negotiation is required. (This, of Swyers article, "Integrated Information
course, increases overhead which, in Systems and the Corporate Controllerturn, is the target of attacks by ship Function," in the October 1968
DSAA and /or the GAO.)
issue. The article correctly sums up the
5. Post -award contract audits are usu- current position of such information
ally unilateral and arbitrary. They systems; it is, however, his analysis of
MANAGEMENT ACCOUNTING /AUGUST 1969

Based on this projection, I do not
think the corporate comptroller will
concur.
I project that in the information sys- have to worry about his job security or
tems to come each division will have its status as his responsibilities will not
own computer installation with its change that drastically. The divisions
group of programmers, controllers and will create the new jobs necessary to
data processor. Built into this system head and control the information syswill be pertinent data at the divisional tems and, because these systems will be
level, which is necessary to keep plant divisionally oriented, the feedback to
foremen, middle management:, plant the corporate comptroller will be of a
managers, controllers, and divisional "limited" nature comprising summary
vice presidents well- informed of effi- information.
The form of the information that the
ciency, cost control, inventories, budget
variances, various O R studies and mar- corporate comptroller receives may
gin figures. Naturally, there gill be a change, but its function will remain the
degree of built -in centralization, but it same, which is to advise management at
will originate in the divisional softwares the executive level of operational status.
and will be utilized only to the extent This is precisely what the corporate
that the General Offices need data for comptroller does now.
Patrick T. McGuire
corporate accounting, corporate budgets
Manager— Inventory Control
and annual reports.
Gould - National Batteries, Inc.
The size of the information systems
St.
Paul,
Minn.
hardware will correlate with the size and
complexity of the division, but the computer installation in the General Office Sti II Another Alternative
will be "half- pint" size compared to
To the Editor:
what it is now. The information systems
The article "Multiple Corporations:
in the home office will feed off the divisional installation, drawing only data A Comparison of Tax Alternatives" by
that is needed for the fundamental Gen- Dr. D. Larry Crumbley (October 1968)
could hardly be more timely than at this
eral Office systems.
things to come with which I do not

precise time when strong consideration
is given for the tax consequences for the
past year, a time when reflection can be
made more accurately for the 1968 operations, than last March or June, when
the 1967 return was probably filed,
when much tax planning should have
been done.
As pointed out in a footnote, the
article was prepared, submitted and accepted for printing before the passage
of the Revenue and Expenditure Control Act of 1968. Such is the way of
taxes. Hardly has a plan for tax purposes
been put on paper and the ink dry, than
a new law has not been enacted, a reversing court decision been handed
down, or a new revenue ruling appeared
to make the tax planned consequences
inoperative. In the case of Dr. Crum bley's article, however, the information
is sufficiently pertinent, and presents in
a most clear and concise way the means
whereby a comparison of tax alternatives can be developed, even though the
law changes the tables shown and conclusions developed in the article.
Dr. Crumbley's treatise takes into
consideration almost all matters pertaining to a consolidated federal tax return,
Continued on page 55
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You'd expect a program like this
to come from Stat Tab. It's fast,
accurate, economical and informative. Your statements are accurately
prepared —on time —each month.
In addition, you receive: An Aged
Accounts Receivable Report; An
Activity Card, listing the 12 month
activity of eac h ac count; Management Reports that analyze each
account, and Flexibility... allowing
you to make changes whenever you
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problems since 1936, our Automated Accounts Receivable System
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First electronic
insomniac.
When you turn off Victor's new 1500 calculator for the night,
a unique core memory retains all figures for the morning. So if a job
isn't finished today, you can pick up tomorrow where you left off.
No other electronic printer can do this. Anymore than a TV set
can remember last night's show.
You'd expect a machine this advanced to be fast. It is. The 1500
calculates, stores, checks and prints out in milliseconds.
With 14 columns entry. Products up to 28 columns.
The new 1500 line speeds up all commercial figurework. You can get
special models, too, for statistical, engineering and bank use. Models with
automatic square root. A choice of 3 or 10 storage registers.
Thousands of 1500's are now in use. Proved successful.
Even to the fact that you can sleep better at night.
Because the 1500 doesn't.
Write: Series 1500, Victor Comptometer Corporation,
3900 North Rockwell, Chicago, Illinois 60618 ° V IC T O R

Call onVictor and you're in business.

Inter -Unit Pricing and
Your New Pricing Expert: The IRS
INTERPRETATION OF SECTION 482 INVOLVES COMPLEX PRICING AND ALLOCATION PROBLEMS

By David E. Cook
On April 16, 1968 the Treasury Department (TD 6952) released final
regulations promulgating the Commissioner's interpretation of Section 482,
which is probably the most controversial
single sentence contained in the Internal Revenue Code of 1954. It has been
amplified by interpretation to cover
well over 10 pages of fine print evidenced by the recently finalized regulations. The brief statute is set forth in
the following words:
"In any case of two or more organizations, trades, or businesses (whether or
not incorporated, whether or not organized in the United States, and whether
or not affiliated) owned or controlled
directly or indirectly by the same interests, the secretary or his delegate may
distribute, apportion, or allocate gross
income, deductions, credits, or allowances between or among such organizations, trades, or businesses, if he determines that .such distribution, apportionment, or allocation is necessary in order
to prevent evasion of taxes or clearly to
reflect the income of any such organizations, trades, or businesses."'
The Section clearly implies that
things are not always what they appear to be and that the taxpayer's interpretation put upon a set of facts
might not necessarily be the correct one,
or, more importantly in some cases, not
the only correct one. The statute's de1

In te rn al R ev en ue Cod e, Sec . 4 82
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ceptively simple language conceals the
magnitude of its scope and the intricacies of its operations. In operation it
is a 'one way street," for the taxpayer
can never use it to his advantage, and it
gives the secretary's delegate the authority to examine with hindsight transactions involving related parties in the
areas of performance of services; use of
tangible properties; transfer or use of
intangible properties, and sale of tangible property.
A recent determination of the United
States Court of Claims in the long
pending Eli Lilly case (Ct. Clms. 372
F2d 990), together with evidence of
intensified interest by the Commissioner of Internal Revenue, has resulted
in increased interest in the meaning

DAVID E. COOK

Fort Wayne Chapter 1967, is Manager, Tax Department, Lybrand Ross
Bros & Montgomery, Fort Wayne,
Ind. Mr. Cook, who is a CPA, graduated from St. Joseph's College,
Rensselaer, Ind. He was awarded an
NAA Certificate of Merit for this
article in 1968.1969.

and interpretation of Section 482 of
the Internal Revenue Code with respect
to the entire question of the allocation
of income and deductions between related parties.
Historically, Section 482 has been
referred to primarily in the area of
transactions with foreign subsidiaries,
tax haven subsidiaries and Western
Hemisphere corporations. The current
interest, however, indicates substantial
domestic applications of the Section by
IRS agents in their attempt to "determine the correct tax liability." It is
hoped that, in most cases, such applications will be applied by individuals who
have sufficient depth in the area of cost
and pricing analysis. The present discussion will confine itself to the role of
the Treasury Department as the superimposed cost accountant and pricing
expert.
Three Methods of Pricing
Initially, the regulations cite the general rule that if one member of a group
of controlled entities sells or otherwise
disposes of tangible property to another
member of such group, at other than an
arm's- length price, the District Director
is empowered to make the appropriate
allocations to reflect an arm's- length
price. This section of the regulations
also points out that, since unrelated
parties normally sell at a profit, an
arm's- length price normally involves a
profit to the seller?
Y

Reg . 1 .4 8 2 . 2 (e) ( 1 ) (i)
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The regulations go on to describe
three methods of determining an arm's length price and the standards for applying each method. These methods are
as follows:
1. The comparable uncontrolled price
method.
2. The resale price method.
3. The cost plus method .3
In announcing the final regulations,
the Treasury Department stated that
the comparable uncontrolled price
method contained "a greater range of
adjustments" which, it claims, "will
make this method more useful in determining arm's- length price and should
result in a more satisfactory standard."
However, the IRS is considering the
adoption of guidelines geared to the
audit of an industry whose members
have requested a fourth method.
The comparable uncontrolled price
method, which by definition involves
comparable sales between uncontrolled
entities, is the Treasury's first choice.
This method must be considered first
because it is the method likely to result
in the most accurate estimate of an
arm's- length price. If this method cannot be Used, the regulations point out
that the resale price method must be
utilized if the standards for its application are met, because it is the method
likely to result in the next most accurate estimate. The regulations go on to
state that if all the standards for the
application of the resale price method
are not satisfied, then either that method or the cost plus method may be
used, depending upon which method
is more feasible and likely to result in a
more accurate estimate of an arm's length price.
Where the criteria for applying one
of the three pricing methods exist, such
method must be used unless the taxpayer can demonstrate to the satisfaction of the District Director that, considering all the facts and circumstances,
some other method of pricing was actually used by the taxpayer on a consistent
basis and, further, that such method is
clearly more appropriate.4
THE COMPARABLE
UNCONTROLLED PRICE METHOD

The determination as to whether or
not an uncontrolled comparable sales
price exists is based on at least one party
to the sale not being a member of the

controlled group and must include one
of the following type of transactions:
1. Sales made by the seller to an unrelated party.
2. Sales made to a buyer by an unrelated party.
3. Sales made where neither party is a
member of the controlled group .5
THE RESALE PRICE METHOD

If the above elements are not present,
then the taxpayer must turn to the
resale price method. Basically, this
method consists of a price equal to the
applicable resale price measured by the
price at which property purchased in a
controlled sale is resold by the buyer in
an uncontrolled sale reduced by the
appropriate markup percentage and
further adjusted to reflect any differences in functions or circumstances
which have a measurable effect on price,
such as a warranty.
The regulations stipulate that the resale price method must be used to compute an arm's- length sale price of a controlled sale if all of the following circumstances exist:
1. There are no comparable uncontrolled sales as defined within the
regulations.
2. An applicable resale price is available with respect to such tranactions.
3. The buyer has not added more than
an insubstantial amount to the value of the property by physically
altering the product before resale
(for this purpose packaging, repacking, labeling or minor assembly
does not constitute physical alteration) .
4. The buyer has not added more than
an insubstantial amount to the value of the property by the use of its
intangible property as that term is
defined within the regulations .6

The last two items are not essential
to the application of the resale method
and their absence will not deter the
application of such method in the absence of a comparable uncontrolled
sale? A typical situation where the
resale price method may be required is
where a manufacturer sells products to
a related distributor which, without
further processing, resells the products
in uncontrolled transactions.
5

8
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THE COST PLUS METHOD

Under the third alternative enumerated in the regulations, the cost plus
method, the price is computed by adding to the cost of producing the property an appropriate profit margin and
increasing or decreasing this amount by
certain adjustments. The adjustments
referred to under this method are normally made by referencing sales made
by the seller to other parties." The cost
plus method is suggested where a manufacturer sells products to a related entity which performs substantial manufacturing, assembly, or other processing
of the product, or adds significant value
by reason of its utilization of its intangible property prior to resale in uncontrolled transactions.
The Lilly Case
The question of intercompany pricing was considered in the Lilly case. In
Lilly, the taxpayer, a manufacturer and
seller of pharmaceutical and related
products, sought to create an organizational structure to develop an international market for its products. The
taxpayer organized two wholly owned
subsidiaries to replace previously established divisions which were sales divisions handling Eastern and Western
Hemisphere sales.
The taxpayer no doubt extensively
considered the question of pricing the
products to be sold to the new subsidiaries. However, the IRS examining
agent auditing the tax returns for the
years 1952 through 1957 believed that
the taxpayer's intercompany pricing arrangement did not clearly reflect the
respective taxable incomes of the related organization and in fact resulted
in an unwarranted tax avoidance
scheme. He proposed a Section 482
reallocation based on an "arm's- length"
pricing standard.
The agent assumed that the same
profit earned by the taxpayer on his
domestic expense dollars should be
earned by it on its foreign trade expense
dollars. On this basis, he computed the
percentage which the taxpayer's net income from domestic sales bore to its
expenses on those sales. He then reasoned that if foreign subsidiaries' cost of
sales purchased from the taxpayer were
increased by such percentage amount,
the result of the intercompany agreements would be to increase the taxpayer's sales and correspondingly increase foreign cost of sales purchased.
6
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After conferences with respect to the
proposed adjustments, the agent apparently realized the weakness in his
basic assumption that the taxpayer
should have earned the same profit on
both domestic and foreign sales. In order to take a possible differential into
account, the agent then applied one half of the taxpayer's profit percentage
for domestic sales to the cost of goods
sold to the foreign subsidiaries, while
applying the full percentage to the allocated expenses.
The taxpayer contended that the
agent's entire method of allocation was
arbitrarily based on subjective considerations and that no reallocation was
required. The agent's review staff sustained the proposed 482 adjustment,
relying on the statement in the regulations that "the standard to be applied
in every case is that of an uncontrolled
taxpayer dealing at arm's - length with
another uncontrolled taxpayer."
The subsequent Court of Claims decision upheld the Commissioner's allocation render Section 482, since the
taxpayer failed to prove that the
method of allocation used led to an
arbitrary or unreasonable result. The
Court stated that the reasonableness of
the result produced by the reallocation
was apparent from the comparison of
the total book profits enjoyed by the
three companies on their sales of the
taxpayer's products in the Western
Hemisphere both before and after the
reallocation.
The Lilly case serves to put industry
on notice that, before a company engages in or plans intercorporate transactions, it should consider the factors
used by the IRS in allocating income,
deductions, credit, or other allowances
between controlled organizations. Accurate and detailed records should be
maintained in order to establish that
intercompany pricing or other arrangements are squarely within the arm's length standard. It is interesting to note
that in Lilly an arm's- length price never
was determined. As a result, the case
does not provide a "pricing guide" for
taxpayers to utilize in future tax
planning.
Pricing of New Products
The regulations as originally proposed recognized the uncertainties of
entering into and establishing a new
market for products. 9 The proposed
regulations permitted the seller, in or0
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der to introduce a product to an area,
or to meet competition, to reduce the
price for his product only if the following criteria were demonstrated:
1. The same price in comparable circumstances would have been
charged to an uncontrolled buyer,
and
2. The controlled buyer has resold the
product to an uncontrolled purchaser also at a reduced price or
undertaken a sales promotion campaign with respect to this product
greater than to other products.
The final regulations suggest that in
these circumstances a seller may desire
to make sales at less than normal profit.
Within the same paragraph the final
regulations indicate that the selling
price may in fact be below the full cost
of manufacturing the product.1 0 This
leniency, in direct contradiction to the
general rule stated in the final regulations relating to normal profit, presents
some very interesting cost and pricing
questions. Still, the implication is that
some profit, even though less than normal profit, must be realized. However,
as previously stated, the final regulations emphatically state that a sale may
be consummated even though it may
result in a selling price below the full
manufacturing cost of the product. Unanswered are the questions dealing with
how far below full cost the selling price
can be, and what is the full cost of
manufacturing.
Cost -Price Relationships
Perhaps no other word in the accountant's technical vocabulary is used
in so many ways as is the term "cost."
There must be realization that cost
must be related to the purpose or purposes it is designed to serve, for a product may have different costs depending
on the point of view from which it is
examined, or the purpose for which it is
to be used. The basic theories dealing
with the essential elements of cost differ most generally in the area of overhead application.
The regulations are silent as to the
cost method to be employed. However,
it may be presumed that a method inconsistent with the taxpayer's normal
cost procedure will not be allowed for
this particular test.
The methods of pricing dictated by
the regulations lack much of the sophistication of the time - tested cost -price

relationships followed by progressive industry. The relationship between cost
and price is not only one of the most
difficult for management to determine,
but also one whose answer can have
sociological implications. Consistent
with the new regulations, the aim of
most business enterprises is to obtain a
price that will contribute the greatest
amount of net profit, or what is commonly referred to as overall maximization of net income. The profit on an
individual product is not so important
as the total net return on all products.
Theoretically if fixed costs remain constant, then the price which gives a volume that yields the greatest margin in
excess of variable costs is the determined price. Unfortunately, individual
application of the theory is not always
feasible.
In a recent article by Stanley S. Surrey, Assistant Secretary of the Treasury,
wherein he outlined and explained the
Treasury's policy, Mr. Surrey indicated
that the arm's- length standard is designed to determine the price the
parties would have arrived at assuming
they had dealt with each other as independent uncontrolled entities. This
could mean no profit at all, or indeed a
loss in some cases." Therefore, if the
Internal Revenue Service administers
the final regulations in good faith, it is
felt that controlled sales which result
in substantial losses would be allowed
if the basic standard is met, that is, the
same price would be offered to uncontrolled parties.
Conclusion
In conclusion, it is reasonable to say
that the final regulations will not please
all concerned. The carte blanche the
regulations allow the examining agents
gives the IRS the awesome edge of
hindsight. However, the agents must
reckon with the priority of application
rule, which requires the selection of a
pricing method in the order stipulated
and not by an arbitrary selection of
preference. A taxpayer is thus protected
from an arbitrary choice of method by
the examining agent, and is provided
some assurance that he will take the
most relevant evidence into consideration in arriving at an arm's- length price.
Also, the audit guideline instructs the
agents not to propose frivolous or de
minimis adjustments.
n See

S u r r e y , Treasury's Need to Curb Tax
Avoidance in Foreign Business Through Use of
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Human Resource Accounting:
A Tool to Increase
Managerial Effectiveness
AN AID TO CHOOSING AMONG ALTERNATIVE INVESTMENTS IN HUMAN RESOURCES, THEIR EVALUATION, MAINTENANCE
AND UTILIZATION.

By R. Lee Brummet, Eric G. Flamholtz
and William C. Pyle
One of the most important aspects of
the business manager's job is the use of
resources to achieve the immediate and
long -run goals of an organization. Indeed, managerial effectiveness may be
viewed as a function of the ability to
acquire, develop, allocate, maintain, and
utilize resources. This requires resource
information of many kinds.
Managers presently receive extensive
information concerning physical and financial resources but relatively little
about their organization's human resources. In his book, The Human Organization: Its Management and Value,
Rensis Likert, Director of The University of Michigan's Institute for Social
Research, suggests the need to develop
a system of accounting for human resources and their changes in value
through time.' At present, the authors
are engaged in a joint effort with members of the management of the R. G.
Barry Corporation of Columbus, Ohio
to develop what is believed to be the
first human resource accounting sysRensis Likert, The Human Organisation:
lu
Management and Value, McGraw -Hill Book Co.,
N. Y., 1967, pp. 146.155. In this paper, the term
"human resources" refe rs to an organi zat ion's pe rsonnel. However, as Likert points out, an organization's human resources can be broadly conceived as
including customers, suppliers, and creditors.

I
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tem? The R. G. Barry Corporation employs some 1,300 persons in five locations across the country.
On January 1, 1968, an outlay
cost system for the measurement of
management assets became operational.
As stated in the 1967 R. G. Barry Annual Report, "This effort is just the first
step in the development of sophisticated
measurement and accounting procedures that will enable us to report accurate estimates of the human assets of
the organization."
Research in human resource accounting, which may be conceived as the
process of identifying measuring, and
communicating information about human resources, is intended to focus upon
three broad, interrelated objectives:

Defining Needs for Information
The initial phase of research is intended to identify the kinds of information needed to facilitate human resource
management. These information needs
may be broadly viewed as corresponding
to the functions of resource management.
A simplified human resource accounting model designed to fulfill these information needs is shown in Exhibit 1. It
indicates that human resource accounting is intended to provide information
to facilitate the process of deciding
among alternative investments in human resources and to permit the evaluation of human resource maintenance
and utilization.

To identify the kinds of information
needed to facilitate human resource
management,
To develop a system for providing
information about an organization's
human resources, and
To study the organizational impact
of human resource accounting.

Acquisition of Human Resources
The acquisition of human resources
involves recruiting, selecting and hiring
people to meet the organization's present and expected future manpower
needs. Once these needs have been
identified, human resource accounting
can help facilitate the process of manpower planning by providing estimates
of the cost of recruitment, selection,
and induction of people for different
positions and by establishing cost standards which can be used to budget manpower planning activities.

"T h e research project at R. G. Barry was initiated in October 1966, under the direction of
William C. Pyle of the University of Michigan
and a team of Barry management personnel
which presently include Gordon Zacks, Preside nt ; Robert L. Woodruff, Jr., Vice President
Personnel, Edward Stan
Treasurer, Richard
Burrell, Controller, and kobert Whitman, Per sonnel Assistant.
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tial of various subsystems within the
organization and the cost of outside recruitment. Having estimated the outlay
and opportunity costs of developing
people, a comparison of these costs can
be made with differential salary payments required to hire experienced people from outside the organization.
Viewing selection and training as interrelated elements of the personnel development process, it may be possible to
determine indifference levels for investments in recruitments and training. For
example, an organization may find it
worthwhile to invest in acquiring
M.B.A.'s rather than B.B.A.'s because
of greater savings in development costs.
Replacement investments relating to

Cost standards can be developed for
acquiring personnel of different caliber
for various organizational positions. The
corporate personnel function can employ such standards in deciding what
should be spent to acquire a person of
a given quality for a particular position.
Replacement investments relating to
the acquisition of managerial personnel
are reflected on the books of the R. G.
Barry Corporation on January 1, 1968,
as presented in Table 1.
Human resources may also be acquired by the purchase or merger of organizations. Human resource accounting
tools can be employed to estimate the
worth of the human assets of the company to be acquired. To deterrr ine their
replacement value, it would be necessary to estimate the outlay cost to recruit, hire, and train the acquired company's existing human assets and bring
them to their present level of skill and
familiarity with the organization and its
operations. The opportunity cost of
foregone income that would be incurred during the period of developing
replacements is also an element of their
replacement value. Thus the replacement value of the human organization
of the company acquired would constitute the sum of the replacement cost
and the opportunity income cost to be
incurred.

Development of Human
Resources
Once training and development needs
have been identified, the costs and benefits expected to be derived should be
compared to determine whether a proposed investment is economically justified.3 One function of human resource
accounting is to provide information
upon which to base such decisions.
This kind of information may be useful in determining the tradeoff between
the cost of increasing promotion poten-

R. LEE BRUMMET

ERIC G. FLAMHOLTZ

W ILLIAM C. PYLE
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the Graduate School of Business Administration at the University of
Michigan, where, for the past two
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Project Director in the Institute for
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University of New York and an
M.B.A. degree from Washington
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degree in the Graduate School of
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Planning, and a member of its Committee on Management Accounting
Practices.
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Research projects in Human Resource Accounting and Intercompany Logitudinal Studies being
conducted by the Institute for Social Research
are developing methods for determining quantitative estimates of return on expenditures for
organizational development programs.
E

T able 1
ACQUISITION COST OF MANAGERIAL PERSONNEL
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the development of managerial personnel are reflected on the books of -the R.
G. Barr Corporation on January 1,
1968, as presented in Table 2.
Human resource accounting can
also measure the cost of building an effective human organization. In addition
to the costs of acquiring and developing
individual employees, an organization
may incur substantial investments to
develop effective working relationships
among its people.
During a period of starting up a new
plant, for example, it is particularly important for managers to understand
fully that they are building a new social
as well as a new technical system. Indeed, many companies make substantial
investments to develop the knowledge
and interpersonal skills of a new plant's
management during its pre- start -up
phase. Efforts are currently being made
to develop a method for evaluating the
effectiveness of these investments in the
firm's interaction - influence system.

Allocation of Human Resources
Effective allocation of human resources to alternative potential uses requires information about the expected
payoffs. Human resources are typically
allocated to projects as a part of the resource "mix" intended to achieve certain results. In evaluating proposed investments, the initial cost of human resources tend to be overlooked as a part
of the investment base. Although a rate
of return may be required on the physical and financial resources committed to
a project, requirement of a return for
human resources is usually overlooked.
For example, two competing projects
may require a sizably different commitment of human assets. Accordingly, to
determine the return generated on dl l
resources, the amount of investment in
human resources should be included in
the asset denominator used to calculate
the expected return on investment.
In addition to providing information
that facilitates human resource invest-

ment decisions, human resource accounting also aids the evaluation of human assets maintenance and utilization.
Maintenance of Human
Resources
Information is needed about the effectiveness of the organization in maintaining the condition of its human
resources, because an increase in organizational strain for any of a variety of
reasons may result in deterioration in
the effectiveness of organizational interaction, which, in turn, may result in
deteriorating performance. Increased
absences, conflict, grievances, and turnover are symptoms of a deteriorating
condition of the human organization.
Yet there is a need to anticipate unfavorable (as well as favorable) trends
before they produce changes in organizational end - results such as sales, costs,
and profits.
The approach being taken by researchers at the Institute for Social Re-
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search is to measure changes over time
in the perceived behavior of managerial
and supervisory personnel and the resulting changes in communication, cooperation, coordination, and motivation
of the members of the organization. The
relationships between changes in managerial behavior and the resulting changes
in motivation and similar variables are
then related to changes in productivity,
costs, and earnings.
Preliminary results show that changes
in managerial behavior will predict shifts
in cost performance at least two years
in advance' Moreover, these studies
show that changes in the level of motivation and loyalty to the organization,
group goals, and the effectiveness of
communication and decision- making
throughout the organization, also predict subsequent changes in cost performance, but the lead time is less than
with managerial behavior 6
If these measurements of social -psychological variables can be used to forecast expected changes in the effectiveness of the human organization, it is
anticipated that trends in sales, costs,
and profits may be predicted several
years in advance within acceptable limits of reliability. Discounted forecasts
of expected future profits could then be
used to estimate changes in the value
of the human organization. Estimates
of the appreciation or depreciation in
the value of the organization's human
resources could be quantified and communicated to management. Similarly,
the liquidation of human assets resulting from turnover, deterioration of motivation, loyalty, etc., can also be quantified to indicate the effectiveness of the
organization in maintaining its human
resources.
Lack of information on the effectiveness of a division or department in
maintaining its human assets can be
costly to the organization. For example,
in so-called profit- improvement or cost reduction programs, the possible change
in value of human resources may well
be ignored. In the short run, pressure
can be put upon people to temporarily
increase their productivity or reduce
costs, with the effects upon employee
motivation, loyalty, willingness to cooperate, and labor relations going unmeas' This research is being conducted under the
direction of David Bowers, Program Associate,
in the Institute for Social Research.
s For a detailed discussion of the theory underlying this approach see Rensis Likert's, The Human Organisation: Its Management and Value,
and Rensis Likert and Stanley Seashore, "Making Cost Control Work," Harvard Business Review, 1963, 41 ( 6 ) , 96 -108.
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ured. As a result, highly trained and
skilled employees may leave the organization, and the cost of replacement
may be substantial. In addition to the
outlay cost to recruit, select, and train
new employees, an opportunity cost attributable to a learning period for new
employees may be incurred. Further, if
turnover is extensive, substantial investments to rebuild effective working relationships will also be required. Thus,
the potential cost of liquidating and
having to replace the organization's human assets should be included in the
cost -value calculus used to decide
whether to undertake a "profit- improvement" program.
Until tools capable of measuring the
appreciation or depreciation in the value
of human resources can be fully developed, we may employ the conventional
accounting notion of "book value" to
represent a first- approximation of
changes in the true unknown value of
an organization's human assets.
Utilization of Human Resources
Once human resources have been allocated to a particular use, there is also
a need to determine how effectively they
are being utilized. Divisional performance, for example, should be evaluated
not only in terms of current return on
investment or contribution to profit but
also by expected future profitability. If
the human assets of an organization are
being liquidated in order to increase the
accounting representations of profits,
only an illusion of increasing profitability results.
There is a need to adjust accounting
measurements of income in order to reflect changes in the value of human resources. Conventional accounting representations significantly understate income in periods of human asset building
and significantly overstate income in
periods of net human resource liquidation.
Developing a Human Resource
Accounting System
Information needs cannot all be satisfied by measurement in the same units;
hence, we should employ multiple
measurement concepts — including outlay cost, replacement cost and economic
value of human resources. Each of these
concepts has its own functional and
measurement limitations and, therefore,
should not be viewed as mutually exclusive. Taken together they represent
an interrelated and complementary set
of concepts.

The outlay cost of human resources
may be conceived as the amount of expenditure made as investments in people. Replacement cost is a measurement
of what it would cost today to replace
the organization's existing human resources. The economic value of human
resources is the amount of discounted
net cash flows that human resources are
expected to generate. A detailed discussion of the system for measuring the
outlay cost, replacement cost and economic value of human resources is beyond the scope of this paper .6
Organization Impact of Human
Resource Accounting
Several possible sources of resistance
to change can be anticipated. Some people may perceive human resource accounting as a threat. They may find the
notion of viewing people as an "asset"
or "resource" distasteful. Others may
perceive that human resource accounting will require a different way of thinking about people and about the functions of managing human resources.
Another aspect of the possible impact
of human resource accounting is the extent to which it will affect decision making and result in different decisions.
A basic premise of our research is that
decisions will be made differently and
human assets will be managed more effectively with the addition of information provided by a human resource accounting system. This, however, can be
viewed as a testable hypothesis rather
than as an arbitrary assumption. We intend, therefore, to simulate decisions
involving human resources to determine
whether the addition of data provided
makes a difference.
Conclusion
The aim of human resource accounting is to serve as a useful managerial
tool. Although it is not being expressly
designed for use in published financial
statements, it may ultimately be desirable to furnish present and potential investors with information about the
firm's human resources.
Human resource accounting can contribute to more effective management
by providing information which facilitates the process of deciding among alternative investments in human resources and the evaluation of human
assets maintenance and utilization.
s This research will be described in depth in a
monograph now being prepared by the authors,
and planned for publication to 1969.
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Meeting the Challenge of
Technical Work
ARE YOU WILLING TO PAY THE PRICE FOR WHAT YOU WANT?

The ideas in this article were presented
in a talk which the author gave recently
to a group of technical men and women
engaged in various types of financial
and accounting work. The conversational style used in the speech is retained here because it appears more
conducive to understanding than the
usual article style.

I am going to ask you to rate yourself
on ten questions which deal with how
well you are meeting the challenge of
technical work.
How well do you plan your work?
Planning is something we talk about
a lot in companies, but individuals too
need to plan. You need to plan your
professional life and also your personal
life.
Do you have a plan for what you are
going to do tomorrow? Do you have a
plan for what you are going to accomplish during the present month and the
remainder of this year? Have you started
to develop a plan for next year? I think
one of the most important differences
between people who get ahead and the
ones who do not is whether or not they
plan their work and their lives.
Do you know what your boss thinks
is important? In developing your plan
you certainly should know. What aspect
16

of your job does he think is most important?
At times we find people who work
very hard but they are working on the
wrong things. They are working on
things that don't really make a difference. You should know your strengths
and weaknesses, and concentrate on
your strengths. Do not think so much
about your weaknesses.
In the feast year, have you changed
and improved the way you do your
work?

If you are doing a job the same way
it was done five years ago, it is almost
certain that you are doing it wrong because your company as well as your
field of specialization have changed so
much. You need to examine the way
you do your job and figure out how to
improve it.
One of the most important steps in
improving an operation is to stop doing
things that no longer need to be done.
Ask yourself this question, "If we were
not doing this thing, would we start
it ?" It is amazing how often you will
find that we would not start it if we
were not already doing it, and I question whether we should continue such
an activity.
Do you accept
achieving the goals
company?

CHARLES C. GIBBONS
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of the President, The Upjohn Company, Kalamazoo, Mich. After receiving his Ph.D. degree in Industrial
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By Charles C. Gibbons

responsibility for
your unit and the

Do you know the goals of the company? Do you know the goals of your
particular unit? If not, I think it is
reasonable to ask your supervisor what
are the goals of the company and your
unit. If your supervisor knows, he'll be
glad to tell you; he'll appreciate your
asking. On the other hand, if he doesn't
know, it is high time he found out what
the goals of his unit are.
Do you take problems to your boss,
or solutions?
I saw a sign in an office once that said
this, "If you don't have the answer, you
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may be part of the problem." It is a
sobering thought. As your manager sees
you and your particular unit, do you
think he regards you as part of the
problem or part of the answer?
If you are trying to find solutions to
problems, one of the most important
things, of course, is to get the facts.
Then you must try to pinpoint the
problem. As you know, in medicine
diagnosis is two - thirds of the battle.
Diagnosis is also important in business.
There is no use to have a solution if
you have the wrong problem. Once you
do zero in on the problem, you must
come up with some creative alternatives.
By creative alternatives I mean that the
alternatives shouldn't be all the traditional methods, the trite and time -worn
ways of doing things, but that there
should be some innovation.
You then go to your boss with several
alternatives and recommend the one
you believe is best. It is up to him to
make the decision. However, a technical
man has the responsibility to keep his
boss from making mistakes.
You also must be able to sell your
ideas to the boss. You may know the
right answer, but due to modesty, or
timidity, or lack of ability to talk or
write convincingly, you never get your
point across. As a result the boss makes
a mistake. You knew he was making a
mistake but somehow you could not
convince him of the right course of
action. Staff work requires not only
technical information and skill but also
requires a large element of salesmanship.
Can you motivate yourself?
You must set goals for yourself, attainable goals, not goals that are completely up in the blue sky. My definition
of success in any company is to get the
best job you are capable of handling and
then performing it well. It is not success
to get promoted beyond your depth.
Not only will you be likely to fail but
you will be miserable in the process.
Don't burn yourself up with ambition. I've seen men fail —men with
considerable ability, hard - working men
— because they just burned themselves
up. They spent too much of their energy being ambitious and not really producing. They just couldn't be satisfied
with what they had because they were
always looking over the fence where it
looked greener. As a result, they didn't
do as well as they could have done on
their present jobs. It is a real challenge
MANAGEMENT ACCOUNTING/AUGUST 1969

to motivate yourself sufficiently but not
to the point where it becomes a problem.
Every technical person must learn to
get along on less praise than he thinks
he deserves. It is a mark of great maturity on the part of any individual to
be able to continue to do good work
with only a moderate amount of recognition. The reward for a job well done
is to have done it. This may seem
awfully naive but it is something I
firmly believe: that a good technical
person must get real satisfaction from
knowing he has done a big job and
done it well. If no one recognizes your
accomplishment, you can at least go
home and tell your wife what a good
job you did or what a hard job it was.
Unless you are able to get real satisfaction from knowing you have done a job
well, you are in the wrong kind of work.
Are you learning new skills and developing new interests?
In other words, are you growing?
Things are changing rapidly. You can
be sure that tomorrow will be different
from today. Are you going to keep pace
with this change or are you going to let
it pass you by so that when you are
sixty years old you will definitely be
regarded as a "has- been" and someone
who is no longer technically competent
to cope with the problems of that day?
Do you get things done and, especially, do you get things done on time?
You have to do jobs well but you
cannot be a perfectionist. One of the
great limitations of many technical people is that they want to do a job perfectly. It is hard to argue against doing
things right but there is always a balance
between doing a job right and getting
it done quickly. One of the most important things here is to know what
your boss wants. Is it a job that must
be done perfectly or is this a job where
he wants an approximate answer immediately?
Can you meet emergencies? Can you
come through in a pinch?
In all of our work, there will be certain emergencies. The ability to come
through in an emergency separates the
competent from the mediocre in technical work.
Are you spending your time on matters that are really important?
Time is your only strictly limited re-

source, and must be rationed according
to your priorities. You can borrow many
things; you can buy certain things; and
you might even steal certain things; but
time is something of which everybody
has 24 hours a day —no more and no
less. Your time is essentially what your
company is buying when it puts you on
the payroll. If you waste this time, you
are wasting the company's resources.
The best way I know to save time is
by not doing what does not need to be
done. You can't save time primarily by
working faster or more diligently; you
save time by having very good control
over how you spend your time.
One of the things you must learn to
say is, "No." This is a very good way
of saving time. You save time from one
area so that you are able to spend it in
another, just as you save money so that
you can spend it on something you want
more.
You must concentrate your efforts on
the few things that will really make a
difference. Of the many things you
might spend your time on, there are
only a few that will make a difference
to yoq or to the company or to your
success on the job. The challenge then
of technical work and the challenge of
all life, as far as that is concerned, is to
sort out those things which will make a
difference and then work on them.
There is a difference between things
that are important and things that are
urgent. I would even say that the urgent
things are seldom important, and the
important things are seldom urgent.
Can you establish and maintain good
relations with others?
If you wish to have good relations
with your boss, help him do his job.
That is what he has hired you for.
To maintain good relations with coworkers you must cooperate, you must
exchange ideas, you must gain their
respect by the quality of work you do
and you must also give them credit for
the help they give you. The person
who steals the credit or fails to give
credit can't maintain good relations with
his co-workers very long.
Are you able to put yourself in the
other man's shoes? That is the real test
of good relations with other people —
whether the other person is your boss
or your co- worker or secretary.
An important part of maintaining
good relations with others is to communicate effectively with them. ComContinued on page 26
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Control in Multi- Division Operations
MARSHALLING OF FORCES TO MEET THE DAILY CHALLENGE OF NEW OPPORTUNITIES IS THE CONTROLLER'S FUNCTION

By James J. Brown
Not so long ago, a conglomerate was
thought to be a company engaged in a
variety of industrial fields or activities,
actively buying companies. Today, conglomerate means a lot more. The modern -day definition actually revolves
around the concept of the growth company.
Without trying to be concise in the
percentages or the numeric values involved, the following are the more important elements of a growth company:
1. The company's earnings per share
must increase at a compound rate
over the corresponding period of
the year before by at least 15 or 20
percent.
2. The company must be involved in
growth industries. One standard
measure of growth is the rate of
increase of the Gross National
Product, and of course, the company must grow faster than the
Gross National Product.
3. The company must have a rational
plan for growth. It must not be an
acquirer in the collector sense.
4. The company must have some internal growth. Just how much isn't
clear, but here again, it should be
more than the Gross National
Product increase, and if it's 2 or 3
times that growth rate, obviously,
that's even better.
5. The company must have realistic,
tough and conservative accounting.
Adherence to one generally accepted practice versus another can
make a vast difference in the recorded earnings or balance sheet of
the company. The accounting for
18

6.

7.

8.

9.

conglomerate companies should be
tougher and more conservative than
for other companies.
The company must have quality
earnings. This means that the earnings are being derived from proprietary positions in markets that are
stable and growing, and from the
kinds of activities that will be repetitive in the future.
The company must have quality
management. This without a doubt
is the most important single point.
It is the factor that gives credibility
to all others.
The company must have modern,
responsive, dynamic controls —principally financial controls —and these
should be good qualitatively as well
as quantitatively.
The company must have modern
incentives, make challenges and rewards interesting. And unless these
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are part of the organization philosophy, it is very difficult to get and
keep the kinds of people needed to
build a fast growing organization.
10. The company must make acquisitions and mergers.
Philosophy of a Conglomerate
In general, these are the fundamentals
of what goes into a growth company's
make -up, and how the investment community of the rest of the world might
view it. And now, let's get back specifically to conglomerates. What is the
philosophy of a conglomerate?
A conglomerate thinks of itself as
being responsive to the world in which
it lives, rather than constructing a place
for itself in the world. Hence, it is necessary for managements to be alert and
attuned to the changes that are taking
place in the world and to respond to
them with all their corporate resources.
Based on the fact that the world
around us is changing very rapidly, more
rapidly than it has ever changed before,
and that societal changes are taking
place at a feverish rate, then clearly, one
of the responsibilities of management is
to be aware of these changes, and to be
poised, ready and able to capitalize on
them, whenever it benefits the owners
of the company, the shareholders.
One of the responsibilities of management is to utilize all the resources of the
company —the financial, marketing,
manufacturing, product, technological —
in such a fashion as to optimize over the
short and long term the position of the
company's shareholders. If a company is
married to one particular industry or
one particular product line, it's going to
be difficult for it to respond to these
new opportunities. The conglomerate
MANAGEMENT ACCOUNTING /AUGUST 1969

form clearly affords this opportunity.
Hence, a conglomerate that's involved
in an active acquisition program probably represents the epitome of the modern corporate form.
Walter Kidde
The larger part of Walter Kidde did
not exist three or four years ago as it
does today. Companies of varying sizes,
product lines, histories, philosophies,
have since been acquired. Going concerns were purchased because they were
going concerns. This method saved
years of research and development, years
of planning and nurturing businesses,
years of finding top managers. By and
large top managers were acquired who
had years of experience as officers, as
key employees . or as entrepreneurs who
had started their own businesses. These
people had developed philosophies and
a business expertise that we were not
readily willing to change. What they
had is what we wanted.
It is this boiling pot of diverse entities
that must be controlled. Quality management control is essential to the sharp
growth of the conglomerate. And the
key to control is visibility— visibility into
the operations and visibility into the
planning of each entity.
Controllership
As the Kidde acquisition program got
underway, a number of key professional
people with financial backgrounds became necessary to manage the financial
controls and maintain operational visibility. To solve this problem we embarked on a program of finding the most
qualified professional people to fill out
our table of organization. These qualifications are mainly:
1. A record of accomplishment
2. Better than average professional
background
3. A knowledge of operations through
experience in industry coupled with
a broad background of business and
professional experience
4. A dynamic, conscientious and ambitious personality which would mesh
with co- workers, field personnel, and
outside interests
5. The ability to bring something to us
that will expand and add to our
foundation of knowledge in all the
areas in which we are involved
Our corporate financial staff today is
comprised mainly of people who have
had prior experience with both major
MANAGEMENT ACCOUNTING /AUGUST 1969

CPA firms and with major industrial
firms with standards similar to ours.
Many of them are CPAs. These people
have been given the task of finding other
qualified people to keep pace with our
growth.
Major Accounting Areas
High standards are thus carried down
throughout the organization and we
now have seven major accounting areas
in the organization.
Basically, operational planning or profit planning involves the following:
OPE RATI ON AL PLANN IN G.

1. Assisting and teaching techniques
and methods which enable our divisions to prepare well thought out
and clearly defined objectives. In
brief, how to make maximum profit
with a minimum use of capital and
effort.
2. Reviewing the profit plans by focusing on detailed profit and loss statements, balance sheets, capital additions, research and development,
cash requirements, number of employees and so forth. These plans
are reviewed with division operating
personnel:
a. To determine the reasonableness
of the objectives and the possibilities of attaining them
b. To determine if their plans coincide with corporate objectives
and thinking
c. To determine that maximum
long and short term growth is
planned
d. To have a realistic appraisal of
the condition of Kidde
OPERATING ANALYSIS. Operational analysis goes hand in hand with operational
planning. Our operational analysis group
participates to a large extent in the profit
planning reviews in order that this group
might have a firm understanding of the
make -up of the plan. This group is responsible for accumulating monthly
flash figures and monthly operational
written reports —on time. If a division
has major variances from the plans, favorable or unfavorable, we immediately,
through telephone, obtain explanations.
Our Chairman and President is informed as soon as possible of these variations and the reasons for them. He is
also given a critique of each operational
review.
After an initial high point review, we
proceed to a detailed analysis of the reports:

1. They are compared with the profit
plan.
2. They are compared with prior year.
3. They are compared with industry
wide experience.
4. We analyze the interrelationships in
the report.
An unsatisfactory analysis triggers
further inquiry. It could. mean a telephone call to the field, a visit to the
field, or a call in of field personnel. In
all events, if it may have a material effect on our business an immediate notification is given to our Chairman and
President.
This group is also responsible for preparing on a timely basis a complete but
concise report to the Chairman and
President on the overall status of the
Kidde organization.
Cash management
at Kidde is handled as follows:

CASH MANAGE ME NT .

1. All cash receipts and disbursements
are centrally controlled.
2. Every division submits weekly a
four -week cash forecast.
3. All borrowing requirements are controlled.
4. All banking requirements for new
acquisitions are handled by cash
management to secure maximum
benefits.
BENEFITS. Our employee
benefits group actually covers a broad
range of activities. We have approximately forty pension plans presently and
our aim is to integrate the plans where
possible. We have to develop more adequate plans, attempt within reason to
provide uniformity, organize the trusteeship of these plans more efficiently, review and evaluate trustees' investment
results, and set goals for pension fund
investment performance.
This group also has under its jurisdiction our total insurance program. One
of the larger responsibilities in this area
is that of group insurance. We are mainly interested in providing the best coverage for the least cost, and placing the
insurance premiums with those firms
which have been most helpful to us in
other matters. In general we maintain
relations with trustees, actuaries and insurance companies, and assist division
management in communicating changes
in benefit programs to employees.
EMPLOYEE

We have a centralized tax department, which is responsible for the
preparation and review of more than a
thousand tax returns annually. On a

TAXES.
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daily basis our tax department is in contact with one or more of our divisions or
subsidiaries concerning various tax questions, ranging from the tax consequences of everyday business decisions
to the preparation of local tax returns,
and the coordinated audit of these returns as well. Upon entry of a new acquisition into the Kidde group, a complete review of its tax position and history is made. This permits us, not only
to familiarize ourselves with the company, but also to provide for tax planning for both the division and the corporation.
The Financial
Accounting and Reporting Group, is
mainly concerned with the preparation
of consolidated financial statements for
our published annual report, for our
annual and quarterly lenders' statements, and for all our SEC filings. In
addition, this group coordinates all financial reporting of the field locations
and gives advisory assistance to both
field locations and to higher management as to accounting principles and
policies and their applications to our
needs.
FINAN CIAL,

R E P O R TI N G .

This group is charged
with the responsibility of reviewing the
financial statements and operations of
companies with which Kidde has
reached an acquisition understanding.
They are notified when a handshake
has taken place and are instructed to
contact the company and perform a detailed analysis of historical and forecasted results.
AC Q UI S I TI O N S .
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To do this properly, they make use
of our profit planning group in certain
instances. In other cases, they would request the assistance of certain operating
personnel who have specialties in the
field of the prospective acquisition in
order that matters of an operating technical nature may be expertly analyzed.
Working Together
Obviously, none of these groups can
work without having cross - currents with
the other groups. To illustrate these interrelationships, let's take a closer look
at Operational Planning and Analysis,
and the Cash Management Function.
The Operational Planning and Analysis people receive their first contact with
newly acquired companies through the
reports prepared by the Acquisition
Group. This report describes in great
detail the type of business; the financial,
manufacturing and marketing ramifications of the business; product lines, distribution methods, financial consideration such as debt outstanding, future
and past cash requirements, the tax
structure of the Company, the Company's own profit plans and a host of
other operational and managerial information.
At this stage the Planning and Analysis Group is attempting to see what synergistic benefits may be achieved with
the new operations. In addition, they
assist the new divisions in acclimating
themselves to our monthly reporting procedures. They also determine methods
to be used by the corporate office to
control and analyze the operations.

The Planning and Analysis Group interacts with our Cash Management
Group by informing them of requirements for capital expenditures, peak inventory periods, peak sales and receivables periods, amounts of tax payments,
pension payments, and so forth. The
cash forecast generated by the division
and reviewed by the Planning and Analysis Group is the basis for our total cash
forecast.
Tax payments must be planned well
in advance. The Tax Department has
standing instructions that all Federal
Income Tax payments must be made at
the discretion of and through the corporate office. Close liaison with the Cash
Group is informed on a frequent and
timely basis of the status of such payments.
Conclusion
The new conglomerate business form
is still in its early years. But we believe
it is here to stay. It is a modern form of
organization, serving an economic need.
There is no question that conglomerates
do work, by any measurement or criteria. The product produced is better,
the markets served are better served,
and the shareholder's position is improved. Merger programs have given
vitality to lots of industries and activities that needed it, and it has brought
new looks, new thoughts, new ideas,
new creativity to places that might never
have been reached before. The conglomerate form has, with modem methods of
control, added value to the economy
and is giving benefit to society.

M A N A G E M E N T AC CO U NTIN G / AU G US T 1969

key Item Reporting
A METHOD OF ORGANIZING DATA FOR EFFECTIVE USE BY SENIOR EXECUTIVES

By William L. Medford
An accounting system can, but often
does not, provide information to help
manage. Too many of today's accounting systems are viewed as necessary evils,
and equally important, the systems that
do provide management information
are tailored for middle management or
supervisory levels. As a consequence,
few systems are designed to provide key
management information, and most of
the information that top management
does receive is in the form of reports
furnished to middle management.
An executive who then receives too
many of these reports usually goes to one
of two extremes:
1. He may solve the problem by flash
reading most reports and having his
secretary file them.
2. He tries to absorb all the reports and
finds himself either carrying home
hours of work or guilty of a management disease of spending an intolerable proportion of time at his desk.
Under these circumstances it is understandable that top management often
views with a wary eye the role of accounting in his organization.
The purpose of this article is to provide some suggestions for making accounting a working partner in management and the decision making process.
Although the vending industry is the
primary concern of this article, the reporting concepts discussed can be applied to many situations.
Good Management Reporting
Before going into the details of reporting systems it is necessary to determine exactly what good management
MANAGEMENT ACCOUNTING /AUGUST 1969

reporting is. Good management reporting is the successful communication of
useful information. This definition contains two important segments:
1. Successful communication, which is:
a. Clear
b. Forceful
V. Quick
2. Useful information
In Exhibit I we present certain information regarding a company's performance. By including a graph, the numerical information is presented in a more
forceful and effective manner.
Even though a report is clear and
forceful it may be of little use if not
timely. Access time to needed information must be at a minimum. It might
be well to consider in the case of interim
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reports the possibility of using estimates
or preliminary figures in order to produce more timely reports.
Now that successful communication
has been defined, what are we to communicate? The answer is useful information. Useful information does three
things:
It defines needs
It eliminates unnecessary data
It answers questions rather than
raising them
If we go back to the cash forecast in
Exhibit 1, we will find a report that
contains useful information. That report clearly and effectively tells the
reader that additional cash will be
needed in the months of June, July, and
August.
Now that good management reporting has been defined as successful communication of useful information, how
do we do this? How can we communicate useful information through an accounting system?
Key Item Reporting
We a t Price Waterhouse think we
know. We use a concept called key item
reporting. It is founded on the basic
principles of good management reporting. Two objectives of key item reporting are:
1. To save management time
2. To strengthen controls
This approach is designed to focus
the reporting upon those key areas requiring top level attention. Its purpose
is (1) to plan and control the important
areas in which good or poor performance
can materially influence the results of
operations and (2) to report that per21

formance in the most meaningful and
easily understood manner.
There are four basic steps in establishing key item reporting:
1.
2.
3.
4.

To identify key items
To plan desired performance
To establish reporting practices
To institute control action

Let us examine these four basic steps
individually:
There are a number of things to keep in mind when
identifying key items:

ground and techniques of your management.
P L A N D E S I R E D P E R F O R T I A N C E . This relates to determining what performance
should be or what you want it to be.
Comparisons with other companies or
with industry averages can be useful.
Budgeting may be the best way to plan
performance. In any case, the point is
to have something meaningful with
which to compare actual results.

ID E N TI F Y KEY ITE N t s .

1. Key items must be tailored to your
industry.
2. Key items must be tailored to your
company.
3. Key items must take into account
specific objectives and the back-

R E P O R T I N G P R A C T I C E S . One
of the most important considerations in
establishing key item reports is that they
should follow the organization structure.
Reports should be designed to fit the
character of the area of responsibility
reported on.
ES TA BL I S H

I N S TT I 'UTE

CO N IR OI,

A C TI O N .

This is

where the "pay -off" comes. If the key
item reporting system has been well designed, the important problem areas will
be pointed out. Action can then be
taken by management to solve the problems. Attention can be focused on the
big problems without wasting time trying to sift through voluminous details.
Key Items in the Vending Industry
Now that we have briefly discussed
the concept of key item reporting let us
be more specific. What are some key
items in the vending industry? The list
might include:
1.
2.
3.
4.
5.

Product line profitability
Location profitability
Route statistics
Service costs
Commissions

Exhibit 1
CASH FORECAST

THOUSANDS
Ca sh bala nce beginning of month

Sept. Oct.

Nov.

Dec.

Ja n.

Fe b.

Mar.

Apr.

May

Ju ne

Ju ly

Aug.

Sept.

(325)

(3 40)

(3 60)

340

320

335

330

325

320

$20

$10

$15

3 5

Rece ipts

50

75

50

45

45

40

40

65

70

55

75

80

150

Disbursements

70

60

55

50

50

40

50

60

80

85

90

100

70

320

335

330

325

320

310

310

315

3 5

(325)

(340)

360

320

Ca sh ba la nce end of month

M3

SUMMARY
140
WE PROJ ECT OUR CASH REQUIREMENTS
TO BE IN EXCESS OF AVAILABLE FUNDS
FOR JUNE. JULY AND AUGUST BY 325,
340 AND $60 THOUSAND, RESPECTIVELY.

110
90
r

Ca sh requ irements

70

_ _ _ _ Av a i l a b l e c a sh f o r e c a st e d
50

30
10

S
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O

N

D

J

F

M

A

M

J

J

A
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P R O D U C T L I N E P R O F I TA B I L I T Y . Profitability information by product line lets
you know which products are selling
best and which products have the most
profit. This allows management to plan
the sales expansion of those products
with the greatest growth and profit potential.

and which ones are giving sub -par
performance.
4. Locations per mile /or sales per mile
—This information tells you how
many stops are required for each
route, how much driving time is required for a route, etc.
CO S TS . Service costs are also
very important in this industry. Service
costs are affected by a number of variables including;
SE RV ICE

Location profitability is necessary in order to evaluate
existing or potential locations. This information helps determine which locations to eliminate and which ones warrant management's attention. Volume
in or of itself is not the answer in vending. Increased volume requires increased
investment, new locations, more equipment in existing locations and upgrading of existing equipment.
L O CA TI O N P R O F I TA B I L I TY .

Route statistics may
be key item information. There are a
number of route statistics which may be
important including:

R O U T E STA TI S TI C S .

1. Route profitability —Which routes
are showing a profit and which are
losing money?
2. Sales per employee—Comparisons
with national or state averages let
you know how your company ranks
with other vending companies. They
may indicate that you are not obtaining the maximum performance
from your routemen.
3. Machine yield —This basically lets
you know which machines are contributing most to your operations
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1. Machines per location
2. Miles per route — Locations with
large numbers of machines and short
routes, or more locations per mile,
allow servicemen to spend more time
servicing machines and less time
driving.
3. Age of equipment.
4. Male or female users —Newer equipment and equipment used by
women is likely to need less maintenance than old equipment or equipment used mostly by men.
Last in our list of possible key items is commissions. Commission costs are necessary in determining
profits for any location. At the same
time location information is necessary
for the computation of commissions.
COMMIS SIO NS.

Pl a n Desi r ed Per for m a n ce
Now that we have decided that product line profitability, location profitability, route statistics, service costs, and
commissions are key items in the vend-

ing industry we can proceed to the next
steps in establishing our key item reporting system. There are any number
of ways of doing this including budgeting or trying to equal or exceed state or
national averages. A well conceived
budget as a profit plan can be very helpful.
B U D G E TI N G . If budgeting is used, care
should be taken to develop meaningful
figures. Since certain of the costs of
vending operations are variable, the
budget should take into consideration
changes in sales volume. By using a
flexible budget it is possible to adjust
the company's plan to varying levels of
activity. This technique results in
planned and actual results being stated
on the same basis.

The Idea Of a budget
in which variable portions can be adjusted fits well with the concept of
marginal income. It is particularly useful in profit planning. Marginal income
is sometimes referred to as incremental
income. Income and expenses which are
directly related or controlled by a product line or geographical category are attributed to that category. Any income
or expense item which would be eliminated if the category were eliminated is
attributed to that category. Any income
or expense items which would not be
eliminated by elimination of a product
line or location category is said to be
fixed and is not prorated to any line or
MA R G INA L INC O ME.
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Exhibit 3
STATEMENT OF INCOME

The concept of marginal income can
be used for planning as follows:
1. Determine amount of fixed expenses
by allocating assignable expenses.
2. Determine the minimum level of
profitability desired.
3. Determine what level of marginal
required to cover the fixed
expenses and profits.
is

We further define marginal income
as the difference between the amount
received through sales and the allocable
costs to make these sales or the amount
which is available to cover all fixed expenses and profit. Selling prices in excess
of out -of- pocket costs must be sufficient
to provide for fixed expenses and profit;
if not, profits will suffer first.

income

category. In other words, relatively variable items are assigned to categories
while relatively fixed items are not. A
simple example is the difference between the salaries of a routeman and the
company president. If the route were
eliminated the routeman's salary could
be eliminated, but the president's salary
would not be eliminated.

For the year ended May 31
Percent of sales
1967

1966

1967

1966

85,455,000

34,515,000

100.00%

100.00%

2,980, 500

2,438, 500

54.63

54.01

Gross Profit

32,474,500

82,076, 500

45.37

45.99

Operating expenses
General and Administrative

1,704,500

1,393,500

31.25

30.86

270,000

315,000

4.95

6.98

Income before income taxes

500,00

368,000

9.17

8.15

Income taxes

200,000

128,000

3.67

2.83

8 300,000

3 240,000

5.50%

5.32%

Net sales
Cost of merchandise sold

Net income for the year

Exhibit 4
SALES AND MARGINAL INCOME BY PRODUCT LINE
Fiscal Years Ended May 31, 1967 And May 31, 1966

Marginal Income

&

Candy, pastry

potato chips

1967

1966

S 418,275

S 349,320

42.9%

42.6%

1274,770

1171,100

14.5

11.6

$

820,000

=1,475,000

975,000

44,020

7.3

7. 1

52,920)

(38,700

4.9)

4.5)

Milk

645,000

575,000

53,535

35,650

8.3

6.2

Ice cream

210,000

165,000

23,730

19,470

11.3

11.8

&

soup

(

47,450

860,000

(

620,000

Sandwiches

(

650,000
1,080,000

Crackers

24

1966

11,895,000

$

Hot cup

1967

1966

1967

PR O D U C T LI N E

Per Cent of Sales

Amount

Sales

15,455,000

14,515,000

1764,840

1580,860

14.0%

12.9%

Nor th C ar ol ina Di vi si on

13,000,250

12.709,000

1435,960

1348,515

14.5%

12.9%

Sout h C arolina Di vis ion

2,454,750

1,806,000

328,880

232,345

13.4

12.9

15,455,000

$4,515,000

1764,840

1580,860

14.0%

12.9%
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The profit and loss statement is a key son of (1) actual sales with budgeted
item report and is a most valuable tool sales and (2) actual marginal income as
and somewhat unique to the vending a percent of sales and desired marginal
industry (see Exhibit 3) . The vending income as a percent of sales. Earlier we
industry possesses a wealth of informa- said successful communication must be
tion on comparative profit /loss statistics clear, forceful and quick. This graphic
1. Follow the company's organization that can assist in recognizing unfavor- presentation illustrates how the message
structure
able variances. Anyone who has been in can be effective and forceful; we believe
2. Fit the reports to the character of the vending industry is aware of the low it also communicates useful informathe area of responsibility reported on net profit margin as a percentage of tion.
In any of these reports it might be
For purposes of illustration we will sales. And consequently a successful venhelpful
to add short narrative comments
dor
must
always
consider
the
P
&
L
create a mock vending company, which
which
summarize
the contents. These
statement
an
essential
key
item
report.
will be called "Mock Vending Co."
comments,
however,
should not simply
( see Exhibit 2) . This company has diThe report in Exhibit 4 shows sales
restate
the
data
in
the
reports. They
visions in North and South Carolina and marginal income by product line.
should
be
in
effect
an
explanation
of
and operates in four cities in each state. This report is intended for top managewhy
results
were
as
reported.
A company such as this offers an ex- ment. It breaks down sales and marginal
Not all of the key items in the vendcellent opportunity to use a pyramiding income into six product -line categories.
ing
industry have been mentioned; howapproach in its reporting system. Re- The report also gives a sales breakdown
ever,
we hope the main points have gotports at the district level will show data by state. In the event that a product
ten
across.
They are:
for routes within the particular district. line shows particularly poor performThe data in the district reports will be ance, more detailed reports can be con- 1. Reports should successfully commusummarized by district for the reports to sulted. Likewise, if the figures for either
nicate useful information.
the state vice presidents. Reports to the of the state divisions look out-of -line, 2. Reports should be geared to the level
president would be further summarized reports for the state division in question
of responsibility of the person reso as to eliminate as much detail as pos- can be consulted.
ported to.
sible.
3. Key items must be tailored to the
This
report
does
not
go
into
great
Since the reports are structured to the
company and to the industry.
detail in presenting figures; however, it
organization chart, responsibility for reThe final step, of course, is instituting
sults of operations can be related to spe- contains sufficient information to keep
top management well informed. Exhibit control action. This will depend on the
cific individuals. Care should be taken
5 is similar, except that it substitutes individual situation. If you do not instinot to use the reports as devices for
gross profit information for maginal in- tute control action, you might as well
evaluating the responsible individuals.
not have a reporting system. Remember
They should also be used by the individ- come.
that the purpose of key item reporting
Exhibit
6
provides
a
graphic
compariuals themselves.
Establish Reporting Practices
After identifying key items and planning desired performance, the next step
is to establish reporting practices. In
doing this we must remember to:

Exhibit 5
SALES AND GROSS PROFIT BY PRODUCT LINE
Fis cal Years Ended May 31, 1967 and May 31, 1966
Gross Prof it
Sales
Product line
Candy, pastry

&

Hot cup

1967

Per c ent of s ales

Amount
1966

1967

1966

1967

1966
72.6%
41.6

8 975,000

S 820,000

1,895,000

1,475,000

843,275

613.600

44.5

650,000

620,000

242,450

230,020

37.3

37.1

219,300

25.1

25.5

potato chips

Crackers

S 595,320

72.9%

3 710,775

860,000

271,080

Milk

645,000

575,000

247,035

208,150

38.3

36.2

Ice cream

210,000

165,000

86,730

68,970

41.3

41.8

Sandwiches & soup

North Carolina Division

$1,080,000

55,455,000

54,515,000

52,401,345

$1,935,360

44.0%

42.9%

83,000,250

$2,709,000

$1,335,111

$1,162,161

44.5%

42.9%

2,454,750

1,806,OOC

1,066,234

773,199

43.5

42.9

$5,455,000

54,515,000

52,401,345

81,935,360

44.0%

42.9%

Scuth Carolina Division
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is to present information in a manner
that allows management to plan and
control.
Conclusion
The success of key item reporting systems to date has been amazing. Key
item reporting is rapidly gaining popularity and is vital to any total information system. In this time of computerization and massive production of paper
work, key item reporting systems are
organizing the output data for effective
use by senior executives. Detailed reports will continue to exist; but, they
will be recognized for what they are and
not burden top management. Senior executives will have more time for planning, which may be their most important function. A desk full of paper and
a briefcase full of reports need not be
the reason executives don't have enough
time.

Exhibit 6
SALES AND MARGINAL INCOME
t 550,000
525,000
500,000
475,000
450,000
400,000
350,000

Actual Marg inal Income as percentag e of s ales
15%
10%
Des ired Marg inal Income as percentag e of s ales

5%

M

A

M

J

JL

MONTHS

MEETING THE CHALLENGE OF TECHNICAL WORK

municating effectively requires skill in
speaking, listening, writing and reading. Nearly everyone is poorer in listening than in speaking, writing, or reading.
You will never be successful in communicating until you learn to listen to the
ideas and feelings being expressed by
others.
Are you willing to pay the price for
what you want?
There is no such thing as a free lunch.
Back in the old days when bars were
called saloons, the saloons often advertised a "free lunch." The free lunch
wasn't very nourishing. People were encouraged to come in and eat a sandwich
or potato chips or something and then
spend the rest of the noon -hour drinking, but you always paid for the lunch.
I think it is true in most of life that
you pay for whatever you get. You have
to be sure that you are getting the thing
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you really want because you are going to
pay for it and above all you must be
satisfied with what you have bought.
With your efforts you will buy certain
things. Then after you have bought
them you can't look back and say,
"That wasn't really what I wanted. I
wanted something else."
Are you really mature or are you
hoping to get something for nothing?
Are you buying something that you
don't really want so that you will feel
when your life is over that you didn't
get what you wanted out of it?
Sum ma ry
The nature of all technical work is
changing rapidly, and to meet the
challenge of this change every technical
man must broaden his knowledge and
improve his skills. This article has offered several suggestions as to what the
technical man can do to meet the challenge of change:

1. Plan your life —both professional
and personal —to accomplish the
goals which you feel are important.
2. Think of ways to change your job
to make it more productive.
3. Accept responsibility for achieving
the goals of your unit and the entire organization.
4. Take solutions to your boss, not
problems.
5. Motivate yourself by setting both
short -range and long -range goals.
6. Learn new skills and develop new
interests.
7. Do good work, complete it on
schedule, don't be a perfectionist.
8. Concentrate your efforts on the
few activities that
reallv make
a difference.
9. Establish and maintain good relations with your boss and with coworkers.
10. Be willing to pay the price for what
you want.
will

Continued from page 17
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Touch -Tone Attendance and
Labor Reporting
TOUCH -TONE SYSTEM SERVES AS EMPLOYEE - COMPUTER LINK

By Oren H. Weller
The Touch -Tone System was already
in operation at Rohr Corporation for
movement and location of production
parts. Since this system could be expanded at small additional cost to accommodate reporting of attendance and
labor, a decision was made to acquire
additional Touch -Tone equipment and
to design an attendance and labor collection system using Touch -Tone terminals and IBM 360 Model 65 computer.
The Touch -Tone telephone has 12
keys as compared to the normal 10 dial
positions. The extra two keys are available for other functional uses. Depressing any given key produces a distinctive
tone.
A device called a data -phone receives
the tones and converts them to electrical impulses. These impulses are
transmitted to the computer which
executes certain processes and prepares
a response to the caller. The vocabulary of the audio response unit of the
computer is a revolving drum coded
with a material somewhat similar to that
used in home tape recor&rs. The drum
is divided into a number of tracks, and
each of these tracks could be thought of
as similar to a piece of recording tape.
Each track has a read head that picks
up the recorded words in proper sequence and forms a message which is
then transmitted to the caller. The response may constitute a statement plus
MANAGEMENT ACCOUNTING /AUGUST 1%9

some of the information entered and
presented to the caller for his approval
as being the proper data entry.
Attendance Reporting On -Line
The data required for attendance was
readily determined to be the employee's
badge number and clock -in and clock out times. A check digit was assigned by
the computer to each employee's normal
five digit badge number so that when
employees clock in or out, the computer
can make a quick arithmetical test of
the input numbers to determine that a
proper badge number has been entered.

OREN H. WELLER

San Diego Chapter 1461, is Controller, Data Automation Communications, Inc., San Diego. Mr. Weller
is also a CPA. At the time that he
wrote this article, he was Financial
Systems Planner, Rohr Corp., Chula
Vista, Calif. Mr. Weller has also
been affiliated with the Solar Aircraft
Co. and the Seven Up Bottling Co.
of San Diego.

Employees were trained to enter their
badge numbers and check digits by depressing the keys of the Touch -Tone
unit. The computer makes a real time
validity check of the input and if acceptable the computer immediately responds "O.K." to the employee. If not
acceptable, the computer responds "redial badge number" and the employee
tries again. If the employee fails the
second time, the computer responds "request aid" and disconnects. Employees
generally succeed in recording their attendance in 8 to 10 seconds.
The computer automatically records
the date, the day of the week and actual
clock -in and actual clock -out times in
hours and minutes. In addition, timekeeping has the ability to insert attendance entries for omissions by on -line
Touch -Tone or teletype transmission
using a restricted transaction code.
Attendance Off -Line Processing
On a daily basis, the Touch -Tone
employee master file is used in conjunction with attendance input data to pick
up the employee's name, home department and shift table number. The computer refers to the shift table (see Exhibit 1) to determine the assigned shift
start and stop times and compares them
with the employees' actual clock -in and
clock -out times. This comparison is
made to determine that the employee is
working his assigned shift so that proper
shift bonuses can be applied to the em27

Exhibit 1
EXCERPTS FROM SHIFT TABLE
TABLE
CODE
02
03
10
15
17
18
19
23
27
34
35
36
43
45
47
49

SHIFT
START
00. 0
00.5
04. 0
07. 6
06.5
07. 0
07.5
08. 0
10.0
16.6
12.0
16.6
15.5
16.0
16.5
20. 0
21. 0
22. 0
23. 0

STOP
07.0
07.5
07.5
11.0
15.0
15.5
16.0
16.5
16.5
18.5
16.5
20.5
00. 0
00.5
01. 0
04.5
05.5
06.5
07.5

ployee's pay rate. If the actual and assigned times agree within established
parameters, the computer records the
hours appearing on the shift table properly classified by shift. If the actual and
assigned times do not agre e, the computer prints out the exceptions so the
appropriate corrective action can be
taken.
La b or Re p or t i n g On -Li n e
The determination of the data requirements for labor reporting was
somewhat more difficult. Transaction
codes were developed for several types
of labor transactions. Data input requirements were determined to be as
follows:
1.
2.
3.
4.

Transaction Code
Badge Number
Labor Code
Work Department and
Cost Center

2 digits
6 digits
2 digits

kl

SHIFT HOURS
.2

SHIFT
NO.
3
3
3

� 3
6. 5
6.5
3.5

3. 0
8. 0
8. 0
8. 0
8. 0
6. 0

1
1
1
1
1
2. 0

4. 0

1
4. 0
8. 0
8. 0
8. 0
8. 0
8. 0
8. 0
8. 0

2
2
2
2
2
2
2

1. Badge Number must pass the arithmetical check digit test.
2. Labor Code must be two digits only.
3. Work Department and Cost Center
must be on the location table in
core storage (see Exhibit 2) .
4. Register Number must pass the
arithmetical check digit test and
must be on the on -line master register file in core storage.
5. When Work Order is required, it
must be three digits only.
The employee is given two chances
to enter each data element correctly. If
he fails the first time, the audio response
unit will request redial for the particular data element in error. If he fails to
enter the data correctly the second time,
the computer will accept whatever is
entered and the audio response unit will
request the next data element.

5 digits

5. R e g i s t e r N u m b e r

8 di gits

Exhibit 2

6. Work Order

3 digits

EXCERPTS FROM LOCATION TABLE

Work Order number is required only
when the register number is not in the
on -line master register file.
Th e employee is expected to know
the repetitive data such as transaction
code, his badge number, labor code,
work department and cost center. The
variable data such as register number
and work order number are obtained
from shop orders accompanying the job.
The computer records the date, day of
the week and time of the input in addition to the labor data transmitted by
the employee. Computer audit checks

of labor data input are established as
follows:
28

DEPT.

COST CENTER

320
330
340
340
340
340
340
370
44 0
530
580
680
680
680
680
680
680

00
00
00
10
20
50
80
00
00
00
00
00
10
20
30
40
50

The incorrect data which is accepted
is error -coded by the computer and a
teletype print out of these errors is received in the Timekeeping office for
audit. Timekeeping then inserts labor
entries for omission by on -line Touch Tone transmission using special transaction code and can make adjustments to
recorded data by teletype transmission.
Labor Off -Line Processing
During the off -line processing, the
computer refers to the employee master
file to pick up the employee's name,
home department and shift number.
The computer then calculates the
elapsed labor hours for each transaction
recorded. The employee has been instructed that during the first hour of
each shift he must report his first labor
transaction. After that entry, he reports
each new job when he starts working on
it. The computer will back up the start
time for the first job to the attendance
clock -in and will include in the labor
hours the time interval from the attendance clock -in until the entry for the
second job. The labor hours for the second job will consist of the time interval
between the start time for the second
job and the start time for the third job,
etc., or the attendance clock -out whichever occurs first.
Validation
The system requires the use of a master register number file and an on -line
table for validation. The master register
file with work order numbers is used
in the labor reporting system to validate
the register numbers being transmitted
by the employee. The register number
is the job identification number. If the
register number being transmitted is on
the master file with the related work
order number, then the computer does
not request the employee to transmit
the work order number. The work order
number is essential and is used as an
audit trail to insure that the labor is
allocated to a valid register number.
The table is used for on -line validation of the department cost center being
transmitted. An incorrect transmission,
after the second attempt, is error coded
and printed out on teletype in the Timekeeping Department for correction action. Timekeeping maintains the Work
Department /Cost Center Table and
has the ability to update the table via
Touch -Tone on -line transmission using
a special restricted transaction code developed exclusively for their use.
Continued on page 32
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Applied Mathematics and Accounting
COMMENTARY ON THE PSYCHOLOGICAL PROBLEMS OF LEARNING THE ONE
AND THE INTELLECTUAL PROBLEMS OF RENEWING THE OTHER

By A. Wayne Corcoran
Wh a t is the state of this art we call
management accounting? Regardless of
what else might be said, one need only
glance at the current literature and
listen to daily conversations to decide
that management accounting is galloping, literally galloping, toward use of
mathematics, statistics and computers.
Although a few years ago fighting the
trend toward mathematization was rampant and, in certain quarters, the "in"
thing to do, now the fighting has eased,
and the problem has become instead
one of implementing mathematical approaches.
In this article it is assumed that the
management accountant now has the
urge to acquire mathematical sophistication (not -just conversance), and that
he is having his troubles. He is annoyed,
perhaps baffled, by the difficulty he has
encountered in learning mathematics.
Now, mathematics is peculiarly difficult; it is absolutely replete with its own
psychological impediments to learning.
Let us see what these impediments are.
Im p e d i m e n t s
Personal experience and conversations with other mathematics teachers
have led me to believe there are many
impediments to effectively learning
mathematics including the §e:
1. Fear of mathematics. Mathematics
tends to create a lack of confidence
in one's ability to grasp what is
being done. Many people feel that
if they try their hardest, they may
still fail to grasp the subject; hence,
some people just do not apply themselves in the first place.
2. Strong dislike of math notation and
yearning for numbers instead of letters. There seems to be a basic
M A N A G E M E N T AC CO UN TING / AU GU ST 1969

human discontent with the way
books and articles carry on discussions in terms of letters and symbols
without redefining them verbally
whenever the letters or symbols are
used.
3. Unawareness of math applications
in one's field.
4. Need for an assimilation period.
5. Bewilderment with the rapid pace
at which math is taught, accompanied by strong feelings that teachers and authors have forgotten how
things were when they were first
learning.
6. Annoyance with long chapters and
lengthy articles.
7. Insufficient knowledge about how to
study mathematical writing.
Wi t h all these impediments in the
way, it seems clear that mathematics is

�
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a "hard sell" commodity. How can we
dispel these cumbersome attitudes and
promote understanding?
Well, first some promises can be
made:
1. As one responds to the challenge
and acquires math, he becomes
aware of a great sense of accomplishment.
2. Once some facility is acquired, math
becomes fascinating and fun.
3. Math permits one to apply more
sophisicated approaches to many
problems in order to obtain better
a n swer s.

4. Math leads to some astonishing efficiencies in technical procedures.
Secondly we can discuss the impediments in hopes of eliminating them.
Keep in mind that very few people
speak grammatically correct English and
yet they manage ven, well. So it is with
mathematics; a sensible goal is the attainment of a pragmatic level of math
proficiency.
As far as fear of math and dislike of
notation are concerned, these are human emotions and beyond your present
author's abilities of persuasion. It cannot be denied that mathematical writers
tend to discuss things in terms of symbols rather than redefining them verbally whenever each symbol is used. If
the reader will keep in mind that this is
both efficient and natural for the mathematical writer, since he thinks of his
arguments in terms of symbols and
equations rather than in verbal terms,
the reader will pay more attention to
labels of symbols in the first place and
much of the problem will be remedied.
The fact remains, however, that these
emotions may never be fully dispelled.
There are few mathematicians who do
not occasionally pick up some piece of
29

mathematical writing and shudder at
the notation employed. What happens
to the mathematically trained individual
is that he gradually acquires a tolerance
for notation. But how does one acquire
such a tolerance?
One acquires a tolerance for notation
(and a simultaneous decrease in fear of
math) by practice and preferably by
practice with something familiar. The
reader should try to overcome his fear
of notation by "symbolizing" as many
accounting relationships as he can. For
instance, straight -line depreciation may
be symbolized as follows:
D– C–S
N

Key:
D = Depreciation
C = Cost
S = Salvage value
N = Number of years of life
Notice that the notation has been
chosen mnemonically; that is, D for
depreciation, C for cost, and so forth.
Frequently notation will be so chosen.
To continue with these thoughts —
the accountant might benefit from concocting formulas for other methods of
depreciation, or for inventory pricing, or
for statement preparation, or for anything he knows where things have a set
relationship. In this way he will find
that notation is helpful and that English is often cumbersome and inadequate.
Whole chapters in accounting texts
may reduce to an equation or two which
is easily comprehended even though following the verbal descriptions is extremely difficult. One such chapter that
comes to mind is that dealing with dollar- value- LIFO - retail inventories. Another chapter susceptible of this treatment is that describing the preparation
of statements from incomplete records,
which reduces to the following equation:
B, =B. + APB — AAB
Key:
B = Balance
% = Revenue (let B = R for revenues in
formula) or expenses (let B = E for
expenses) on a cash basis.
B . = Revenues (B = R) or expenses
(B = E ) on an accrual basis.
APB = Change in prepaid B (that is, ending
balance of prepaid B minus the beginning balance).
AAB = Change in accrued B (that is, ending
balance of accrued B minus the beginning balance).
Note the use of mnemonics again: B
for balance, a for accrual, c for cash,
P for prepaid, and A for accrued.
30

What are some standard notations?
Well x, y and z are usually reserved for
variables (intuitively, a variable is something which can take on many values),
while the letters a, b and c are usually
reserved for parameters (that is coefficients and constants) . For example, one
might see:
y =ax b + c
Where:
y = Dependent variable
a = Coefficient
x = Independent variable
b = Exponent
c = Constant
Here independent and dependent are
used in the usual, colloquial sense. One
variable is free to take on anv value but
the value of the other variable (y) depends on just what value the independent variable (x) takes. The equation is
in general form.
Another general form would be:
Y

= f (x)

This may be translated as: "y is some
function of x." We would be getting
more specific if we wrote the values for
a, b and c (here arbitrarily chosen) :
y = 3x 2

- 5

Where:
a =3
b =2
c = -5

To the uninitiated such insertion of
numbers in place of letters is very welcome. Unfortunately, when this is done,
generality is abandoned and rules and
theorems (intuitively, statements) can
neither be formulated nor proven.
Let us pass unawareness of applications, the third impediment mentioned,
with the comment that the literature
abounds with accounting applications of
]mathematics.
What is meant by the fourth impediment, that is, the need for a gestation
period? The observation here is that if
one approaches the learning of math on
a day -to -day basis for several hours each
day, it may only be a short time before
he reaches mental saturation. It appears
to be human nature to require a day of
"no math" in between the days of
"math." During this time, the subconscious mind appears to assimilate the
learning of the previous day and to
ready itself and the conscious mind for
the next dose.
I am reminded of this need for a
gestation period every time I teach an

accelerated course in mathematics. Typically the students have been working
intensely — perhaps five, six, or more
consecutive hours each day, not counting study periods. Then about the midpoint of the third day someone will
make some purely innocent remark and
the students will nearly roll on the floor,
convulsed with laughter, tears appearing
in many eyes. I suppose the frustration
creates a laugh -or -cry situation and
laughter somehow seems preferable.
Mathematics is a humbling but rewarding taskmaster!
The fifth impediment deals with the
rapid pace at which mathematical books
and courses proceed much to the bewilderment of their audiences. I doubt that
anyone ever forgets his first painful experience with the modern pace of
mathematics. Actually the pace in
mathematics is rapid not only because
there is so much ground to cover but
also, because students apparently need
to be driven in order to surpass the intellectual limits which they would self impose if left to their comfort.'
The sixth impediment mentions
overly long articles and chapters. Obviously what constitutes "overly" is a
subjective matter, but it is safe to say
that as one's intellectual limits are expanded, tolerance of length improves.
Although it helps in mathematical study
to remember that a concomitant of
length is usually depth, unfortunately
the problem still remains both because
the mathematician is interested in covering his subject thoroughly and because
it is comparatively rare to publish articles in parts.
As for the last impediment, what are
the secrets of studying math?
Study with pencil and paper at
hand. Re- calculate examples and do
the problems at the end of the
chapter.
When a key to notation is given,
take time to memorize and understand it. Once he has defined his
terms, a mathematician feels free
to use them without constantly repeating his definitions. A parallel
might be drawn here between the
mathematician and the accountant
who refers to, say, "Recoveries from
accounts previously written off" as
Account 425.
1

"Intellectual limits" here bears similarity to
the so- called "attention span" of children. As
it grows older a child's attention span lengthens;
as the student is confronted with more notation
and more difficult problems, his acceptance of
the simpler notation and concepts is almost
assured.
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8.

10

11

If y =
then:
d(y) =
a X

a xb,
d ( aXb )
dx

ignoring

d(

= a b

Xb-1

), concentrate on how
dx

ax b becomes abx b -1 .

Can you solve this problem:2
y = 3 x4

dy
dx
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12. You must not expect to acquire instantaneous command of complicated expressions. You must first
obtain experience with manipulating such expressions and, with experience, their complexity diminishes (or better, your tolerance for
complexity increases) . This problem is circular —to deal with complex problems effectively, you must
first expose yourself to a few complex problems!
T h e Degree of Mathematical
Proficiency
It does not seem likely that accountants will ever acquire such mathematical
sophistication that they will be expected
to tackle any management science problem that might arise. Accountants will
probably, however, attain sufficient
mathematical proficiency to permit
them to undertake the solution of well
defined, ubiquitous problems such as
are encountered in, say, capital budgeting, queuing, and inventory control.
Furthermore, the accountant will be
able to assist in the solution of unusual
and highly complicated problems.
The accountant's experience with
managerial problems will help him to
ferret out areas where matters have not
yet developed to troublesome proportions but which have high potential for
improvement. It is likely that businesses
abound with inventory and queuing
problems of this nature, for instance .3
The accountant may be able to serve
management in yet another way by paying attention to issues of practicality.
Those more expert in applied mathematics perhaps have a tendency to make
their models overly elaborate. An elaborate mathematical model adds sophistication not only to the means of solution
but also to the problem itself. Is this
sophistication real or apparent?
The assumptions on which a model
rests also require close scrutiny. Consider this homely argument:
Either a brave man is intrepid or he is
a fool.
That brave man is not intrepid.
Therefore, he is a fool.
If we let P stand for intrepid and Q for
fool, the above argument is of the form
PVQ, -- P .•. Q (P or Q is true as is not
s If

you got

ax

6.

If a few steps in a solution are
omitted, see if you can supply
them. Mathematicians frequently
do several algebraic steps simultaneously and will unthinkingly omit
them in their urge to get on with
more important things.
Make marginal comments in your
text which answer such questions
as: What was new here? Why was
that important? Why did that
seem "tricky "?
If several pages are devoted to discussing a graph, or a particular
equation, consider photo - copying
the page containing the graph or
the equation so that you may have
it in front of you at all times.
Do not let more than a couple of
pages go by hoping something will
happen to clear up some problem.
Go back, get help.
Work with the author's notation to
familiarize yourself with it. But if
the selected notation does not appeal to you, by all means create
symbols of your own.
Try to get the best use out of your
gestation periods however long
they may be. This means doing
homework as soon as possible after
a lecture. In this way, the subconscious is fed some worthwhile material to mull over. If homework is
done at the last minute, the sub conscious does not have time to
immerse itself.
Bear in mind the aphorism: "Once
you decide you cannot do something, you are absolutely right."
Keep your sense of humor within
instant reach; call upon it often.
Emotions create problems in the
learning process so why not use
emotions to solve some of the
problems? Coupling the previous
suggestion and this —what you
want is happy determination.
Pay particular attention to the position of parameters and variables
when a theorem is stated. For instance, one calculus theorem states:

= 12x s, you are able to follow

parameter pos itions . F or those who hav e not
been expos ed to calculus before, you hav e now
taken your first deriv ativ e.
s Ac tu a lly inven tory, queu ing and replacement
problems are all facets of capital budg eting .

P, therefore, Q is true) . The truth
table for the argument follows (see Table 1) .
Table 1
P

The Truth Table
Q
PVQ

T
T
F
F

T
F
T
F

T
T
T
F

—P
F
F
T
T

The argument is logically valid since
whenever the major (PVQ) and minor
(—P) premises are both true, the conclusion is likewise true. Now the syllogism and its truth table proof have added apparent sophistication to the
argument but the conclusion may still
be false since the major premise may be
attacked. So also with sophisticated
models which rest on heroic assumptions. An accountant possessing good
judgment would certainly perform a
worthwhile service by raising a dissenting voice in such situations.
A most important function which accountants could fill in the decision making processes is the providing of
sound estimates of costs and revenues
for insertion as coefficients in mathematical models. Here is an area that has
concerned many accountants over the
years and has become more important
as scientific approaches to managerial
problems have become more firmly entrenched. It seems quite probable that
accountants can make a very significant
contribution to implementing these new
approaches by refreshing their knowledge of the various types of costs and,
especially, opportunity costs.
In this writer's opinion, accounting
organizations and their members have
largely let the study of opportunity costs
lie fallow for the last ten years; other
experts have not done so. However, and
this is important, most of these others
are primarily interested in their models
and their manipulation and are only
peripherally interested in the calculation
of cost parameters.
Men primarily interested in management science, for instance, have developed linear programming techniques
which generate a special kind of opportunity cost known as "shadow prices"
or "dual evaluators," the accounting
uses of which are relatively untapped
and certainly not popularly employed by
accountants. Why such neglect? One
significant reason is the absence of a
good definition of management accounting which declares things like
linear programming to be in its baili31

wick. If LP were in the bailiwick, then
LP and shadow prices would become
integral parts of accounting.
The Accountant's Role
We now come to the part of this
paper where matters become nebulous.
The trouble lies in the anomalous circu nstance that no clear definition of
accounting, especially management accounting, seems to be available. If this
is the case, how can one call himself an
accountant or, what is more important,
how can one say that such and such an
activity is accounting? Of course accounting is not the only undefined business discipline, but this does not remedy
our problem.
A proper definition of accounting,
one that is generally accepted by accountants and non - accountants alike,
would obviate "squatter's rights" (jurisdictional) disputes and would help colleges and universities across the land to
modernize their accounting programs.
The importance of modernizing is
easily overlooked. What would you estimate as the percentage of the account-

ing programs that are geared to the CPA
exam? Repardless of what the actual
figure is, it is probably safe to say that
it represents a clear majority.
Now what does this mean? It means
that our educational institutions have,
in essence, defined accounting to be
what the CPA does. Is this what accounting is? Absurd! What about the
whole area of management accounting?
Certainly management accounting today is far more than the traditional job
order, process and standard costing emphasized in many undergraduate cost
accounting courses.
The needed definition would have to
acknowledge that accounting today is
deeply involved with mathematics, statistics and computers, and with helping
management in every way possible with
its decision- making processes.
There is another serious deterrent to
modernizing management accounting.
More and more of the young people beginning in accounting have good starts
on the desired mathematics, statistics,
and computer tools but their superiors,
many of whom are entrenched in ad-

ministrative accounting positions (i.e.,
controllers, staff managers and partners
in CPA firms), are not exercising proper
leadership. Neither the opportunities to
establish mathematical models nor the
encouragement and cooperation necessary to further develop their talents are
being provided by these administrative
accountants.
Conclusion
There are accountants who say that
learning mathematics is not as important as learning computers and, especially, computer software (that is,
"canned" programs) . If this computer
route is followed in lieu of mathematics,
the accountant will not acquire the
technical expertise to enable him either
to create new approaches or to understand the approaches described in the
literature. He may be in the position of
waiting for someone else to show him
what to do; his resourcefulness and
value to any organization would then be
limited. Putting all eggs in one basket —
be it either mathematics or computers —
is risky.

TOUCH -TONE ATTENDANCE AND LABOR REPORTING

Continued from page 28
Reports and Timekeeping Audits
Daily reports of attendance and labor
are printed for Timekeeping time audits.
These reports are issued at various cutoff times throughout the day, primarily
for reporting data by shifts. Time audits
are floor checks to compare labor being
performed with labor reported. These
reports also indicate omissions of attendance, late arrivals, early departures,
overtime, and irregular shifts. Labor
omissions, when attendance is recorded,
are indicated and labor reporting errors
are identified and coded on these reports. Timekeeping can supply missing
attendance and labor data using restricted transaction codes via Touch Tone on -line transmission if the entry
is made during the same calendar day
of the omission. If the calendar day of
the omission has already passed or if an
adjustment to previously recorded data
is to be made, then Timekeeping can
use the teletype transmission method to
supply or correct the recorded data.
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At the completion of each daily cycle,
a report is issued which includes all
transactions for all shifts for the previous calendar day. It includes all entries
and adjustments resulting from Timekeeping audit of the error coded teletyped information. This report shows
the computed attendance and labor
hours classified as regular, premium and
double time premium.
Balancing Attendance and
Labor Hours
The daily computer analysis of attendance and labor shows separate hours
for attendance and labor classified by
regular, premium and double time
hours. The hours for attendance and
the hours for labor should agree for
each employee, in total for each shift,
and in total for each department. Totals
are compared by the computer for agreement and a print out exception list of
the discrepancies is made for investigation by Timekeeping.
At the end of each payroll week, a
summarized report is prepared showing
total separate attendance and labor

hours classified by regular and double
time hours. Totals are balanced and an
exception list of the discrepancies is
made for investigation by Timekeeping.
After audit by Timekeeping, the attendance hours become the input to the
weekly payroll system and the labor
hours become the input to the weekly
labor distribution system.
Conclusion
This new Touch -Tone Attendance
and Labor Reporting System features
on -line computer edits of input data
thereby improving the quality of the input. The on -line print out of errors in
the Timekeeping office permits timely
audit and adjustment of fewer errors
with less Timekeeping personnel. It
eliminates the clerical effort required for
the daily manual recording of attendance and labor hours in the Control log
for balancing of hours. An on -line employee master file could be established
for use in common by the Touch -Tone
Attendance and Labor Reporting System, the Payroll System and the Industrial Relations Department.
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Technological Change and Its
Effects on Dollar -Value LIFO
CHANGES IN PRICE LEVEL CAN BE SEPARATED FROM THE EFFECT OF TECHNOLOGICAL CHANGES

By Edward J. Blakely and
Howard E. Thompson
When a dollar- value, last in first out
method (LIFO)' of inventory determination is made by cost components
for the manufacturing activity of a
business, the resulting amount will probably be smaller than the original cost.
As an outgrowth of the earlier article,
this study will establish that the index
used to deflate the current year cost to
a LIFO base embodies both a price
factor and a technology factor.
Historically, LIFO has been a method
in which the latest price paid for a
commodity was reflected in cost of
goods sold. LIFO is not a means to
permit current productivity gains to replace original commodity cost in the
base inventory; therefore, changes in
value of the monetary unit should constitute the only difference between
LIFO and other methods of inventory.
Edward J. Blakely and Pete r H. Knut son, " L I F O
o r LO FI — Which ?" The Accounting Review, Janu•
ary 1963, pp. 75.86.

1

We are indebt ed to Mr. Ri chard F. Ort man for assistance with the calculations.

Under certain conditions, however,
dollar -value LIFO achieves what LIFO
is not.

The Dollar -Value Approach
If inventory is pooled into homogeneous groups, the dollar -value method may
be approached in different ways. One
of the groupings is by cost component
(the cost component method) . The
cost component method, approved by
both the American Institute of Certified Public Accountants and the Internal Revenue Code, will be used in
the following analysis to illustrate clearly what LIFO is not. This method will
make use of a price index which is "the
ratio of the total current year cost of
the pool to the total base -year cost of
the pool." 2 The index, as defined by the
Code, is the source of what is wrong
with dollar -value LIFO.
The assumptions and methods employed in the following analysis are
that:
Cost component pooling is the
method chosen to group the inventory.
The dollar value of the ending inventory exceeds that of the beginning inventory.
There is an improvement in technology in each cost component pool.

EDWARD J. BLAKELY
is Professor of Accounting, Graduate
School of Business, University of Wisconsin, Madison, Wis. Professor
Blakely received an M.B.A. degree
from Denver University, and a Ph.D.
degree from the University of Texas,
he is also a CPA in the State of Wisconsin.

Derivation and Proof
With the above assumptions as bases,
this study will show that when technological change is present, dollar -value
LIFO always leads to a valuation of inventory which is less than that which
would be obtained using specific identification LIFO. The use of specific
identification LIFO (sometimes called
"unit LIFO ") does not permit technological improvement to be reflected
in the LIFO base.
In the equations developed in the
Appendix A, the entire current year inventory is costed at base -year prices. In
practice, chain indices may be used to
avoid costing (directly) current -year
inventory at base -year prices. And different techniques may be used to phase
in new kinds of inventory items. However, the expediencies of practice in no
way abrogate the proof.
Illustrations
Once the proof has been put into a
numerical illustration, it will be ap-
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the Department of Quantitative Analysis, Graduate School of Business,
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Wis. Professor Thompson holds degrees in Mathematics and a Ph.D. degree in Commerce from the University
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Exhibit 1
BASE YEAR VERSUS CURRENT YEAR INVENTORY AND COSTS

Ba se Yea r (1 9 4 0 )

1 Unit of
Produ ct

Number of
u nits of
e a c h c o st

Co st p er
unit of

La bor

2
4

Overhea d

4

T o t a l c o st
per u nit
of c ost

c o st
component

component
Ma teria l

Cu rrent Yea r (1 96 5 )

1

component

component
$12

><10

1 .5

$8

4

2.0

4

4

2 .0

1

1

1

3

S18

T o t a l c o st o f i n v e nt o r y

T o t a l co st
per u nit
of co st

c o st
component

1

8
.6

1

10 ,00 0

S26
16,000

=180,000

=416,000

Nu mb er of u ni ts in inv ent ory
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Co st pe r
unit of

$5

T o t a l u ni t c o st

parent that a change in the inventory
under dollar -value LIFO is understated
to such an extent as to produce a final
inventory figure which may be grossly
lower than any actual cost ever experienced by the firm. The first of the
following examples illustrates how dollar -value LIFO yields a value of inventory change which is less than that
which would result from the specific
identification method when technological change is present. The second
example, in which there is no technological change, illustrates the equivalence of the two methods.
In all the illustrations, the time
period from 1940 to 1965 is considered
one year. This is done to simplify the
illustrations. But this simplification has
no effect on the results achieved. Exactly the same results would have been
found if the inventory layer were computed for each and every intervening
year.
Exhibit 1 shows the base - year's inventory at base - year's cost —(2) in the
proof —and the current year's inventory
cost.
To determine whether there has been
an actual increase in inventory during
the period one must express the current
year's inventory at base -year cost —(1)
in the proof. Exhibit 2 reduces the current year inventory to base -year cost and
shows the increase in inventory expressed at base -year cost.
In order to express this increase in
current dollars the index —(3) in the
proof —must be computed. Substituting
the necessary figures from the exhibits
above, we get $416,000/$184,000 or
2.2609. Thus, the new inventory layer

Number of
units of
e a c h c o st
component

would be $9,043 ($4,000 x 2.2609 —(5)
in the proof —), and the figure of the
firm's financial statments for total inventory would be $189,043 ($180,000
+ $9,043) .
The more direct approach for index
number determination would be to establish a ratio of the current year unit
cost ($26.00), to the current inventory at base year unit cost ($11.50) .
This ratio or index is $26.00/$11.50 or
2.2609. The total current year cost,
$416,000, is deflated by the index
2.2609 to get $184,000 as the total of
the inventory at base -year prices. The
inventory increase at base prices of

$4,000 is inflated to current price by
multiplying by the 2.2609 index to get
a LIFO layer of $9,043 and therefore
a total inventory of $189,043.
If specific identification LIFO had
been used, the change in inventory
would have been $156,000 ( 6,000 units
x $26 —(6) in the proof —), and the
final inventory figure would have been
$336,000 ($180,000 + $156,000). On
the other hand, if one assumes that no
technological change ocurred during the
period, Exhibit 1 would be replaced by
Exhibit 3, and Exhibit 2 would be replaced by Exhibit 4.
The previous index of 2.2609 . . .

Exhibit 2
INVENTORY INCREASE

IN

BASE-YEAR COST

In ve nt or ie s

S1 8 0 , 0 0 0

Ba se -ye a r i nv en to ry a t ba se -ye a r c ost:
Cu rr e nt ye a r i nv en t or y a t b a se -y ea r c o st :

1 Unit of
Produ ct

Number of
u ni ts of
ea ch cost
com po ne nt

C o st p e r
unit of
c o st
component

T o t a l c o st
per u nit
o f c o st
co mp on en t

Ma teria l

1 .5

$5

$7.50

La bor
Overhea d

2.0

1

2 .0 0

2 .0

1

2 .0 0

T o t a l u ni t c o st a t i n ve n to r y

$1 1 .5 0

Nu mber of u nits in i nven tory

16 ,0 0 0

In c r e a se e x p r e sse d i n b a se -y e a r c o st

18 4 ,0 0 0
S

4 ,0 0 0
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Exhibit 3
INVENTORY AND COSTS— ASSUMING NO TECHNOLOGICAL CHANGES
Ba se Yea r (1 9 4 0 )

1 Unit of
Produ ct

Number of
units of
e a c h c o st

Cu rrent Yea r (1 96 5 )

Co st p er
unit of

T o t a l co st
per u nit
of co st

Number of
units of
e a c h c o st

component

c o st
component

component

component

Material

2

65

610

Labor

4

1

4

Overhea d

4

1

4

T ot a l u n it co st a t in ve nto ry
Nu mber of u nits in inventory
T ot a l c ost o f inv en to ry

would now be $44/$18 or 2.444 ...,
and the subsequent dollar -value LIFO
layer would be $264,000 ($108,000 x
2.444 . . . ) instead of $9,043. If the
firm had used specific identification
LIFO, the subsequent layer would have
also been $264,000 (6,000 units x $44)
and,the inventory on the financial statements under either method would have
been $444,000 ($180,000 + $264,000).

Co st pe r
unit of

T o t a l co st
per unit
of c ost

c o st
component

component

2
4

68

616

4

16

4

3

12

618
10 ,00 0

16,000

6180,000

$70 4,0 00

644
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no

changing technology. The illustrations inventory expressed at base -year cost is
presented in the last section reveal what $184,000. Following the assumption of
can happen when the method is used an inflationary period, the lowest possiduring a period of technological change. ble unit cost is $18. Technology proEquation 1 and Exhibit 2 are de- gressed continually throughout the
signed to express current year inventory period, but not enough to offset the inin base -year cost in order to eliminate flation (see Exhibit 1) . Therefore, asany price change effects and to deter- suming change in price or technology,
mine if a physical increase or decrease + the lowest realistic value for the current
in inventory has occurred. If technology inventory would be $18 x 16,000 units
did not change, this would be a valid or $288,000. Yet using the method
The Correction Factor
method. But combining current tech- described above and realizing that price
Tlie entire problem which can de- nology with base -year cost achieves and technological change did occur,
velop with the use of dollar -value LIFO nothing rational (except perhaps a lower the inventory value derived is $189,043.
stems from the fact that the Internal tax bill) .
The figure of $189,043 denotes nothing
Revenue Code does not account for
As illustrated in Exhibit 2, current resembling an objective LIFO determination but rather what LIFO should not
be. It does, however, result in a perExhibit 4
manent tax savings to the going concern.
The flaw in computing current inINVENTORY INCREASE IN BASE-YEAR. COST— ASSUMING NO TECHNOLOGICAL
CHANGES
ventory at base -year cost, explained
above and illustrated in Exhibit 2, is
implicit in the price index determinaInve ntor ies
tion (3) . It is this index which is used
to deflate the current inventory to a
Ba se -yea r inv ento ry a t ba se -ye a r c ost:
$ 1 8 0 ,0 0 0
base -year cost and to convert any inventory increase expressed in base -year
Cu r re nt ye a r in ven to ry a t ba se -y ea r c ost:
cost to current year cost.
Using the data in Exhibit 1, one can
Number of
Co st pe r
T o t a l c o st
compute
a revised index (the deriva1 Unit of
units of
unit of
per u nit
tion
of
the
revised index is presented in
Produ ct
e a c h c o st
of co st
c o st
Appendix B) . Substituting the necescomponent
component
component
sary data into (23) , and hence into (3),
one finds that the price index Jn is
Ma terial
65
2
610
$416,000/$184,000 or 2.2609. To ilLabor
4
1
4
lustrate how this index allowed by the
Overhea d
4
1
4
Code is a meaningless conglomeration
of both price and technological indexes,
T o ta l u ni t co st a t i n ve nt or y
618
the technological index Jt will be comNu mber of u nits in inventory
16 ,0 00
288,000
puted following equation (24) .
Again substituting the nebessary data
In c re a se e xp r essed i n b a se -y e a r co st
610 8,0 00
from Exhibit 1 into equation (24), we
find Jtto be:
35

2.2609 10,000 [(.5)5 + (2) 1 + (2)
184,000 — 180,000
or 36.7391.

11

Then J,+ , must equal:

39.00 (2.2609 + 36.7391)

index of 39.00 is applied to the inventory change at base year cost (Exhibit 2) of $4,000, the
inventory increase in current dollars,
adjusted for technology, would be
$156,000 ($4,000 x 39.00). The final
inventory would then be $336,000
($180,000 + $156,000) or exactly the
same as the specific identification method ( see page 34) .
Therefore the revised price index
which correctly reflects the changes in
the price level is 2.2609 and the tech-

If the

J,+1,

nological index is 36.7391. The "price"
index computed according to the Code
was 2.2609 but no attempt is made to
measure the technological change.
Co n c l u s i o n
As the illustrations show, the present Code allows a firm to use a method
which may result in enormous tax savings. By understating the ending inventory, a firm deducts from revenue a cost
of goods sold figure which in no way
reflects the costs incurred to produce
that revenue. If it is mandatory to present this inventory method on financial
statements to third parties without
change,3 questions of material misrepre-

sentation will arise, whenever significant
technological advances have taken place.
Finally, it is generally understood that
the only factor that should distinguish
the results of on e inventory computation from another is a change in the
monetary unit. The method allowed by
the Code certainly allows more than just
price changes to distinguish its results
from other inventory methods.
The reader should be aware that this
article in no way suggests how or what
changes should be made in the application of the dollar -value LIFO inventory
method. We ourselves believe, however,
that in many instances the dollar -value
LIF O met hod, as presently applied, is
bad accounting.

Standard Federal Tax Reporter, I I I , pp. 35, 155,
Reg. 1. 472(e).
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APPENDIX A
Let a,(t) be the number of units of cost component i u sed to mak e one unit of product in year t. For exa mple, su ppose that the produ ct has
cost components of material, labor, and overhead; then we might let at ( t) stand for the nu mber of units of material in the product in year t;
a2(t) be the nu mber of u nits of labor in the product in the year t ; and a3( t) the nu mber of units of overhead. Then if ci(t) is the cost per unit
of cost component i in year t, it follows that the current year inventory value at base -year cost is;
k

I(t) _ [

ai(t)ci(0) ] N(t)
;- 1

where k denotes the number of cost component classes and N(t) represents the physica l inventory at time t. In the three component example,

equation (1) becomes I( t) = [ai(t)cl(0) + a2(t)c2(0) + a3 (t)C3(0)]N(t). The ba se-year inventory at base -year costs is:
I(0) _ [

2.

k
a i(0 )ci(0 )]N (0 )
+- 1

The price index discussed above would be:
k

ai(t)ci(t)

3.

J=

;—i

k

a;(t)r.;(0)

Under the dolla r-va lue LIFO method the inventory cha nge AI° (a ssuming an increa se, i.e. I(t) — I( 0 ) > ( 0 ) wo u l d b e c a l c u l a t e d to be :

AI• = [I(t) — IMP

4.

Substituting (1) and (2) into (4) and factoring out common terms, we find that:
5.

k

AI° = r

[ai(t)N(t) — ai(0)N(0)]ci(0) ]J

On the other hand if the firm had used specific identification LIFO, the cha nge in inventory wou ld be calculated as:
r

Al . = L N(t) — N(0) ] F

6.

k

a`(t)ci(t) ]

—1

Assuming the existence of technological change the two methods of LIFO will achieve different results. To prove this point, let u s assu me
that:
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ai(t) = ai(0) — ei

7.

where e i > O, and represents a technological improvement with respect to component i. Substituting equation 7 into 5, we get:
k

S.

[(ai(0) — ei)N(t) — ai(0)N(0)]ci(0)

AI° _

J

i -I

Collecting terms and changing their order within the summation, we find that:
9.

i

p
I =

[ai(0 )N(t) — a i(0)N(0) — eiN(t)lci(0)

J

i -1

Splitting into two summa tions and factoring out common elements, we find further that:
I

10.

k

k

(N(t) — N(0 ))ai(0)ci(0 ) —

pl v _

eiN(t)ci(0)

J

Since N(t) — N(0) multiplies every term of the first summation, we can write 10 as:
k

11.

AV =

k

(N(t) — N(0 )) ' ai(0 )ci(0 ) — N(t)
i- 1

eici(0)

J

i- 1

Now if we multiply by J, as given by (3), the result is:
k

ai(0)ci(0)
k

Y, ai(t)ci(t)
A l l = [N(t) — N(0)l 4

12.

k

1- 1

ai(t)ci(0)
i -(

k

— N(t) z eici(0)J
j -1

If we use equation 6 it follows tha t equation 12 becomes:
k

ai(0)c i(0)
13.

k

— N(t)

L l , = L11 1
k

eici(0)J
i -1

ai(t)ci(0)
i -1

To show tha t L1 1 < pis, we ma ke u se of the following identity:
k

k

I

k

ai(oki(0)

ai(0)ci(0)

eici(0)

-,

j -1

i -1

= 1 +

14.

k

k

ai(0)ci(0) — E eici(0)

ai(t)ci(0)
i -1

k

-i

ai(t)ci( 0 )

i- 1

Then upon substituting 14 into 13, we have:
k

15.

Al v = A P — N(0 ) E eici(0 )J
j -1

Since the second term is positive under all conditions, it follows that AV < AP. Thus the dollar -value method always understates the value
of an inventory change when there is technological change and a n inventory increase.
To prove that without technological change both methods achieve the same results it is sufficient to notice that ei = O for all i a nd consequently the second term of 15 vanishes.
MANAGEMENT ACCOUNTING /AUGUST 1969
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APPENDIX B
In the following, let J be the index allowed by the Code —that is, (3) in the proof. Also let:
k

16.

T = N( 0 )

I e;c;(0)
j-1

This is pa rt of the second su mmation in 15. Therefore substituting J and T into 15 we find that:
17,

Al l = A l ' + T J

Now the problem is to find what the index should be in order to correctly compensate for price and technological changes. We will ca ll the
desired index J,,,. T herefore wha t we are looking for is an index su ch tha t:
18.
Substituting 4 into 17, we get:
19.

ILI, = ( I ( t) - I( 0 ) ) J t1„

Al l = (I(t) - I ( 0 ) ) J + T J

And since equ ations 18 and 19 equ al the same thing we get:
20.

( I ( t ) - 1(0)) J + T J = ( I ( t ) - 1(0)) J,,,,

Solving for i t,,, we get

J", = J+ J

T
I(t)

I(0 )
)

or
22.

T
+ 1(t) - I(0)

(

21

Now letting
J„ = J

23.
and:

k

N(0 )

24.

I

e,c;(0 )
1
Jc = 1(t) JT
- 1 ( 0 ) - J I ( t ) - t(0 )

the new index can be separa ted into:
25.

Jt+P = J P

+

it

which is the sum of a price index (J P ) and a technology index (J,).
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How Leverage Affects the Cost of
Capital to a Public Utility
A CRITICAL ANALYSIS ON HOW BEST TO DETERMINE THE DEBT - EQUITY RATIO THAT RESULTS IN THE LOWEST OVERALL
COST OF CAPITAL TO THE FIRM

By Robert H. Dodge
Corporate management is faced with
somewhat of a dilemma in raising new
capital for investment in fixed assets.
The capital must be secured at the lowest cost consistent with financial security. Yinancial security involves such
things as maintaining the credit of the
company and keeping the risk to the
common stockholder at a reasonable
point.
Therefore, corporate management is
vitally concerned with the answer to
these questions: What is the optimum
capital structure for the business? What
proportion of debt in the capital structure results in the lowest overall cost of
capital?
These questions are particularly pertinent in the public utility industry.
This industry has continually raised
large amounts of new capital in the past
twenty years to provide the plant and
equipment required to meet the needs
of an expanding and growing economy.
Purpose for the Paper
There is a basic disagreement among
economists about the effect of leverage
on the cost of capital to a corporation.
One view maintains that the proportion
of debt in the capital structure does not
affect the overall cost of capital. An opposing position argues that an increase
in leverage within acceptable limits will
decrease the overall cost of capital. Public utility financial managers have stated
MANAGEMENT ACCOUNTING /AUGUST 1969

that the proper debt ratio for a company
cannot be determined statistically but
should be based upon the inherent risks
of the business. Empirical studies of evidence to substantiate the economic
theories have been mainly inconclusive.
A critical analysis of the various viewpoints is presented in this paper to determine if guidelines for an optimal
capital structure for a public utility
company can be suggested. Recent experience of public utility corporations in
raising new capital is analyzed to determine if a specific theory is substantiated
by the actions of the market place.
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Importance of Leverage
Public utility company capital structures, with very few exceptions, consist
of three types of capital: funded debt,
preferred stock, and common stock.
Some corporations do not have preferred stock outstanding, but nearly
every one has issued both funded debt
and common stock.
If debt capital is a larger proportion
of the total capital structure, a larger
part of corporate earnings is required to
pay the contractual debt interest. Under
these circumstances the risk factor increases to the common stockholder. The
risk factor works in two directions: an
increased risk of declining earnings for
the equity capital if total earnings decrease, but, also, the chance of increased earnings at a greater rate than
total earnings if earnings increase. Beyond a certain nebulous point, increased
leycrage increases the risk to the debt
holder, because a decline in earnings
would be more likely to jeopardize the
interest payment when a greater proportion of the earnings is required for
debt interest payment.
The Traditional Theory of the
Effect of Leverage
Economic theory has traditionally
maintained that a moderate amount of
debt in a corporation's capital structure
tends to reduce the overall cost of capital. This reasoning is based upon the
hypothesis that debt capital costs a cor39

poration less than equity capital; therefore, a larger amount of lower cost debt
capital decreases the overall total cost.
This theory has been identified as
the net income approach.' Such an approach is based upon the assumption
that the money market capitalizes the
earnings on equity, which are the portion of the earnings available after interest and preferred dividends are paid.
Thus, the market price of common
stock results from capitalizing at the
current going rate of return the earnings available for the common stock.
Any increase in leverage within the
zone of reasonableness does not adversely affect the quality of the earnings
available for equity.
The theory contends that the cost of
debt capital increases due to the increase in risk with higher leverage, but
an increase in equity earnings more
than offsets the higher debt cost. Higher equity earnings result from the profit
produced by the additional capital provided by the additional debt. These
earnings provide for the debt interest,
with additional earnings remaining for
the common stock. When leverage exceeds the theoretical zone of reasonableness, the market value of the common
stock declines. Under these circumstances the debt ratio exceeds the money
market's appraisal of what is appropriate
for the level of business uncertainty involved in the company's operations.
Other writers explain the same theory
in different terms. Barges2 contends
that within the zone of reasonableness
increased leverage decreases the quality
of the equity capital. Therefore, the cost
of equity capital increases and must be
considered as part of the cost of the
additional debt capital. The interest
cost of the debt plus the increased cost
of the common stock are less than would
be the cost of equity capital if issued instead of debt capital. Above the zone
of reasonableness the cost of both debt
capital and equity capital increases due
to the higher risks involved to all classes
of capital.
The traditional views that increased
leverage within an acceptable range decreases the overall cost of capital and
that a change in a company's capital
structure should not change its overall
cost of capital, contemplate perfect
Ezra Solomon, The Theory of Financial Manage.
ment, Columbia University Press, New Y •k,
1963, p. 82.
Y
Alexander Barges, The Effect of Capital Struc.
ture on the Cost of Capital, Prentice-Hall, Inc.,
Englewood Cliffs, N.J., 1960, p. 12.
1
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money market conditions where risk is
determined precisely and investors
move freely between debt and equity
markets. The overall risk of the business is not changed by a change in
capital structure unless the debt capital
increases to a point where the solvency
of the company is threatened. At this
point, increased financial risk affects
overall risk. Of course, a perfect money
market with unimpeded movement between debt and equity segments does
not exist. But, theoretical conditions
are useful assumptions in analyzing
theoretical conclusions.
Recent Innovation in Theory
Franco Modigliani and Merton Miller have advocated a different theory of
the effect of leverage on the cost of
capital.3 This theory is summarized in
two propositions:
1. The average cost of capital should
tend to have the same value independently of the degree of leverage.
2. The expected yield on common
stock should tend to increase with
leverage.
The assumptions inherent in these
propositions are: (1) a perfectly competitive capital market, (2) all investors
act rationally, (3) all fines can be divided into homogeneous groups, and
(4) the business risks of all firms in
each group are the same. Several mathematical formulas are developed to substantiate the theory. In essence, the
formulas develop the yield or return to
the investor of common stock as being
made up of (1) the appropriate capitalization rate for pure equity (common
stock not subject to a prior claim on
earnings by debt in the capital structure) , and (2) the premium related to
financial risk.
The risk premium is equal to the
leverage multiplied by the difference
between the return on pure equity and
the interest rate. Thus, the yield on common stock is an increasing linear function of financial risk as measured by the
ratio of the market value of the debt
capital to the market value of the equity
capital. Therefore leverage does not
affect overall capital costs, because increased leverage reduces equity values
by an amount equal to the market value
of the additional debt capital. Reduced

equity values result from lower earnings
due to the additional interest requirements and the increased discount rate
due to the higher risk.
Modigliani and Miller's theory has
been referred to as the net operating
income approach.4 One basic assumption in this approach is that the money
market capitalizes the total earnings of
a company. Hence, a change is leverage
does not change overall capital costs
because the change in debt costs exactly
offsets the change in common equity
costs.
The theory anticipates a sort of
"homemade leverage" to offset the corporation leverage. This is envisioned as
similar to arbitrage or switching whereby investors buy and sell common stocks
as their values change due to changes
in leverage in the individual companies.
Criticisms of Modigliani and
Miller's Theory
Proposition 2 of Modigliani and
Miller's theory of the cost of capital is
basically not at odds with traditional
theory. Proposition 1 is completely at
variance with traditional theory. As is
usually true of any theory that departs
from traditional concepts, there have
been many criticisms of this approach.
The most widespread comment is
that the concept is too theoretical to be
of any practical value. The theory is not
substantiated conclusively even by the
empirical studies included in the original paper. These studies have also been
attacked as biased and statistically unsound.5
The assumption of a completely
competitive money market without restrictions is entirely unrealistic. The assumption that the market price of securities is equal to their book value is
rarely true. The arbitrage or switching
operation assumed to be performed by
investors anticipates identical risks between companies which would limit the
switch to companies of the homogeneous group and restrict the effectiveness
of this procedure.6
In summary, the net operating income approach is based upon assumptions seldom if ever encountered in
actual operations. Consequently, it has
little or no value as a basis for deter' Solomon op. cit., p. 83.
s Barges, op. cit., pp. 30.38.

Franco Modigliani and Merton H. Miller, "T he
Cost of Capital, Corporation Finance, and the
Theory of Invest ment," The American Economic
Review, June 1958, pp. 265 -267.

David Durand, "T he Cost of Capit al, Corporation
Finance, and the Theory of Invest ment: Comment," The American Economic Review, September 1959, pp. 642.645.
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mining the optimum capital structure
of a public utility.
Re vi ew of Pre vi ous Empirical
Studies
A review of the literature on the cost
of capital indicates only a limited number of detailed studies of the correlation
between capital costs and the proportion
of debt in a corporation's capital structure. The empirical studies that have
been reported substantiate the conclusions of most authorities in the field.
This conclusion is that so many variables affect the cost of capital that it is
extremely difficult to eliminate the statistical effect of all but one variable.
F. B. Allen prepared a study of the
capital costs of forty -three large electric
companies for the years 1947 and 1948.7
Modigliani and Miller made several
mathematical calculations from the data
and reached the conclusion that the
study gave no evidence of any tendency
for the cost of capital to decrease as the
debt ratio inereases.8 However, the results of the study did not conclusively
establish that the cost of capital is independent of the capital structure.
Barges analyzed the data in detail and
reached the conclusions: (1) insufficient observations were made over the
entire range of debt ratios in the capital
structures to justify statistical reliability,
and (2) the existence of bias in the
statistical data was great enough to cast
doubt on the validity of the results .9
Barges reported the results of a study
of the capital costs of sixty -one Class 1
railroads in 1954 to 1956.10 The data
was summarized in different type equations to measure varying effects by adjusting for different variables. The
correlation coefficient supported the
traditional economic theory that the
cost of capital decreases with increased
leverage. But the results were greatly
affected by one high -cost, debt -free company. The data did not support the
theory of independence between average capital costs and capital structure.
Capital costs for fifty -six industrial
corporations were analyzed by Haskel
Benishay for each of the years 1954 to
1957.11 None of the corporations had
r F. B. Allen, "Does Going i nto Debt Lower the
'Cost of Ca pi t a l '?" Financial Analysts Journal,
August 1954, pp. 97.61:
9

Modigliani and Miller, op. cit., p. 280.

Barges, loc. cit.
Barges, op. cit., pp. 61 -74.
11 Haskel Benishay, Variability in Earnings -Price
Ratios of Corporate Equities," The American
Economic Review, March 1961, pp. 81.94.

9
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preferred stock outstanding and each of
the companies reported comprehensive
and comparable income statements for
at least nine years prior to the study period. A significant correlation between
capital costs and debt ratio was reported
for two of the four years. The correlation indicated a higher debt ratio results
in a lower total cost of capital and higher
value for the associated equity capital.
But, the results were inconclusive in
the overall and were difficult to interpret. The debt ratios of the companies
studied varied to some extent with the
size of the company which could have
been more significant than any difference in risk.
These studies provide data that is informative but not conclusive. The data
is a summary of the experiences of
many companies whose capital costs are
influenced to varying degrees by many
variables not taken into account in the
studies made. Thus, previous empirical
studies do not provide any statistical
support for either of the economic theories on the relationship between leverage and the cost of capital.
General Ph il osophy of Publi c
Util ity Man agem ent
The basic philosophy of the majority
of public utility financial managers is
that the appropriate capital structure
for a corporation varies among different
industries and is primarily related to the
inherent risks of the business. The risks
of a business considered in determining
an appropriate capital structure would
include such items as:
1. Business risk —the nature of the demand for the product (steady or
fluctuating), the geographical market, the economic market, the quality of the product, and the quality
of management
2. The degree of imperfection in the
money market
3. The company's dividend policy
which may or may not affect capital
costs (Empirical studies have reached
varying conclusions.)
4. The size of the company ( Larger
companies provide the investor with
more diversification and risk spreading.)
5. Regulatory risk for public utility
companies ( Regulatory philosophy
of state or federal commissions having jurisdiction over the company.)
6. Volatility of earnings (Change in
earnings with change in economic
conditions.)

7. Operating characteristics (Operating
ratio, ratio of wages to expense, ratio
of fixed to current assets.)
Institutional investors and security
analysts are continuously appraising the
effect of changing variables affecting
the risks of individual corporations and
of complete industries. The success of a
public utility company's new financing
depends to a considerable extent upon
the rating given by these so called "sophisticated" investors.
Arguments Against Theoretical
Determinations
Economic theories on the effect of
leverage on the cost of capital make use
of the ratio of a company's earnings to
the market price of the common stock.
This ratio is valid only in stagnant situations when earnings, dividends, and
market price remain unchanged for long
periods of time.
Investors pay a current market price
for common stock on the basis of what
they reasonably expect management to
earn in the future. The related equity
cost can be determined by developing
the investor's capitalization rate or the
opportunity cost appropriate for the investment, that is, the opportunities
foregone by the investment chosen.
Such determinations are also theoretical
because they involve estimations of investor expectations which are very sub jective.12
The cost of capital cannot be determined realistically by a mathematical or
statistical formula. This is obvious because the academic world cannot even
agree upon the proper formula. Investors are not willing to accept a decrease in the rate of return past a certain
point. Regardless of the risk involved,
the interest rate on corporate bonds
will not go any lower than a reasonable
point above the interest rate on U. S.
Government bonds.
The fact that at the present time
bond interest is a deductible expense
for corporation income taxes is not a
valid argument for a high debt ratio.
This conclusion is substantiated by the
actions of corporations that are completely free to raise their debt ratios
but have not done so.
Arguments for Use of Judgment
In the final analysis the investor determines the cost of capital to a public
John J. Scanlon, "How M uch Shoul d a Corporation E arn," Harvard Business Review, January February 1967, pp. 179 -180.
12
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utility corporation. The investor's reaction to a company's position and
prospects for the future are an important consideration in the cost of marketing its securities. Investors pay the
highest prices with a resulting lowest
cost to the company for the best grade
securities. Investors consider the grading
or rating assigned to a company's securi-

ties by Moody's Investors Service.
Experience shows there is a definite
relationship between the rating established and the debt ratio of the company. A debt ratio higher than considered appropriate for an industry
increases the risk of the securities offering and results in a lower rating.
The experience of the market place
has developed a close relationship between stability of earnings by industrial
groups and the appropriate debt ratio.
Manufacturing companies as a group
have the lowest earnings stability and
the lowest debt ratio. Public utility corporations have greater earnings stability
and can safely operate with a higher
debt ratio.
Th e money market has definitely
categorized corporations according to
risk. For the period 1955 to 1964, average bond yields were practically identical for public utility corporations and
industrial corporations. The average
debt ratio for industrial companies in
this period was 16 percent; however,
the debt ratio was 51 percent for public
utility corporations.13
A public utility company's financial
variables are inter - related; so, theoretically, the cost of capital can be determined by a set of simultaneous
equations. Complete quantification of
the variables seems to be practically impossible, so judgment must determine
the proper relationship.14

St udy of Select ed El ect ri c
Power Com pa n i es
A study of the capital costs of selected
electric power companies issuing bonds
in 1964 and 1965 was made to determine if the economic theories or opinions presented previously are substantiated by the actual experiences of
corporations.
All new public utility bond financing
in the United States is listed each year
in Moody's Public Utilities Manual."'
Scanlon, loc. cit.
Eugene M. Lerner and Willard T. Carleton,
"T he Capital Structure Problem of a Regulated
Public Utility, " Public Utilities Fortnightly, July
8, 1965, pp. 27.29.
m Moody's Public Utilities Manual, Moody' I Investors Service, Inc., New York, 1965 p. s i l l .
13
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Table 1
FORMULA FOR WEIGHTED CAPITAL COST
1. Debt
Percent Debt x Interest Cost of New Issue
2. Preferred Stock
Percent Preferred Stock x (Preferred Stock Dividends _ Preferred Stock Par Value)
3. Common Equity
Percent�Common�Equity�x�(Earnings�� �Common�Stock�Market�Value)

The new bond offerings that are issued
to the public indicate the interest cost
to the issuing company. This cost reflects the coupon rate of the bonds adjusted to reflect the amortization over
the life of the bonds of any premium or
discount to the company from the sale.
The offerings are rated to indicate the
quality or grade of the bond. The rating
assigned has an effect on the interest
cost, as the higher rated bonds normally
sell at a lower comparative interest cost.
The weighted cost of capital for the
purpose of the study is determined by
costing the proportion of total capital
investment for each company at the
first of the year in which the new
financing occurs as follows:
Debt Capital: Cost to the company
of the new financing as listed in
Moody's Public Utilities Manual.ls
Preferred Stock: Ratio of total preferred stock dividends to total preferred stock par value.
Common Equity: Ratio of earnings
to market price of common stock
for two different periods of time:
(1) the year prior to the new financing, and (2) the average of the
three years prior to the new financing.
This formula is summarized in Table
1 above.
The resulting composite ratio is not
necessarily a cost of capital for rate -

making or any purpose other than this
study. It is a mathematical calculation
on a consistent basis for each company
to permit correlation of the cost of
capital ratio with the debt ratio of the
companies studied. This is a method
to determine if the composite capital
costs based on debt and common equity
market prices vary in proportion to
leverage.
The method for costing the capital
structure outlined in the previous paragraph develops ratios for debt capital
and common equity capital that represent current costs of these items as related to the market price of the securi-

ties. The interest cost of the current
financing indicates the cost of debt to
the company in terms of current economic conditions and the company's
existing leverage.
To eliminate the effect of changes in
bond yields during the calendar year the
interest cost for each company is adjusted by the ratio of monthly average
bond yields for the month of the issue
to the average yield for the year. Monthly and average year bond yields for public utility bonds are listed in Moody's
Public Utilities Manual.17
The ratio of earnings to market price
for both a one -year period and a three year period is developed to eliminate
any effect of short -term fluctuations in
the ratio. The use of this type of ratio
as a measure of the cost of equity capital has been criticized as reflecting history, when in actuality the investor purchases common stock based on future
appraisals of eamings 18 Without questioning this point of view, it would be
completely subjective to attempt to duplicate a composite of investor's individual estimates of future earnings.
Therefore, any errors in measurement
that may result from the use of current
earnings as an estimate of future earnings must be recognized as a limitation
in the study data.
Some theorists have suggested that
dividends have more effect on the market price of common stock than do earnings. A ratio of dividends to market
price would therefore be a better measure of common equity capital cost than
a ratio of earnings to market price. In
defense of the use of eamings -price ratios, Barges states that earnings not paid
out as dividends will enhance future
earnings prospects which should increase
the value of the common stock.le
Rational investors should be indifferent whether the return on common
stock investment is in terms of dividends
or capital appreciation. The study made
by Benishay indicates the value of a
1'

Mo o d y ' s op. c it., p. a5.

Is Sc an lo n , loc . c it.

1e Moody's, loc. cit.

19 Ba r g e s , o p . cit . , p . 6 .
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Results of the Study of 1964
Financing
New bond securities were issued to
the public by thirty-eight electric power
companies in 1964. One rating group
was selected for this study to eliminate
the variation in interest costs due to the
difference in rating. The largest number
of companies were in the Aa rating
group which was selected for study to
provide the largest possible number of
companies.
Authorities in the field of finance generally agree that the size of a company
and of the bond issue can affect the interest cost. To eliminate this variable to
the extent feasible and still retain sufficient companies for study, all bond issues of $25- million and over were selected.
40
Benishay, loc. cit.
si John L. O'Donnell, "Relationships Between Re.
ported Earnings and Stock Prices in the Electric
Utility Industry," Accounting Review, January
1965, p. 142.
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Table 2
YEAR 1964 ISSUES
Percentage
com m on
equit y

Company

&

&

&

&

Niagara Mohawk Power
Pacific Gas
Electric
Delaware Power
Light
Public Service of Colorado
Public Service Electric
Gas (N. J.)
Potomac Electric Power
Southern California Edison
Long Isl and Lighting
Carolina Power
Light
Consum ers' Power
Florida Power
Light
&

firm is higher with a higher pay -out ratio (ratio of earnings paid out in dividends) . The conclusion reached is that
this does not mean the investor prefers
dividends to earnings.20
Another item affecting comparability
of earnings between companies is the
use of liberalized depreciation for federal income tax. Companies using liberalized depreciation for income taxes report the effect on earnings on two different bases. The "flow -thru" basis of reporting increases reported earnings.
The "normalized" basis of reporting results in the same level of earnings that
would be reported without liberalized
depreciation. Approximately 40 percent
of the companies studied use liberalized
depreciation and report earnings on the
"flow -thru" basis.
A study of thirty -seven large electric
utilities for the period 1954 to 1961 resulted in the conclusion that an increase
in reported earnings by use of the "flow thru" method of reporting the effect of
liberalized depreciation does not necessarily affect the market price of the company's common stock.21 The study is
not completely conclusive, however. Errors that may be introduced by attempting to adjust reported earnings to eliminate the tax effect of liberalized
depreciation could exceed the bias that
may result from the use of reported
earnings. The possible effect of this item
on the comparability of data among
companies is considered in the analysis
of the results of the study.

This selection left eleven companies
in the study. Financial data for each
company was secured from Moody's
Handbook of Common Stocks22 and
The Value Line Investment Survey 23
The results of the study of the capital
costs of the eleven companies are summarized in Table 2.
The coefficient of correlation between
the percentage of debt in the capital
structure and weighted cost of capital is
.47 for the one -year earnings to price
ratio study and .61 for the three -year
study period. Thus, a moderate degree
of correlation would appear to exist.
The correlation indicates a higher cost
of capital with higher leverage.
The results are substantially affected
by one company, Florida Power and
Light, with a low debt ratio and low
cost of capital. But the results are not
statistically reliable considering the sample size which of necessity is limited to
reduce the number of variables other
than leverage. In addition, the companies in the study provide a limited range
of capital structures in that the percentage debt with but one exception vary
only from 47 percent to 57 percent.
To secure a wider range of ratios
would require the introduction of an
additional variable in the form of quality of the security. Additional variables
would destroy the attempt to study a
homogeneous group of companies.
Consideration of the data for individual companies illustrates the futility
of attempting to formulate a nebulous,
dynamic concept such as cost of capital.
Florida Power and Light Company has
the lowest ratio of debt in its capital
structure and also the lowest weighted
cost of capital. The dividend pay -out
ss Moody's Handbook of Common Stocks Moody's
Investors Service, Inc., New York, 1966.
sa Value Line Investment Survey Arnold Bernhard
and Company, New York, 1966.

32. 9%
34.9
35.3
35.5
35. 6
36. 6
37. 6
37. 8
39.3
44. 0
49.9

W eighted capital cost
1 -Year
3 -Year
earnings
earnings
price
price
4.70 %
4. 77
4. 40
4. 57
4. 82
4. 77
4. 92
4. 47
4. 40
4. 65
4. 06

4. 72%
4. 73
4. 34
4. 62
4. 96
4. 73
5. 01
4. 68
4. 55
4. 79
3. 96

ratio is consistently the lowest of any
company in the study. The low total
capital costs result from the high market
value placed on the company's common
stock in relation to current earnings.
The reasons for such appraisal cannot be
stated with certainty; but they are undoubtedly related to the good growth
potential of the service area (which includes Cape Kennedy), the favorable
nature of public utility regulation in
Florida, and the lower risk for the comman equity investor due to the relatively conservative debt ratio.
The study did not provide any indication that lower capital costs are associated with larger companies. The two
companies with the lowest total weighted cost of capital have smaller sales than
most of the companies with the highest
cost of capital.
Results of the Study of 1965
Financing
Moody's Public Utilities Manua124
lists forty -one bond offerings for electric
power companies in 1965 with the interest cost to the company reported. Of
the offerings rated Aa, three different
issues were by one company, Florida
Power and Light. Two of the three issues were eliminated from the study to
avoid undue weight for the one company. One other issue was by West
Penn Power which is wholly owned by
The Alleghany Power System, so market
price quotations are not available. After
eliminating the issues mentioned above,
eleven offerings remained in the Aa rating with issues of $25- million and over.
The capital cost data for the 1965
offerings is shown in Table 3.
The coefficient of correlation between
debt ratio and total cost of capital is .38
for the one -year earnings study period
za Moody's, loc. cit.
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and .55 for the three -year earnings period. Again, the results were heavily
weighted by the low debt ratio and low
capital cost for the Florida Power and
Light Company. Eliminating this company from the data reduces the correlation coefficient to a low degree of correlation. A correlation that can be changed
so much by one company provides inconclusive evidence.
Individual company results are
graphed on Exhibit 1, and show the unreliability of reaching conclusions regarding capital costs when using leverage as the only variable. Virginia Electric and Power Company has about an
average debt -equity capital structure but
a high value placed on common equity
shares by the securities market. This
company is classified as a leading growth
utility by security analysts because its
service territory has a diversified, rapidly
expanding economy.
The study of the cost of capital of
electric power companies issuing debt
securities in 1964 and 1965 is inconclusive on the correlation between leverage
and the overall cost of capital. Data for
individual companies strongly indicate
many other variables affect capital costs
in the public utility industry.
Summary
The proportion of debt in the capital
structure of a public utility corporation
that will result in the lowest overall cost
of capital is not subject to statistical determination. This conclusion is the result of a review and analysis of the lit erature covering economic theory of the
cost of capital, a review of previous empirical studies, and a study of selected
electric power companies issuing new
debt securities in 1964 and 1965.
Quantification of all the financial variables affecting the cost of capital is so
difficult that in the final analysis judgment based upon experience and knowledge of the business is the best guide to
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Exhibit 1
DISPERSION OF CAPITAL COST
THREE YEAR EARNINGS PRICE RATIO

Com mon
Equity

YEAR 1965 ISSUES

50
X

48
46
44
X
X

42
X

40
X

38
X
X

x

36
34
X

x

32
4. 1

4. 2

4.3

4. 4

4. 5

4. 6

4.7

4. 8

4. 9

5. 0

5. 1

W eighted Capital Cost

Table 3
YEAR 1965 ISSUES
Percentage
Company
Union Electric
Consolidated Edison of N. Y.
Public Service Electric & Gas (N. J.)
Oklahoma Gas & Electric
Pacific Gas & Electric
Nort her n Indi ana Publi c Service
Virginia Electric & Power
Southern Cali fornia Edison
Baltimore Gas & Electric
Florida Power Corp.
Florida Power & Light

a realistic debt- equity ratio. Thus, corporate management should rely mainly
on informed judgment rather than sta-

com m on
equit y
32. 9%
34. 6
36. 6
36.7
36. 9
37. 2
39. 7
40. 3
42. 5
43. 6
49. 1

W eighted capital cost
1 -Year
3 -Year
ear nings
earnings
price
price
4. 6 2%
4. 97
4. 96
4. 28
5. 07
4. 34
4. 20
4. 96
4. 71
4. 15
4. 11

4. 6 0%
5. 07
5. 06
4. 44
4. 98
4. 47
4. 27
5. 01
4. 63
4. 23
4. 07

tistical calculations in determining the
debt - equity ratio that results in the low est overall cost of capital to the firm.
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Credit Card /EDP Control of
Engineering Drawings
CREDIT CARD IDENTIFICATION IS EMPLOYED IN ENGINEERING TRANSACTIONS

By Lawrence E. Houk
The use of plastic credit cards by employees with control through EDP
helped to solve many problems connected with the issuance, retention, and
return of engineering drawings. This
step was taken mainly because of
mounting costs incident to insuring that
production personnel are working to the
most current engineering drawing revision. Our company explored the problem and found the answer basically
with tools already available. The system
that was developed was based on three
already established and available tools:
"Credit cards" issued to production
personnel, an EDP drawing status control, and an organization and manpower
control system.
Originally, a system was employed to
control drawing issuance via a central
document control organization. This
organization maintained files of released engineering drawings, initiated
reproduction of required copies, made
initial distribution to affected parties,
and maintained various substations
throughout the shipyard in which duplicate copies of current drawings were
maintained. All records kept by the
function were manual, including information as to issuance of drawings to
individuals.
This system was reasonably effective
in assuring usage of current drawing
revisions as long as production was
limited in quantity and diversity, and
employment was reasonably stable. It
was found, however, that as production
volume increased, with a growing comMA N A G E M E N T AC CO UN TIN G /A UG US T 19 69

plexity in the number and types of
ships, that the old methods of control
were not always one hundred percent
reliable. An increased number of trainees and apprentices, shortages in critical
production crafts, slippages in delivery
schedules, and other factors all combined to make the effectiveness of the
distribution system suspect. Notices of
engineering revisions were generally
being prepared promptly by the substations and were forwarded to production, but it was often noted that an employee charged out with a drawing requiring replacement had been transferred to another area or was no longer
with the company. In addition, physical
transfers of blueprints between crews
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were being made without being noted
on Blueprint Control Substation records.
Ma n power a n d Tool Control
With the increase in production and
number of employees on the payroll,
"back of the envelope" type records of
manpower assignments and control became rapidly obsolete. Manhours and
manning budgets as well as performance
reports were developed. Manpower assignments and location control was also
developed using EDP records based on
a four -digit organization code number
designating assignments to a particular
ship, slab, shop, or service organization
( Exhibit 1 next page) .
The increase in production and manpower had also necessitated the establishment' of a "credit card" system for
tool issuance and return. Essentially,
this was a system which required that a
plastic embossed "credit card" be presented by each production employee at
the tool crib at the time he was issued a
tool or returned a tool to the crib. This
card (see Exhibit 2) imprints the employee's badge number, name, and other
fixed information onto the document
that contains the variable information
involved in the tool issuance or return
transaction. This already established
system and the possession of a "credit
card" by each production employee was
an essential ingredient to the engineering drawing usage control system that
was developed.
System Concept
Concern over the problems already
45

hands of production people. Combining
readily obtainable employee identification data with plan (drawing) status
data and using a magnetic tape sorting
and matching procedure to highlight
exceptions is the essence of the "credit
card" drawing control procedure that
was devised. The procedure is such that
when a drawing change is released by
engineering, the information is injected
into the computer system where it
matches with employees identified as
having the drawings being amended in
their possession, and prints out a notice
of revision addressed to the affected employees.

Exhibit 1
PRODUCTION ORGANIZATIONAL
CODING
(Sample)
Code No.

Description

3117

DEG -3
Ship Outfitting
DE -1048
Shi p Out fi tti ng
DE -1050
Shi p O utf itt ing
LPD -9
Shi p O utf itt ing
LPD -10
Shi p O utf itt ing
AG(EH)
Shi p Out fi tti ng
Ship Repair
Crane Operators
Scalers
Painters
Riggers
Shipwr ights
Plate Shop
Machine Shop
Pipe Shop
Sheet Metal Shop
Electric Shop
Electronic Shop
Slabs —Yard 1
Slabs —Yard 2
LPD -14
Steel Construction —Hull
LPD -15
Steel Construction —Hull

3120
31 21
3122
3123
3125
32 00
33 11
3316
33 21
3323
3328
34 01
3402
3403
3404
3405
3415
35 01
35 02
35 14
3515

Exhibit 2
CREDIT CARD SAMPLE
An CO O fINCTM C .
OIN CONSTpC110N CO.
N1R LAM ARC S. W .
Sums. t11511 MI34

TOOL M cm
90
L.E.

637452
HOUR

1200

revisions released by engineering for
reproduction and usage. A one -day lag
is included in the system to allow for
reproduction of the revised drawing before it is injected into the EDP system.
The E DP Department processes
these inputs daily and generates a
"Notice of Revision" as indicated in
Exhibit 4. This is a notification to the
drawing holder that his drawing (or
drawings) have been revised. These
forms are forwarded to the central document control organization each morning where they are sorted as to production organization and location. They
are then delivered to the appropriate
production supervisors, who in turn
distribute them to the affected employees.
Upon receipt of an NOR (notice of
revision) , the employee is required to
go to the nearest substation and pick
up the "Engineering Revision Notice"
if the drawing is not completely revised,
or the superceding drawing issue if the
drawing has been completely revised. In

S ys t e m De s cr i p t i on

mentioned and the possibility of costly
rework directed our attention to providing better control of the engineering
drawings. In analyzing the problem, one
of the alternatives that presented itself
was to control the issuance and return
of drawings by using the existing tool
control "credit cards" already in the

° A-nn

Under this system, engineering drawings are issued to production people at
various blueprint (drawing) substations
throughout the shipyard. When jobs
are completed, the drawings are required to be returned to the substations.
For either drawing issuance or return, a
"Drawing Issue /Return Notice" (see
Exhibit 3) form is prepared by the substation Blueprint Control Clerk and
imprinted with the employee credit
card information. The responsible employee's credit card is required for all
transactions and the substations are
equipped with the appropriate imprinting devices. The transaction cards,
checked to indicate issuance or return
transactions, are forwarded for keypunching each day.
Concurrently, in normal operation,
the drawing status files are up -dated for

Exhibit 3
DRAWING ISSUE /RETURN NOTICE

94

269703
CORBETT
D.

DRAW ING

1050

ISSUE / RETURN
NO T I C E
0
V

PLAN HAS BEEN
V

.0
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I

I

I

I

I

N

CONTRACT

CONTROL 570.

J

ID.

NO,

I

I

I 4 l

o

1 4 , 4 1 0

1 3 1 1,

LSCC PLAN
NUMAN

L 0_ L1 J
SHEET
NO.

1C I

I

I

I

1

REVISION

I

I L _ L

1

lssu }D - e

J

QUANTITY

v
A

RETURNED -A

CHECK ONE

SUB ST AT I O N COMPLETE THIS SEC T I O N

C O N Tl R7 1 1C OSS
N {T R1O L{
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the latter case, he is required to turn in
the old drawing. These issuance and
return transactions are recorded on the
forms, credit card imprinted, and forwar ded to EDP t o upd ate th e M ast er
File Tape to show that the required
transfer actually has been accomplished.
E x c e p t i on Re p or t i n g
To assist production management in
assuring that production personnel actually do respond to the revision notification and do in fact take action to
obtain the required revised drawings,
the system provides three weekly excepti o n r e po r t s ( see E x h i bi t 5 ) :
1.

L o c a t i o n Change Report. This is a

listing of employees who have been
transferred through the reassignment system but who as yet have

ings, as well as tools and equipment,
there are occasions where this does
not happen such as when an employee permanently fails to report to
work. In this event, when payroll
severance data is processed through
the system, it transfers the exception
to this exception tape which must
be manually cleared by production.

not cleared out drawings charged to
them in the old location. This is an
exception report to assist responsible
managers in clearing discrepancies.
2. Non - response to NOR. This is simply a listing in employee and location sequence that indicates revision
transactions that have not cleared
through the system. Causes for this
may be illness, vacation or temporary transfer of the employee without clearing drawings through the
ship substations. The tape is furnished to production supervision to
investigate and clear the exceptions,
as appropriate, to assure that their
people have current tools.
3. Terminated Employees —Non Clear.
Although procedures require terminating employees to clear out draw-

Co n c l u s i o n
This illustration of a control system
is an example of a good problem analysis
and maximum utilization of available
tools to resolve the problem. Results of
the system's usage to date indicate that
it has accomplished its objective of providing insurance against costly rework at
minimum expense by expanding the appli ca t ion of ex ist ing sy ste ms.

Exhibit 4
NnT ICF n F DRAWING REVISION

12 -11 -67 I NUMBER
I

U E D AT E

NOTICE Of
DRAWING REVISION
..

■ A D O [ NO .

2b8957

E MP L OY C C N A M[

I

P C GORDON

O C P T.

I

CRA F T

1 3123
C ONTRA C T
I•D.

PLAN DESCRIPTION

won MACHY RM 2 UPPER LEVEL DETS

I CL A S S

PLAN HOLDERS NOTICE
(Sea Back For Inst.)

13 j 7 l
C O NT RO L
SE QUE NC E

LS C C P LA N

I

NO.

NO

P L A N HAS B E E N
I

3024 -061

03
RE V I S I O N

S HE E T

I

P R O D U C TI O N
NE E D

DA TE

01

C

O U A N TI TY
'S S UE D

i

* PP3

UP D A T HD

RE TURNE D

A

SUS S TA TI ON
CHE C K ONE

EN G, R E V . N OTIC E S
LS C C 2 83 0

Exhibit 5
WEEKLY EXCEPTION REPORTS
DRAW ING T RACKING SYST EM— LOCATION CHANGE REPORT FOR CONTRACT 03 LPD 9 AN D 10 W K ENDING DATE 12 -08 -67
PAGE 1

E78A

MAN N
261397

NAME
LG BARBER

CFT
17

C
7

LOCATION
PRIOR /PRES.
3123 3403

CONTROL
SEQ. NO.

LSCC
PLAN NO.
5082 -039

SHT
A
01

REVISION
PP5

ENGINEERING REVISION NOTICES
RL -2219
RL -2862 RL -3279

DRAW ING TRACKING SYSTEM —NON RESPONSE T O N.O.R. FOR CONTRACT 03 LPD 9 AND 10 W K ENDING DATE 12 -08 -67 PAGE 11 E78B
SHT
LSCC
LOC/
QTY CONTROL
p
REVISION ENGINEERING REVISION NOT ICES
CFT C DEPT ISSUE SEQ. NO. PLAN NO.
N AME
MAN N
2072 -023 0 1 *CANCLD
1
5 3123
NR RUTHERFORD 22
270 240
*RL -3517
01
PP2
2002. 003
1
NR RUT HERFORD 22 5 3123
27 02 40
RL -2379 RL -2860 RL -2912 RL -2938
01
PP5
5052. 017
1
NR RUTHERFORD 22 5 3123
270 240
RL -3170 RL -3255 *RL -3429
27 02 91
JW MARSTEN
22 7 3123
1
5112 -020
01
*PP7
DRAW ING T RACKING SYSTEM — TERMINAT ED EMPLOYEES FOR CONTRACT 03 LPD 9 AND 10 W K ENDING DATE 12 -08 -67 PAGE 3 E78C
SHT
LSCC
QTY CONTROL
LOC/
REVISION ENGINEERING REVISION NOT ICES
CFT C DEPT ISSUE SEQ. NO. PLAN NO.
A
NAME
MAN /
PP2
RL -2084
01
5202. 002
1
22 7 3123
W M W RIGHT
266279
*PP7
RL -3403
RL -3428
01
2112 -010
1
22 7 3123
JA COLLINS
268 206
PP2
2112 -003
01
1
22 7 3123
JA COLLINS
26 82 06
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Barter Accounting
in the
Puerto Rican Sugar Industry
PUERTO RICAN CANE GROWERS TRADE THEIR CROP FOR SUGAR, MOLASSES OR CASH

By Josh Casal
In the government regulated Puerto
Rican sugar industry, cane planters may
receive as consideration for the cane
they supply prescribed quantities of the
industry's products. The transaction is
not accounted for in a similar manner
in the income statements of all sugar
manufacturing companies. This naturally reduces the comparability of statements of companies giving different
treatments to the transaction. Far less
obvious is the fact that direct comparisons may, in certain cases, not be
practicable between companies following the same method or, strange as it
may seem, even between the same company's statements for different years.
The information generally divulged
on barter accounting is so limited as to
be almost nonexistent. The treatment
for external reporting purposes of transactions in which money is not the main
consideration received or to be received
by at least one of the parties to the
transaction is almost ignored in accounting literature.' There seems to be no
explanation for such striking dearth of
technical attention: barters, defined as
trade by exchange of goods or services
A major part of the information about barter
accou nt .., practices in other industries reviewed
to prepare this article was obtained from readers
Of MANAGEMENT ACCOUNTING as a service of the
Research and Technical Service of NAA.
I
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without the use of money, are not uncommon. Barter transactions are found
in many businesses and are often significant, not only in the case of particular companies, but for whole industries
such as oil, chemicals and television.
In this article we shall review the odd
situation observed in the Puerto Rican
sugar industry discussing the merits of
different manners of accounting for the
transaction, in their practical aspects
and in the light of applicable account-
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ing principles. The preferable method
will be the sought -for answer.
The Industry and the Transaction
Puerto Rico's major crop is sugarcane
which is processed to obtain raw sugar
by approximately 20 sugar mills, most
of them owned and operated by independent companies. Except for a small
portion refined for local consumption,
all of the sugar is usually sold to refiners
in the Continental United States at
prices c.i.f. (cost, insurance, freight)
eastern ports. Blackstrap molasses, usually the only by- product, is sold at prices
f.o.b. (free on board) sugar mill, mainly
to local rum distillers and animal feed
manufacturers.
In accordance with long established
practice, payment for the cane delivered
by the,planter to the processor is made
either by shares of the sugar and molasses produced, or by the payment in cash
of the fair value of such shares. The
following quotation from applicable
government regulations2 sets forth in
more detail the particulars of the transaction:
"b) Payment for sugarcane. (1) The
payment for net sugarcane delivered by
the producer to the processor shall be
United States Department of Agriculture, Agricultural Stabilization and Conservation Service;
S877:18 Fai r and reasonable prices for the 196566 crop of Pue rto Ri can sugarcane ; Fede ral Regi ster, January 7, 1966.

2
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made either by the delivery to the pro- counting for the transaction. The last
ducer of his share of raw sugar or by the two columns give comparative figures
payment to the producer of the money assuming the transaction under review
value of his share of raw sugar, which- did not exist and all planters were paid
ever method is agreed upon by the pro- in cash, all other factors remaining unducer and the processor. . . . (4) If changed.
As may be observed, the choice of
settlement with the producer is made in
cash, the processor shall pay to the pro- method does not affect the amount of
ducer the money value of his share of net income reported. The only change
raw sugar determined on the basis of is in the costs and revenues entering
the price of raw sugar converted to an into its determination and in the corref.o.b. mill price by subtracting there- sponding relationships. This fact, howfrom the admissible deductions for ever, does not diminish the importance
selling and delivery expenses on raw of choosing the right method; unless
cost and revenue figures are appropriate
sugar....
"c) Molasses payment. For each ton the information is critically deficient
of net sugarcane delivered the processor and the income statement consequently
shall either deliver to the producer 66 fails to give a fair presentation of r6percent of the average production of sults of operations.
blackstrap molasses per ton of net sugarcane processed at each mill or shall pay Net Presentation Method
Under the net presentation method,
to the producer the money value of such
quantity of molasses, whichever method the exchange of products for cane is
is agreed upon between the producer ignored in determining the amounts of
and the processor. If settlement with costs and revenues. Only the proceeds
the producer is made in cash, such set- from the products the company keeps
tlement shall be based upon the average are reported as revenue.
This treatment causes distortions
gross sales price of molasses less the
admissible deductions for selling and which are the curse of the net presentation method. Looking at the figures in
delivery expenses."
Exhibit 1 outlines the income state- Exhibit 1, we may see that shipping
ment presentation for the same set of expenses and cane purchases are matefacts under four different forms of ac- rially, but not proportionately, lower

than if the entire cane supply had been
paid for in cash.
The application of the net presentation method results literally in leaving
millions of dollars out of the costs and
revenues reported in the income statements of sugar companies in Puerto
Rico. Furthermore, as suggested by the
comparisons with the all- planters -paidin -cash column, whenever the proportions of the cane supply liquidated in
kind are not similar, meaningful direct
comparisons are not practicable. Not
only will the gross amounts in the income statement be likely to mislead but
also the relationships between costs and
revenues will be distorted.
The True Nature of the
Transaction
The confusion is even greater when
quantities of cane ground, yields, ratios
of revenue, cost and profit, and other
related statistics accompany the financial statements in annual reports to
stockholders or in other detailed reviews
of operations. Comparisons between
companies or between years of one
company are meaningless unless the information in the financial statements
is definitely related to these statistics.
The evident reason for the prevalence
of the net presentation method is an

Exhibit 1
INCOME STATEMENT OUTLINE
407o of the cane supply paid in kind

All plante r s paid in c ash

C.I .F. Ba s i s
Net
presentation
method
00 0 's
Reve nue -Sugar and
mo lasse s pr o duc e d

Net inco me be fo re
tax

%

$4,572' 100.0

Co s ts a nd e xp e n se s:
Shipping e xpe nse s
Cane purc hase s
All othe rs

439'
2,116'
1,820

0 0 0 's

95.7

197

4.3

%

$5,983' 100.0

9.6
46.3
39.8

$4,375
$

Gro ss
presentation
method

Exc hange
method

439
3,527'
1,820
15,786
$

197

7.3
59.0
30.4

0 0 0 's

%

16,132' 100.0

588'
3,527
1,820

Mo dified (F.O.B.)
exc hange method
0 0 0 's

%

$5,544" 100.0

Sugar revenue on
C. I . F . B a s i s
F.O .B. B a s i s
0 0 0 's

%

$6,132 100.0

0 0 0 's

%

:5,544 100.0

9.6
57.5
29.7

3,527
1,820

63.6
32.8

588
3,527
1,820

9.6
57.5
29.7

3,527
1,820

63.6
32.8

$5,347

96.4

$5,935

96.8

$5,347

96.4

3.6

$ 197

3.2

$ 197

3.6

96.7

$5,935

96.8

3.3

$ 197

3.2

$

197

'Value o f r a w sug ar (c .i .f.) and mo l asse s av aila ble fo r sale by c o mpany.
2 Expense s fo r transpo rtation o f sugar, inc ur red by c ompany or de ducte d fro m the g ross amo unt inv oiced. Substantially the
diffe r e nc e be twe e n c . i.f. v alue and v alue f.o .b. mill.
'Pai d in c as h t o pl ante r s. Equal to the mone y v alue o f the ir shar e o f sug ar and mo lasse s pro duce d.
'Includes (in additio n to the net pr e sentatio n me tho d fig ure ) the mo ney v alue o f sug ar and mo lasse s de live r e d to plante r s to
pay fo r c ane supplie d.
'Inc lude s (in addition to the e xchange metho d figur e ) impute d shipping e xpe nse s.
'Value at f.o.b. sug ar -mill pr ice s. Shipping e xpe nses are deduc te d to arr iv e at the sug ar and molasse s pr o duc e d fig ur e .
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understandable reluctance to let costs
and revenues include amounts not supported by the objectivity of cash movements. It could be contended, however,
that when sugar and molasses are delivered to the planters, payment is not
being made for cane received but that
the true transaction is the reverse. According to this train of thought, the
processor would be keeping his share of
sugar and molasses produced, either as
payment for the service of processing
the cane or as part of a pooling of resources arrangement under which the
planter contributes his cane and the
processor his services, each keeping
shares of the products.
A review of the description of the
transaction given earlier in this article
shows that this contention has no base:
government regulations clearly state
that products are delivered to pay for
sugarcane received. Should we ignore
this evidence and, for the sake of argument, accept the above contention, it
would then follow that to be consistent,
the same contention would have to apply when the cane supply is paid for in
cash. This, as we will see, leaves the
issue gored by the horns of a dilemma.
If payments made to planters liquidated in cash are not considered to be
for cane purchases, what are they then
for? They would correspond to re- acquisitions by the sugar company of its products for resale. Needless to say, cash
liquidations are never viewed in this
manner but are consistently accounted
for as mere cane purchases. The true
nature of the transaction as we see it is
thus tacitly acknowledged by all.
Supplementary Disclosures
It is customary for income statements
that follow the net presentation method
to include, in the body of the statement
or in accompanying notes, additional information regarding the exchange of
cane for products.
Supplementary disclosures, however
useful, do not cure the shortcomings of
improper presentation. Even if all the
necessary information were given, and
every statement reader knew how to
incorporate the missing costs and revenues where they belong and was
willing to take the trouble, the net
presentation method would remain an
inferior alternative and, hence, an unacceptable one.
Summing up, the transaction reviewed in this article, consists of the
50

delivery of finished goods in exchange
and in payment for the raw material.
It represents a barter, a trade without
the use of money, an exchange of unlike things.
Exchange Method
When unlike things are exchanged,
the general practice observed in accounting for barter situations in other
industries is not to ignore the transaction because it was not paid for in cash,
but rather to fully record a cost and,
where applicable, a corresponding revenue. A few sugar companies in Puerto
Rico follow this practice which we will
designate as the exchange method. Its
results are illustrated in the second column of Exhibit 1.
To dispel any fears of lack of objectivity_ let us emphasize that costs are
not, in good barter accounting practice,
set t i p at arbitrary amounts. The values
fit a definite rule contained in a pronouncement of the American Institute
of Certified Public Accountants, which,
although not concerned with barters
as a modus operandi, lends authority to
the underlying accounting conception.
The rule is that in the case of non -cash
acquisitions cost may be considered as
being the more clearly evident of (1)
the fair market value of what is given
or (2) the fair market value of what is
received.a
For the specific transactions reviewed
in this article the choice is between (1)
the realization value f.o.b. mill of the
products delivered and (2) the "money
value" alternative payment for the cane.
There can be no doubt that the latter
should be used, being the more clearly
evident. It corresponds to the amount
that would have to be disbursed if the
planters elected, as most of them do, to
be paid cash for the cane supplied.

As we may see, the differences reflect
the fact that revenues are a mixture of
(1) c.i.f. prices of products sold for
which shipping expenses are set separately as costs and (2) net (f.o.b. mill)
money values for products delivered to
planters for which no shipping expenses
are incurred. One way to avoid them
would be to gross up the money values
by addition of imputed shipping expenses. This manner of handling the
transaction, designated as gross presentation method and illustrated in the
third column of Exhibit 1, allows meaningful direct comparisons regardless of
changes in the proportion of cane purchases liquidated in kind.

Gross Presentation Method
No other method follows barter accounting principles more closely than
the exchange basis method just reviewed. However, although we have
substantially greater comparability, the
results, as we can see, are somewhat
different than what they would be if all
the planters were paid in cash. The
corollary is that although the amounts
involved are significantly smaller, direct
comparisons may still be misleading
whenever different proportions of cane
purchases are liquidated in kind.

Modified (F.O.B. Mill)
Exchange Method
Although we have managed to work
out a method that produces fully comparable income statements, we may not
have arrived at the answer yet, for our
means of obtaining this result may be
questioned. The inclusion of imputed
elements of cost and revenue may be
contested as arbitrary. Many accountants are not yet sold on this approach,
as not finding any followers for the
gross presentation method in the financial reports reviewed seems to corroborate.
The optimum solution may lie in the
fourth method in Exhibit 1, the modified (f.o.b. mill) exchange method.
This method not only solves the comparability problem but, unlike the gross
presentation method, is free from any
taint of arbitrariness and has a following
in actual practice. The changes that
cure the practical defects of the exchange method as originally presented,
are rather simple.
Under the exchange method, part of
the revenue included in the income
statement was c.i.f. and part was f.o.b.
sugar factory. Revenue was at c.i.f. values for sugar exported, with material
amounts of related shipping expenses
included among costs. For molasses sold
and for sugar and molasses delivered to
planters, as to which no significant
shipping expenses are incurred by seller,
revenue was at f.o.b.- sugar- factory values.
Under the modified (f.o.b. mill) exchange method, all revenues are instead
presented on an homogeneous basis, at
f.o.b. sugar factory values. As may be
seen in the fourth column of Exhibit 1,
the effect is that shipping expenses no

Paragraph 4, Chapter S, ARB 43 of the Committee on Accounting Procedure of the AICPA.

Continued on page 53
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Statistical Sampling and Auditing;
STATISTICAL SAMPLING ENABLES THE AUDITOR TO DEMONSTRATE, OBJECTIVELY, THE ADEQUACY OF HIS TESTS

In an audit, the auditor's objective is
to make an examination that will enable him to express an opinion on the
financial statements of the company
under review. How does the auditor
accomplish his objective? According to
the standards of field work, in generally
accepted auditing standards, there are
three things he must do:
The work is to be adequately planned,
and assistants, if any, are to be properly
supervised. There is to be proper study
and evaluation of the existing internal
control as a basis for reliance thereon
and for the determination of the
resultant extent of the tests to which
auditing procedures are to be restricted.
Sufficient competent evidential matter is to be obtained through inspection,
observation, inquiries and confirmations
to afford a reasonable basis for an
opinion regarding the financial statements under examination.
Evaluation of internal control, analysis of accounts, and test of transactions
will be performed whether statistical
sampling is used or not.
Before statistical sampling came into
use, the auditor selected and evaluated
samples by using his judgment. Some
,arguments have been advanced indicating that this is the best method for
sample selection. Some people think
that experienced auditors know where
to find errors and should not have to
make a random selection.
I think nobody will argue that an auditor's judgment is unimportant. Statistical sampling is not a substitute for the
auditor's judgment, but supplements it.
MANAGEMENT ACCOUNTING /AUGUST 1969

The only area in which the auditor will
not have to exercise judgment when
using statistical techniques in sampling
must be random, and the sample size
will be detennined by formula. The experience and intuitive feelings of the
auditor are important with respect to
what and where to sample. Moreover,
the extent of sampling will depend on
the auditor's appraisal of the internal
control.
Robert Trueblood states that statistical sampling is done in four stages:

nation of the adequacy of the sampling
results in terms of the auditor's judgment or intuitive appraisal of precision
and reliability requirements."'
Before these four stages are discussed,
some terms should be defined:

"The application of sampling approach
to audit problems involves four distinct stages. The first stage is referred
to as the design process. The next stage
is the drawing of the random sample
itself. The third stage is the statistical
evaluation of the information obtained,
having used a random sample. The final
stage in the application of statistical
sampling has to do with the determi-

Sample Design
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Reliability level: Minimum mathematical probability that errors in the population do not exceed a certain limit
Monetary precision: Maximum amount
considered not material in relation to
populations or financial statements

MONETARY PRECISION. The first thing
the auditor must do in the designing
process is- to determine the monetary
precision desired. Formulas have been
derived whereby the auditor can specify
the monetary precision desired, and
compute the sample size necessary to
achieve a certain reliability level.
Deciding on monetary precision is
the most important step in sample design because in this way the audit purpose is stated objectively. Materiality,
the prime consideration in determining
monetary precision, can be defined as
the relative importance of an item.
Many different bases may be used to
determine the amount that is material —
for example, net income, total assets,
sales, or the amount of a particular account. If the auditor decides on an
amount that is material in relation to
financial statements, he does not have
to-use this monetary precision for all
sample plans on the engagement. In
examining different populations he may
use different monetary precisions.
1

Robert M. Trueblood, "Auditing and Statistical
Sampling," loumal of Accountancy, April, 1957,
p. 49.
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Sample Selection
The second stage in a statistical sampling approach is drawing the sample.
In sample selection, preliminary planning is important to decide on the most
efficient way to select the sample. For
statistical assurance, a selection method
must be used that precludes bias and
provides an equal or determinable
chance for each item in the population
to be included in the sample. The auditor should review the arrangement of
the population and choose a method of
selecting the sample from the statistical
methods available.
Without losing any statistical validity,
statistical selection methods can be applied to populations that have been
stratified or to the population as a
whole. Applying a systematic selection
method to the entire population usually will produce a more efficient sampling method.
If the items are prenumbered, randomness can be obtained by using a
random - number table. This method is
generally slow and inefficient, especially
as the number of strata and sampling
rates increase. If the population is not
prenumbered, to permit the use of
random numbers for selection, the items
must be assigned numbers.
Systematic selection of items is effected by following a repetitious pattern. Once the random - starting number
is determined, a constant sampling interval is maintained between sample
items. One thing the auditor must be
careful about is a population that has a
recurring pattern. For example, if a I%
sample is to be selected from a payroll
of 100 people that is prepared in the
same order each period, the auditor
may examine the checks of just one
person. In accounting data, recurring
populations do not happen very often,
but the auditor should be alert to this
possibility.
If systematic selection is used it does
not matter whether the population is
numbered or not. To eliminate bias,
random starting numbers should be
used. Random - number tables can be
used to obtain the random starting
point. Also, the terminal digits of the
serial numbers of a dollar bill can be
used for this purpose. Icosahedron dice
may also be used to obtain random
starting numbers.
Possibly the easiest systematic selection method to apply is to use terminal
digits. First, the sampling intervals must
be converted to rates, and terminal dig-

its can then be selected to yield these
rates. A one -digit number will yield a
rate of 10 %. Half the time this number
will be preceded by an even number;
the other half it will be preceded by an
odd number. These two properties can
be combined to yield different rates.
The difference between this method
of selection and using random numbers
for selection can be illustrated by the
rate of 11 %. Using random numbers,
the auditor would have to select eleven
two-digit numbers. With systematic selection, this rate can be obtained by one
two-digit number and one one -digit
number.
A rate of .05 can be obtained by selecting a two-digit number, such as 41.
The auditor would select every item
ending in 1 preceded by an even digit
since the 4 is even. To prevent any bias
from affecting the selection the odd or
even property should be determined on
a random basis.
Digits may also be selected for items
to be eliminated. If the rate desired is
.90, a two -digit number may be selected
—for example, 11. All items ending in
1 would be included in the sample except 11, giving an effective sampling
rate of .90.
The basic procedure of systematic
selection is counting the interval between items to be selected for the Sample. If intervals are small, it is an efficient
selection method. The efficiency decreases as the interval increases.
The counted interval result can be
achieved by techniques other than by
actually counting the number of items.
Items can be selected from fixed positions in the records. For example, if the
records have 40 items on a page, a sampling interval of 40 can be obtained by
selecting one item on a page. The position line to be selected should be determined at random.
If the population is on an adding machine tape, the counted intervals can
be obtained by preparing a tape with
the lower cut-off numbers in the proper
positions. The tape with the cut -off
number would then be compared to the
tape of the population, and items would
be included in the sample if they were
larger than the number on the sample selection tape.
When items are unnumbered, one of
the counted interval methods will probably be used to select the sample. With
a little imagination, the accountant can
choose an efficient method to select a
random sample.
or

Although materiality is the prime
consideration in determining monetary
precision, client expectations may have
some influence on the final determination. The client may request that the
auditor do more work in certain areas so
precision might be adjusted downward.
R E L I A B I L I TY . The next thing that
must be done in the design process is to
determine that reliability factor. It is
determined by an evaluation of the potential effectiveness of the internal control. If the internal control is good, the
auditor does not have to test as extensively as he would if the internal control
is weak.
S TR A TI F I E D S A N I P L I N G . After the monetary precision and the reliability level
have been determined, the auditor must
decide whether or not to use stratified
sampling. To stratify means to divide
the populations into subgroups on the
basis of the monetary size of the items.
The reason for stratifying is to permit
the sampling of items of different size
at different rates. This arrangement increases sampling efficiency and will not
affect the reliability.
Adding a stratum to the sample design will usually decrease the total sample size of the items that will be examined. On the other hand, increasing the
number of strata will usually make the
selection of sample items more difficult
and therefore will take longer. The number of strata in any sampling plan must
be determined by considering the time
it takes to select the sample and the
time it takes to examine the number of
items selected.
Cut -off points describe the boundaries of a stratum. How does an auditor
determine what cut -off points to use?
The best way, if it is feasible, is to review the population and determine generally what the range of the population
is and what group has the largest number of items.
For example, if an auditor reviews
the population and sees that most items
are below $1000, he may set $1000 as
the cut -off point, select every item over
$1000, and sample everything under
$1000 at a certain rate. This would be
a two-strata design. If the auditor wants
to go further and have a three - strata
design, he may pick another cut-off under $1000 and sample items below this
cut -off at a lower rate. Further stratification is of course possible.
After the sampling intervals or the
cut -off points are computed, the sample
design process is complete.
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Evaluation
After the sample has been selected,
the accountant must examine the items
and determine whether they are proper
or incorrect. In this job, statistical sampling will not help. The auditor must
define an error and must recognize the
error when he sees it.
After the auditor has examined the
sample items and determined the number and amount of errors, he has come
to the third stage of statistical sampling,
evaluation of the information obtained.
With the use of tables and the number of errors in the sample, it is possible
to estimate the probability of a certain
error rate in the population. Also,
amounts of errors can be used to determine an adjusted monetary precision or
adjusted reliability level.
Of course, if no errors are found, the
reliability level and monetary precision
are the same as originally designed.
After the auditor has estimated the
number of errors or computed the adjusted monetary precision, or computed
the adjusted reliability level, he goes
into the final stage of statistical sampling— determination of the adequacy
of the sampling results. Here again, the
auditor must use his judgment and decide if he will accept or reject the sam-

ple results as representative of the population.
If errors are expected in the sample —
for example, in the search for unrecorded
liabilities —it is a good idea to lower
the monetary precision in the design
process. Then when the sample results
are evaluated, the adjusted monetary
precision or estimated error rate might
be acceptable.
Areas of Application
Before these sampling techniques can
be effectively applied in auditing, a concentrated effort by accountants to understand them is required. Auditing is
a field that requires a careful study by
statisticians as well. It has been argued,
and I think rightly so, that statistical
sampling does not apply to all areas of the
auditor's examination. Some accounts,
such as long -term debt, capital stock
and earned surplus will probably be analyzed in detail. But many areas exist
where statistical sampling can be used
to great advantage. These areas are described in the following:
"Theoretically, the statistician's tools
can be applied to any area of audit examination where it is desired to reach a
conclusion concerning the effectiveness
of a system of internal control or the

accuracy of a mass of data, accounts,
etc., without inspecting all of the transactions or items which will be covered
by the opinion." 2
The application of statistical techniques to auditing provides an objective
procedure and could lead to more explicit auditing standards for sampling.
So as far as sampling is concerned, objective sampling removes subjective influences upon the auditor that may be
detrimental and not present in the auditor's consciousness. If not recognized,
these subjective influences could be very
dangerous.
Conclusion
In conclusion, it seems that statistical
techniques are suitable for many areas
of auditing. The most important advantage of these techniques is to enable
the auditor to demonstrate, objectively,
the adequacy of his test; they do not
replace his judgment on the more important aspects of sampling such as the
precision desired and the reliability of
internal control; it may also help him
to be more explicit in these areas.
• R o b e r t W. Johnson, "S ta t is t ic a l Tec hn i qu
U e s N ee d

Deeper Study Before They Can Be Useful in
Audit ing," Journal of Accountancy, September,
1953, p. 37.

BARTER ACCOUNTING IN THE PUERTO RICAN SUGAR INDUSTRY

Continued from page 50
longer appear among costs in the income statement but are applied to reduce revenues. The amounts presented
agree now with those which would result if the entire cane supply were
liquidated in cash. Direct comparisons
between income statements, it follows,
continue to be meaningful regardless of
changes in the proportion of cane
liquidated in kind. Supplementary disclosures are no longer essential.
The above modification successfully
takes care of the practical aspect of
comparability, but can we effectively defend the theoretical soundness of showing revenues on an f.o.b.-mill basis
when exported sugar is actually sold
c.i.f.? The arguments that follow show
that we can.
In the c.i.f. sale, title normally passes
at the point of shipment and most
shipping expenses, although borne by
the seller, relate to products already
owned by the buyer. These expenses
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work very much as agreed adjustments
to a basic price. The deductions the
buyer makes in the shipment liquidation
must not necessarily represent actual
transportation costs; should the buyer
decide to divert his sugar to a different
port, the seller would still be entitled to
receive the same net amount.
A broader argument, one that would
also shelter less significant expenses incurred between the sugar mill and the
port of shipment, results from the fact
that sugar processors do not defer recognition of revenue until sales or deliveries
are consummated, or even until they are
contracted for, but acknowledge revenue, on a crop basis, as production is
completed. Can there be any better
measure of production revenue than
f.o.b.-mill values, representing essentially values backed up to the point of
production, values which can be used
consistently in practice regardless of
how the production is finally disposed
of, delivering it in exchange for sugar-

cane, exporting it or selling it locally?
There is no uniformity in the manner
in which sugar and molasses delivered
in payment for sugarcane received from
planters are reflected in income statements of Puerto Rican raw sugar manufacturing companies. The comparability of sugar company statements is
further reduced under the net presentation method.
Conclusion
A review of actual practice in other
industries leads to principles applicable
in dealing with the transaction. Methods of accounting which conform to
such principles include the exchange
method, the gross presentation method,
and the modified (f.o.b. mill) exchange
method. As we have shown, the modified (f.o.b. mill) exchange method approach of backing the revenue figure up
to the factory gate remains unscathed
by any major objection and is offered
as the preferable method.
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READERS REACT

Continued from page 7
even mention of the possible adverse
effects for state income or franchise tax
purposes. This makes me wonder why
he did not mention the possible loss of
investment tax credit on the purchase
of used property. It is noted that he
makes mention of the possible use of an
investment credit in a consolidated return which might otherwise be lost if a
separate return was filed. By the same
token, if sufficient profit were made to
absorb it in individual returns, the investment credit on used property is
easily lost in a consolidation because of
the limitation of $ 50,000 per return.
This amount is very often easily absorbed by the parent company, even
though it may not be a very large company. Through the use of separate returns the entire limit of $ 50,000 purchases of used property per return
which at 7 percent, assuming all property has a life of 8 years or more, can
generate $3,500 in investment tax
credit. The importance of this is that it
is not an offset against profit, as is found
in the advantages in inter - company

transactions, etc., but is an offset against
the amount of tax payable. This amount,
$3,500, multiplied by the number of
corporations within the consolidated
group can be quite meaningful.
Milton S. Lysdahl
Tax Specialist
Bemis Company, Inc.
Minneapolis, Minn.

Consequences of Section 541
To the Editor:
We thank Mr. McCoy for pointing
out (see Passive Income, January 1969,
p. 6) that we did not elaborate on the
possible Section 541 (et seq.) consequences of the actions proposed in our
article.
Given the facts we assumed, the possibility of Section 541 tenors seemed
extremely remote.
We assumed an 8 percent return on
capital invested in the business and
after -tax profits of $1,200,000 from
operations. Invested capital, accordingly,
is $15,000,000.
While our article anticipated that
income from capital invested in securities would be in the area of 15 percent
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annually, we also pointed out that most
of this would be in the form of capital
gains —both liquidated and unliquidated. For personal holding company
purposes, the only income with which
we need be concerned would be the
actual dividend yield of the securities
owned.
Inasmuch as operating income is, by
definition, non - personal holding company income, the dividend income could
approach $3,600,000 pre -tax before the
company would become a personal holding company. Using the current yield
on the Dow -Jones Industrials this would
require a portfolio of over $100,000,000.
Since the businessman is still plugging
along with his original $15,000,000
company earning $1,200,000 from operations (after taxes) we submit that he
might just sort of welcome approaching
Section 541. Incidentally, we do not
elaborate upon the additional delights
of the 85 percent dividend exclusion applied to the almost $3,600,000 of dividend income before taxes.
Michael R. Skigen, Assistant Professor
Eugene K. Snyder, Acting Dean
Georgetown University
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As evident above, the Grand Ballroom of the New York Hilton
was nearly filled to capac ity at the opening session of the 1969

Annual International Conference, as members assembled to
elect national officers and honor various award winners.

Convention Climaxes Jubilee Celebration
1969 ANNUAL INTERNATIONAL CONFERENCE ATTRACTS MEMBERS WORLD -WIDE

As the 1969 50th Anniversary Conference of NAA receded into history, it was
clear that after 50 years the Association
had established a firm foundation and
was now moving vigorously into the
U.S. economic life and into the international arena.
Proof of this enlarged role was reflected in the technical program of the
conference and in some of the discussions at the National Board meeting
and other meetings. One of the major
speakers on the program was Gianluigi
Gabetti, president of Olivetti Underwood Corp., an Italian- owned, multinational company. At the same time,
the Committee on International Chapters held one of its initial meetings with
representatives from European and
South American chapters participating.
At the keynote luncheon on Monday,
Secretary of Commerce Maurice H.
Stans extended the personal greetings
of President Nixon to the conference.
He read from Mr. Nixon's telegram,
"please tell them how deeply I appreciate the great contributions they are
making to the business life and progress
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of the nation, and assure them that this
administration is fully committed to
bring to government the first objective
of accounting: fiscal responsibility."
In his address, Mr. Stans outlined
some of the programs that the Department of Commerce conducts in its relations with business. He urged NAA
members to get involved in helping to
solve some of the nation's pressing social
problems, pointing out that "some of
your chapters have active programs in
the very task that happens to be of most
personal concern to me. This is the job
of increasing minority participation in
American business enterprise."
Secretary Stans later conducted a
press conference where be expressed the
hope that the government's fiscal and
monetary problems were finally dampening down the inflationary spiral. The
press conference was covered in network
television broadcasts later in the day
and by reporters from major New York
newspapers.
Prior to his address, Arthur Levitt,
state comptroller of New York, welcomed the NAA conventioneers on be-

half of the state. He outlined some of
the new accounting techniques being
adopted by his department.
Annual Meeting
During the Annual Meeting, Certificates of Merit, Certificates of Recognition, Membership Achievement Awards,
the Membership Round -Up Award and
the Public Relations Recognition
Awards were presented.
Tuesday morning William E. McKenna, chairman of the board of Norton
Simon, Inc., stressed the business problems imposed by an accelerating pace of
change. He said, "In many fields there
no longer is time to sit back and profit
by a competitor's mistakes. A situation
may develop in which it is only the
leader who has a chance to make a
profit, not those who then copy him,
for another swift basic change in technology will by then be taking place. As
a secondary position becomes untenable
the risks of the leader increase; so must
the possibilty of profit, or he should
not enter the field."
Mr. McKenna described his organiza57

Antique Curio Presented
One of the highlights of convention
activities was a special VIP dinner at
which there were accounting notables
58

from all over the world. At the dinner,
M. H. Walters, Secretary of the Institute of Cost & Works Accountants, presented an antique solid silver coffee urn
to the president of the Association. The
inscription read "Presented to NAA on
the occasion of the Golden Jubilee by
the Institute of Cost & Works Accountants 1969." The Institute is in London.
During the week wives of NAA members and their children participated in
a number of activities, including sightseeing around the city and shows at
Radio City Music Hall and-the Lincoln
Center. At the ball on Monday night
members chuckled as Stan Freeman,
Jeanne Steel and Larry Douglas did an
amusing musical satire on the world of
accounting in general and the history
of the Association.
At the long- awaited traditional Annual Dinner, President James E. Meredith, Jr., introduced all the past national

presidents and notable guests who were
invited to the 50th Anniversary dinner.
He then introduced President -elect
Grant U. Meyers who linked the Association's past and future by describing
its plans and then ended with a quotation from Stuart C. McLeod, the first
national secretary of NAA.
In his farewell address, President
Meredith stressed the programs that had
been initiated and mentioned others
that would reach fruition in the next
few years. He said, "We thought we
were bold in initiating new programs
this year but in retrospect, with the
momentum begun in the past year, the
next administration may make our tern
look timid." Summing up, he suggested
that the Association was truly "Proud
of the past and preparing for the future," and the 1969 Annual International Conference ended on that note
of confidence.

Notice of Adoption
of Revised Constitution and By -Laws
of the Association
(Effective July 1, 1969)
NAA members have voted to adopt the revised Constitution
and By -Laws of the Association which was published in the
March 1969 issue Of MANAGEMENT ACCOUNTING. Of those
casting ballots, 1,994 voted for adoption and 481 members
cast their votes against the proposal.
According to the Constitution, "If the Executive Director
shall have received within sixty days thereafter votes in writing
in favor of such proposed amendments, repeals, or additions,
signed by a majority of the Members casting such votes, such
proposed amendments, repeals, or additions shall be deemed
to be adopted as of the date of such submissions."
The revisions in the Constitution place emphasis
accepting members without discrimination; provide for the distribution of assets of the Association in the unlikely event of its
dissolution; provide that future changes in the By -laws can be
made by the National Board of Directors; and outline the limitations in the conduct of the Association activities to maintain
its status as a non -profit educational institution as defined
under Section 501 (c) (3) of the Internal Revenue Code.
Major changes in the By -Laws relate to a change in the
number of standing committees and a re- statement of the
scope of activities of these committees as recommended in the
report of the Long -Range Objectives Committee; and elimination of any restrictions with respect to a member's wishes in
participating in the benefits of Association membership
through chapter affiliation.
RAWN BRINKLEY
Executive Director
on

tion's philosophy as that of trying to
change in the minimum amount of
time. "The general tendency is to let
inertia set in, to resist change. By rapid
accommodation to changing engineering,
production and marketing requirements
we feel that we can make important
gains on our slower -to -react competition.
It will be our philosophy not only to
react rapidly to change but to actually
follow a policy of planning change."
On the same program, Gianluigi
Gabetti, president of Olivetti Underwood Corp., described the operations of
a foreign -based company operating in
the United States. Many of the problems, he indicated, were similar to those
of a U.S. corporation with major operations overseas.
In a major address on Wednesday,
Dr. Pierre A. Rinfret predicted the rate
of inflation would continue to rise for a
minimum of five years. In a stimulating
address that kept the audience on its
toes, Dr. Rinfret —who has advised
President Nixon on economic matters —
issued some vivid predictions of the
"Fundamental Forces in the Economy
of the Seventies." "The Administration
will not control inflation either this year
or next and I predict the average annual
rise in the cost of living in the next five
years will be double that of the average
in the last 20 years." He is president of
Rinfret - Boston Associates, Inc., New
York.
The second major address of the day
was delivered by H. Edward Wrapp,
professor of business policy and associate dean of management programs,
Graduate School of Business, University
of Chicago. Prof. Wrapp discussed the
career outlook for accounting students
who have just graduated and for accounting executives now employed in
business. He concluded that the businessman who wants to rise to the top
must take refresher courses just to stay
in the race.
The Wednesday afternoon concurrent sessions were well attended with
vigorous discussion on ten major topics
of interest to accountants. Some of the
sessions were repeated from Monday
afternoon when the first program of ten
concurrent sessions was held. Discussion
leaders and topics for the sessions were
listed in the May 1969 issue of MANAGEMENTACCOUNTING.
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Western Carolinas Chapter President Charles T. Smith holds
Stevenson Trophy presented by NAA President James E. Meredith, Jr. (right). At left is Chris V. Kemendo, Jr., chairman,
Committee on Chapters.

W hen John W . Towns, Jr., president of Butler Area Chapter, accepted the Warner Trophy, his uncle Charles H. Towns, past
national NAA treasurer, witnessed the historic event. L. -r.,
President Meredith, John and Charles Towns.

Western Carolinas Wins Stevenson Trophy;
Butler Area Takes Warner Trophy
REMINGTON RAND TROPHY TO NORTH ALABAMA; BATON ROUGE AWARDED CARTER TROPHY

NAA chapters located in the South capAdvancing 137 places over its three tured the major trophies in the 1968 -69 year average, Baton Rouge captured the
competition. Wes tern Carolinas won Carter Trophy, which is presented to
the Stevenson Trophy, North Alabama the chapter making the most improvewon the Remington Rand Trophy and ment in relative standing during the
Baton Rouge Chapter took the Carter competition year, as determined by the
Trophy.
average of its standings at the end of
Butler Area (Pa.) was awarded the the three previous competition years.
Warner Trophy for the first time after The chapter was in sixth place at the
setting an excellent performance record end of the year. L. Kenneth Jones served
as president during 1968 -69.
during the year.
Western Carolinas, under the able
In winning the Warner Trophy, Butleadership of Charles T. Smith, Jr., ler Area did exceptionally well in all
capitalized on a strong lead throughout the activities. John W. Towns, Jr., was
the year and captured first place in the president of the chapter.
competition. It was a "first" for the
The leading chapters were presented
chapter, chartered in 1954.
trophies and banners during the Annual
Led by Horace G. Sanders, North Dinner in New York on June 25. FolAlabama finished second in the Steven- lowing is a list of the winners, along
son Trophy competition. The chapter with the presidents, who led their chapwas chartered in July, 1952.
ters to victory.
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Stevenson Trophy
1. Western. Carolinas, Charles T.
Smith, Jr.
2. North Alabama, Horace G.
Sanders
3. Cedar Rapids, J. Bernard
Rehnstrom
4. San Francisco, G. Bill Fahey
5. Bangor- Waterville, Lawrence N.
Eaton
6. Baton Rouge, L. Kenneth Jones
7. Portland, Arthur A. Schulte, Jr.
8. Birmingham, John A. Lyon, Jr.
9. Evansville, Lowell A. Goodson, Jr.
10. Richmond, Robert E. Brittle
11. Columbia, Walter E. Deabler
12. Orange County, Guy B. Wilson
(tie) San Gabriel Valley, Thomas
J. Cullen
13. Lancaster, John N. Jordin
(tie) Indianapolis, James P Henry
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14. Charlotte, Ronald H. Propst
15. Kansas City, Howard C.
Vanhooser
(tie) Palos Verdes - Torrance,
Robert L. Woolheater
16. Seattle, Frederick J. Harper
17. Wichita, A. G. Van Nortwick
18. Fall River -New Bedford, David F.
Lucas
19. Morristown, Paul E. Schempp
(tie) Oakland -East Bay, Donald C.
Watkins
(tie) Piedmont, William R. Lackey
20. Fort Lauderdale, Dolores F.
Sherman
Warner Trophy
1.
2.
3.
4.
5.

Butler Area, John W. Towns, Jr.
Cape Canaveral, Eric Roth
Indiana East, G. Ray Crim, Jr.
Augusta, James H. O'Dell
Parkersburg- Marietta, Blaine E.
Eddy

Membership Achievement
With a membership growth factor of
33 %, Mayaguez Chapter led the 196869 competition in membership growth.
For the second consecutive year, Detroit

Chapter won the Membership Round Up Award. The chapter beat its own
record with a net increase of 142 new
members.
The 20 chapters which were awarded
Membership Achievement Awards are
listed below, with their respective membership directors in the 1968 -69 competition:
1. Mayaguez, Victor Riviera
2. Western Carolinas, Wallace L.
Campbell
3. Boise, Gary B. Miner
4. Indiana East, Robert L. Baas
5. San Juan, Ismael Colon Aguilar
6. Cape Canaveral, W. J. McCarthy
7. Augusta, James F. Rudd
8. Ohio-Western Reserve, Robert V.
Colavecchio
9. Fort Lauderdale, T. E. Mercer/
Les Ralph
10. Kansas City, Jerry B. Jackson
11. North Alabama, Robert G. Reed
12. Asheville, Robert D. Biediger
13. Chattahoochee Valley, Byron
Thomas
14. Colorado Springs- Pueblo, J.
Warren Hastings
15. Morristown, William M. Mahoney
16. Columbia, Edward D. Smith

Horace G. Sanders, president of North Alabama Chapter, accepted the Remington Rand Trophy at Annual Dinner. Making
presentation is President Meredith.
60

17.
18.
19.
20.

Piedmont, C. A. Thompson
Racine- Kenosha, Roy O. Wisch
North Penn, Edna M. Yeagle
Evansville, James G. Hemmel

Membership Round -up Award
Detroit, Gerald W. Blankenship
Public Relations Awards
Five' chapters were presented Public
Relations Recognition Awards on the
basis of performance in six categories:
Public Relations Plan, utilization of the
plan, publicity achieved during four
quarterly periods, initiative in creating
"on- the - spot" coverage, all chapter
printed matter submitted and special
projects.
The winners were selected by a
group from the Publicity Club of New
York, after a preliminary screening by
members of the national staff. The
Awards were presented at the Annual
International Conference.
The winning chapters and their Public Relations Directors are Canton, Jack
C. Nelson; Charlotte, John B. Pipkin,
II; Detroit, George W. Davis, Jr.; Los
Angeles, Edward Crosby; Reading, Alexander J. Szablowski.

On behalf of Baton Rouge Chapter, President L. Kenneth Jones
accepted the Carter Trophy. Chairman of Committee on Chapters Chris Kemendo (right) made the presentation.
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National officers and their wives pos ed for this pic ture in the
penthouse suite of the New York Hilton during Annual Confer-

ence. In front row are, I. -r., Executive Director Rawn Brinkley
and wife, and Pres ident James E. Meredith, Jr., and wife.

Leslie I. Asher (left), Chairman of the Lybrand
Awards Committee, presents Gold Medal to Leonard Spacek, Chicago Chapter. President Meredith
looks on.

Television cameras whirred and flashbulbs popped when Secretary of Commerce Lybrand Silver Medal goes to Larry J. Fair (right),
Maurice H. Stans held a press conference at Annual Conference. Mr. Stans, an Indianapolis Chapter, who is congratulated by
NAA member, delivered the keynote address.
President Meredith and Chairman As her (left).
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Norberg Elected President of
Stuart Cameron McLeod Society
John B. Norberg, Partner in the firm of
Hamma & Nelson, Los Angeles, has
been elected president of the Stuart
Cameron McLeod Society, the honorary organization for past national officers and directors of NAA.
Mr. Norberg was elected at the Society's 35th Annual Meeting in New
York during the Annual International
Conference. He was elected to membership in 1936 when he affiliated with the
Los Angeles Chapter. He served that
chapter in several directorates and was
elected president, 1946 -47. In 1960 he
was elected to a two-year term on the
National Board of Directors and served
on the Committee on Membership.
He was national vice president of the
Association in 1961 -62.

Other officers elected to serve 1969 -70
were Paul M. Herring, Reading, R.
Kendell Jones, Kalamazoo, Vice Presidents; Donald G. Hoffman, Mohawk

Newly - elected international president Grant U. Meyers (3rd
from right) poses with other Association luminaries: (from left)
past presidents John B. Inglis, I. Wayne Keller, Merwin P. Cass,
Thomas L. Morison, Donald G. Eder, Alexander J. Lindsay, Colin
A. Stillwagen, Clinton W. Bennett, Wyman P. Fiske, William F.
62

Valley, Secretary, and Doren D. Vest,
Washington, Treasurer. National Controller Russell W. Hardy was re- elected
Assistant Secretary- Treasurer.
Governors elected to serve 1969 -71
include Robert I. Dickey, Sangamon.
Valley; Earl A. Matheney, Charlotte; S
Alden Pendleton, Pittsburgh; Kenneth
R. Rickey, Phoenix; J. Edward Schultz,
Pittsburgh; and C. Tom Sumner, Ft.
Worth.
Those governors previously elected to
serve two years expiring June 1970 are
J. Lynn Crandall, Indianapolis; Robert
J. Enersen, Florida West Central; Otis
L. Johnson, Jr., Los Angeles; Charles
VV. Lent, Jr., Charlotte; Ray E. Longenecker, Lancaster; and Robert E. Newberg, Des Moines.

Marsh, Charles R. Israel, J. Brooks Heckert, secretary emeritus
Arthur B. Gunnarson, James E. Meredith, Jr.; past national
treasurers William H. Beadle and Charles H. Towns, and executive director Rawn Brinkley. The photograph was taken during
the Association's 50th Anniversary Conference in New York.
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Chapter Comp etition
FINAL STANDINGS FOR YEAR ENDING MAY 31, 1969
60
61
5527
Western Carolinas
62
Nor t h Al a b ama . .. . . . .. . . . . 5495
63
Cedar Rapi
p ds ' ' ' ' ' ' ' ' ' ' ' ' ' ' 5478
64
San Francisco . . . . . . . . . . . . . . 5476 — 65
Bangor - Waterville . . . . . . . . . . 5447
66
Baton Rouge ............... 5440
67
5439
Portland
68
" .... .. ..........
Birmingham . . . . . . . . . . . . . . . 5435
69
5433
Evansville
R i c h m o n d . . . . . . . . . . . . . . . . . 5430
70
Columbia ................. 5428
71
San Gabriel Valle Y • ' ' ' ' ' ' ' ' ' 5425
72
Orange
g County
tY " " " " " " ' 5425
73
Lancaster ......... . . . . . . . . . . 5 4 2 4
74
Indianappolis ' ' ' ' ' ' ' ' ' ' ' ' ' ' ' 5424
75
Charlotte " " " " " " " " ' 5423
76
Palos Verdes - Torrance . . . . . . . 5421
7
Kansas City
y ................ 5421
78
Seattle " . . . . ' . . . . . . . . . . . . ' 5420
Wichita " " " " " " " '. . . 5418
79
Fall River -New Bedford ...... 5417
80
Piedmont .......... ...... 5414
81
5414
Oakland -East Bav
82
•�..�..�..�.....
5414
Morristown
83
5411
Fort Lauderdale
'
'
'
'
'
'
'
'
'
'
'
Minneapolis
. . . . . . . . . . . . . . . 5409
p°
84
N a s h v i l l e . . . . . . . . . . . . . . . . . . 5403
85
5402
San Jose
86
5401
Kalamazoo
87
' ' ' ' ' ' ' ' ' ' ' ' ' ' ' 5400
Erie . . . . . . . . . . . . . . . . . . . . .
5398
Racine - Kenosha
88
Lo u i s v i l l e . . . . . . . . . . . . . . . . . . 5395
89
Detroit
. . . 5395
90
'
'
'
'
•
•
'
'
•
'
'
..
"
Massachusetts North Shore ... 5394
91
St e ve ns on Tr ophy

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25
26
27

28
29 Lehigh
g Valley
y ' • ' ' ' ' • • • ' ' ' ' ' 5393
30 Southwest Los Angeles . . . . . . 5391
31 Boise " . . . . . . . . . . . . . . . . . . ' 5390
32 Phoenix ................... 5388

33 Rochester
' ' ' '. .' .' .' .' .' .' .' .' .' .' .' .' .'
North Texas
34 Longview -East Texas . . . . . . . .
Battle Creel.
" " " " " " " '
35 Brooklyn ..................
36

5386
5386
5381
5381

5380
5376
Washington
g
'''''''''''''''

5105

152

Merrimack Valley . . . . . . . . . .

3736

Des Moines . . . . . . . . . . . . . . .
Atlanta
" " .' .• . '. •. .... .... .... .....
. . .'
San Antonio
Calumet . . . . . . . . . . . . . . . . . .
Lo n g Is l a n d . . . . . . . . . . . . . . . .
Akron .................. . .
92 Providence
•
• • ... • ' . . ' • .. "
9i Memphis .................

5104
5104
5099
5084
5077
5068

153
154
155
156
157
158

J ames t own . . . . . . . . . . . . . . . . .
North Cent ral Ohio .........
Hampton R o a d s . . . . . . . . . . . .
Queens . . . . . . . . . . . . . . . . . . .
Hagerstown
Johnstown .••.•..•.••.••.•.

3658
3601
3542
3528
3453
3403

5059

159

Northwestern Indiana . . . . . . . .

3384

5033

160 Elmira Area ............... 3367

94

West Bergen- Passaic County

5031

161

95
96
97
98
99

Raritan Valley . . . . . . . . . . . . .
Philadelphia
....
Charleston . . . . . . . . . . . . . . . . .
Wheeling " ' • • " ' • " " • • . '
South Jerse
erney .............

5028
5023
5021
5010
5006

100
101
102

5374
37 San Juan
5369 — 103
38 Salt Lake Area
Mass. Route 128 ........... 5369 104
Long Beach . ' ' ' ' ' ' ' ' ' ' ' ' ' ' 5367 105
39 Lon
40 H a w a i i . . . . . . . . . . . . . . . . . . . . 5362 106
5352
41 Cleveland
107
42 Chattahoochee Valley . . . . . . . 5349 108
5341
43 Chattanooga
g .............. '
5336
44 Buffalo
.
. . . . ..
. . . . ..
. . . ....
. . . . ." 5333 109
45 Springfield. . ..
110
.. ..
46 Sa gi na w Va l l ey . .. . . .. . . .. . . 5332
111
5322
47 North Penn
5310 112
48 Delaware
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
.
5304 113
49 Washington Tri - Cities
.
.
.
.
.
.
.
50 Pennsylvania Northeast . . . . . . 5296 114
5276 115
51 Peoria
'
'
'
'
'
'
'
'
'
'
'
'
.
.
.
.
.
.
.
.
5274 116
52 Florida West Central
. . . . . . . . 5271 117
53 Beaver Valle
5266 118
54 Columbus
. . . . . . . . . . . .. .. .. 5259 119
55 Union Count
5257 120
56 Southern Maine
.. ..
. . . . . . 5256 121
"
57 Tulsa
. . . . . . . . . . . . . . . 5255 122
58 St. Paul ..................
59 North Jersey Shore .......... 5253 123
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Ea s t T e n n es s e e . . . .. . . . .. . . . 5250 124 Norwich . . . . . . . . . . . . . . . . . . 4733
Pittsburgh . . . . . . . . . . . . . . . . . 5246 125 Pomona Valley . . . . . . . . . . . . . 4728
Westmoreland County . . . . . . 5243 126 New Haven . . . . . . . . . . . . . . . . 4726
4701
Colorado Springs - Pueblo . . . . . 5240 127 Miami
New York ......... 4676
5236 128 NorthernNew
Worcester
........
5234 129 T r e n t o n . . . . . . . . . . . . . . . . . . . 4667
St. Louis
. . . . . . . . . . . . . . . . . . 5228 130 Mohawk Valley ............ 4645
Asheville ................
5224 131 H a r r i s b u r g . . . . . . . . . . . . . . . . . 4631
Waterbury
................
Lima ..................... 5210 132 Williamsport............... 4629
Hartford ������������������ 4629
Oakland County
>y " " " " " " 205
Fox River Valley . . . . . . . . . . . 5205 133 Michiana . . . . . . . . . . . . . . . . . 4620
5195 134 Albany .................... 4613
Cincinnati ............
East Bergen - Rockland . . . . . . . 5194 135 Knoxville . . . . . . . . . . . . . . . . . 4594
5184 136 Pennsylvania Northwest ...... 4556
Central Arkansas ........
....... 4513
New York ................. 5176 137 York
5174 138 New Hampshire
Jacksonville . . . . . . . . . . . . .
p
. . . . . . . . . . . 4504
4496
..
Tri- Cities
. . . . . . 5171 139 Oklahoma City
. . . . . . . . . . . . • 4456
Rockford . . . . . . . . . .
... 5170 140 Roanoke
" o Valley
" ' • y .' . . . . . . . 51$6 141 Fort Worth . . . . . . . . . . . . . . . 4455
San Fernando
5153 142 Muskegon
Milwaukee
g
. . . . . . . . . . . . . . . . . 4451
Jackson . . . . . . . . . . . . . . . . . . . 5153 143 Tucson . . . . . . . . . . . . . . . . . . 4423
4371
Toledo .................... 5144 144 Newark
. . . . . . . ............
.. .. .. .. .. .. ..... . . 4368
Madison .................. 5141 145 Lansing .Jackson
San Diego . . . . . . . . . . . . . . . . 5139 146 Raleigh - Durham Area . . . . . . . 4320
Fort Wayne
.... 5136 147 Ann Arbor ................ 4166
•'. . . . .. . .
Shreveport ...............:: 5130 148 Sacramento ................ 4053
5130 149 Southern Minnesota . . . . . . . . 4052
Boston " ' • • ' .. • ' • ... • . • '
Houston
................ 5110 150 Sabine .................... 3810
Sangamon
Valle Y ' • . . . . . . . 5107 151 Olean Bradford Area . . . . . . . . 3762
g
Youngstown . . . . . . . . . . . . . . .

New Orleans ............... 4972
4970
Dayton
"�....�'•�.�..�..�.... 4959
SYyracuse

• • • • • • • • • • • • • • • • • • 4951
Chicago
...................
Bridgeport ................. 4950
Peninsula -Palo Alto . . . . . . . . . 4935
Baltimore . . . . . . . . . . . . . . . . . 4927
O m a h a . . . . . . . . . . . . . . . . . . . . 4921
Northern Wisconsin . . . . . . . . 4920
Canton
....... 4920
" " " . •. ...... .. .. . . . . . . . 4918
Grand Rapids
Denver .................... 4916
Alameda County -South . . . . . . 4914
Southern West Virginia ...... 4912
Niagara . . . . . . . . . . . . . . . . . . . 4907
North Central Indiana ....... 4887
Greenwich- Stamford . . . . . . . . 4869
M o b i l e . . . . . . . . . . . . . . . . . . . . 4867
Pensacola .................. 4859
Dallas . . . . . . . . . . . . . . . . . . . . 4830
4828
Albuquerque
Westchester . . . . . . . . . . . 4801
Los An g e l e s . . . . . . . . . . . . . . . . 4793
Reading .................. 4777
Mid - Hudson . . . . . . . . . . . . . . . 4751

Lak e Sup
P erior

3324

Wa rn e r Tr oph y
3950
1 Butler Area
. . . . . . . . . . . . . . . . . 3942
2 Cape Canaveral
" • " • " • " " 3940
3 Indiana l a st ................
4
5

Augusta .................... 3935
Parkersburg - Marietta . . . . . . . . . 3922

6
7
8
9

M u s cl e S h oa l s . . . . . . . . . . . . . . . 3909
East Jersey .................. 3905
3894
Daytona Beach Area
.........
Jopli n Tri -St ate . ....
..... .... 3890
3890
Dubuqq ue Tri -State
3888
Montgomery
................
R e n o A r e a . . . . . . . . . . . . . . . . . . 3884
Mayaguez .................. 3873
Mid - Missouri . . . . . . . . . . . . . . . 3868
Princeton .................. 3860
El Paso
3803
Coosa Valley
3759
Corpus Christi . . . . . . . . . . . . . . 3746
Ohio - Westem Reserve ........ 3740
Owensboro Area
3726
" n " .. '
South Central Indiana
3704
Waterloo ...................3656
Mass. North Central . . . . . . . . . 3620
Wabash Valley ............. 3591
Eugene . . . . . . . . . . . . . . . . . . . . 3526
Blue Grass Area
3473
Quincy Area . . . . . . . . . . . . . . . . 3440
Continued on page 66
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12
13
14
15
16
17
18
19
20
21
22
23
24
25
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Chapter /Member News

At Ka nsa s City Cha pter tec hni ca l meet ing, Spea k er Ewing
Kau ffman, pr e si d en t a n d fou n de r o f Marion La bora tories, Inc.,
a nd president of the Ka nsa s City Roya ls Ba seba ll Clu b, drew the

la rgest a t t e n d a n c e ever. L. -r., Robert Ma rqu ette, Joe Miller,
Michael Ea sterda y, Mr. Kau ffman, K.C. Pre sid ent Howard C.
Va n ho o se r a n d S t . J ose ph Ch a p te r P r esi de n t Bill McCa be.

Emeritus Life Associates

T wo

DAMON P. DEAN, M e m p h i s pa st presid e n t . S t u a r t C a m e r o n M c L e o d Soci ety.
DANIEL P. FRANKLYN, Cincinnati.

n a m e d b%y' W a y n e w o o d , I n c . WILLIAM

ALPHONSE C. HAMPEL,Dayton.
WILLIAM

J. JACQUETTE, GreenwichStamford; Pittsburgh pa st p r esi d en t .
ROBERT J. JONES, Syracuse pa st presi-

dent .
ALEX LANS, San Francisco.
ARTHUR LINTZ, Newark.
ROBERT A. McKEE, Mi l wa u k e e .
ALFRED W. RICHARDSON, Sa n Fra nc isc o .
E. O. SARRATT , JR., San Antonio.

Promotions and New Positions
GERALD S. FORD, Akron, ha s b e e n
p o i n t e d a ssista nt co nt r ol le r
Ba bc oc k & Wilcox Co.

for

a pThe

VICTOR T. DOLLEY, JR., Albany pa st
pr esi de nt , ha s b e e n n a m e d a p a r t n e r i n
Pe a t , M a rwi ck & Mi t ch e ll Co .
64

Ash ev ille

me mb er s

ha ve

been

R. C A R R I E R was a p p o i n t e d sy st em s director; MICKEY TROUTMAN, con tr ol le r.
WILLIAM D. PRICE, Bango r - Waterv ille,
has b een a ppoin ted corpor ate contro ller
of Key e s Fi br e Co.
Fi ve Birmingham m e m b e r s w e r e n a m e d
a t Vu l c a n Ma t er ia ls CO. RICHARD F .
MITCHELL was el ec te d trea surer; F .
NORMAN ANDERTON, cont roll er; CARL
Yo u N c , c o n t ro l l e r o f t he M e t a l l i c s Div.,
Cla rk , N.J.; V. EARL GRIFFIN, ma na ger
of in te rn a l a u d it , a n d JOHN V . VAN
PELT III is n o w vice president- fina nce.
.. . FR E D E. COLEMAN ha s been a ppointed a ssist a n t v i ce pr e si d en t a n d c on t ro l le r
LLOYD G .
of Inv esto rs Fi de li tv .
RAINS was n a m e d sen ior vice pr e sid e n t
a n d h e a d of th e l o a n d i v i sio n a t C e n t r a l
Ba nk & T ru st Co .

WILLIAM A. HANDS, Boston , wa s elected v i ce pr e si d en t of S t a n l e y H o m e P r o d u c t s, I n c .

LEONARD A. RicH, Bridgeport, has b e e n
a p p o i n t e d co nt r ol le r

of t h e Ea st e r n
v i si o n o f Ae r o so l T e c h n i q u e s, I n c .

di-

DONALD J. CAMERON, C a l u m e t , ha s
b e e n n a m e d c o n t r o l l e r a t t h e F i r st F e d eral Sa vi n gs & L oa n Assn . . . . EDWARD
T RACEY, pa st p reside nt, ha s been e lected
se cr et a ry a nd a ssi st a nt t re a su re r o f Ga ry Hoba rt Wa ter Corp.
FEDEVICH, C a n t o n , ha s b e e n a pp o i n t e d p r e s i d e n t o f C a n t o n Tool M f g .

J. J.
Co.

N. JOUET'r ELMORE, C i n c i n n a t i , ha s
b e e n a p p o i n t e d trea su rer of Fa c t o r y
P o we r Co. . . . JOHN C. TOELKE ha s
b e e n p r o m o t e d to trea su rer of C i n c i n na t i S te e l P ro d u c t s Co.
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PAUL C. WALKER, Cleveland East, has
been named assistant treasurer of The
Weatherhead Co.

GEORGE A. ROBELEN, Greenwich-Stamford, has been elected a director of The
Nash Engineering Co.

DAVID B. POWELL, Dallas past president, has formed a partnership under
the name of Thornton, Smith, Krutilek
& Powell for the practice of public accountancy.

Two Indianapolis members have been
named at P. R. Mallory & Co., Inc.
PAUL W. OSLER has been promoted t0
manager of operations for the Distributor Products Div., and ROBERT G. SUM MERs has been promoted to controller.
FELIX J.MIRA, Jamestown, has been appointed controller of Blackstone Corp.
. . . THOMAS E. MORGAN was named
manager of toll separations and settlements for Mid - Continent Telephone
Corp. . . . MARSHALL D. NELSON has
been elected treasurer of the Art Metal
Div., Art Metal -Knoll Corp.

MITCHELL
Birmingham

HANDS
Boston

Two Dayton members have been named
at Lau Blower Co. RICHARD L. PERKINS
was promoted to vice president- administration, and JOHN JENNENS is now secretary and treasurer. . . . WILLIAM V.
CAMPBELL has been named assistant to
the president at Phillips Industries, Inc.
...JOHNSH.AEFFER Is now controller Of
United Systems Corp. . . . CARL O.
WESTRING has been named vice president, finance, and controller of SCMAllied-Egry Business Systems, Inc.
HENRY J. JOHNSON, Denver, has been
appointed assistant secretary at Public
Service Co. of Colorado. . . . NORMAN
J.WILSON was promoted to treasurer Of
First Savings & Loan Shares, vice president and treasurer of Majestic Savings
& Loan Assn., and assistant treasurer of
Fremont Savings & Loan Assn.

.

.

.

RUSSELL W. DOHRTIANN, Des Moines,
has been. named cost and procedures
manager for Frye Mfg. Co.... ROBERT
V. GORSCHE has been named controller
ROSCOE B.
of Dial Finance Co.
PAULSEN has been elected treasurer of
Weitz Co.
HOWARDKOZIARA, Florida West Central, has been promoted to branch manager by The Shaw - Walker Co.
ROBERT L. CHAPLIN, Ft. Wayne, has
been promoted to assistant controller,
management planning and control, at
The Magnavox Co.... PAUL M. DEAL
has been elected treasurer of General
Electric Employees Community Services Fund Board. . . . BLAINE HARVEY
was recently named vice president, administrative, and ALLEN M. MERTENS,
comptroller, of Wayne Candies. . . .
NORMAN H. MICHEL was appointed administrative controller, Magnavox Co.
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ELMER ADAMS, JR., Kalamazoo, has
been appointed auditor for the City of
Portage. . . . RICHARD DONOVAN was
named controller of the Borroughs Div.,
Lear Siegler, Inc.

pointed treasurer, Vic Manufacturing
Co.... HUGH D. McNAMEE has been
promoted to vice president and controller of Midland National Bank of
Minneapolis.... WILLIAM L. NORMAN
has been promoted to controller at
Dahlberg Electronics, Inc.

R H E IN
Philadelphia

COLL EY
Los Angeles

RONALD R. JALBERT, Member -at- Large,
has been appointed manager of employee benefits of Celanese Corp.
JOHN D. MCALISTER, Mobile, has been
elected assistant treasurer of Mobile Gas
Service Corp.
LAWRENCE J.TOMLINSON, Morristo- n,
is now associated with Azoplate Corp.,
as manager of customer services.

PRICE
Bangor - Waterville

PERKINS
Dayton

JOHN E. FITZGERALD, Long Island, has
been named manager of systems at
Rheingold Breweries, Inc.

JAMES R. HAYES, Muskegon, has been
promoted to assistant controller at
Campbell, Wyant and Cannon Foundry, Div. of Textron, Inc.... DAVID P.
McELVAIN has been named divisional
controller for Dresser Crane, Hoist &
Tower division of Dresser Industries.
TROY L. SULLIVAN, New Orleans, is now
secretary- treasurer of the Southern Fiber Co.

PAUL F. BUNKER, Los Angeles, is now
manager of the Cerritos branch of United California Bank.... WALT COLLEY NICHOLAS FERRARO, New York, Is now
is treasurer and a director of the Pacific a senior member of the new CPA firm
Holding Corp., while remaining presi- of Gold and Honig. . . . ALLAN M.
dent of Pacific Clay Products.... RAY- RABINOWITZ has been elected an assistMOND K. JARECKI has been named vice ant controller of Crowell - Collier and
president and treasurer, Transit Mixed Macmillan, Inc.
Concrete Co.. . . MARSHALL M. JOHN - JAMES CUMMING, Oakland -East Bay, is
SON is now a partner of Lybrand, Ross now assistant controller for Global AsBros. & Montgomery. . . . LEONARD sociates.
RUTKIN has been named vice president J.GLENN CARTWRIGHT, Oklahoma City
finance and treasurer of Sunset Induspresident, has been elected controller at
tries, Inc. . . . CHARLES VISCOUNTY is
now residential controller of Larwin Co. the Oklahoma Gas & Electric Co.
MARTIN H. FULLENL0VE, Louisville, has JOHN V. HUNTER, Peninsula -Palo Alto,
been named treasurer of Commercial has been admitted as a partner in the
Lithographing Co. . . . JOHN J. MC- firm of C. G. Uhlenberg & Co.
SWEENEY was named controller of JOSEPH P. RHEIN, Philadelphia,has been
appointed vice president and director of
Brown- Forman Distillers Corp.
ARTHUR J.MARION, Mass. Route 128, finance, Standard Pressed Steel Co.
was appointed assistant controller at In- NORMAN H. GOODLIN, Pittsburgh, was
formation Research Associates, Inc.... recently named treasurer, Toyad Corp.
THOMAS F. SLINEY was recently ap- RICHARD D. MCGUINN, Providence, is
pointed controller of Usen Products Co. now a manager consultant with Peat,
RONALD KARLS, Minneapolis, was ap- Marwick, Mitchell & Co.
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ROGER BIRINGER, Raritan Valley, Is now
assistant treasurer of the New York Botanical Garden.... FRANK GRUBIc has
been named corporate accounting manager at the research and computer center in Piscataway, N.J., at Tenneco
Chemicals. . . . EDWARD B. SILVA was
appointed controller of the Baby Products Div., Chicopee Mfg. Co.
WILTON L. BARNES, JR., Richmond,
was recently elected secretary- treasurer
of Colonial Printing & Stationery Co.
. . . RAYMOND SHERR has Joined Allied
Chemical Co. as budget -cost accountant.
GEORGE CARVER, St. Paul, has been
named controller of Harold J. Westin &
Associates.
WESLEY A. ENGEL, San Diego, has been
elected vice president- finance of Business Forms Printing Co.
THOTIAs TEMPLE, Seattle, is now director- administration, Vashon Industries.

51
STALL
Shreveport

ROBINSON
Tulsa

J. LANIAR STALL, Shreveport, national
vice president, is now executive vice
president of Southwestern Electric
Power Co.
JOSEPH BERGER, South Jersey, has joined
Paco, as controller.
FRANK DOMENICK, JR., Southwest Los
Angeles, has been appointed vice president- finance of Tridair Industries... .
JOHN HEATH, JR., has been named director of market planning for the American
Appraisal Co.
MILTON CUMMINGS, Springfield, was
promoted to controller, Fluid Systems
Div., of Ambac Industries.... RICHARD
KIDA is now office manager at Techni
Products, Inc. . . . STANLEY J. STRZEAIPEK was named controller at Milton
Bradlev Co. . . . DAVID L. VANASSE was
named audit manager for Combustion
Engineering.
LOREN E. GERBER, Toledo, was appointed assistant controller, Auto Specialties
Mfg. Co.
JACK W. ROBINSON, past national vice
president from Tulsa, has been named
vice president and chief financial officer
of Jetty Tool Co.
HAROLD GINGERY, Union County, president, has joined Midland Glass Co. as
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a financial analyst.... STEPHEN KIND
has been promoted to controller of the
Advanced Integrated Manufacturing
Systems Organization headquarters at
the Finderne, N.J. plant of Singer Co.
RALPH TUFTS, Virginia Skyline, was promoted to manager of finance, General
Electric Specialty Control Dept.,
Waynesboro.
PAUL R. WHITNEY, Williamsport, has
been appointed director of finance at
The Brooklyn Hospital, Brooklyn, N.Y.
PAUL CUNNINGHANI, Worcester, has
been promoted to regional sales manager for Wang Laboratories. . . . S T A N LEY B. LEE was appointed tax manager
at Norton Co.

CHAPTER COMPETITION

Continued from page 63
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3438
Central Texas
Port Huron ............... 3430
.......
.......... 3408
N.C. Southeastern
Area
... 3359
Santa Barbara - Ventura....
Cos.....
3348
Lubbock Area
.....
.......... 3227
Ohio Mid - Eastem
Area
....... 3183
Lake Erie Central
..
..
..
...... 3147
Lynchburg
................ 3137
Jersey City-..
Hudson
Southern Illinois ........... 2941
............ 2709
Mid- Florida
.................2464
Aroostook County
........... 2362
Savannah
...
............... 2333
Northeastern
Michigan
....... 2304
Binghamton
................ 2232
Northwest Arkansas
.......... 1737
Ogden Area
................ 1706
San Joaquin Valley

...........

Spanish Translations of NAA Articles
Beginning in Fall 1965, Buenos Aires
Chapter undertook an ambitious program of translating selected NAA articles from NAA publications into Spanish. By December 1968 the chapter had
published a total of ten "bulletins" including some translated articles and
some original articles written by chapter
members. These bulletins are available
to any member at a price of $1.25 each
and to nonmembers at $1.75. Price for
volume orders of 20 or more copies is
51.00 each. Orders should be addressed
to: Mr. Juan Pablo Guerrini, c/o Johnson & Johnson Arg. S.A., Darwin 471,
Buenos Aires, Argentina. Below are
listed the titles of the articles published
in each issue.
Bulletin No. 1, Nov. 1965 — Costos de
distribuci6n (orig.) /Protection del capital contra el deterioro que produce ]a
inflation (orig.) /Utilizaci6n del coneepto de ingresos por conversi6n para per feccionar los analisis de p6rdidas y
ganancias (reprint) /Modificaci6n del
calendario de acuerdo con las necesidades de los negocios (rpt) /Majorando
el control de los costos de mantenimiento (rpt) .
Bulletin No. 2, Nov. 1966 — Control
presupuestario (orig.) /Bosquejo de un
sistema de costos rational (orig.) /El
costea directo en la toma de decisiones
(orig.) / El costo directo visto por un
contador (orig.) /Nuevas ideas sobre
"standards" (rpt) .
Bulletin No. 3, April 1967 —Costo del
proyecto industrial desde la idea hasty
]a ejecuci6n (orig.) /Capacitando a la
supervision (orig.) /Costos de mantenimiento (orig.).
Bulletin No. 4, Aug. 1967 — Costos de

comercializaci6n (orig.) /Costos predeterminados en ]a industria textil (orig.) /
La gerencia considera el costeo directo
(orig.) /La revoluc16n contable (rpt).
Bulletin No. 5, March 1968 —La eontabilidad y la inflacion (orig.).
Bulletin No. 6, July 1968— Determinaci6n del punto de equilibrio financiero.
Pron6stico de fondos (orig.) /Responsabilidad financiera y precios de venta
(rpt) / Historia del presupuesto flexible
(rpt) /Informaci6n por responsable vs.
costeo directo. Estan en conflieto?
(rpt).
Bulletin No. 7, Nov. 1968— Objeetivos
de las franquicias aduaneras a impositivas (orig.) .
Bulletin No. 8, Nov. 1968— Organizaci6n de un departamento de procesamiento electr6nico de informaci6n y su
contralor (orig.) /La gerencia y los con ceptos decontrol (rpt) /Un enfoque de
sistemas a los estados contables (rpt)/
Desafio de la alta gerencia al contador
(rpt).
Bulletin No. 9, Dec. 1968 —Los estados
contables Como elemento de informaci6n intensa en periodos inflacionarios
(orig.) /Los "centros de costos" (orig.)
/Un sistema de costeo directo modificado para planeamiento y control (rpt).
Bulletin No. 10, Dec. 1968 —Los gastos
de fabricaci6n (orig.) /Distribuci6n de
departamentos de servicios indirectos: el
problema mas controvertido de los
costos (orig.) / Departamentalizaci6n
contable de ]a fabrica (orig.) /Los gastos
de fabricaci6n Began al producto (orig.)
/Un ejemplo practico de departamentalizaci6n (orig.) /Puede el contador
dirigir el Departamento de procesamiento de datos? (rpt).
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A business can be no better than
the combined abilities of its personnel.
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"Of course nothing but blank paper came out ... its on a coffee break."

Inflation Is a Leaky Bucket
There was once a waterboy for a road
construction crew who had a leakv
bucket, and it was a long way from
the water wagon to the job. So the
boy complained. The boss wasn't interested in fixing the bucket, but he
had an angle.
"We're not going to let you run
dry," he said. "We have a little water
stashed along the way and every so
often you can stop and put in a dip perful."
So the boy went off with the bucket, although the leak kept increasing.
One day the boss said, "These
stashes of water are getting low.
Every time you put in a dipperful
you'll have to take out a half dipper ful and put it back in the stash. That
way any problems we might have will
be postponed."
Then the boy began arriving with
half a bucketful and the men began
to complain.
The boss said to the boy, "You've
been cheating on the stashes. Your
citizenship and social responsibility
are all wrong. From now on, every
stash gets a dipperful out of your
bucket."
Now when the boy got to the men,

You can tell
about
a company
by the people
it keeps

the bucket was empty. The men
cursed him.
The boy said, "To hell with carrying water." He threw down the
bucket and ran away. That was when
the strike started.
Inflation is a leaky bucket. Those
who carry the liquid assets of cash
will sadly watch the value leak away.
Interest on savings or bonds is a way
of replenishing the bucket from the
stashes.
But where the leak outbalances the
input from the stashes, and where
this imbalance is intensified by requiring that part or all of the dipper ful be returned, the enthusiasm goes
out of water - carrying.
At four per cent annual inflation a
man holding a four per cent savings
account gets nothing minus the income tax he pays on his interest.
Pretty soon the bucket will be getting awfully empty. So the carrier
will go off to play the stock market
or buy diamonds or real estate or German marks.
Then the road jobs will begin to
fold up.
Jenkin Lloyd Jones
President
Chamber of Commerce
of the U.S.

When a company hires the wrong
person .... when an employee
selects the wrong position ....
both are harmed.
We can assist you in avoiding
misfit situations in the Financial
and EDP fields. We concentrate
all of our energies in this specialization. We believe that the R-H
System makes the most placements of Financial and EDP
personnel. It's the largest source
of its kind in the world.
For the most efficient service in
the Financial and EDP field ....
contact your Robert Half specialist.
Mail resume to your nearest

R -H

office.

ROBERT
HALF
PERSONNEL
©AGE
NCIES
Ltlaeta: 235 Peachtree St., NE
(404) 688.2300
18111moro: One Charles Center
1301) 837 -0313
Boston: 140 Federal St.
(617) 42344
Chicago: 333 N. Michigan Ave.
(312) 782.6930
Cincinnati: 606 Terrace Hilton
(513) 621 -7711
Cleveland: 1367 East 6th St.
(216) 621.0670
Dolln: 1170 Hartford Bldg.
(214) 742.9171
Detroit: 1114 Guardian Bldg.
(313) 961.5430
Garden City, N.Y. 585 Stewart Ave. (516) 248.1234
Hartford, Conn: 75 Pearl St.
(203) 279-7170
Los Angeles: 3600 Wilshire Blvd.
(213) 381.7974
Mtawl: 1107 Northeast Airlines Bldg. (305) 3774728
Mlanaapolb: 822 Marquette Ave.
(612) 336.8636
Now York: 330 Madison Ave.
(212) 986 -1300
Newark: 1180 Raymond Blvd.
(201) 6233661
Philadelphia: 2 Penn Center
(215) 5684580
Pittsburgh: 429 Forbes Ave.
(412)471.5946
Portland, On: 610 S.W. Alder St.
(503) 222 -9778
SL Laub: 1015 Locust St.
(314) 231 -0114
San Fronahes:N I Pine St.
(415) 434.1900
Stao terd, Conn: 111 Prospect St. (203) 3254158

World's Largest Financial &
E D P Pe r so n n e l S p e c i a l i st s.
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NATIONAL
ASSOCIATION
OFACCOUNTANTS

the rudiments of accounting can be traced back
for nearly 5,000 years, it was not until the turn of
this century that the accounting profession was established in this country. At that time three American colleges were offering courses and degrees in accounting.
At the same time, a new area concept developed —cost
accounting. This system tabulated all expenses involved
in the manufacture of a given item —cost and maintenance of machines, factory space and staff, as well as the
cost of the raw materials. In most cases, however, the socalled historical ( also known as "post- mortem ") cost concept of accounting was widely used. Little was done in
terms of predetermining the cost of an item before it was
manufactured.
The first decades of the 20th century saw the transition
from the "historical" methods of cost accounting to today's
"management accounting." The search for increased productivity in industry— through the development of mass
production techniques —put strong emphasis on the need
for cost control and efficiency.
By the close of World War I, this need came into
sharper focus: the difficulties involved in establishing
costs for the pricing of goods already made and already
consumed were more than evident in the settlement of
war contracts between private industry and the government. The influence of government also became increasingly evident in the affairs of business, especially through
taxation and various regulations.

W
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At that time, two organizations for members of the accounting profession were in existence: The American
Association of University Instructors in Accounting ( now
known as the American Accounting Association) and the
American Institute of Certified Public Accountants.
Major J. Lee Nicholson, president of a large New York
accounting firm, felt that the Institute should establish a
separate section for cost accountants, although the business schools were just beginning to include cost accounting techniques in the curriculum. When his efforts failed,
he wrote to some 80 leading accountants in the East and
Middle West, saying:

"Cost accounting is perhaps the most fundamental
proposition in all manufacturing ... Everyone is
striving to obtain proper cost data, and the purpose
of this organization will be to endeavor to acquaint
the businessmen of this country with the best information obtainable on this subject."

The founding group of the National Association of Cost Accountants
paused long enough in Buffalo for the photographer to take this picture
—the only one extant. Major J. Lee Nicholson is standing in the front
row, fourth from the left.
Thirty -seven people heard Major Nicholson as he addressed them on October 13 -14, 1919, in Buffalo, N.Y.
They became the charter members of an organization

created to bring together cost men from all lines of business —from factories, offices and schools (tea cher s a nd
students) —and to provide a clea r ing house for the best
thought of the leading men in a ll pha ses of the work. It
would be an association that would devote itself to mainta ining the highest sta nda r ds of pr ofess iona l wor k, to
disseminating r eliable information on the latest and most
gener a lly a ccepted methods, a nd to fur ther ing in ever y
possible way the study of cost accounting.
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The first Board of Directors included these leaders of the Association.
L. -r., Edmund L. Oerter, Harold D. Greeley, Samuel Whitestone,
Charles Rauth, Walter S. Gee, C. H. Smith, J. Lee Nicholson, Henry B.
Fernald, William M. Lybrand, William Castenholtz, Stuart C. McLeod,
William 0. Cutter, J. P. Jordan, C. M. Finney, J. E. Hutchinson, Edwa r d B . Moxey, and Gould L. Harris.

It was decided tha t the or ganiza tion would be known
as the National Association of Cost Accountants and announcements of its founding wer e made. Nicholson wa s
elected its first president, a Board of Directors of fifteen
members was elected, and special committees on membership a nd cha pter or ga nization wer e cr eated. Among the
members was William M. Lybrand, the second president.

The need for such an association
was evident from t he start . By the
time the Association was one year old,
over 2,000 applications for membership had been received. By August,
1921 —the end of the second fiscal year
— sixteen chapters had been formed.
By the end of its 50th year, NAA
has grown into an organization of
stature, stability and notable size.
Three principal leaders ofthe AssoFrom the original 37 charter members,
ciation in the 20's were (l. -r.), J.
it has expanded to 67,000 members
Lee Nicholson, William M. Lybrand,
and Stuart C. McLeod.
and 240 chapters. Its headquarters
staff has grown from three people to more than seventy.
Its diverse membership includes some 6,000 company
presidents or owners and 18,000 CPA's together with
many executives who have no direct accounting function
but who feel the need for understanding of accounting
practice to better serve their own responsibilities.
From the beginning, the Board of Directors believed
that future growth of the Association depended upon the
success of its local chapters. A system was created
whereby each local chapter would be reimbursed for
'
allowable expenses in an amount not
to exceed 10 % of the dues paid by its
members to the Association.
It soon became evident, however,
that more guidance and encouragement to the chapters were needed to
obtain the fullest benefits from the
concept of chapter operations. Thus,
in 1924, the Charles R. Stevenson competition evolved, which not only incorporated a system of payments to the
chapters, but brought about the high
rate of activity and member participation which became the essence of
the success of NACA. The competition
is credited with having fostered a reNAA President James E. Meredith,
markable
esprit de corps and kinship
Jr., presents the Stevenson Trophy
between
chapters
and individual memplaque to James J. Finerty, 1967 -68
president, Cedar Rapids Chapter.
bers.

Though the competition is directed principally toward
stimulating the chapters to promote the objectives of
the Association, it also offers a challenge to chapter officers and directors to provide a broad spectrum of activities and services to members. These include a monthly
newsletter, monthly technical meetings, opportunity for
fellowship, guidance in writing technical papers, and
other educational activities including plant visits and
business shows. Chapter activities are also aimed at introducing the accounting profession to local students and
young businessmen.
Since that time, various other trophies and awards
have also been introduced to provide additional recognition for high performance and excellence of operations.
Another man who had considerable influence on the
direction of NACA in its early days was Stuart C. McLeod, who was engaged as Secretary. "Doc" McLeod later
said that his initial agreement with Major Nicholson
was to devote three months to the task of setting up the
Association's administrative operations. Fortunately, for
the Association, the three months extended to a quarter
of a century.
Although the main efforts of the first years of the Association were directed toward membership development
and chapter organization, "Doc" soon realized that the
objectives of NACA needed broadening to emphasize the
educational rather than the professional nature of the
group.
One of the new services was to "collect, organize and
distribute among members cost accounting systems and
methods." It also prepared an exhaustive bibliography
of cost accounting literature, maintained a "Question
and Answer" service in the Association's publication, the
"Bulletin," and conducted studies as needed.
It was not long before the NACA began earning recognition for its role in bringing American businessmen a
better knowledge of the value of modern costing methods
and developing a clearer understanding of the relationship between cost accountants and industrial management.
In the annual report of 1925, "Doc" McLeod wrote:
"We can go out today and present our association to any

"Doc" McLeod

V40q

MEM B E R

U.S.

WE DO OUR PART

business executive or to any man engaged in accounting
work with full confidence that we are opening to him an
opportunity to improve his individual equipment and to
serve more effectively the business with which he is connected and the industrial society of which he forms a
part."
Surviving the depression of the '30's with only a slight
loss of membership but unabated expansion of services,
NACA gained new significance as government regulation of business required more accounting and legal
services. The NRA, SEC, RFC, Commodity Credit Corporation and similar agencies all demanded new
techniques and extension of accountants' services.
Typically, the National Recovery Act of 1933 required
most businesses to operate under "Codes of fair competition" including prohibitions against selling goods and
services below cost. Much controversey centered on the
definition of cost. NACA became deeply involved in the
problem, and, in fact, the entire technical program at the
National Conference in 1934 at Cleveland was devoted to
the subject. NACA members consulted with the government through an advisory committee formed at govern ment request.
World War II was a trying time for the Association.
Despite the limited services as a result of restriction,
the war demanded major efforts by the Association
and its members. The demand for supplies and munitions required advice from accountants in cost and
price determinations; assistance to price negotiation
boards, and service as consultants to, or employees in,
government agencies. NACA and its members assisted
the War Production Board, the office of Price Administration, the Natural Resources Board, and other agencies
and departments.
In 1944, NACA suffered a severe loss in the untimely
death of Stuart McLeod. But the war and the postwar
period also saw technical and management advances that
placed an increasing burden of responsibility on the accounting profession. It was a period of challenge and
opportunity. At this time, Wyman P. Fiske, a past national president, served as secretary until 1948.

•
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By the end of World War II, it was evident that cost
accounting had considerably changed. Better and more
sophisticated techniques of cost - finding were applied
more and more extensively. The use of cost determination and control, management guidance, and pricing
within individual businesses became well established.
Cost standards were widely used as a basis for cost control to determine degrees of efficiency within every part
of the business unit.
In 1948, the Association was fortunate in obtaining
Arthur B. Gunnarson as national secretary and he
served during a period of great growth and development
for NACA.
Starting the 1950's with 108 chapters and nearly
30,000 members, the decade saw a growth in 1959 to 147
chapters and 44,000 members.
As the role of the accountant changed and broadened,
so did the organization, services and activities of NACA.
The growth of the Association's publications is typical.
In the first year, 1919, a Committee in publications produced the first issues of two official organs: "Bulletin
Service" which announced the objectives, management,
and membership rules of NACA and informed members
of the Association's affairs —a news service; and a magazine, "Official Publications," as the technical medium.
In 1925, all publications were incorporated under a
single title "NACA Bulletin," with separate sections devoted to technical papers, news, and such specialties as
annual indexes, annual reports, and major announcements.

Wyman P. Fiske

Arthur B. Gunnarson
Walter B. McFarland (left)
Gilbert N. Ammerman and
Donald G. Mackenzie worked
closely together in research
and technical services.

A formal research department was established in 1946
under Raymond P. Marple
and Walter McFarland, with
early research reports published in the "Bulletin."
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Since the first Research
Report, "The Uses and Classifications of Costs," was
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published, these Reports have been issued regularly.
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Based largely on the experience of leading companies,
Reports have been authoritative presentations of current
practices including analysis of the various solutions of
significant
More
more references
to these
Reports areproblems.
made each
yearand
in textbooks
and other
educational media.
A milestone of significance was reached in 1957. "Cost
accounting" was no longer an adequate term for the management accountant's much wider responsibilities. The
word "Cost" was dropped from the Association's name as
of July 1, 1957, and it became the National Association
of Accountants.
In 1961, Arthur Gunnarson retired. Rawn Brinkley,
who had joined the staff in 1954, was named national
secretary. In 1964, as part of the restructuring of the
national office, his title was changed to executive director.
In 1965, the "Bulletin" became " Management Accounting" and all subjects were carried in two sections, one
technical and the other news. The technical section is
based on contributions from members, and the editors
have the rare privilege of choosing from more than 1,000
manuscripts submitted every year.

Rawn Brinkley

In this, the 50th Anniversary year, "Management Accounting" takes another forward stride. Going to a larger
page size, the two sections of the publication have been
combined under a single cover with the news section expanded to include general articles of interest to accountants and business management. Its pages have been
opened to selected advertisers with products and services
of direct interest to members.
In these 50 years, the successive administrations have
served NAA with such devotion and sagacit y t hat it
would be unjust to single out any few for special reference. Most fortunately, numerous past presidents and
other officers continue to give generously of their experience and knowledge to NAA. So the past serves the future,
not only in pride, but also in counsel and vision.

EPILOGUE
The National Association of Accountants launches its
50t h year with pride in the achievements of the past
and steps firmly forward toward the future. From the
beginning, the Association has accepted the challenge of
meeting a commitment to its members: helping them in
their personal and professional development and improving their business and accounting expertise.
Each chapter and group
provides opportunities for its
members to participate in
monthly meetings, chapter
seminar programs, social activities, plant visits, and a
variety of special activities.
Encouragement is given to
the development of friendships, good fellowships and
personal contacts with other
members.
An employment service is
provided by most chapters
for the mutual benefit of
members and employers.
The past two decades have
be en no t able fo r d r a st ic
changes attecting business
management. The development of electronic data processing has put new tools at
management's disposal, radi-

Typical of chapters' community activities is that of the Central Arkansas
Chapter which is processing the monies
collected for an Easter Seal Campaign.

cally altering the whole concept of information systems.
The accountant has had the major responsibility in making his new technology into a useful, practical tool to aid
management decisions.
At the same time, financial management has become
even more important to business. Management accounting
is basic to the decision - making process in corporations.
In keeping with the educational character of NAA,

Ju n i o r Achi ever Douglas
Moore of Rockford, Ill. (right),
accepts the first Treasurer of
the Year Award from 1967 -68
President Thomas L. Morison.

the Association has four special projects in
this area. NAA Grants -in -Aid are awarded
annually to graduate students to encourage
and permit doctoral research in management
accounting. Another goal of this program is
to encourage more students to enter the field
of management accounting.

The NAA Memorial Education Fund is separately administered by a Board of Trustees and supported by
contributions. Income or principal from the Fund is used
at the discretion of the Trustees exclusively for educational purposes related to the interests of the Association.
NAA participates in the Junior Achievement program
at the local level by working with and advising Junior
Achievement company treasurers and by sponsoring the
Treasurer of the Year Contest at the national level.
NAA now is participating in an Accounting Careers
program in an effort to attract more students of better
quality to careers in accounting. NAA chapters are the
base of the program through their contacts with high
school and college counsellors.
One major member benefit is the Continuing Education Program. It covers some 30 individual technical
topics, including a series of five -day courses in Mathematics for accounting financial management. Speakers
and discussion leaders are drawn from industry, the
academic field, and NAA staff.
Hard at work on some of the problems
presented in a course in the Continuing
Education Program held in San Francisco recently are these NAA registrants.
The program attracts hundreds of members and nonmembers each year.

The program is conducted
on two levels: cour ses
provide detailed classroom
instruction in basic fundamental applications, while
seminars provide opportunities for discussing and exchanging ideas, experiences
and practice. At each, attendance is limited to assure
participants of a thorough
understanding of underly-

ing concepts and practical
applications to provide maximum exposure to the experiences and know -how of
others.
In addition7 an Annual InCo nfer ence,
One of the highlights of the Annual Int e r na t io na l
ternational Conference held in New Orhighlight of the year's proleans in 1968 was this famous jazz
gram, is held each June in a
marching band.
major metropolitan area. It
features outstanding technical sessions plus a varied program of social events for
members, wives and children.
Assistance is available through the national office for
members seeking information on specific accounting problems. Also available is a library containing a wide range
of books and periodicals on accounting.
In 1962, NAA established a foreign chapter in Mexico.
(A Cuban chapter established earlier was discontinued
in 1961.) International development, however, is a very
recent objective. The growth of international trade has
emphasized the necessity of encouraging the use of compatible accounting systems and realistic cost accounting.
At the beginning of its 50th Anniversary year, NAA had
six foreign chapters and negotiations were well advanced
for substantial increase in this vital area.
NAA is looking to the future. In 1964, a Long Range
Objectives Committee was appointed under the chairmanship o f I. Wayne Keller, past national president. The
results of three years of
study by this committee were
On asix- country tour of South America,
reported to the national diPresident James E. Meredith, Jr. (left)
and Executive Director Rawn Brinkley
rectors in 1968. The volumi(right) are greeted at the airport in
nous report representing so
Medellin, Colombia, as they landed.
much work and thought is a
blueprint for the future
growth and development of
NAA. While Chairman Keller has warned against attempting to implement all of
the recommendations too
rapidly, some of the urgent

measures have been carried out and others are being pursued. It is an ambitious program but a sound one aimed
at maintaining all that is good in NAA while strengthening and extending services and membership.
High on the list of priorities in NAA planning is an
increase in services to the chapters through staff contacts
and communications. As these objectives are realized,
membership in NAA will become more than ever a virtual necessity for anyone in the management accounting
profession. With this concept, the proposed goal of 200,000
members is not only attainable but almost a certainty.
Future plans include: an extension of educational activities to encompass the fast - changing responsibilities
of the management accountant; a broadening of the research program; an increase in education services rendered on the chapter level; and the expansion of international activities through the establishment of further
chapters abroad.
NAA is dedicated to keeping abreast of and anticipating the socio- economic progress of t he nat ion and the
world as it concerns the ever - expanding role of the management accountant. The statistical and information systems that must guide business management in relations
with labor, the financial community, government and the
general public are heavily dependent on the proficiency
of NAA members. It is a responsibility worthy of the
highest dedication.

Flanked by the two most recent executive
directors, Rawn Brinkley at left and Arthur B. Gunnarson at right, this group of
past national presidents of NAA includes,
1. -r., Firman H. Hass, Thomas L. Morison,
Donald G. Eder, Colin A. Stillwagen, J.
Brooks Heckert, and I. Wayne Keller.

If you earned your degree
more than 5 years ago,
you missed this must
course on computers J
and EDP.

Today a new generation is coming
into the field of accounting —the generation that
grew up with the computer age.
awkward about workI ing with com
put er s, the y find
F YO U FE EL

them as natural as a ledger book. If
you're uncertain as to how computer s ca n be used in a udi t in g, t a x
practice and business forecasting —
they know it like the backs of their
hands. If you half -dread the day
when Electronic Data Processing
and accounting become so intertwined that you can't tell one from
the other --they're looking forward
to it.
How to turn
the computer r evol ution
to your advantage, too
The International Accountants Society —the world's largest, most respected home -study school teaching
accounting and allied subjects —has
developed a unique Business Data
Processing course for accountants
and others who want to capitalize
on the great opportunities such
knowledge makes possible.
Perhaps more than anyone else,
IAS is in a position to know what
accoun ta n t s n eed to lea r n a bout

computers —and what they needn't
be concerned with. Our computer
course will not teach you computer
programming, nor how computers
work. What it will do is teach you
what computers can do and can't do.
It will give you what you need to
know to answer management's questions knowledgeably and make informed decisions.
You can spend as little as 3 hours
a week studying at home, in spare
time. Yet, in just a matter of months,
you' ll kn ow t h e an swers t o such
questions as:
"How s h ou l d we or g a n i z e for
computer data processing ?"
"Should we rent, lease, or purchase the equipment ?"
"Should we consider computer
controlled communication now ?"
"Can we audit through the computer? Should we ?"
"What can we expect from sys.
tems analysis ?"
"What known problems will we
en count er wh en we conver t t o a
computer system ?"
"What applications should have
priority ?"

"How can we develop a Management Information System ?"
Expert pe rsonaliz ed gui dance
At every step, you get help from the
skilled staff of IAS. You do the lessons at home, mail them in— asking
questions as you want. Each of the
25 assignments is like a "seminar
for one " —a direct dialogue between
you and your instructors.
Kee p pace —mail
the postpai d c ard now
Soon vi rtuall y ever y company in
the United States —large and small
—will be using computers extensively in accounting. To find out
how you can quickly catch up with
this "computer revolution" —mail
the attached no- obligation reply
card and we will send you complete
information. (If card is missing, write
to: International Accountants Society, Dept. 8956, 209 W. J ackson Blvd.,
Chicago, Illinois 60606. Give name,
address and ask for information on
Business Data Processing 103.)

NewYork
Sept.22-26
STgTLER-HILTON

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

Mathematics for Business Management
Basic Mathematics
AdvancedMethods & Models
Statistical Inference
Sampling Techniques & Regression Analysis
for Accounting & Auditing Information ...............
Basic Data Processing — Concepts & Techniques
Developing & Using Standard Costs
Flexible Budgeting & Performance Reporting
Direct Costing & Contribution Accounting
Costs for Decision Making
...
Communications & Report Writing
Accounting for Foreign Operations
Fundamentals ofCPM /PERT

Mon.thru Fri.
Mon.thru Fri.
Mon.thru Fri.
Mon.thru Fri.
Mon.thru Wed.
Mon./Tue.
Wed.thru Fri.
Thu. /Fri.
Mon./Tue.
Mon. thru Wed.
Mon./Tue.
Thu. /Fri.

SEMINARS
Administration of the Division & Plant Controller's Job
Integrated Business Information Systems ..........
Planning, Appraising & Financing Corporate Acquisitions
Modern Standard Costing Practices
Experience with Direct Costing & Contribution Reporting
CashManagement& Funds Analysis

Mon./Tue.
Thu. /Fri.
Mon./Tue.
Thu. /Fri.
Thu. /Fri.
Mon./Tue.

