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Profit Through Participation

ASSISTANT EDITOR

It is a dynamic world. Change is the order of the day. Indeed, change in our
environment is now so commonplace that we take little notice of it, unless dramatic or spectacular.
This indifferent tolerance of the new is often an effective way of coping
with changes that require only minor adjustments on our part. But it certainly does not work when applied to changes that have direct bearing upon
our livelihood. Sooner or later, new developments in our own field of endeavor will affect our current and prospective performance.
Many changes in our business environment have taken place in recent
years. Some of them have had far - reaching effects on all areas of management accounting. The management accountant is now more than ever

Albert Cohen

before confronted with developments whose future course he can influence
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only if he meets the challenge of new educational needs.
Membership in NAA connotes a positive attitude. It is a way of putting
yourself on the path of progress. NAA members do not merely adjust to
change, we make it happen. We work together toward meaningful changes,
those that will open still more opportunities for each of us.
The month of September is the opportune time to resume our educational activities. Many members, especially the newly elected chapter officers, have been working throughout the Summer on new materials and
programs— lectures for chapter technical meetings, manuscripts for publication, etc. There is still time to join them.
Now is also the time to set our own self - educational programs. Through
the Association we can partake with our fellow accountants in a variety of
educational services. In addition to reading NAA research studies and selected articles on contemporary topics that appear in our monthly publication, we should plan to avail ourselves of substantial educational benefits
offered through the Association's Continuing Education Program of courses
and seminars. We should also remember that NAA's Member Technical
Service stands ready to assist us in successful completion of our individual
research and writing projects.
A well designed package of educational services is available. Let us put
them to good use. Let us profit through participation.
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inflation." He said, "To accept a conclusion
that an individual no longer on his own
initiative can succeed, except on the basis
Somewhat modifying its earlier proposal,
of government assistance and control really
the Securities & Exchange Commission
reinstates slavery in an economic sense.
has adopted new regulations requiring
The ownership of the individual is, in
fuller disclosure of sales and earnings of
effect, vested in the state. And I want to
conglomerates. As adopted, the regulation
emphasize there is no color distinction
requires companies with sales of more
in the slaves which are involved in such a
than $50 million a year to report separately
conclusion. The real issue and question is
on those products or services which during
not governmental domination and 'assistance
the two previous fiscal years contributed
rainbows' —it is whether every American
at least 10% to total sales and operating
shall have the right to fail ; and thus
revenue, or to income before taxes and
maintain his personal freedom to succeed."
extraordinary items have been deducted.
Smaller companies, however, would be required CPA ' s to Vot e on I nc or por at i on
to make fuller disclosure on product lines
Members of the American Institute of CPA's
which contributed 15% or more to total
will vote this fall on an amendment to the
sales or revenues. Separate disclosure is
AICPA code of ethics which would permit
also required of any product line that had a
CPA's to incorporate. Such corporations
loss equal to at least 10% of the gross
would be required to have liability insurance
income of the larger companies and 15% of
or capitalization in sufficient amount
the smaller companies. The SEC did not
to protect the public.
define "line of business" but left it to the
"discretion" of management "to devise a
Ni n e NA A M e mbe r s E l e c t e d
reporting pattern appropriate to the
The American Society of Women Accountants
particular company's operations and
and the American Woman's Society of Certified
responsive to its organizational concepts."
Public Accountants have elected nine NAA
The new requirements will become effective
members to their boards. Among those
beginning with registration statements
elected by ASWA are Madeline Draheim,
filed starting August 14.
Queens, Maureen L. Cleary, Waterbury;
Pearl J. Mullvain, Phoenix; and Elizabeth
A I C P A R e c omme n d s Di sc l osur e
A. Reid, Boston. At AWSCPA, those elected
Of Inflationary Effec ts
include Vera B. Coulter, Southwestern
The Accounting Principles Board of the
Los
Angeles ; Mary B. Sommer, Buffalo ; Dr.
American Institute of CPA's has called
Marie E. Dubke, Memphis ; Dr. Clara C.
upon corporations to include supplementary
Lelievre, Cincinnati, and Patricia Stanton,
information incorporate reports showing
Salt Lake Area.
the effects of changes in the value of

SEC Ad opt s Di s c l osur e Rul e s
Wi th M inor M odi fi c ati ons

the dollar. Institute Executive Vice
President Leonard M. Savoie said the
statement is no cure for inflation but
if followed by most companies "it will
supply useful information to those who
must lead the fight against inflation."

C P A N a me d SEC Commi s s i one r
James J. Needham, recently named by
President Nixon to the Securities & Exchange
Commission, is the first commissioner in
years who is not a lawyer. A CPA, he was a
partner in the firm of A.M. Pullen & Co.

Infl ati on Fi ght on Two Fr onts
Speaking before the National Industrial
Conference Board's conference on "Crime and
the Corporation," Ray R. Eppert, former
chairman of the board of Burroughs Corp.,
stressed the two -front war on inflation. One
of the economy; the other "even more
vicious and dangerous, sky- rocketing crime
4

Fi rst Q uarter Sal e s Up 8%
Sales of $162.8 billion and before -tax
profits of $14.1 billion were reported by U.S.
manufacturing corporations for the first
quarter of 1969. The sales results reflected
a gain of about 8% over the first quarter of
last year; earnings before taxes rose 11 %.
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THE
A CCOUNTANT'S
LAMENT

Sittin' in my office.
What am I.
Gonna do?
(plunk)
Sittin' in my office.
What am I.
Gonna do?
(plunk)
Got those old.
(plunk, plunk, plunk)
Confirmation of accounts
receivable
blues.
Yeah, mar..
The haunting strains of this
poignant lament started disappearing from American
folkways about the same
time we int ro duced our
SAFEGUARD ACCOUNT
BALANCE: VERIFICATION
SYSTEM. It would seem
that our' simple, "One Write" method of establishing the accuracy, validity,
and collectability of accounts completely eliminates the need for singing
the blues. With confirmation slips and confirmation
journal locked into exact
alignment, a single entry
creates all necessary records. And with SAFEGUARD double- window
envelopes, all an accountant has to do is slip in the
slip and mail it. It's the fast,
efficient way to confirm
outstanding balances. Yeah,
man.

IF THERE'S A SADNESS IN
YOUR METHOD, YOU NEED
A SAFEGUARD SYSTEM.
FOR COMPLETE DETAILS,
FILL OUT THE ATTACHED
COUPON. TODAY.
Safeguard Business Systems has plants in Elmhurst, Ill., Lansdale, Pa.,
and Los Angeles, Calif.

Saf eg u ar d B u s in ess Sys tems
P.O . Box 151
Lans d al e, P en n s ylvani a 1 9 44 6
Yes, I would like to know more about the
unique SAFEGUARD ACCOUNT BALANCE VERIFICATION SYSTEM and how
I will benefit from it.
MA AC -105
NAME

_
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Readers React
The Transition:
Accountant to Executive

in becoming an executive must have the
proper balance between thought and action —not only must he be able to see a
clear, crisp image of the result he seeks
before he acts, he must also be able to
act effectively to produce the desired
result.
One basic decision must be made:
How much time is to be spent in operating and how much time is to be invested in managing and getting work
done effectively through other people?
The critical moment in a management
accountant's career is being able to continue moving the line further and further to the right from operating to managing— multiplying himself through
other people.
Charles T. Smith, Jr., CPA
Vice President— Finance
Henderson Advertising Agency, Inc.
Greenville, S. C.

'To the Editor:
Much has been written about the
basic educational requirements necessary for a successful career as an accountant. But h ow does an accountant
become an executive? There are no
textbooks on this subject. However, the
type of articles included in the December 1968 issue written by Messrs. Robert
E. Sexton ( "The Accountant's Role in
Management —A Company's Experience") and John P. Fertakis ( "Toward
a Systems- Oriented Concept of Controllership") helps answer these
questions.
As indicated in these two articles,
there is a very real educational process
through which an accountant must progress before he can become an effective
executive. In addition, it requires a psychological adjustment that has been a
real stumbling block for many excellent Defense Procurement Competition
To the Editor:
accountants.
Let's call this psychological adjustMany people are expressing alarm to
ment to which I refer the "I'd rather
the
effect that no progress has been
do it myself" barrier. While serving as a
made
in increasing the competitiveness
Manager in one of the Big Eight CPA
of
Government
contracting. These genfirms and as a Vice President of Finance
eral
indictments
seem to be largely due
in industry, I have observed many highly
to
lack
of
understanding
of the procurequalified management accountants bement
process.
come immersed in the most routine opBoth Defense officials and contractors
erations and working sixty to seventy
must
share the blame for such misunhours a week. They complain that they
derstanding
because we and they have
have to do everything themselves if they
failed
to
communicate
in understandwant it done correctly; and they think
able
terms,
the
intensity
and extensivethat they are impressing their bosses
ness
of
the
competition
which exists.
with their long hours of hard work and
There are three basic facts about comenthusiasm. Many accountants conpetition in defense procurement which
stantly drift into trivia and become ensomehow
must be vividly portrayed.
grossed in a mass of detail. They allow
their job to manage them rather than 1. The rules of formal advertising are
so highly restricted by the law and
managing their job. Too many accountits interpretations, that this techants today think like bookkeepers.
nique
cannot be used for more than
To become an executive, not only
15/20 percent of Defense purchases.
must a management accountant be skillForced usage beyond this point deful in analyzing, interpreting, and drawnies us the possibility of obtaining
ing conclusions from the accounts, he
many items of adequate quality on
must be able to get things done effectime, some items can never be obtively through other people. The mantained by this method.
agement accountant who is to succeed

2. The most widely practiced type of
competitive buying, covering almost
30 percent of Government procurement, is precisely that used by the
most enlightened business organizations; this is called "competitive
negotiation" better known by businessmen as "hard nosed bargaining,"
aimed at getting the best product to
meet their needs, when they need
it, at the lowest sound price.
3. Over half of defense procurement
dollars each year will not be based
on price competition for a very practical reason; namely the development of new military hardware.
Each of the above facts could be
proven with endless examples. We shall
cite a few.
What does "formal advertising"
mean? Compliance with the law requires very detailed and rigid procedural
processes, which have been further interpreted and elaborated over the years
by G.A.O. It requires that there be a
specification so clear, detailed and foolproof that any prospective bidder with
no further interpretation by the Government, can submit a responsive bid. No
change can be made in that bid after it
is opened by the Government.
Disadvantages are that a better product cannot be offered even at the same
price and a bidder knowing he has an
advantage over other prospective competitors can bid a higher price than
might be obtained if his bid were subject to negotiation after opening. The
primary areas covered by the above are
military construction contracts (which
are based on detailed architectural drawings) and "bread and butter" items
such as clothing, fuels, highly standardiz ed pa r ts, com m er ci a l i tems an d
services.
The principal difference between formal advertising and competitive negotiation procedures is primarily due to
two factors: One is that the Government and the bidders need to be able to
discuss the procurement, either before
or after priced proposals are submitted
MA NA GE M EN T A CC OU N TING /S EP TEM BE R 19 69

in order to be certain of a full meeting
of the minds as to specifications; or,
secondly, there is some condition present which restricts the number of bidders. What the critics overlook is that
these exceptions are either directed or
fully endorsed by the law, and their use
requires case by case approval by an
authorized official.
A major segment of Government procurements include missiles, the antiballistic missile system, ammunition factories, nuclear reactors and a host of
other aircraft and helicopters. Future
purchases of equipment such as these
cannot be conducted on a price competitive basis. Some competition is obtained by "breaking out" parts and components of major systems for competitive procurement where this can be done
without endangering safety or operational effectiveness.
Let us conclude by stating that where
the Government cannot obtain competition, procurement procedures are
designed to assure the obtaining of these
complex systems at the lowest possible
cost. It is to this area that are assigned
the most highly trained personnel —

negotiators, engineers, price analysts,
auditors, contract administrators, quality
assurance specialists and project managers. This contract team evaluates the
reasonableness of each element of cost
in the bidder's proposal, thus the contracting officer is well armed before he
sits down at the negotiating table with
highly detailed and evaluated cost facts.
To make this process even more disciplined, Congress enacted Public Law
87 -653 which requires each prospective
contractor to certify that the cost and
pricing data supporting his proposal are
accurate, current and complete, based
on the facts available at that time. If
this certification is later found to be
erroneous, with the result that the price
to the Government is higher than it
would otherwise have been, then the
Government is entitled to a price adjustment. Also to protect against any
abnormal trend to high profits, Congress has established the Renegotiation
Act which provides that the Renegotiation Board is to review the total profits
derived by a contractor during the year
from all his renegotiable contracts and
subcontracts in order to determine
whether or not his profit is excessive,
this alone protects against any individual instances of excessive profits.
Delos J.Wood
Toledo, Ohio
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Beware t h e sudden, unexpected blow. An impor ta nt customer's insolvency or delinquency could demolish your working capital . . . smash your profi t to smithereens. Befor e t h a t

happens, take cover. Get the broad, low -cost
coverage of American Credit Insurance®. It
guarantees the value of your receivables. If
you' d welcome such a st or m cel l a r, remember :
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We've been bui ldi ng them si nce 1893.

ACI ... a subsidiary of Commercial Credit Company,
which has assets exceeding $3 billion.
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'

Dept. M, 201 N. Charles St., Baltimore, Md. 21201

'

I want to know more about American Credit Insurance before
it 's too late. Please send your free new folder, " Play It Safe
W ith ACI."
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Material Mix and Yield Variances

ILLUSTRATION
Total

Per
lb.

Actual
Total

Variance
favorable
(unfavorable)

$1,300.00

$1.15

$1,150.00

$150.00

400.00

.42

420.00

Standard

To the Editor:
Mr. Johannes Kimelman in his article
"Material Mix and Yield Variances"
published in the February 1969 issue
refers to material mix as having an important role in textile manufacturing.
We are manufacturers of woolen fabrics, and also of sportswear garments
made from these fabrics. Variances that
Mr. Kimelman explained do play an
important part in our analysis of standard vs. actual costs. Let me illustrate a
case in point.
Fabric A calls for wool (raw material)
to have a standard cost of $1.30 per
pound. This grade of wool blend is to
produce a yarn yield of 95 percent.
Standard cost of mixing, dyeing and
carding total $.40 per pound stock. The
illustration below compares standard vs.
actual costs of one processed lot.
In our Merchandising Division, too,

Per
lb.
Lot A -205
$1.30
Wool 1,000 lbs.
Cost of mix, dye,
.40
card
Net material variance

(20.00)
$130.00

This lot is spun, which gives us a yield variance. The standard yield is 950 pounds, the
actual yield was 900 pounds.
$1.79

Yarn yield
$1.79
$1,700.00
Net variance of Material Mix and Yield

we apply material mix and yield variances but in a little different way. A
budget for gross margin as percentage
to sales is arrived at by projecting the
product mix. The dollar amount of gross
profit is arrived at by applying gross
margin to budgeted volume of sales.
Each month the variance of actual vs.

$1,1611.00

$ (89.00)
$ 41.00

budget of gross profit on sales is separated —part due to gross margin mix
(material mix), and part due to sales
volume (yield).
Earl C. Rogness
Controller- Accounting
Pendleton Woolen Mills
Portland, Ore.

GENERAL FOODS
EXTENDS ITS BEST WISHES
TO THE WESTCHESTER CHAPTER
OF THE
NATIONAL ASSOCIATION
OF ACCOUNTANTS
FOR A SUCCESSFUL 1969 -1970
PROGRAM YEAR

GENERALFOODSCORPORATION
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We Pledge Continued Progress
PRESIDENT GRANT U. MEYERS DESCRIBES NAA'S PLANS FOR THE FUTURE

will

It was a moving experience for me to assume the office of the
NAA presidency in the presence of so many of our illustrious
past national presidents at the Annual Dinner in New York
last June. We pledge to these men that we
strive to carry
forward the record of progress that they established during
the past 50 years.
Our Association has made, during the past half century,
valuable contributions to industry through the development
of management control techniques and programs. These efforts have enhanced the image of the accountant in the eyes
of the business community. He is no longer a recorder of
historical data, but a vital part of the management team.
Through our research we will continue to develop even more
sophisticated ideas for the future.
But a whole new set of demands has now been thrust
upon us.
During the 1969 Annual International Conference we
heard statements from outstanding leaders in domestic and
international industry, government and education which confirm the recommendations of the Long -Range Objectives
Committee adopted by this Association a year ago. Emphasis
must be placed on further preparing the accountant to accept
overall corporate responsibilities. This means a new concept
in our educational and research programs — delving into areas
beyond reports —into human behavior, marketing, decision
making. Our objective should be the development of a complete business administrator, since the opportunities for accountants have never been greater than today or for the years
to come.
Beyond the corporate environment where most of us spend
our day -to -day lives, there are compelling socio- economic
forces at work which we cannot afford to ignore. All of our
chapters and members have a rare opportunity to make
tangible contributions to their communities through involvement in programs designed to raise the living standards of
the underprivileged.
In the final stages of completion are several programs for
use at the chapter level involving socio- economic activities
MANAGEMENT ACCOUNTING /SEPTEMBER 1969

and continuing education. It is my opinion that all NAA
members will recognize their value when the programs are
promulgated. I urge every member to participate.
Another innovation just over the horizon for our Associais the development of a new public role. In the past the Association has remained publicly silent on issues important to
our companies, to our profession, to ourselves, and to the
country. As the largest accounting organization in the world,
however, we have an obligation to speak out.
My predecessor President Meredith appointed a Management Accounting Practices Committee designed to afford the
Association a public voice on accounting issues. (See page 57
for announcement of formation of the committee.) The new
committee will begin work under the leadership of our esteemed Past National President I. Wavne Keller. We intend
to provide the members every possible assistance in their
deliberations.
Internationally, our Association has made great strides and
I have a deep conviction that our efforts arc not just beneficial
to NAA but represent a real and practical assistance to our
country in its relations with other nations. The start must
be made at the people level. Yet the task may not be as difficult as it seems. After all, accounting is truly an international
language, and it is my heartfelt hope that we will expand our
programs and services into all areas of the free world.
The strength of NAA has always been in its members —
their solidarity and their enthusiasm. With such a foundation I have faith that we will accept all these challenges and
look upon them as an exciting adventure into the future, not
with limited thoughts, but with expanded vision. Our goals
are very simple —keep the Association moving forward in its
prime objective of offering timely programs for the education and self - development of our members. We will not
achieve all of our objectives in a single year, but one year of
progress added to another will bring us ever closer to our goals.
GRANT U. MEYERS
President, 1969 -70
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How to turn your bookkeeping department
into a profit center for only $164.50* a month

"Based on the purchase price of $7900.00 amortized over a 48 -month
period.
--

-

-
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-

You can get up -to- the - minute:
operating statements
sales analyses
production reports
in an automatic, unattended operation. The Litton EBS/
1210 captures all the information you need for profitable
management decision - making automatically — as you
perform normal paperwork procedures.
E- lectronic automation processes your billing, payroll,
payables and other paperwork simply, quickly and accurately. And because of its ability to function so automatically, this machine goes a long way toward solving
the! problems of recruiting, training and keeping good
office personnel.
The EBS /1210 has capabilities never before available
in a low -cost system. It automatically: (1) prints headings
and item descriptions; (2) tabulates, spaces up to preset
print positions; (3) computes and prints out totals, acting
on stored data such as rates, conversion tables, etc.;
(4) recaps daily totals; (5) accumulates and automatically prints out 100, 200 or more distribution totals. It
costs less than a part -time clerk.

Find out why the EBS/1210 is creating profit centers
all over the country. Mail the coupon below for complete
information.

-----------------------------------------------

Any size business may now have profit - building management controls.

Litton Automated Business Systems
Reference Library
Dept. 60 -100 -9
Athens, Ohio 45701

;

I would like complete information on the EBS /1210
Profit Center.
Name

;

Title

Company
Street

;

City

i

State

Zip
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Integrated Accounting Systems:
A Practical Approach
SOLUTIONS TO DATA PROCESSING PROBLEMS DO NOT NECESSARILY REQUIRE SOPHISTICATED HARDWARE CONFIGURATIONS

By John L. Goolsby
The terms "integrated management information system" and "total system"
are frequently used in reference to data
processing systems with the capability of
responding to the needs of varying levels
of management. In a strict sense they
suggest a single system concept with flexibility to meet changing requirements.
Such systems have as their major purpose the ability to respond to questions
in a timely manner to facilitate the decision making process. These systems frequently envision a "real- time" environment.
Very few companies have designed
and installed such a system in its conceptual form, primarily because of the
lack of capable personnel and inadequate
justification. The tremendous development costs, hardware costs and system
maintenance costs after installation demand that significant "tangible" or "intangible" benefits be realized to justify
implementation.
My purpose here is to explore other
practical solutions to common business
problems through the design of interrelated business systems that do not necessarily require sophisticated hardware
configurations. This discussion is limited
to the use of integrated accounting systems concepts in a manufacturing concern; however the basic premise is valid
in other business areas. The relationship
of the accounting system to functions
such as production control, marketing
MAN AG EM ENT A CC OU NTING / SEP TE MB ER 1969

and shipping will be described to illustrate how these functions interact with
the accounting function.
Too much attention has been given to
the hardware characteristics that an integrated system demands. It is true that
signfiicant breakthroughs in technology
have made possible many approaches
that were not heretofore available; however, the glamour tends to indicate that
"on- line" and "real- time" capabilities
are absolutely necessary to an integrated
systems approach.
Real Time Considerations

"Real- time" processing envisions the
handling of business information as the
event occurs. The basic purpose is to
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Telephone Co., Fort Worth, Tex.
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holds a B.B.A. degree from the University of Texas, at Arlington.

record data faster so that decisions can
be based on the most current data.
The recording of data on a "real time" basis is not necessarily required to
obtain the major benefits of this type of
data processing. If the information is recorded prior to the time when decisions
would be made in the normal course of
business, these same benefits (i.e. more
current data for decision making) will
be realized without "real- time"
recording.
It is true that certain abnormal data
affecting the decision making process
would not be available on a current basis
without a "real- time" system, but the
justification to install such a system for
that purpose must be very strong. The
nature of the business will provide the
justification or lack of it.
While the need for "real- time" processing is acknowledged in specialized applications such as process control or reservations systems, it is doubtful that
these have real significance to most
business. (If most major decisions can
rely on daily information, it is doubtful
that there could be justification for "real time" processing.) If such a system is
not justifiable, many of the same benefits
may be obtained through proper planning, design, file organization and scheduling of processing.
Integrated Systems Concepts

The integrated accounting system
may disturb some concepts which have
become embodied in many business sys11

Exhibit 1
FUNCTIONAL /ACTIVITY RELATIONSHIP
M A N U F A CT U R I N G

MAR K ETING
Act i vi t y
Sale s
Cre di t
Cust om e r Se rvi ce
Purchasi ng
I nv e n t o ry
Pr od uc t i on
Ac c o u nt i n g
Budgeting
Co nt ro l
Sh i p pi ng

Sale s

Cre di t

Cust . Se rvi ce

X
X

X
X
X

X
X

X
X
X
X
X

X
X
X
X

X
X
X
X
X

tems. Some of these have no real purpose
and have remained only through custom
and routine. For example, why should
production scheduling and control, inventory control, cost accounting and general accounting be considered as completely separate, unrelated activities?
Likewise, there is little valid reason why
dollar value inventory records or accounts should be segregated from physical inventory records.
The integrated system concept envisions the combination or the reflection
of the interaction of data in those functional areas that are influenced by common data. An important concept is that
common input provides updating to all
functions in a continuous process rather
than the all- too - prevalent multiple updating processes inherent in many systems. When the input is data which affects several areas, it will be updated to
all records or files from a single source,
in a continuous process rather than as
separate input to each process.
Functional Relationships
The functional relationship chart (Exhibit 1) illustrates the interaction of
various organizational or functional entities. The accounting system cannot be
isolated from other functions of the business. The major objectives of an integrated accounting system are to provide
each entity with the information required
to make the decisions falling within the
framework of its responsibility in a normal business environment.
It should be emphasized again that
the major purpose of any system such as
the one considered here is to allow for
the continuance of business activity
without interruption. A thorough preliminary study will indicate the manner
in which the system must be designed to
function. If it is possible to meet your
12

Purch asi ng

X
X
X
X
X

T RAF FI C

FINANC E

I nv e n t o ry

Pr o du c t i o n

Ac c o u nt i n g

Budge t i ng

Co n t r o l

Sh i p p i n g

X
X
X
X
X
X
X
X
X
X

X

X
X
X
X
X
X
X
X
X
X

X
X
X
X
X
X
X
X
X
X

X
X
X
X
X
X
X
X
X
X

X
X
X
X
X
X

X
X
X
X
X
X
X

requirement through the limited approach described here, you will also gain
the benefit of more timely implementation since "real- time" system planning
and implementation will probably require several years.
In the planning of the system, the
interaction between functions and their
use of common data should be given
adequate consideration in file organization. The combination of file data into
files with identical control or kev fields
and the use of multiple control fields
will aid in the utilization of files. Other
considerations are the use of random
files for certain jobs to obtain greater
utilization of equipment and sequential
files for volume jobs.
The relationship of the files and the
functions would be a primary consideration in the timing or sequencing of the
processing flow. The objective would be
to update all files which are a part of the
process in a continuous flow so that all
normal decisions necessary for maintaining business activity would be made as
they are required, i.e., make all decisions
required to process each transaction.
Order Processing Illustration
To illustrate some of the basic mechanics of an integrated accounting system in a manufacturing environment,
consider possibly the most basic process,
sales order processing. The requirements
to complete the processing of sales orders encompass the functional areas of
marketing, financial, production and
traffic.
The decision table ( Exhibit 2) describes some of the decisions which must
be made to fill a sales order. In summary
form, management must know basically
the following to complete an order:
1. Credit status of the customer

2. Availability of finished goods
3. Availability of raw material for production if finished goods are not on
hand or if it is a special order
4. Production schedule if the order
must be produced
5. Determination of shipping method
6. Scheduling shipment
7. Determination of how the order is to
be billed
8. Determination of documentation required for the completion of the
order
The detailed steps in the decision
table are examples of the magnitude of
decisions which must be made in order
to accept a single sales order. Through
the proper design of a computer system,
most of these functions can be performed mechanically and on a current
basis.
A comprehensive edit of all input data
is extremely important as a first step 'in
the system. The edit must determine if
the transaction will be acceptable to all
phases of processing since file updating is
accomplished in several phases.
It is obvious that to fulfill the requirements for each order, all files involved
would be updated so that appropriate
status would be shown when the next
order inquires into the same file. These
file updatings may or may not be accomplished by the same computer program,
depending on file organization and hardware characteristics.
A series of programs would likely be
required and they must be carefully designed so that current status is reflected
as nearly as possible. For example, the
illustrative flow chart (Exhibit 3) portrays how a series of programs might be
sequenced in a typical system. The files
could be either card, tape, disc or drum,
which would change some of the seMA NA GE ME N T AC CO U NTIN G /S E PTEM BE R 1969

quencing shown. Sorts will be dictated
by the file storage media used and are not
shown in the illustration.
Prior to order processing, several steps
would be taken: ( 1 ) production released
for the previous day would be updated
to the finished goods inventory, (2) production status would be updated to work
in process inventory and ( >) purchases
and transfers to the production line
would be used to update the raw materials inventory. With these records updated through the close of the previous
dav, sales order status could be determined within the tolerance of the current day's production.
Should more accurate data be required, more frequent processing runs

could be made or daily production estimates considered. This tolerance level
would probably be acceptable to the majority of businesses. With adequate in
ventory control and purchasing procedures a "non -real- time" system, able to
respond to most normal situations
within this framework, would be
operative.
A routine credit check and account
coding would precede the order entry
into the system. The order is then filled
or back ordered based on the availability
of goods as determined during processing. The invoice, bill of lading, and shipping document are produced and the
method and scheduling of shipment is
determined. Salesman's commission data

is calculated and stored if applicable.
Data for sales reporting and financial reporting will be available on a daily basis
if desired.
Summary
This is a simplified example of how
sales order processing might function in
an integrated accounting system. This
illustrates the manner in which proper
file organization and system design can
achieve almost the same benefits as socalled "real- time" processing. Applied
Continued on page 28
Exhibit 3
ORDER PROCESSING FLOW CHART
Sales
Or d e r

Pr og ra m 1

Exhibit 2
ORDER PROCESSING DECISION TABLE

In p u t
Tr a n s a c t i o n
N e xt P r o c e s s i n g S t e p
Yes

No

Edit

Action
Pro gr am 2

1. Is th i s a ca s h o r de r ?
2 . Is t h i s a c r e d i t o r d e r ?

9
3

2
9

3 . Is o r d e r b y a n e w c u s t o m e r ?
4. As si gn cu st o m e r i de nt i fi ca t io n n um be r

4

6
-

-

5

5. Does c redit c hec k c lear?

7

Re je ct

6 . Is p r e vi o u s c r e d i t h i s t o r y s a t i s f a c t o r y?

7
8

Reject

9
10

Reject
11

7 . Is s p e c i a l a p p r o va l r e q u i r e d ?
8 . W a s s pe c i a l a p p r o va l g r an t e d ?
9. Are p ro du c t d es c r ipt io ns a de qu at e?

9

10. Co d e p ro du c t i d e n ti f i c a t i o n n u m b e rs
1 1 . In ve s t i g a t e a n d c o r r e c t
12 . Is s al e s m an n a m e l eg i t i m a t e ?

De te rm i ne a vai l a b i l i t y
of goods - Update

Pr og ra m 3
E xp l o d e b i l l o f m a te r i a l s
12
9

13

invent ory - Pri ce
i n vo i c e

for good s t o be pu rc ha s ed
an d m a nu f ac t ure d

14

13. Cod e sa le sm an id en ti fi cat io n nu m b er
-

-

15

14 . In ve s t i g a t e a n d c o r r e c t
16

4

1 6 . Is p r o d u c t n u m b e r o n i n ve n t o r y f i l e ?
17 . Is s al e s m a n ' s n u m be r o n s a le s m a n' s fi l e ?

17

11
14

19

Pr og ra m 4

-

-

12

1 5 . Is c u s t o m e r n u m b e r o n a c c o u n t s r e c e i va b l e f i l e ?

18. Re t u rn t o c o n t ro l g ro u p f o r c o rre c t i o n

Ca l c u l at e s a l es m en ' s
com m issi ons and upd ate
ea r n i n g s r e c o r d s

-

-

1

1 9 . Is o t h e r d a t a i n I n p u t va l i d a n d c o m p l e t e ?

20

18

2 0 . Is t h e o r d e r f o r a s t o c k i t e m ?
2 1 . Is t h e s t o c k i t e m a va i l a b l e i n f i n i s h e d g o o d s

21

22

Pr og ra m 5

22

P r i nt i n voi c e

i n ve n t o r y ?

26

23. Ar e ra w m a te ri al s on h an d to p ro du c e ?

24

25

24. Sc h ed u le pr o du c ti o n a nd ba c k o rd e r
-

-

27

28
31

32
29

2 9 . Do e s s a le s m a n r ec e i ve r eg u l a r co m m i s s i on r a t e ?

31

30
-

-

32
-

-

33
-

-

34

-

-

35
-

35
-

c harged
3 5 . P r i n t i n vo i c e , b i l l o f l a d i n g , s h i p p i n g d o c u m e n t

s hipp ing. Prepare
shi pp ing d oc um e nt s.
31

3 2 . De te rm i ne sh i p to lo ca t io n
33 . De te rm in e h ow s hi p m e nt i s t o be m ad e
34 . Deter m ine gen eral ledg er a c c oun ts t o be

Determ ine m ethod of

-

27

2 7 . D o e s s a l e s m a n r e c e i ve c o m m i s s i o n o n t h e o r d e r ?
2 8 . Is c o m m i s s i o n b a s e d o n p r o d u c t ?
30. Determ ine s pec ial rates
31 . Calc ula te the co m m i ssi on due

Pro gra m 6

-

-

27
-

25 . Ord er ra w m ate ri al s a nd bac k ord er
2 6 . U p d a t e i n ve n t o r y f i l e

Update AR file.

-

23
-

2 2 . E xp l o d e b i l l o f m a t e r i a l s .

36 . Print s ales journal

37
-

-

3 7 . U p d a t e a c c o u n t s r e c e i va b l e f i l e
-

-

38 . Update general led ger ac counts

38
Com plete

Pr og ra m 7
Print Sale s J ournal.
De te rm i n e Ge ne ra l
Ledger en tries and
out pu t GL up da ti ng
file

End of
Daily Proc es s

MAN AG EME NT AC CO UNTIN G/ SE PTE MB ER 1969

13

Maintaining Balance in
Financial Position
MAINTENANCE OF BALANCED FINANCIAL POSITION IS ONE KEY TO SURVIVAL

By Albert W. Wright
Periodic financial planning centers upon
assumptions about the future economic
environment and expectations as to accomplishments within the period. These
expectations are usually translated into
a volume of sales. The estimated volume
of sales is converted into a dollarized
plan which includes amounts of expected sales along with amounts of costs
expected to be consumed in support of
the sales. Thus, a basis is established for
control of a period's financial activities
which are typically pointed toward a
sales goal
Progress toward a sales goal is normally
evaluated on the basis of interim comparisons of actual sales revenues and
costs consumed with expected sales and
costs. To assure that these goals are approached with some degree of efficiency, it is of extreme importance that
the firm maintain balance in its financial
position. In support of planned activities,
a firm normally prepares a cash budget
which is pointed toward the maintenance of liquidity and solvency throughout the planned period. Often a firm
maintains cash balance during the interim of a fiscal year and, at the same
time, does not maintain overall financial
position balance..
The purpose of this paper is to focus
upon the fact that financial managers
should give attention to all financial position factors ( rather than the single
financial position factor —cash) if the
14

growth and stability of their firms are to
be sustained. Additionally, suggestions
are offered as to the significance of financial position balance and some ways in
which the key factors of financial position balance may be identified and utilized in overall financial planning and
control.
Financial Position Balance
Balance insofar as financial position
is concerned is taken to be the minimum
amounts or relationships (ratios, percentages, etc.) existing or expected to
exist within the balance sheet as well as
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between the balance sheet items and
classifications or sub - classifications of
the income statement. Examples are the
ratios or percentage relationships of total
current assets to total current liabilities
(working capital), total accounts receivable to total current assets and total accounts receivable to net sales.
By minimal relationship is meant the
least favorable relationship that would
permit the attainment of planned goals;
it does not necessarily relate to the lowest ratio or percentage. For example,
total current assets of 100 percent of
total current liabilities (ratio of 1 to 1)
may be the minimum acceptable while
total accounts receivable of 20 percent
of total current assets (ratio of 0.2 to 1)
may be the minimum acceptable.
Hence, 100 percent may be the lowest
(minimum) acceptable in the first
example while 20 percent may be the
highest (minimum) acceptable in the
second example for efficient progress toward financial goals for a period.
In summary, the financial position
should always include a mix of assets
and equities that provide for the sus stained liquidity, solvency, stability and
growth of the firm with a minimum cost
of capital.

Operational Balance
A satisfactory balance in a firm's operational activities is highly dependent
upon its achieved level of sales. This is
so because sales generally guide a firm
in almost all of its activities. As menMA NA G EM E NT A C CO U NTIN G / S EP TE M BE R 19 6 9

tioned earlier, planned sales suggest
costs that may be incurred during a
planned period. Along with a proper
level of costs to be consumed in generating revenues, representing operational balance, is a proper level of costs
to be incurred for future consumption
—capital outlays. Such outlays bear
upon the financial position balance of
assets and equities.
Overall, operations balance, disclosed
in the income statement, should entail
a mix of revenues and costs that will
maximize the increase in owners' equity
for a planned period. In addition, the
current mix of sales and consumed costs
should provide guidance for future
planning and control of capital outlays
that will enhance long -run owners'
equity.
Operational balance therefore involves some kev relationships to financial position balance. It goes without
saying that operational balance involves
acceptable measures of income statement costs consumed relative to a sales
volume which will maximize the periodic and long -run growth in owners'
equity. Some interrelationships of financial position and operational balances
are considered in the following section.
Operational- Financial Position
Relationships
The operating activities of an enterprise are properly the basis for periodic
planning. The sphere of operations encompasses sales, production, marketing
and general administrative functions.
The planning for and results of these
functions are reported in projected or
historical income statements. The projected or historical reports of operations
entail relating revenues to the costs that
support the revenues. Hence, the financial manager can identify specific
desirable relationships as a basis for evaluating past performance and for planning and controlling future activities.
Examples of important relationships
are cost of products sold should bear a
certain relationship to sales, and selling
and administrative costs should not exceed a specified percentage of the sales
dollars over a period. Overall, it is usually management's goal to have these
operating items treated in such a way
that after -tax net income will be maximized for the period covered.
Although an enterprise may maintain
the relationships or balance that will
enhance owners' equity through maximized profits, it must also maintain similar relationships and balance in and
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among the resources it employs. This
balance in the resources employed and
their sources of acquisition is reflected
in the accounting report of financial
position. The survival of the business
in carrying on future activities is highly
dependent upon this balance.
The key factor in determining the
amount of resources a firm should have
is the level of sales revenues forthcoming or resulting from the operations activities. Sales revenues determine the
resources that should be available to the
firm.
More specifically, the level of operations suggest not only how much in
total resources is needed but also suggest how much of specific resources is
needed. Examples of this are that the
level of sales suggests a level of trade
receivables, inventories and plant; and
acquisitions of goods for sale through
either manufacture or purchase) suggest a level of trade payables.
It would seem desirable and possible
that financial management should identify some of the relationships between
operational activities and financial position which would be useful in guiding
the business toward efficiency, stability
and sustained growth. For example, sales
and costs consumed, representing operations, should move in the same direction as resources employed and equities
therein, representing financial position.
Emphasis on Operational Balance
Because a sales goal which is pointed
toward the maximization of long -run
earnings is dominant in our free enterprise system, a typical business firm is
what we call "operations oriented." This
is quite evident in the financial planning in many businesses. Our financial
planners typically, in planning a period's
activities, adopt a sales goal and then
seek to find attainable relationships
among the operational factors that will
result in an acceptable periodic net income.
As control devices, maximums of the
percentages of operating costs and expenses are established as operational
goals. So long as the percentage relationships to sales dollars are maintained
or kept below the established maximums, most financial managers will
consider that operational balance and
success have been achieved. Perhaps
this is true, since profits appear to be
sufficient to sustain the firm's continuity
and planned growth. However, such an
approach can result in losses of profits
that would accrue through careful scru-

tiny for other factors which could add
to the growth of the firm.
Operational financial planning usually provides for the preparation of projections of the cash and working capital
positions that will exist throughout and
at the conclusion of a period of operations. But, often little attention is devoted to whether or not these are in
balance relative to all financial position
factors. Consequently, at the end of a
period of operations many in financial
management find that, during the operating period, the firm had not maintained a proper balance in financial
structure for effectively and efficiently
moving into the ensuing period's acivities.
As an example, it is often found (at
the end of a period's activities) that too
much had been invested in plant and
equipment to allow for a proper level
of cash and working capital to be maintained for currently maturing obligations of the next period. Or, on the
other hand, too much may have been
invested in prepaid expenses, deferred
charges of long -term nature, or longterm investments to allow for making
the capital outlays necessary to carry
through the ensuing period's operations. These conditions may be brought
about by over - emphasis on achieving
operational balance and cash and working capital positions without regard to
other more fundamental balances involving both operations and financial
position.
Illustrative Balance in Operations
and Financial Position
To illustrate an approach to achieving
overall balance in financial planning, we
can assume that a firm has either experienced operating results and consequential financial position relationships
that have quite well enabled it to efficiently sustain its profitability and
growth, or, that it has not had such
experiences, but has idenified (after the
fact) some of its financial difficulties
in achieving these goals. In either case,
it is assumed that relationships that
should have existed can be identified
and that the policies as to dividend payouts, long -term investments and borrowings, capital outlays, etc., used in the
past are quite well known.
Table 1 details some of the standard balances and relationships as well as
some actual historical relationships that
could continue in the future and that
could enable a firm to attain its financial goals. Column (1) shows historical
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ACTUALANDSTANDARDOPERATIONSANDFINANCIAL POSITION

$1,000
600
100
200
900
100
50
50

100%
60%
10
20
90%
10%
5
5%

$1,200
720
120
240
$1 080
120
60
60

$1,200
720
120
240
$1,080

20
30
40
10
100
75
300
25
500

4%
6
8
2
20%
15
60
5
100%

24
36
48
12
120
90
360
30
600

30
20
50
150
200
200
100
500

6%
4
10%
30
40%
40
20
100%

$
$
$
$
$
$
$
$

36
24
60
180
240
240
120
600

$

$

$
$

$
$
$
$
$
$

$
$

$
$

$

$
$

operations and financial positions are
provided with which actual results may
be compared.
It is common practice in controlling
operations to report actual and standard
revenues and costs and to analyze and
report variances from established standards. This practice may be extended to
reporting of actuals and standards for
assets and equities. Note the variances
from the standards shown in column 4
of Table 1 for prepaid expenses, current
assets, long -term investments, plant and
equipment and other assets. Purposely,
this illustration did not include variances
in operations or in many of the current
assets and equities. This was done in order to bring out that an overinvestment
in prepaid expenses, long -term investments, and other assets of $13 has been
made with the result that $13 should
already be invested in plant and equipment without distorting the future financial plan to include this needed
investment.
We will not delve into the future financial problems that may result from
not having this amount of plant and
equipment available at the beginning of
the next period's operations. Neverthe-

1

$

Actual
results

$

3

Standard
results

$

FINANCIALPOSITION:
Assets
Cash
Trade receivables
Inventories
Prepaid expenses
Total current assets
Long -term investments
Plant and equipment
Other assets
Total assets
Equities
Trade payables
Other current payables
Total current liabilities
Long -term debt
Total liabilities
Invested capital
Retained earnings
Total equities

2

Percent

$

OPERATIONS:
Sales
Cost of sales
Selling expenses
Administrative expenses
Total costs and expenses
Before -tax income
Income taxes (50 %)
After -tax net income

4

1

Past
results

$

Table 1

$

amounts. Among significant relationships in the column may be noted:
a. Cost of sales is 60 percent of sales.
b. Total selling and administrative expenses is 30 percent of sales.
c. Before -tax income is 10 percent of
sales.
d. Total current assets is 20 percent of
total assets.
e. Plant and equipment are 60 percent
of total assets.
f. The working capital ratio is 2 to 1.
g. Long -term debt is the source of 30
percent of total assets.
h. After -tax net income is 162A percent of
owners' equity.
i. After -tax net income is 10 percent of
total assets.
j. Sales are 200 percent of total assets.
It should also be noted that items a
through c could reflect operational balance, items d through g could reflect financial position balance, and items h
through j could reflect a combination of
operational - financial position balance if
they reflect relationships that concur
with the efficient attainment of enterprise goals.
Column 2 shows, percentage -wise, the
internal relationships among items
within a particular report. If these relationships are desirable goals, they
could very well be used as bases for
future financial planning. If these are
not acceptable as desired goals for financial planning purposes, such relationships can be established. In seeking desirable relationships, it may be necessary
to identify past difficulties in achieving
operational goals and relating these to
conditions that existed in financial position at or about that period of time.
Once desirable relationships are
established as future planning guides,
the financial planning team may move
to planning future operations and financial position. Column 3, Table 1 reflects
planned (standard) operating results
and financial position based on the
aforementioned relationships. The col unin shows a 20 percent increase in the
level of operations (sales) with an appropriate 20 percent change in all other
operational items. The column also
shows an appropriate change in total resources (assets) being used including no
change in the mix of resources. Although
this situation is not likely to result exactly as shown, it could very well be a
desirable objective and basis for financial
control. Note that relationships a
through j mentioned earlier, would continue to exist. Thus, standards for

120
60
60

24
36
48
15*
123*
95*
347*
35*
600
36
24
60
180
240
240
120
600

less, routine reports should be rendered
to explain and justify these variances as
is usual in "standard" reporting.
Finally, it should be observed that
this approach provides the flexibility of
allowing for the development of standards for use at any time during the
planned period based on the level of
sales activity to a given point during the
planned period. For this purpose, a seasonally adjusted annual sales amount
may be developed to justify changes in
total assets and other financial position
items. This is particularly relevant for
interim reports of investment in plant
and equipment. In other words, changes
in the amounts of financial position
items are justified only as the rate of
operations increases or decreases.

Guides for Identifying Relevant
Relationships
The initial financial position of a
firm is determined from its sales activities and growth in its early years. Similarly, changes in financial position get
their impetus from the same sources —
sales. Accordingly, financial position can
be said to be a direct result of opera Continued on page 28
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Programs
WITH FRGP, MUCH OF THE INFORMATION NOW PRINTED W OULD NO LONGER BE REQUIRED

By Joe B. Freeman, Jr.

Such a method, called the flexible report generation program (FRGP) is
described in this paper.
The general characteristics of the
method will be explained. Although the
method may appear to be in the form
of a specialized, highly symbolic programming language, the users for whom
this paper is written can use FRGP effectively without any knowledge of programming whatsoever.

Many years ago the bookkeeper with the
green eye shade and high st oo l had access to all the stored financial information. As data processing became more
complex, users began to have access to
information only through the programs
controlled and written by others. Extensive effort was required to get programs
written; therefore, the user sought to get
as much information as possible on a Basic Concepts of FRGP
given report. Much information was
Five basic elements comprise the skelprinted because of possible rather than
eton
of FRGP. These are as follows:
likely need. The net result was high output volume, excessive report storage and
extensive clerical effort to recast information contained on reports into a more
usable format.
In today's brave new world of computers, there is talk of integrated systems
of total information systems, and of
graphic reports flashed in real time on a
screen in a manager's office. Conversely,
today's realities often consist of mountains of paper, of burgeoning computer
North Texas Chapter 1964, is a Divicosts, of missed schedules, and of the
sion
Controller of the Maremont
need for additional work force to correct
Corp.,
Chicago, Ill. Mr. Freeman
errors which never occurred before the
holds a B.B.A. degree in Accounting
days of the computer.
from North Texas State University
If a method were available to provide
and an M.B.A. degree from Southern
initially only enough visibility to perMethodist University. He is a previform essential functions and to define
ous contributor to MANAGEMENTACexception conditions, and if reports
COUNTING, and has been awarded an
showing the details of exception conNAA Certificate of Merit for this artiditions were obtainable easily and
cle in 1968 -69.
promptly, much information now
printed would no longer be required.
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1. FRGP translator
2. Information to be stored by the
computer
3. Computer storage and addressing
system
4. Information retrieval techniques
5. Report processing techniques
FRGP TRANSLATOR

The traislator is the computer program which converts the instructions
contained in report requests into directions which the computer can understand. Since this paper is concerned with
user considerations, there will be no
further reference to or consideration of
the translator.
INFORMATION STORED BY THE
COMPUTER

FRGP implies that all information required for reporting is stored by the
computer and that such information is
identifiable. Hence, a first step in establishing a FRGP is to determine what
information is to be stored. Techniques
for making such determination vary;
however, usually, information requirements are defined first in general terms,
then successively in more specific terms
until a precise definition emerges.
For FRGP purposes, precise terms are
those which describe the lowest elements to be used in control. For example, assume a sales analysis requirement for sales amount sequenced and
totaled on a region basis. Assume a
second requirement for sales amount on
17

a product basis and a third requirement
for sales amount sequenced on a combination of region and product. The definition of three information elements:
amount, region code, and product code,
provides the building blocks for any
possible report configuration including
the three requirements specifically listed.
The information elements have descriptive names (and /or numeric codes) and
specific numbers of characters. In our
example, region code might be information element 004 and the code itself
might contain five characters. Both the
computer and the user know how to recognize the information element and how
manv characters it contains.
COMPUTER STORAGE AND
ADDRESSING SYSTEM
If information is to be effectively retrieved, it must be stored in a systematic
manner. In essence the computer must
know where to look for the information
and be able to recognize it when it is
found. The user does not need to know
where the information is stored, but
must know how to tell the computer
what information is needed. Further,
most complex FRGP's require the user
to understand and use portions of the
storage and addressing system.
INFORMATION RETRIEVAL
TECHNIQUES
Techniques, including a disciplined

form, are defined to allow the user to
identify precisely the information required and to provide necessary information relating to storage location. Expanding our example further, assume a
requirement for data relating to sales
in region 20345. Retrieval instructions
would first tell the computer to find the
information element, region code. Next,
the computer would be told to select
only information relating to region
20345. Depending on the individual
F RGP, instructions might or might not
cover where in storage to look for the
data.
REPORT PROCESSING TECHNIQUES
In addition to retrieval instructions,
the user must instruct the computer as
to how the information is to be printed;
i.e., left to right display, vertical data
sequence, control totals, spacing, etc.,
are included in the user's instructions.
Techniques, including a disciplined
form, are defined to provide a language
in which to convey these processing instructions.
18

Illustration of FRGP

Information Needed

Exhibit 1 illustrates the general steps
in a flexible report generation program.
The program actually starts with a report specification form containing both
retrieval and report processing instructions. Next the needed data are retrieved
and processed. Implicit is the previous
processing and storage of data. Finally
the report is printed for the user.
A simple example situation will be
used to illustrate the establishment and
use of an FRCP. Ajax Inc. sells the following four products: apples, bananas,
carrots and doorbells. The market is divided into sales regions and the regions
are divided into territories. Management
wants a reporting system that will furnish sales data routinely in summary
form and that will furnish exception
data on demand. The data needed for a
given report may be referenced in terms
of products, regions, customers or any
other method by which data are identified.

The information to be stored by the
computer must be identified. Specifically, information elements are to be
defined precisely and in sufficient detail
to furnish information in a format sufficiently flexible to fulfill any conceivable
reporting requirement. In the example,
sales amount is common to any report
which may be desired. Other information elements which are readily identifiable are as follows:
1. Product name (or code)
2. Region code
3. Territory code (meaningful only
within a given region)
4. Customer name
5. Customer type
6. Date (week, month and year)
In addition to actual sales amount,
budget sales amount may be a needed
element. Some or all of the elements
describing the actual amount will be
used to describe the budget amount.

Exhibit 1
SIMPLIFIED FLOW OF A FLEXIBLE REPORT GENERATION PROGRAM

Management
Requests
Information

i
Report
Specification
Prepared

Data
File

Specifications
Batched for
Keypunch

Retrievals
Processed

Specifications
Keypunched

Data
Processed

- -

�

Specification
File
Updated

"Spec"
File

r
Report
Printed

'Denotes possible existence of conversion to or from
"On Line" / "Off Line" devic es not s how n.
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Although other elements can be defined,
for purposes of this example only these
elements are assumed to exist.
To enable both the FRGP user and
the computer to recognize these information elements, a more precise definition must be made. The number of
characters comprising each element must
be determined. Exhibit 2 illustrates this
more precise definition. Note that each
information element has been assigned
a three digit numeric code.

Exhibit 2
DEFINITION OF INFORMATION ELEMENTS

Computer Storage and Addressing
System
The mechanics of the computer storage and addressing system are the responsibility of the programmer not the
user; however, a basic understanding is
needed in most FRGP's to enable the
user to prepare complex report specifications. In the example, records, identified
by known information elements, are
being stored. The physical properties of
these records, amounts and codes, are
illustrated in Exhibit 3.
Storage must not only provide a place
for the records themselves, but must also
provide a method of identifying the information elements which the codes
represent. One way to do this is to set
aside consecutive spaces and always store
data for a given element in the spaces
set aside for it. For example, forty -one
consecutive spaces could store all the
information elements relating to any
record in the example. If forty -one consecutive horizontal spaces could be provided, if records could be provided horizontally, and if the elements in records
were always presented in the same sequence, the location of the information
element would identify it; i.e., Region
code might be the third and fourth
characters; budget amount might be the
thirty - second through forty -first.
To reduce computer search time, the
records are stored in some sequence —
preferably by the sequence in which they
are most often searched. Assume that in

NAME

NUMBER

ACTUAL AMOUNT
BUDGET AMOUNT
PRODUCT CODE
REGION CODE
TERRITORY CODE
CUSTOMER CODE
CUSTOMER TYPE CODE
DATE: WEEK
DATE: MONTH
DATE: YEAR

010
020
030
040
045
050
060
070
071
072

"NUMBER OF
CHARACTERS
10
10
2
2
2
7
2
2
2
2

"Number of characters excludes punctuation
NOTE: All codes are numeric
the example the information element,
product code, will be most oft en
searched for; therefore, data will be sequenced first by product code. Since
region code is also a sequence frequently
used, it may be less expensive in total to
duplicate the entire record file. The
second file would then be sequenced by
region. The configuration of the files is
illustrated in Exhibit 4.
Report Processing Techniques
Assume that the following processing
and display techniques are desired in
the example. These are the ability to:
1. Display horizontally amounts for
week, month to date, year to date,
or any combination thereof
2. Specify control totals
3. Specify periodic report requirements
only once and have the computer
remember to furnish the report each
time desired
4. Display budget and actual amounts
horizontally
5. Compute the actual amount, over/
under budget and the percentage of
variance from budget.

6. Specify space both vertically and horizontally including spacing to a new
page
7. Specify the number of copies required and distribution
These requirements are specified on a
disciplined form for key - punch. This disciplined form, Exhibit 5, is also used
for retrieval instructions. The form is
prepared by the user in defining both
processing and retrieval instructions for
the computer. Note that the form is
illustrative only and does not represent
the form for any existing FRGP. The
phrase "card code" appears on the extreme right of the sheet as the column
heading in each of the segments. Card
codes 1, 2, and 3 apply to processing instructions and card code 4 applies to
retrieval instructions. Explanation of
the form is provided below starting with
card code 1.
CARD CODE 1
Report Number: Enter the five digit

serial number of the report. The first
two digits are always 03 (They identify
this FRGP;) the last three digits are a

Exhibit 3
ILLUSTRATION OF RECORDS TO BE STORED BY THE COMPUTER

04
01

10
10

24
02

1050236
0044562

05
06

04

10

24

WEEK
12
02
12

DATE
MON TH
03
01
03

ACTUAL A MOU NT

BUDG ET AMO UNT

YEAR
67
67
67

0,006,432.50
0,005,666.00

—

CUSTOMER
CODE

—

CUSTOMER
CODE

0,025,000.00
—

TE RR ITOR Y
CODE

—

REGION
CODE

—

PRODUCT
CODE

The first and second records represent "actual" sales. Notice that nothing is shown under "budget amount."
The third neared illustrates a budget record. It implies that the budget is not detailed by customer and customer code.
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Note: The sum of the number of spaces
required by the display elements, the
spacing, and the amount displays cannot
exceed the number of spaces on a page.
Assume there are 132 spaces available.
Control Elements: Up to six sort sesquences and /or control totals may be
specified. Enter the lowest control on
the extreme right and enter higher level
controls in ascending order from right
to left.
• Control Code: Enter one of the following codes:

0 Show each record retrieved
1 Summarize so that the lowest level
of detail shown is the lowest control
element. (See Card Code 2 for
control elements)
Card Code: "1" has been preprinted.
CARD CODE 2
Report Number: See instructions under
Card Code 1.
Exhibit 4
FILE DESCRIPTION
FILE I
HORIZONTAL
START
END
" 00
02
04
06
13
15
17
19
21
31

01
03
05
12
14
16
18
20
30
40

ELEMENT
CODE
030
040
045
050
060
070
071
072
010
020

ELEMENT NAME

PRODUCT CODE
REGION CODE
TERRITORY CODE
CUSTOMER CODE
CUSTOMER TYPE CODE
DAT E: WEEK
DAT E: MONTH
DAT E: YEAR
ACTUAL AMO UNT
BUDGET AMOUNT

FILE 2
00
02
04
06
13
15
17
19
21
31

01
03
05
12
14
16
18
20
30
40

040
045
030
050
060
070
071
072
010
020

REGION CODE
TERRITORY CODE
PRODUCT CODE
CUSTOMER CODE
CUSTOMER TYPE CODE
DATE: WEEK
DAT E: MONTH
DATE: YEAR
ACT UAL AMOUNT
BUDGET AMOUNT

'NOTE: T he first space is 00 not 01. The justification for this is that it allows the first 10 digits
to be written with one character (0,1,29 rather than 1,2,3
10.)
-

Result # 1 Formula: Any formula using up to five symbols, including the
amount display numbers, can be specified. "R1 equals" is implicit; therefore,
if R1 (amount display 3) is to equal
the sum of amount displays 1 and 2, the
result formula would be "1 +2." The

Note: The report will automatically skip
a space after each total.
Summary Code: Enter one of the following codes:

-

R1 Result as computed in formula 1
R2 Result as computed in formula 2

0 Single space the report
1 Double space the report
2 Triple space the report

-

If the information elements "Date:
Year, Month, or Week" are to be displayed, the codes above must not be
used. Enter either of the codes below:
A4 Actual amount when "date" is a
control element
B4 Budget amount when "date" is a
control element
When either of the types of codes
above are used, two "result codes" may
be used. These results are achieved by
computations using two or more of the
other amount codes. If one or both results are desired, use the following codes
in the same manner as the earlier codes:

• Space: Enter the number of spaces
desired between the elements adjoining the "space" column.
• Element Code: Enter the information element code number to be displayed.

-

Al Actual amount /current week
A2 Actual amount /current month to
date
A3 Actual amount /year to date
B1 Budget amount /current week
B2 Budget amount /current month to
date
B 3 Budget amount /year to date

Horizonal Element Display: Up to
seven elements may be displayed from
left to right across the page:

Result # 2 Formula: Enter in accordance with Result # 1 rules.
Space Code: Enter one of the following codes:

-

Amount Display: Columns on the report have been reserved for each of the
amount displays; therefore, amounts will
be displayed under the columns indicated on the report specification. For
example, Amount Display 1 is close to
the center of the page; Amount Display
6 is at the extreme right. If the amounts
are to be displayed on a "to date" basis,
up to six of the following codes may be
entered:

1 Add
2 Replace
5 One Time Report

-

Number of Copies: Enter the number
of copies desired.
Distribution: Under "Department" enter the department code of the first addressee. Under "Copies" enter the number of copies to be sent to the addressee.
Up to six addressees may be specified.

+ Plus
— Minus
# Times
/ Divide by

-

Add
Replace
Delete entire report specification
One time report

Action Code: Enter one of the follow ing codes:

-

1.
2.
3.
5.

symbols which may be used are as
follows:

-

numeric serial number. The number
serves as a unique identifier of the report
and ties together this card and the other
card codes for this report.
Action Code: Enter one of the following codes:
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information element "mon th ." These
instructions are conveyed to the computer via a disciplined form which is
keypunched and processed by the com-

0 Sequence Only
1 Total
2 Total and jump to next page
• Information Element Code: Enter
the desired information element code.

puter.

Card Code: "2 " has been preprinted
on the form.

CARD CODE 4
Report Number: See instructions under Card Code 1.
Action Code: En t er "5 " if the report
is requested one time only. If the report
is scheduled periodically, enter one of
the following codes:

CARD CODE 3
Report Number: See instructions under
Card Code 1.
Action Code: Enter one of the following:
1 Add
2 Replace

1. Add
2. Delete
File: Enter the file number from which
data are to be retrieved — either 1 or 2.
Major Retrieval: List the Region Code
(if File 2) or Product Code (if File 1)
to be searched. The major retrieval must
always be the element in which the file
is sequenced. Since the address of the
major retrieval is fixed, there is no need
to list it.
Note: If the entire file is to be searched,
there is no need to specify a major retrieval. See "Retrieval Type" below:

Note: Card Code 3 is not required. on
"One Time Reports."
Re p o rt S c h e d u l e : E n t e r a n " X " u n d e r

each week in which a report is desired.
Note: The report specification form implies that months are comprised of full
weeks; i.e., thirteen month years or
quarters with 4 -4 -5 week months.
Information retrieval techniques in
the example consist of telling the computer which file to search and of defining
precisely the information needed. For
for M a r c h

1 st Mi n o r Retrieva l: Wh e n o n l y a p o r -

were needed, instructions would say
search file 1 for the number 03 (March)
stored in the columns set aside for the

tion of the data defined by the first retrieval is needed, the 1st Minor Retrieval
should be used. Under the column

ex a m p le , if sales a m o u n t

"Data" enter the specific data wanted.
For example, if territory 15 describes
the data needed, enter "15." Under
"Address" enter the column location of
the information element described. The
addresses of the elements are contained
in Exhibit 4.
2nd Minor Retrieval: When only a
small portion of the data defined by the
1st Minor Retrieval is needed, the 2nd
Minor Retrieval should be used. Instructions relating to the 1st Minor Retrieval apply.
Retrieval Type: Enter one of the following codes:
1. Retrieve entire file. (Do not use
major or minor retrievals with Retrieval Type 1.)
2. Retrieve specified major. (Do not
use minor retrievals.)
3. Retrieve specified majors and address defined minors.
Card Code: "4" has been preprinted.
Possible FRPG Characteristics for an
Accounting Data System
Assume an accounting data system
which provides the fiscal data for an enterprise. Detail data are stored by ledger
number; i.e., sales analysis data are in the
general ledger sales account(s).

Exhibit 5
REPORT SPECIFICATION FORM
REPORT
NUMBER

i a
•
;

arrt

u n . eenu n

RESULT
1

AMOUNT DIVLAY

oorIu o.n. mr . .

RESULT
# 2

FORMULA FORMULA

CARD
CODE
i
1

REPORT
NUMBER

4 � • tl . °u.
°°.'. .

.0

RIZONLALE69MENT
w r n . 0 nu .n

I V. AY
..a

CONTROL ELEMENTS
ur..

� ..�
`°°'..

. .r

CARD

ur.
7

REPORT SCHEDULE

REPORT
NUMBER

b

1 214
311.4/ 1:1 1/. ♦ 1 1 5 5 5
1 1 1 1 1 1 1 1 1 1 7 7 7 7 7 7 7 2 7 7 3 7 3 7 3 3 7 J 3 7 4 1 1
5S 7 • S O 1 7
1 2 3 1 5S 7 S 9 0 1 7 J / 5 5 7 8 Y 0 1 7 J 1 5 5 7 S 9 0 1 7 J 1 5 5 7 8 9 0

1 1 1 1 1 1 1 1

1tt MINOR RETRIEVAL
REPORT
NUMBER

a j

MIND
RETRIEVAL

DATA

1111LH 1111111111111111111

2nd MINOR RETRIEVAL
DATA

.e e uu

RETRIEVAL

CODE
7

CARD
CODE

1
/

/
1
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INFORMATION ELEMENTS

One might think that the number of
information elements would be unreasonably large and that it would be impractical to set aside storage space for
each element in each account. However, by using general terms to describe
elements, the number can be reduced
substantially. For example, customer invoice number, receiving report serial
number, and payroll check number
could all be identified by the information element "serial number."
Even with generalized definitions of
informtaion elements, the total number
of elements will likely be too great to
reserve storage space for each element
in each account. Further, the information needed for control varies from account to account; therefore, it is not
necessary to store every element in each
account. For example, contrast the information elements needed to control
cash with those for stock inventory.
These factors lead to the decision to
define information elements separately
for each account and to define storage
requirements and configurations on an
individual account basis also.
Note: This is one reason that addresses
of elements rather than element code
numbers are shown on the report specification form, Exhibit 5, Card Code 4.
FILES

It was mentioned earlier that there
were advantages in having more than
one file. These advantages evolved
around the trade -offs between faster retrieval offered by several files and the
cost of the space and maintenance of the
duplicate files. For the accounting system of a large firm it may be advantages
to have as many as five files.
The five computer files or libraries
are used to store accounting data. Each
file is configured or sequenced to satisfy
different categories of report needs. Retrieval is thereby made easier, and processing time is shorter. Data in four of
the files are summarized to some extent.
The fifth contains all the detailed data
required for storage. We previously mentioned that data information elements
vary among accounts. Data elements also
vary within given accounts among the
various files because of different uses intended for these files.
The first file stores costs and data elements which are of interest on a job-todate basis. Many ledger accounts are
excluded by definition.
ZZ

The second file stores costs and data
elements which are of interest on a fiscal
year -to -date basis. All trial balance accounts are included.
The third file, the general ledger, is a
highly summarized verison of the second
file.
The fourth file, a special purpose file,
primarily contains fixed asset records
which are controlled and identified by
several unique data elements.
The fifth file, called the archives, contains all the details required in the system. Virtually any information can be
retrieved for any time period."
The first four files allow retrieval of
data through the current accounting
cut -off; however, costs for a prior period
alone cannot be retrieved. In other
words, costs for the current week current month -to -date, current year -to -date,
and job-to -date can be retrieved but cost
for any prior month cannot be called out
by itself.
INDICATIVE AMOUNTS

Many transactions generate multiple
entries to the general ledger. For example, the purchase of a part having a
standard cost causes an entry to inventory for the standard cost amount, to
variation for the difference between
standard and actual amount, and to accounts payable for the actual price paid.
A person charged with analysis of the
variation account needs to know either
actual or standard cost (if not both) to
serve as a reference point. It is possible
to store these amounts, called indicative
amounts, as well as the ledger amount
and control and display them in the
same manner as the ledger amount. Definition of indicative amounts takes the
same form as definition of information
elements.
Practical Limits and Control
Unfortunately, today's technology
does not allow storage of all financial information nor can any FRGP provide
all the processing flexibility needed.
Compromises in the face of practical
reality must be made. Most of these
compromises are made during the definition of file configuration and processing capability. Both the programmer
and the user must participate actively in
such definition. The programmer must
be the expert on whether or not the system exceeds agreed upon limits of practicality from a computer operating cost
standpoint. The user must have the

choice of specific deletions when deletions are necessary.
If FRGP is used well, details will be
printed for exception conditions only,
thereby reducing total output substantially. Storage space can be reduced substantially. Since information needed is
stored by the computer, there is no
necessity to store vast amounts of data
in printed form. This advantage turns
into a disadvantage if the user misuses
the capability and demands unneeded
outputs. However, since the user can
largely control output volume, abuses
can be controlled by measuring the computer costs incurred by given users.
(This can be done on some basis by
counting report specifications in some
weighted manner.)
CYCLE TIME

Cycle time is the amount of time
which elapses from the moment management makes a report requirement
known until the report is furnished to
management. If the FRGP cannot provide exception reports within a reasonable cycle, management will find other
means of obtaining data or will make
decisions without them.
UNENLIGHTENED USERS

Well informed, oriented, and trained
users are required to make FRGP work.
Unenlightened users squander money
both in terms of misuse of the computer capacity and of failure to use a
capacity which was expensive to create.
Even worse, poor management reports
weaken control. Users must believe in
the advantages of the system and be
challenged to make it work. They must
be trained extensively in the use of
FRGP.
Gateway to Tomorrow
FRGP returns direct access to stored
information to the user. Gone are his
excuses or reasons for not using the
computer to furnish reports in the precise format required. The user is inescapably linked with the computer and
is given the opportunity to make it his
tool to do reporting with speed, accuracy and in breadth of scope inconceivable before.
Tomorrow, or the day after, reports
will be flashed instantly on a screen in
a manager's office in graphic form. The
data displayed will then be retrieved
through the use of some advanced
version of FRGP.
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A Proposal to Computerize
the Accounting System
PAYROLL, ACCOUNTS PAYABLE, AND GENERAL LEDGER SERVE AS STARTING POINT FOR A COMPUTERIZED SYSTEM

By David R. Slutzker
The continued growth of the company
increased its size to the point where
existing manual procedures could no
longer serve its needs. Consequently, a
study was made which culminated in
a decision to install an in -house computing system and peripheral punched card
equipment. During the studv, it was
determined that the areas of payroll,
, iccounts payable, and general ledger
.accounting offered the most dramatic
initial justification of the proposed
system. The application of the system
to these accounting areas is discussed
below.

2. Accumulated earnings balances are
developed automatically.
3. Calculation time is reduced and
calculations are self - checked.
4. Accurate payroll documents are prepared automatically.
5. Payroll and labor cost reports are
prepared from single source.
6. Clerical effort to complete source
documents is reduced.
7. Production and cost reports are
available for effective management
control.
8. Cost distribution for budgetary
control is automatic, and permits
an unlimited variety of labor cost
analyses.

Payroll
A payroll and labor accounting system should provide prompt and accurate paychecks, develop and maintain
proper records of employee earnings,
record and report various taxes and
other statistical data required by government agencies, and provide management with labor costs. The methods of
processing data described in the illustrative flow chart (Exhibit 1) make it
possible to fulfill all these requirements
effectively and economically. The flexibility inherent in these methods permits
adaptation to changing requirements, as
well. Some of the advantages to be
obtained through this system are:
1. Peak loads in reporting earnings are
eliminated.
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Although the company has four plant
locations, and over 30 distribution
points, the centralized payroll preparation will require only three separate
runs, based on the type of remuneration— salary, hourly, or commission.
Table 1 sets forth many of the considerations involved.
Accounts Payable
The company's present accounts payable policy can be briefly stated: to pay
invoices daily as incoming invoices are
matched with receiving tickets and approved for payment; to take all discounts; to hold invoices only until
matched to the receiving ticket, except
to pay purchasing cooperative once each
week and to pay independent garages
once a month. The following discussion
points out the method and advantages
of the proposed procedures.
The company's expenditures amount
to a sizable portion of its income. It
follows that any system for handling
these sums must be designed with care
and prudence, and with a full sense of
responsibility (and importance) that
(management) attaches to this function.
Before an expenditure is authorized
it must be justified by responsible people. Before an obligation is assumed, it
must be recognized as an accurate and
valid charge for value received. When
an account is paid, it must be paid
promptly, and profitable advantage
23

Table 1
CONSIDERATIONS FOR PAYROLL PREPARATION

Payroll involved:
Considerations

yes
yes

Hourly

Retail t

yes
no

Wholesale t

--- yes - - no

no

- - - Not applicable ---

yes
no

yes

yes

yes

yes

yes

no

no

no

yes

no

no

no

yes

no

no

no

no

yes

no

no

no

no

yes

no

no

yes

no

no

no

yes

no

no

no

no

yes

no

no

no

yes

yes
yes

yes
yes

yes
yes

yes
yes

yes

yes

yes

yes

yes
yes
no
no

yes
yes
no
yes

yes
yes
yes
yes

yes
yes
yes
yes

no

no

yes

yes

no

no

yes

yes

+

Separate run
Confidential
Expenses paid by separate
expense check
Various union contracts
in Plants and Branches
Overtime figured on total
hours for week
$.10/ hr shift differential
(night bonus)
Overtime is based on
time - and - one - half —must
consider rate differential
of night shift
Paid percent of collections,
based on sliding scale
applied to total dollars
collected
Paid salary
percent of
net sales
Route book taped and
reviewed by supervisor
Deduction for unauthorized
credit extension —later
collection belongs
to salesman
Commission percent varies
by distribution point and
private label
Separate base rates
for each distribution
point
Deductions:
Federal Income Tax
F.I.C.A.
State Income Tax
(where applicable)
City Income Tax
(where applicable)
Advances
Bond (new salesmen)
Union dues
Uniforms (varies by
union contract)
Group insurance and
hospitalization*

Salary

tCommission
*Applies to Plant D and associated branches, only; all other
Blue Cross /Blue Shield, group insurance and pension plans
are paid by the company.

taken of every incentive offered. After
all this, all records of the transaction
must be readily accessible to provide
the data needed as the basis for further
management decisions.
Data processing, as illustrated in
Exhibit 2, makes it possible to fulfill all
requirements of effective record keeping for accounts payable. The flexibility, accuracy and efficiency that are
fundamentals of these methods give the
company advantages that are clear -cut
and measurable. For instance, they
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make available from one recording of
the basic information, many records
and reports that are essential to good
control. Some of the features of this
proposal are:
1. Economy of time results from
machine preparation of records and
analytical reports, reducing or eliminating peak loads and end -of -month
overtime.
2. Accurate records make necessary
facts available when needed. Early
closing of books and machine

printed trial balances provide up-tothe- minute facts for action by management.
3. Greater control of purchasing, procurement and payables activity is
the direct result of the system. It
provides for appropriate approvals of
all source documents. Payments are
based on valid and justified acknowledgements. Daily controls are established and supplemented by control
print -outs and detailed trial balances.
Checking, reconciling and balancing
are almost automatic, without duplicated effort.
4. Increased profits can be achieved by
more careful expenditures, closer attention to discounts, and reduced
handling costs. In addition, cost consciousness is developed in all personnel.
5. Greater efficiency is possible
through machine preparation of
check reconciliations, trial balances,
and so forth as the normal by -product of the operation. In addition,
every transaction appears in a legible,
easily audited permanent record,
and analyses of budgets and expenses
are possible to a degree never before
feasible.
6. Company prestige is enhanced by
prompt and accurate payment of all
obligations. Neatly printed, documented checks and remittance advices make a favorable impression.
7. Management decisions can be based
on more timely facts than ever before.
Note: Daily control is maintained on
open items in accounts payable file by
posting to a control sheet thus:
XXXX (Previous control sheet balance)
+ YYYY (Invoices validated today)
— 7ZZZ (Invoices paid today)
AAAA (New control total)
Monthly, the file of open items is
tabulated, and it must balance to the
last control total and to the vendor totals on the disk.
General Ledger
Intimate knowledge of every phase of
a business is essential if management is
to make the most efficient decisions concerning the welfare of that business.
However, there is not enough management time to permit intimate knowledge of every detail of transactions,
abnormal variation from standards, and
net results of operations. So it is on the
MANAGEMENT ACCOUNTING /SEPTEMBER 1969

known facts that management bases de- 4. Tax reporting to fulfill all the requirements of tax collection agencies
cisions— hopefully significant facts that
as a routine operation.
become available at the peak of the accounting pyramid: the general ledger 5. Availability of more information
than ever before. Mechanization
and the financial reports it provides.
makes possible routines that could
Because management must function
not be attempted under slower and
in this fashion, the accounting system
more cumbersome manual methods.
and methods employed have a direct
6.
Control over every phase of the busieffect on the efficiency and conduct of
ness as a prime objective of every
the business. The proposed system can
level of management. The data and
provide the significant facts from the
analytical material available through
mass of detail that comprises the comthis system makes effective control a
pany's operation. It is also designed to
more readily attainable objective.
produce:
1. Clear definition of subsidiary ledg- 7. Auditing is from clear -cut audit trails
left in documenting all details and
ers as a direct result of a diversified
all transactions. Final reports make
chart of accounts. Regardless of exreference to source documents.
pansion to multiple subdivision in
subsidiary accounts, entries, calcula- 8. Budgeting as a smooth - working routine, with more accurate and worktions, postings, and summaries are
able budgets the result.
all performed mechanically.
2. Efficiency in handling data resulting 9. Economy of time and money
through the speed, accuracy, flexiin accurate and complete reports of
bility
and efficiency of the system.
all kinds. More important, these reports are timely — available while
Operating Expenses and
they are still pertinent.
3. Flexibility in the method of han- journal Vouchers
Th e preparation of statement and
dling data, making it possible to
general
ledger information is one of the
accommodate rapid expansion, corfinal
steps
in the subsidiary ledger appliporate changes, revised tax requirements, all with a minimum of cations such as the payroll and accounts
deviation from established routines, payable functions. The cards from each
and without interruptions to the nor- individual accounting application are arranged in account - number sequence
mal work flow.

mechanically and at high speed. Then
an account distribution summary is prepared. As the computer prints the distribution summarv, cards with totals by
account number are automatically
punched. These cards are then filed for
use as general ledger entries at the end
of the accounting period.
Some operations may be performed in
other ways and summary- punched cards
will not be available. Journal vouchers
are prepared to handle this kind of
transaction and general ledger entry
cards are punched from these vouchers.
This type of transaction could be a
contribution to charity, for which an
officer would issue a check request.
Wh e n the check is to b e prepared, a
voucher is made and the information on
the voucher is punched in an entry card.
journal vouchers also result from correction or adjustment entries. For instance, at the end of an accounting period, a number of invoices have been
received on the last day or two. They
may not be processed in time to appear
in the accounts payable distribution
summary, but they are legal liabilities
and affect both balance sheet and income statement. These unprocessed
items are entered manually on a journal
voucher, the distribution is shown on
the voucher and general ledger entry
cards are punched.
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Statements and General Ledger

the general ledger account cards previously produced and filed are used to
print a trial balance. Next, adjustment
and correction cards are punched as necessary and a supplement is prepared to

At the appropriate time the computer
is instructed to produce the account
balances for the beginning of the accounting period (see Exhibit 3). Then

Exhibit 2
ACCOUNTS PAYABLE FLOW CHARTS
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prove and update the accounts. Th e
cards are separated into two groups: income -item cards and balance sheet
cards. The income statement and the
balance sheet are printed and the general ledger is all that remains to be finished for the current cycle.
All the cards — income items, balance
sheet items, account balance summary
cards, adjustment and correction cards
—are part of general ledger processing.
All the cards are merged into a single
group arranged in account - number sequence. Then the computer writes the
general ledger in one operating process.
As the computer prints each new account balance, a new account balance is
compared to the disk for t he nex t period's trial balance, income statement,
balance sheet and general ledger.
The actual form of the statements
and general ledger must be developed to
meet the specific needs of the company,
from a variety of forms available.

Personnel and Training
T o operate the proposed data processing equipment and perform the other
functions relative to accounting and report preparation, we recommend three
full -time employees, enumerated below.
Also, we recommend that a fourth person be trained as a keypunch operator in
order to provide back -up for the fulltime operator.
Systems analyst - programmer must be
knowledgeable in programming languages, preferably (RP G or) FORTRAN and should have some previous
programming experience. The responsibilities would include: (1) Designing
and programming applications for the
system, (2) Operating the system, (3 )
Scheduling the work in accordance with
m a n a g e m e n t ' s obje ctiv es, ( 4 )

Name)

Rcquiremenra
Statement
Hold
Disbursements
Until Released
For Payment

Release
— -- — _

I

Be Paid
2. Make Deposit
Release Holding File

Disk
Accounts
Payable File
(Vendor Name

1130
Voucher
Of Check Writing

Aod Address)
Disk
Accounts
Payable
File

1130

Disbursements
Register
Paid Disbursement
Cards — Punched
With Check Number
And Date of Check
Paid
File
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Main te-

nance of controls to ensure accurate
results, and (5) Coordinating the activities of the Data Processing Department
with other departments.
Keypunch operator /computer opera tor /programmer has a combination of

(Tot al ZZZ)

the preceeding and following responsibilities.
Keppunch operator / computer opera-

tor can be an existing employee trained
for the position, or an experienced operator obtained from outside the company. The responsibilities include: (1)
Keypunching all necessary cards, (2)
Operating the computer and (3) Filing
and other clerical work. This individual
should be employed or trained just prior
to the installation of the equipment.
MANAGEMENT ACCOUNTING /SEPTEMBER 1969

Exhibit 3
STATEMENT AND GENERAL LEDGER RUN FLOW CHART
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Conclusion
The following advantages are anticipated with the use of this equipment:
1. Company personnel will be able to
obtain valuable experience in the
operation and use of a sophisticated
computer to perform various accounting applications at minimum
cost.

2. Payroll for the entire corporation
can be processed at the home office
location, and will encompass all payroll records and government reporting such as 941's, 941a's, W -2's, etc.
3. All invoices would be forwarded to
the home office for centralized disbursement. This would enable appropriate personnel to improve
management of the cash position.

4. A substantial reduction in time required to close out the books and
obtain meaningful analyses and reports.
5. Additional applications should be
possible;
a. With the proposed equipment,
b. With Tele- Processing Equipment, or
c. With added computer capability.

of realistic objectives and the proper
approach to design and implementation.
Rather than viewing the functional areas
of the business as they may now be defined, the entire business structure
should be considered. Each of the areas
may not be as isolated as their present
procedures might indicate.
Determine what the objectives of
your particular situation are and what
levels of requirements are needed. The
interaction of various segments of the
business should be obtained through the
careful study of all functions. The or-

ganization of files and the sequencing of
processing then determine how data will
be recorded and reflected. These are all
considerations in the design effort and
management must resolve them before
design of a system is finalized.
It would be unnecessary to repeat here
the need for top management support,
but it is an important consideration.
While hardware characteristics of computing equipment are becoming increasingly better and more useful, the kev to
successful use of the equipment remains
in the planning of the installation.

INTEGRATED ACCOUNTING SYSTEMS
Continued from page 13
on a broader scale, the same results can
be achieved for other related functions.
The common input principle is an important part of the overall concept.
The concepts discussed here are not
new or revolutionary, and many businesses today have achieved the results
outlined. However, many more continue
to view each application areas as unrelated to others and process each as if it
were an entitv to itself.
Let us again emphasize that the key to
obtaining optimum results from mechanized systems is through the setting

MAINTAINING BALANCE IN FINANCIAL POSITION
Continued from page 16
tions. From this, then, operational balance is the first concern of the financial
manager. The operational balance that
includes proper relationships of sales to
costs and expenses quite clearly point
out the resources that the firm needs
as well as the obligations that it must
undertake.
Another approach to identifying the
resources needed and obligations expected to be undertaken is to relate
operational results directly to the financial position. In doing this, operational
factors may be considered as independent variables and financial position factors as dependent variables somewhat as
shown in Exhibit 1.
In Exhibit 1 an attempt is made to
relate financial position factors to their
causes. These relationships, of course,
must be established in accord with financial management's policies as to
credit terms, collections from customers, payments to creditors, capital out28

Exhibit 1
OPERATIONAL- FINANCIAL POSITION
RELATIONSHIPS
Operations results Financial position
(causes)
results
(effects)
Sales revenues
Trade receivables
Cash receipts
Cost of sales
Trade payables
Inventory increase Inventories
Prepaid expenses
Cash payments
Plant and equipment
(increase)
Long -term debt
(increase)
Invested capital
(increase)
Selling expenses
Administrative
expenses
Income taxes

Other payables
Prepaid expenses
Cash payments
Other assets

lays, debt and equity structure, and dividend payouts.
Conclusion
Financial managers too often await
results of operations before seeking to
adjust financial position. This is too late
in time to begin efforts to control financial position. Resulting is usually a problem in acquiring resources for future
operations. Such state of affairs can possibly be prevented by keeping financial
position in line with the achieved level
or rate of operations.
Standards for financial position can
and should be established and reports
on variances from these standards
should be prepared. These reports can
be as beneficial in financial planning as
are reports on variances from standard
operating results. Only through a balanced financial position can the firm
continue to carry out efficiently its day to -day activities.
MANAGEMENT ACCOUNTING /SEPTEMBER 1969

Unitization of
Construction Work Orders.
EDP EQUIPMENT IS UTILIZED FOR THE TRANSFER AND ALLOCATION OF COSTS WITHIN A CONSTRUCTION ORDER TO
PROPERLY ASSIGNED PROPERTY UNITS

By William B. Belford and
Leland G. Ayer
This article outlines the method by
which Texas Gas Transmission Corporation's Plant Accounting Department utilizes electronic data processing
equipment in the unitization of construction work orders. Texas Gas does
not, however, have complete machine
unitization in the sense that costs are
transferred directly from original source
documents into FPC classified accounts.,
The extent to which the EDP equipment is utilized consists primarily of the

WILLIAM B. BELFORD

Owensboro Area Chapter 1963, is
Manager, Plant Accounting, Texas
Gas Transmission Corp., Owensboro,
Ky. Mr. Belford holds a B.S. of B.A.
degree from the University of Arkansas, Fayeiteville, Ark. He was awarded
an NAA Certificate of Recognition for
this article in 1968 -69.

transfer and/or allocation of costs within the construction order until all costs
have been properly assigned to property
units. After these processes have been
completed, some manual operations are
still required before the order can be
finally closed to the gas plant in service.
Account Number System

Texas Gas controls capital expenditures by means of a five digit work order
system for the accumulation of costs incurred in the installation of new facilities, the replacement of existing property and the acquisition of oth er
property. All charges to a particular construction order are further controlled by
means of a six digit subaccount system,
consisting basically of three types of
subaccounts as follow:
Property Units: The items of property represented by the property unit
subaccounts conform basically to the
List of Units of Property as set forth
in the FPC Uniform System of Accounts for Natural Gas Companies
and, as such, are the subaccounts
into which all charges to each construction order will eventually be
transferred by the unitization process. If the ultimate disposition of a
1
Texas Gas Transmission Corporation is a natural gas transmission company serving the Big
River Region. The Company is engaged in interstate
commerce
and is therefore
subjectPower
to theCommi
jurisdiction and regulation
of the Federal
s-

charge is known at the time of occurrence, however, it may be coded
directly to the property unit subaccount.
Undistributed Materi al Subaccounts: If the ultimate disposition
of a material charge is unknown at
the time of occurrence, the cost is
temporarily coded to an undistributed material subaccount. Such subaccounts have been designated for
all major types and sizes of material
generally associated with pipeline/
compressor station construction.
During the unitization process, those

LELAND G. AYER

Owensboro Area Chapter 1963, is
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Transmission Corp., Owensboro, Ky.
Mr. Ayer holds a B.S. degree from the
University of Evansville, Evansville,
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sion ( FP C) .
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costs charged to the undistributed
material subaccounts must be trans ferred to the property unit subaccounts representing the items of
property for which the material was
actually used. This transfer is generally made on an average unit cost
basis.

Exhibit 1
EDP UNITIZATION SYSTEM
Monthly
accounting
source
documents

Key punch

Undistributed Subaccounts: All costs
not directly chargeable to either a
property unit or undistributed material subaccount are charged to undistributed subaccounts. It is into
this type of subaccount, for example,
that such costs as engineering and
supervision salaries are charged.

At the present time, those construction orders unitized on EDP equipment
are limited primarily to large multi -unit
orders, generally those associated with
the construction of new compressor
stations or with the addition of a greater
amount of horsepower at existing stations. As detail transactions concerning
construction projects occur, they are key
punched and enter the EDP accounting
system along with all other accounting
transactions occurring throughout the
month. As a part of the monthly routine, then, it is necessary to update a
master tape file, which is referred to as
the construction master, with only those
transactions concerning construction
work orders. (See Exhibit 1.)
From the updated construction master, the data processing department prepares, upon request from the plant
accounting department, detailed listings,
known as preliminary analyses, which reflect the total costs to date, by construction order number, by subaccount number, by source, by year and by month.
The preliminary analyses are, generally
speaking, the unitization working papers
utilized by the plant accounting department and are normally requested only
after that department has received a
completion report regarding the project
and sufficient time has transpired for the
recording of all known costs.
If the construction orders involved are
not of the nature of those which are
normally machine unitized, they are
30
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manually unitized and all undistributed
and other costs are transferred to the
applicable property units by the unitizer.
All such unitization transactions are
manually posted to the preliminary analysis, and these documents are retained as
a part of the permanent records pertaining to those orders.
THE MANUAL FUNCTION

The primary task of the unitizer in the
machine unitization process is that of
preparing it bill of material listing (see
Exhibit 2), a form upon which is listed
all undistributed material items chargeable to specific property units.

The second task of the unitizer is to
prepare a memo journal voucher for each
construction order being machine unitized. (See Exhibit 3.) The purpose of
the memo journal voucher is to make
intra -order transfers of specific costs. The
source of information for the preparation
of the memo journal voucher is the preliminary analysis previously requested
from data processing. The following are
examples of the types of transactions
necessary on the memo journal voucher:
1. If items have been erroneously coded,
they must be transferred to the
proper subaccount.

Since the allocation of undistributed
material costs will ultimately be
made on an average cost basis, any
items which would tend to distort
the average because of their individual cost must be transferred directly
to the property unit involved.
During construction, no labor costs
are charged to those property units
representing the various sizes and
types of valves. The labor is charged,
instead, to the property units representing the pipe into which the
valves are physically located. For this
reason, predetermined amounts of
labor must be transferred from the

Exhibit 4
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pipe property units to the valve property units.
4. Entries must be made which will set
up, for unitization purposes, the
same amounts of general and administrative and of engineering and supervision overheads as will be transferred into the order when it is
closed to Gas Plant in Service.

volved generally coincide with Exhibit
4, Steps A through H, although some of
the flowchart steps are repeated in different segments of the process. The EDP
unitization system step -by -step procedure
is as follows:

of units of that material actually installed.
In this instance, however, two output
tape records must be created for each input record. One record reflects the material charge to the applicable property
Step A: Since the construction master unit while the other indicates the credit
is quite a large tape file, it has been found to the proper undistributed material subto be expedient to transfer the detail rec- account.
A report, known as the variance listords
pertaining to the construction orTHE EDP FUNCTION
ders) being unitized to a smaller, more ing, is generated at this time. The variAt this point, the manual portion of
workable, tape file, to be known as the ance listing indicates, by undistributed
the unitization process is basically commaterial subaccount, the number of
unitization master.
pleted, and the aforementioned bill of
units charged into the construction ormaterial listing(s) and memo journal Step B: The key punched memo journal der, the number of units installed, the
voucher(s) are forwarded to the data voucher activity must be transferred to variance, if any, and the computed unit
processing department along with a magnetic tape. One tape record is cre- cost at which the transfers were made.
transmittal sheet for each order to be ated for each detail card.
The activity on the priced bill of maunitized. The transmittal sheet acts as an Step C: The key punched bill of mate- terial work file must be updated onto the
instruction sheet to the data processing rial listing activity must also be trans- unitization master. In this case, Step E
department in that it indicates the con- ferred to magnetic tape. At this point, is repeated, utilizing the bill of material
struction order number, the total however, only quantities, and not mone- work file, and the unitization master upamount of charges to that order, and tary values, are involved. If requested, a dated with the memo journal voucher as
lists any special remarks or instructions printed bill of material listing may also input.
relevant to the unitization process.
be obtained. This listing is controlled by Step F: The next task to be accomAfter the bill of material listing(s) undistributed material subaccount and plished is that of creating the general
and the memo journal voucher(s) have indicates each undistributed material spread work file. This file is created by
been key punched, the remainder of the transfer to be accomplished by the uniti- passing the updated unitization master
process is computer oriented. It should zation process.
and creating one unpriced record for
be noted that the EDP unitization syseach property unit utilized in the order
tem is programmed in such a manner as Step D: The activity reflected upon the and one priced credit record for each unto be adaptable to batches of orders. memo journal voucher must be updated distributed account with a balance. The
Since the computer time involved to onto the unitization master since such bill of material allocation process should
unitize 50 orders would be little more activity might influence subsequent allo- have zeroed all of the undistributed mathan the time required to unitize one, the cation processes.
terial accounts.
enormous time savings available through Step E: The detail records on the bill of
A general spread computation listing
batch unitization may readily be seen.
material work file, as created in Step C is also generated during this process
In order to somewhat simplify the dis- above, must be priced at an average unit which lists the total direct costs charged
cussion of the EDP unitization system, cost, internally computed by dividing the to individual property units, total costs
the procedure will be related in a sequen- total monetary value in each undistrib- charged to undistributed accounts, and
tial and logical manner. The steps in- uted material subaccount by the number
Continued on page 48
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PRELIMINARY ANALYSIS OF UNITIZED ORDER
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Asset Forecasting:
A Defense Industry Technique
A SIX STEP PROCESS FOR FORECASTING INVENTORIES AT SALES VALUE AND ACCOUNTS RECEIVABLE ON A DEFENSE
CONTRACT CARRYING PROGRESS PAYMENTS

By James P. McLaney
This report is divided into six basic parts
and covers the most important areas involved in asset forecasting for defense
contracts." Asset forecast reports, published monthly, provide management at
Raytheon - Bristol with decision - making
information for the attainment of the
following goals:
1. To maintain investment at the lowest point consistent with operating,
sales, and financial requirements
2. To signal over- or understocked conditions in relation to current and
projected demands
3. To maximize return on investment

budgets and planning section of the
controller department. Forecasts are
based on current contract schedules and
anticipated contract awards. For fixed
price contracts, where percentage completion accounting applies, sales values
are determined as follows:
Sales Value =
Percent Completion Factor times
Estimated Total Sales Value.
Two questions may arise as references
are made to sales throughout this presentation. What elements make up the sales
value on a defense contract? What particular terminology is used in relation to
these elements? The material, labor, and
overhead charged to a product are re-

The assets involved include inventories at sales value and accounts receivable for the various contracts. Each area
discussed represents one of the elements
involved in preparing the overall forecast. These areas include the following:
1.
2.
3.
4.
5.
6.

Sales forecasting
Shipping schedules
Shipment billings
Progress payments
Recovery on billings
Accounts receivable

Sales Forecasting
Sales forecasts are prepared by the
' Although this report is primarily concerned with
prime contracts with the government, the concept
is applicable to other prime or subcontracts as well.
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ferred to as the Product Cost Level
(PCL) of that product. The general and
administrative expenses (G &A) , expressed as a percent of PCL, are added
to the PCL to arrive at the total cost
level (TCL) of the product. G &A percentages are adjusted periodically to reflect current conditions when those conditions vary significantly from previous
experience. After obtaining the TCL,
only one step remains in arriving at the
product sales level. The amount of fee,
that profit currently being booked on
the particular contract, must be added
to the TCL to get the specific sales level.
Exhibit 1 is an example which summarizes the above elements and terminologies as they relate to a particular contract
unit.
Shipping Schedules

JAMES P. McLANEY

East Tennessee Chapter 1966, is in
the United States Army, stationed at
Fort Bragg, N.C. He was formerly
Auditing Manager at Ratheon Company, Bristol, Tenn. Mr. McLaney
recently received his M.B.A. degree
from East Tennessee State University.
He was awarded an NAA Certificate
of Recognition for this article in 196869.

Forecasted deliveries are prepared by
and obtained from the production control department. Several factors are considered in preparing the delivery schedules: (1) Current and future contract
requirements, (2) Availability of raw
materials, (3) Current units in process,
(4) Capacity capabilities of the subassembly lines to feed the main assembly,
(5) Scrap rates, (6) Rework experience,
(7) Line breakdowns, etc. To be consistent with the customer and contractual requirements, production schedules
are based on the calendar month. These
production schedules must be converted
to a fiscal -month basis before they can
be used in the asset forecast. Exhibit 2
33

Shipment Billings
The shipping schedule is used by the
asset forecaster primarily as a tool to determine the amount of shipment billings
that will be made during the various
forecast periods. After the unit sales
price and the shipping schedules have
been obtained, the process of forecasting
billings for the periods is almost purely
mathematical. The sales value of the unit
is multiplied by the forecasted shipments, and the results will be the forecasted billings for the periods.-'
Progress Payments
Progress payments are the amounts
that a contractor can recover of his costs
on a contract as they are incurred. These
payments may occur before any shipments of the product have been made as
well as throughout the life of the contract. Usually, a contractor is allowed to
collect progress payments on those contracts with a long lead time between actual cost incurrence and delivery of the
completed product.
A contractor is generally allowed 80
percent of the TCL incurred on the contract. For example: If the contractor incurs $1,000 TCL on Product X, progress
payment billings of $800 or 80 percent
of the TCL can be collected from the
government. When the cumulative total
of ' the progress payments requested
equals 80 percent of the total estimated
cost of the contract, requests for progress
payments are discontinued.
The amounts of progress payments
requested and those received from the
government for costs incurred on contracts prior to delivery of the material
are treated as a reduction of the asset
values of receivables, inventory, or both.
The accounting treatment applied to
each type of contract will determine the
specific asset reduction for production
payments. Generally, costs incurred are
s It s hould be not ed that s hip ment on Le tt er
Contracts can not be billed until the contract is

definitiud.

34

Exhibit 1
FORECASTED SALES FOR PRODUCT X

Material cost
Labor cost
Overhead
Product cost level (PCL)
General and administrative (G&A)
Total cost level (TCL)
Fee
Sales level

$1.00
2.00
3.00
$6.00
.60
$6.66

.66
$7.26

classed as inventory and follow the
normal accounting flow through actual
completion of sale. The progress payments are then applied against inventory, receivables, or both, depending
upon the stage in the cycle of the reimbursed costs.
As progress payments are received
they are applied against receivables, inventor, or both, and are liquidated at
the time that remittances, based on regular invoice billings, are received. This
liquidation process is discussed in the
following presentation on the recovery
on billings.
Recovery on Billings
When a shipment of the product is
Exhibit 2
EXAMPLES OF FISCAL MONTHS
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shows examples of three fiscal months
for 1968.
As can be seen, fiscal -month schedules can vary significantly from calendar month schedules. For illustrative purposes, let us assume that we have 1,000
units of Product X to be shipped on
February 28, 1968. By looking at the
same fiscal calendars, we see that February 28, falls in the fiscal month of
March. Therefore, shipments and billings on these shipments would be used
in forecasting the asset balances for fiscal
March.
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made, and the invoice is prepared, the
total amount of the invoice will not be
paid by the government since 80 percent
of the costs were recovered through
progress payment requests. In other
words, 80 percent of the sales value will
be liquidated by the government and the
net amount paid. Progress payment
requests of $800 (80% x $1,000) can
be made as the TCL is incurred. As the
unit is delivered, cash collection on firm
price billings and liquidation of the
progress payments are made. The following assumptions, concerning Product X,
are used to illustrate the above process:
Per Deliverable Unit:
TCL
Contract profit
Contract price
Cash collection:
20% Cost
20% Profit
20% Price
Liquidation:
Cost
Profit
Price

80%
80%
80%

$1,000
100
$1,100

$200

20
$220

$800
80
$880

By adding the $800 progress payments (80 percent of TCL) requested
and the cash collection of $220, the total
of collections is $80 short of the $1,100
sales price. This differential is the
amount of contract profit that cannot
be recovered by the contractor until all
progress payments have been fully liquidated and collections on billed shipments are paid at 100 percent of the
sales value.
Accounts Receivable
The recovery on forecasted billings
will affect the accounts receivable balance for the periods. The magnitude of
this effect will depend upon the cash
collection cycle of the recovery which is
the period of time that it takes to get
the money after invoices have been prepared and submitted for payment. The
effects of collection cycles will be evident in the final step of preparing the
asset forecast, the forecast of accounts
receivable.
Accounts Receivable forecasts are
made by multiplying progress payments
requested and forecasted recovery on
billings for the periods by a predetermined percentage. This percentage is obtained by dividing the cash collection
cycle of progress payments requested
and shipment billings by the number of
weeks in the fiscal month. We are asMANAGE ME N T AC CO U NT IN G / SE PT EM B ER 1 96 9

suming here t'iat progress payments and
shipment billings have the same cash
collection cycle, and that the forecast is
made on a fiscal -month basis.
Less:
Progress payments
on cost incurred
2,400 4,000 6,400
Recovery on billings
(Note 1)
100
100
100
Inventory at sales
level
$1,800 $3,200 $5,500
Add:
Accounts receivable
(Note 2)
TOTAL investment

Table 1
SAMPLE ASSET FORECAST
CONTRACT X
Beginning inventory at
sales level
Material
Labor
Overhead
General and administrative
Fee
Cost incurred at sales level
Total inventory available

Jan.

Feb.

Mar.

$ 1,000
500
1,000
1,200
300
300
$ 3,300
$ 4,300

$ 1,800
800
1,600
2,100
500
500
$ 5,500
$ 7,300

$ 3,200
1,000
3,000
3,500
500
800
$ 8,800
$12,000

1,875 3,075 3,900
$3,675 $6,275 $9,400

Note 1
Assuming billings of $500 a month and a
liquidation rate of 80 percent on the contract.

Exhibit 3
COMPONENT PARTS OF PRODUCT X
Jan

Note 2
Based on a three -week collection cycle for
both progress payments and billings. Therefore, 75 percent of total progress payments
and the recovery on billings in January and
February, and 60 percent of the total progress
payments and recovery on billings in March
will give the forecasted accounts receivable,
assuming that January and February are
four -week fiscal months and that March is a
five -week fiscal month.

Table 1 is a sample asset forecast.
Beginning inventories are shown at sales
level, and sales are booked on the percent of completion method. Therefore,
the beginning inventory at any time will
depend on the production lead time
required of the various parts that make
up a product. For example: Product X
is composed of Par ts A, B, C, and D.
The lead time needed to perform various
operations on the parts for incorporation
into the main Product X arc: Part A—
three months, Part B —two months,
Part C —two months, and Part L —
one month. The flow of material that
would be required to meet delivery
schedules on Product X can be obtained
from the schedule in Exhibit 3.
Assume the cash collection cycle for
Product X to be three weeks for progress payments requested, and the recovery on the billings made. The receivables
outstanding would be three fifths (60
percent) at the end of a five -week fiscal
month or three quarters (75 percent)
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Part D
Del i ver i es
Pr oduct X

X

for a four -week fiscal month. If progress
payments of $1,000 and shipment billings of $500 were forecasted to be invoiced during a five -week fiscal month,
the estimated Accounts Receivable at
the en d of the mont h wou ld be computed as follows:
Progress payments requested

$1,000 x 60%

= $600

Shipment billings*

[$500�—�($500x80�%)]x60%�=
Outstanding receivables

60
$540

*The amount in parentheses represents
the liquidation by the Government.
From the schedule we can more
clearly see how lead time affect inventories at sales level. Sales would be
booked on Part A in January, although

X

X

no deliveries of Product X had been
made. In the same manner, sales would
be booked on Part A, Part B, and Part
C in February, although no deliveries of
Product X have been made. Inventories
would be shown as the net of booked
sales less progress payment requests.

Conclusion
Asset forecasting for a defense industry company is a difficult process. Many
factors and conditions such as sales, shipping schedules, collection cycles, etc., affect the accuracy of the forecast. It was
not the writer's intention to set forth
cvery minute detail involved in forecasting, but to point out and illustrate
those areas of importance in the forecasting process.
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Managing Indirect Costs in
the Aerospace Industry
RESOURCE MANAGEMENT IS ENHANCED THROUGH IMPROVED UNDERSTANDING OF INDIRECT COSTS

By James M. Van Tatenhove
Indirect cost management may be
broadly defined as the management of
an organization's indirect resources in a
manner that will achieve their optimum
application in accomplishing the organization's objectives. Improved understanding of resource management has
thus become increasingly necessary to
assure that all activities produce the
desired results within the many environmental constraints. The following discussion is presented in an effort to clarify
the rudiments of a system for managing
indirect costs. The illustrations are
drawn from an existing system.

planning and control. The types of
items constituting indirect costs normally include the following:
Salaries and wages
Principally composed of management, clerical and administrative support to management, and supporting
services.
Employee benefits
Excludes benefits related to direct
labor 1
Supplies and expenses
Includes travel expense
Equipment rentals

Indirect Costs

As used throughout this article, the
term "indirect costs" is synonymous
with the frequently used term "overhead
costs." Indirect costs are those which
are not readily or economically identified with a specific product but which
are incurred for common or joint cost
objectives. Normally, these costs are
further segregated by cost pools for each
of the significant functional activities
within the company. The cost pools referred to in this article include manufacturing, engineering, material procurement and handling, and administrative.
These subgroupings of indirect costs are
often necessary to provide a more reasonable basis for indirect cost distribution and a more meaningful basis for
36
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Occupancy costs, e.g.;
Rents and leases of facilities
Depreciation of buildings
Utilities
Depreciation of machinery and equipment
Taxes and insurance
Telephone and telegraph
Bidding expense
Recoverable research
There has been considerable concern
in recent years in the aerospace industry
as to whether costs should be classified
as direct or indirect. This has been due
primarily to the increased demands
which have been placed upon Government contractors for more and more support to contract work which heretofore
has been classified as indirect costs. Certainly, the classification of costs needs to
be closely inspected on a recurring basis;
however, it is far more important that a
system of controls be utilized which will
ensure the integrity of the final results
of the accounting classification process.
While the maintenance of competitive
indirect rates is a must, it needs to be
accomplished within the context of
total cost management, and within the
framework of an adequate system of control which precludes arbitrary changes in
classification.
Any system for the planning and control of indirect costs must consider not
only the primary factors influencing the
' To provide improved control, employee benefits
applicable to direct labor should be segregated
from benefits related to indirect employees.
MANAGEMENT ACCOUNTING /SEPTEMBER 1969

levels of expenditures, but the characteristics of the costs. For example, indirect
costs may fall into any of three categories: variable costs, fixed /semifixed costs,
or semivariable costs.
VARIABLE COSTS. Variable costs are those
which tend to vary in direct proportion
to work - volume factors. These factors
may be very broad (e.g., number of engineering drawings processed, or number of manufacturing planning tickets
or paychecks issued).
Over a period of years, it is apparent
that all indirect costs are, in effect, variable. For this reason, the following concepts of "fixed/ semifixed" and "semivariable" costs are most significant when
near -term cost decisions are being made.
FIXED / SEMIFIXED

COSTS. Fixed/semifixed costs (sometimes referred to as
"programmed" costs) are those which remain substantially constant during
changes in business volume. Fixed costs

have often been defined as those minimum costs necessary to maintain a company's standby capability, such as
depreciation of plant and equipment,
property taxes, and certain labor costs.
On the other hand, semifixed costs,
while relatively constant over certain
levels of production, tend to increase or
decrease in step functions according to
volume of work. An example of semifixed costs is the amount of supervision
required at any given production level.
For all practical purposes, fixed -type
costs can be considered as such only
when related to a specific time period.
Semlvarlable costs
have both fixed and variable characteristics. These costs remain relatively constant over short ranges of work- volume
changes but increase with higher levels
of production. The increases, however,
are not as sharp as those in the semifixed cost category. An example of semivariable costs can be cited in the area of
SEAIIVARIABLE COSTS.

utilities, where a minimum rate is established, with variable rate for usage above
the minimum level. While there is a
theoretical distinction between semifixed and semivariable costs, the planning and control of these costs are very
similar.
Total Planning Concept
The planning of indirect costs must
be accomplished within the framework
of total cost planning. Total cost planning, in turn, is an integral part of a
business organization's total planning
process, a process which establishes the
basic structure for the company's present and future activities. Total planning
includes environmental analyses; the definition of roles and missions; and the
establishment of overall objectives, strategies, policies, and detailed plans.
Total cost planning is a prerequisite
to meeting a primary business challenge
—the optimization of various cost elements to produce a product or service

Exhibit 1
FINANCIAL PLANNING MODEL
CONTRACT COST

CONTRACTRESOURCES
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Exhibit 2
ONE -YEAR BUDGETING INTEGRATED WITH LONG -TERM PLANNING
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that will meet contractual /market or
anticipated business requirements at a
competitive price. The summary flow
diagram in Exhibit 1 is a simplified illustration of the financial interrelationships
among the several categories of resources
and the resulting effect on profit and
investment returns. While this illustration emphasizes return on investment
as the final measure of financial performance, the total planning process
must consider the balancing of all factors contributing to this end result. Furthermore, multiple and diverse business
activities, as well as varied time frames
for these activities, are involved. As an
overriding consideration, a business usually strives to find new opportunities for
additional investment of capital. It is
obvious, therefore, that a "return on investment" objective is meaningful only
when related to absolute dollar investment and earnings objectives. The corporate earnings per share is a simple
index often used in an attempt to measure this relationship.

Planning Time Span
Before the planning of indirect costs
can begin, a decision must be made regarding the cycle and time intervals to
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SCHEDULED QUARTERLY CYCLE FOR
INDIRECT BUDGET REVIEW

be used as the planning framework. It is
essential that the planning process consider both near- and long -term business
requirements. For near -term planning, a
12 -month period coinciding with the
company's fiscal year is suggested. The
long -term planning period may cover
from three to five years. A minimum of
four or five years would appear in order.
Two refinements to the near -term
planning approach can be helpful in
achieving results that are responsive to
the dynamics of the environment. First,
the nearest two fiscal years can be
planned in detail to provide better continuity of indirect activities. Second, provision can be made for a quarterly update
of plans to assure that the detailed plans
extend at least 12 months into the future
at the beginning of each quarter.
It is extremely important that near and long -term plans be integrated. Since
near -term plans ( one to two years) are
usually based upon rather firm contract
commitments, detailed plans should be
established for this period. On the other
hand, because planning premises will
usually be less firm each year into the future, the indirect cost objectives and related plans will necessarily become more
general (see Exhibit 2).

Planning Methodology
Both the planning techniques and the
underlying methodology should be
clearly understood by all concerned. Certainly, the starting point for any planning process must be the establishment
of clear, concise objectives. Further, to
assure that final performance is measurable, the statements of these objectives should specify quantity measurements for both time and dollars.
It is recommended that primary indirect cost objectives be established for
both dollars and rates:
1. Indirect to direct dollar percentage
for total organization
2. Indirect to direct headcount percentage for total organization
3. Indirect overtime percentages for total organization
4. Cost pool rates (as applicable)
a. Engineering costs per direct labor
hour and/or dollar
b Manufacturing costs per direct labor hour and/or dollar
c. Material procurement costs per
dollar of material procurred
d. General and administrative costs
per dollar of contract charges
and / or per direct labor hour.
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These primary cost objectives should
be established at the company or division level; detailed objectives should be
established for each significant performing unit. The underlying concept must
be that of responsibility accounting,
where each significant performing unit
in the organization is held accountable
for its individual performance. Once the
primary and more detailed objectives
have been agreed to by management,
the detailed planning process should begin. In essence, these plans describe how
the organization expects to accomplish
its stated objectives.
Exhibit 3 illustrates the overall
method of indirect cost planning. As can
be seen, the company /division-level objectives are established jointly by the financial organization and "rate managers," with the approval of executive
management. In the author's experience,
effective planning and control of indirect
costs require the designation of responsible rate managers in each significant cost
pool. For example, in the engineering
pool, the chief engineer is the rate manager, responsible for assuring that competitive indirect cost rates are established
and that detailed plans are developed to
achieve those rates. In addition, he is responsible to executive management for
controlling these plans during the specified time period. Of course, the rate
manager works closely with financial
throughout this effort, but obviously, he
must have authority commensurate with
his responsibility. Rate managers must
not only participate in establishing cost
objectives, but have the prime voice in
determining final cost plans for their respective cost pools.
As shown in Exhibit 3, the detailed
pricing of indirect cost requirements is
also a joint effort of financial and the
performing organizations. Again, this is
important because no one central function can evolve an optimum plan for the
allocation of resources in a highly complex environment. Furthermore, the
concept of responsibility accounting requires participation in the planning process by all members of management who
will be held accountable for achievement
of plans.
Exhibit 4 illustrates the several dimensions present in the detailed pricing process. As can be seen, budget planning requires many interrelationships
among both cost elements and organizations to assure that rate objectives are
met. In some cases, the process may require modification of company/divisionlevel objectives.
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Planning Criteria
The following factors must be considered in establishing cost objectives and
developing cost plans:
1.
2.
3.
-l.

Current contract commitments
Future - business contract objectives
Past performance
Prospective improvements in efficiency
5. Economic factors (wage increases,
etc.)
6. Detailed task analyses

Task Analyses
While most of these factors are self explanatory, item 6 needs further explanation. The relationship of indirect rates
and ratios to direct effort is not, in itself,
a valid indication of performance. In any
evaluation of indirect costs, it is necessary to weigh the tradeoffs among indirect costs, total costs, performance, and
schedule requirements. Further, the nature of the indirect costs must be considered. While many indirect costs can be
related to work - volume levels and generally vary with fluctuations in these levels,
certain other indirect costs represent
items which, when reviewed in the short
run, are more a function of time than
work volume. The effect of this latter

category of costs (referred to earlier as
fixed -type costs) upon rates and ratios
depends upon the extent of requirements for these costs at any period of
time.
An effective system of indirect cost
management must provide for the detailed planning of indirect tasks
(whether of a shortrun fixed or variable
nature) and for the application of resources to the performance of these tasks
in a manner commensurate with the volume of work to be performed. Industry
has profited from the use of work
measurement/ time studies to establish
performance and cost standards for relatively repetitive tasks. However, considerably more work needs to be done in
improving the measurement and evaluation of the output from less repetitive or
nonrepetitive tasks.
For the analysis of indirect tasks, a
work- breakdown structure should be established within each responsible organizational unit. This task structure can
serve as a framework for developing indirect cost plans and for forming a control structure. The work - breakdown
structure should identify each significant

task and its characteristics, separating
repetitive tasks from "one time" special
tasks and from nonrepetitive (level -of-
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INDIRECT COST PLANNING APPROACH
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effort) tasks. Exhibit 5 illustrates these
three types of activity.
It should be mentioned that it is not
necessary to analyze and price in detail
indirect task to accomplish control.
In fact, more productive results can be
achieved by a more selective process.
This is illustrated in Exhibit 6, which
indicates that development of work
standards for a small percentage of departmental tasks can result in control of
a large percentage of hours. According
to Pareto's law,= there is a natural pattern
of distribution (or utilization) inherent
in a problem. This pattern can be found
and used to advantage. An understanding
of this concept should encourage those
who might otherwise view indirect task
management as "micromanagement" of
indirect costs.
' Pareto's law is an empirical relationship first used
to describe distribution of income and now determined to be applicable to many areas of business
management. It states, in essence, that the significant items in a group normally constitute a relatively smal l porti on of the tot al , and the majority
of items, even in the aggregate, will be of relatively
minor significance, C. Jay Slaybaugh, "Pareto s
Law and Modern Manage ment," Management
Services, March, April 1967, pp. 53 -59.
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Budget Structure
The next important step in the planning process is the establishment of
budgets. In essence, a budget represents
a formal dollarized statement by management of its plans for a given time period. The statement is characterized by
clear delineations of (1) the activities to
be accomplished and (2) the resources
expected to be utilized in meeting objectives ( time - phased over the planning
period). Following are the essential
characteristics of a successful budget
structure.
FLEXIBLE. The budget structure should
be flexible, that is, sensitive to the
fixed and variable characteristics of the
planned costs. This will result in a budget allowance that is dynamic with regard to work - volume changes. However,
any given budget may not be accurate
beyond an effectivity range. Usually, this
range can be described as a level of activity above or below the business - volume
level used as a planning base. Levels of
activity outside this range will usually

require replanning of resource expenditures and revision of the budget structure.
COMPREHENSIVE. The budget structure
should provide for the planning and control of all indirect costs. While labor
costs constitutes the largest portion of
indirect costs, all indirect costs must be
considered if complete and effective control is to be achieved.
RESPONSIBILITY-ORIENTED. TO assure
that the budget structure is responsibility- oriented, budget units should be established throughout the organization,
with each unit headed by a member of
management who has clear budget responsibility. In addition to participating
in the budget planning process, these
members of management must have authority to break down the resource allocations within their respective spheres of
responsibility and to make appropriate
cost tradeoffs. The degree to which
members of management and their employees are able to identify with budget
goals will determine, in large measure,
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which plans and controls all costs at
source of expenditure, it may be profitable to establish secondary- budget structures for certain service departments.
For example, in many organizations, the
computing performs a significant service
to the entire company. Further, the costs
for this service depend largely upon the
level of demand. For these reasons, it
may be advantageous to assign not only
primary- budget responsibility to the
head of the computing function, but secondary- budget responsibilities to the
users. The secondary- budget structure
would include the pricing of work requests, the establishment of budgets by
users, and reports to users on performance against secondary budgets. In this
way, the users of the service are made
aware of the relationship between their
requests for service and the resulting dollar expenditures.

Exhibit 5
WORK - BREAKDOWN STRUCTURE BY TYPES OF INDIRECT ACTIVITY

INDIRECT TASKS
OF DEPARTMENT
OR GROUP

CONTINUOUS
LEVEL-OF- EFFORT
WORK

SPECIAL - ASSIGNMENT
INTERMITTENT
WORK ACTIVITIES

REGULAR
REPETITIVE
WORK ACTIVITIES

Near-Term Rate Forecasts
It is usually not difficult to forecast
indirect rates for the near -term period
for which detailed cost plans have been
established. Through utilization of the
cost - classification system and the various

1

I�
Ili

_

pro ce du r es fo r a ll o c a t in g su pp o r t i ng d e -

L -- - -J

the success with which these goals are
met.
Some elements of indirect cost do not
lend themselves readily to control at the
department level. (e.g., some employee
benefits, depreciation, utilities, building
rentals, taxes, insurance, etc.) . These
costs may be controlled by "assigned
budgets." Each assigned budget is the

responsibility of the member of management who can exercise the greatest degree of control. For example, employee
benefits can be assigned to the personnel executive, utilities to the industrial
engineering head, etc.
SEC ON DA RY BUD G E T S TR UC T UR E S . I n a d -

dition to the primary- budget system

Exhibit 6
PARETO'S LAW OF FREQUENCY DISTRIBUTION
EXAMPLE OF A CASE WHERE 10- PER- ENT OF THE TASKS TAKE 70- PERCENT OF THE HOURS
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partment costs, the dollar plans are
sorted into the major cost pools. The
most difficult portion of the process is
predicting the allocation of supporting
department costs among the major cost
pools, because various bases are used to
allocate these costs. Obviously, the accuracy of these allocations is directly
dependent upon the accuracy of the
forecast data used in the bases for distribution. Of course, the use of computers greatly simplifies the process of
rate forecasting. In addition to drastically
reducing the time required to perform
the task, computers permit various alternative plans to be analyzed.
Long-Term Rate Forecasts
As the length of the forecast time
period increases, the forecast of indirect
rates becomes more difficult. Not only
are the planning premises less and less
certain, but outside influences, such as
general price -level changes, become less
and less predictable. Long -term forecasts are necessary, however, not only as
an integral part of long -term planning,
but for the pricing of future business.
The time span of these forecasts will
be a function of both the long -term
planning time period and the time period involved with future - contract pricings.
It is usually appropriate to use the
41

current -year forecasts as the base point tives. It also fosters a clearer Under- author has found to be the minimum
for long -term rate forecasts. However, standing of, and a responsiveness to, in- requirement.
in addition to general price -level teractions among organizational units.
Exhibit 7 refers to "departments,"
changes, there are many factors which
Once the budgets have been estab- "budget units," and "council members."
may modify the current indirect rate lished for each budget unit, the respon- A department is an organizational unit
projection. Following are some of the sibility for effective budget administra- established for the purposes of personnel
important factors to consider in estab- tion rests with the department and assignment and identification of organlishing future indirect cost rates:
functional division heads. A central sup- izational responsibility. By definition, a
1. Will there be any unusual rates of port group — usually a part of the fi- department may involve only one major
change in business volume which nancial function — should assist these function, such as engineering, manufacwill change the characteristics of in- members of management by issuing turing, administration, or service.
A budget unit is an organizational
direct costs? For example, during a weekly and monthly performance reports.
In
addition,
this
central
support
unit
identified for budget planning and
period of rapid expansion, increases
group
should
perform
a
"check
and
balcontrol
purposes. It may represent a
in facilities costs and other occupancy -type costs may be greater than ance" function by continuously compar- single department or a group of dewould be indicated by past ex- ing actual and planned performance partments with relatively compatible and
perience. The same could be true of throughout the organization. This re- complementary work activities. A budget
hiring and training costs. A new work quires not only regular consultation with unit should be responsible to one memforce, moreover, may have a lower each department head, but summary re- ber of management.
The term "council member" desiglevel of efficiency for a period of porting of performance to executive
nates
that level of management reportmanagement.
time.
ing
directly
to the president of the com2. Will facilities requirements change Reports
pany.
In
the
author's organization where
significantly in either quantity or
this
level
of
management is usually syThe
content
and
format
of
reports,
mix ( i.e., factory versus office or
nonymous
with
the functional or proand
the
frequency
of
reporting,
are
demanufacturing versus engineering)?
gram
heads,
there
are currently 15 countermined
by
the
individual
needs
of
the
>. Will the mix of company -owned
cil
members
with
approximately 90
company.
Both
weekly
and
monthly
reversus government -owned facilities
budget
units
(150
departments)
reportporting
are
usually
desirable,
and
more
change significantly? In recent years,
ing
to
them.
frequent
reporting
may
be
required
on
the trend in the aerospace industry
In addition to the usual types of rehas been away from government - an exception basis. Exhibit 7 illustrates
the
frequency
and
levels
of
reporting
the
Continued on page 48
provided facilities and toward more
company- financed additions. In forecasting indirect rates, this trend and
its effect upon costs must be conExhibit 7
sidered.
INDIRECT BUDGET REPORT DISTRIBUTION
4. Are there any significant economic
MONTHLY
WEEKLY
or cost factors which should be conALL ACCOUNTS
INDIRECT LABOR
sidered in addition to general price level increases? These may range
PRESIDENT
from an increase in FOAB taxes to
TOTAL DIVISION
TOTAL DIVISION
substantial modification of the emPERFORMANCE
PERFORMANCE
EXECUTIVE
SUMMARIES
SUMMARY
ployee retirement plan.
VICE PRESIDENT
5. Are there any significant organizational changes planned or contemplated which would have a potential
effect on indirect costs?
Control Phase
To some extent, any separation of
planning and control is arbitrary, since
the planning process may be considered
an integral phase within the broad concept of control. For example, by becoming involved in the development of the
budget, members of management become better acquainted with budget
goals and associate themselves more
closely with these objectives. Thus,
management participation in the development of indirect cost plans works
as a control mechanism once the budget
is implemented, since it encourages
closer identification with budget objec42

MANAGEMENT
COUNCIL

FUNCTIONAL
PERFORMANCE
SUMMARIES

MIDDLE
MANAGEMENT

BUDGET UNIT
PERFORMANCE
REPORT

DEPARTMENT
HEADS

I1 -

V11

DEPARTMENT AND
BUDGET UNIT
DETAIL

NOTE: COPIES OF DEPARTMENTAL AND BUDGET UNIT REPORTS ARE ALSO
DISTRIBUTED TO UPPER AND MIDDLE MANAGEMENT AS REQUESTED
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Computation of LIFO Index:
A Statistical Sampling Approach
THIS METHOD RESULTS IN THE SMALLER SAMPLE SIZE, HENCE IN THE SMALLER OVERALL COST

By Lawrence J. Restall and
Peter Czajkowski
With the current and projected upward trend in general price levels, there
continues to be a potential tax deferral
for companies maintaining at least a pore
tion of their inventories on a last -in
first -out (LIFO) basis. Although there:
are a number of different methods for arriving at the LIFO value of a given inventory, depending on the inventory valuation conventions of the trade or
business and the sophistications of the
company's accounting system, they all
involve the computation of a ratio of
the current year's prices to some prior
period's or base }ear's prices. In all but
the most advanced systems only a portion of the inventory will be priced at
the two levels to estimate the index.

Since all of the items are not being
used, the question arises as to what percentage of the inventory (dollars or
items) should be included in the sample
to achieve a satisfactory estimate of the
ratio. One rule of thumb that has been
widely used in practice and accepted by
the Internal Revenue Service is that 70
percent of the current year inventory
dollar value should be considered in establishing the LIFO index. However, if
the number of inventory items is large
and their average value low the number
of items in the sample can be so numerous that the annual cost of preparing
the ratio can be substantial.
An alternative to the "70 percent
rule" is to use a statistical sampling approach. Properly designed and executed,
this procedure will generally result in
a better estimate of the true LIFO index
even though a relatively smaller number
of items are used. The acceptability of
the sampling technique developed here
has not been ruled upon directly by the
Internal Revenue Service. However, the
Service has accepted probability sampling in other areas 1 and, in particular,
has accepted ratio estimation procedures.

or strata according to dollar value or
other identifiable characteristic. In this
article the criterion used for stratification is extended dollar value at current
year's prices. A simple random sample is
then drawn and evaluated from each
stratum. The overall estimate of the
LIFO index is made by statistically summarizing the individual stratum results.
THE "SEPARATE" METHOD

There are two commonly used ways
to statistically combine individual stratum results.2 One is to make a separate
estimate of the index in each stratum.
The total population index is computed
by taking a weighted average of these
individual indices. This "separate"
method is particularily effective when
zSee W. G. Cochran, Sampling Techniques, 2nd
ed., John Wiley & Sons, New York, 1963, pp. 173175.

Stratified Sampling
LAWRENCE J. RESTALL
Cleveland Chapter 1967, is Senior AceourTtant, Ernst 6 Ernst, Cleveland,
Ohio. Mr. Restall who is a CPA, received his B.S. degree from the University of Colorado, Boulder, Colo., and
gn M.B.A. degree from Tulane University, New Orleans, La.

In most situations the estimation
technique resulting in the smallest sample size for a given sample objective is
"stratified ratio estimation." Under this
approach the population of inventory
items to be priced is divided into groups
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the ratio varies considerably from stratum to stratum. However, the separate
technique requires relatively larger sample sizes in each stratum (25 -30 items)
to achieve a reliable estimate of the
standard error. In some cases, where
many strata are used, this could increase
the sample size significantly.

Exhibit 1
LIFO INDEX, STANDARD ERROR, AND
PRELIMINARY SAMPLE SIZE

The LIFO index can be estimated by the equation:
j=h
j=h
R = E (Nj yj) / E (Nj xj)
j =1
j =1

THE COMBINED RATIO METHOD

The second approach, which overcomes the disadvantages of the first
method and will be developed in detail
in this article is called the "combined
ratio method." The ratio or LIFO index
is estimated by simply dividing the
weighted means of the sample items
priced at current years prices by the
weighted mean of the items priced at
the base year prices. This is expressed
symbolically in Exhibit 1 (Equation 1) .

Where:

R

= Combined ratio estimate of the LIFO index
y j = Mean or average value of the jth stratum at current year's prices
= Mean or average value of the jth stratum at base year's prices
Nj = Total number of items in the jth stratum

A

E Nj 3j = N Yr + N2 7 2 .. ... .. + N h Yh
t
E N j A = N 1 xt+ N 2 7 2 . . . . . . . + N h T c h
The approximate standard error of the estimated index can be computed as follows:
2. SR = (R /T)
Where:

THE PRECISION OF THE ESTIMATE

Because of the variability of the items
to be included in the sample it is unlikely that the resulting estimate will exactly equal the true LIFO index. We
can, however, calculate the probability
of the true value falling within certain
limits of the estimated value. These
limits about the estimate are known as
the precision of the estimate.
The probability of the actual value
being contained within the interval is
known as the reliability of the sample.

3.

V6) = , E

R:R ± t S R

The approximate standard error of the
estimated index can be computed as indicated in Exhibit 1 (Equations 2
through 6) . Because of the cumber44

JJ

Sxj =

k=

F

g

nj 7,j
2) /(

nj -

Syj

=

2

nj'yj) /(nj - 1)
(2;Y0 -

Cj =

k = nj
k = nj k = nj
I(E(xkj Ykj) - (Exkj) (EYkj) /nj 1 /(nj - 1) (Sxj SYj)
k =1
k =1
k =1

Where:
T = Total dollar value of the population at current prices
nj = Number of items in the sample from stratum i
Nj = Number of items in total population in stratum j
yj = Average value of sample items tested in stratum j priced at current year's
prices
xj = Average value of sample items tested in stratum j priced at base year's
prices

R'= E sti ma te d i nd ex

Reliability
90%
95%
98%
99%

n1

2 2
SxjS - 2 R Cj Sxj Yj)

R

k =1

Where:
R = True ratio

Table 1

L

2
(SYj +

1

k = nj
5.

6.

t
1.65
1.96
2.35
2.57

rN•1 (N•1 - nj)
1

And:
4.

T h i s re la ti on sh ip i s ill u str a t ed a s:

t SR = Precision of the estimate
SR = Standard error of the estimated index
t = Number of standard errors
about the estimate to insure
including R at least some
specified percentage of the
time. (Table 1 presents
values of t for several of
the more commonly used
reliability levels)

Vv__(Y)

The preliminary sample size can be computed with the following equation

7.

n = (t /A Y)

=np
2
E (Y0
=1

+ ►( 2

k = np
2;(x02-2i

k = np
E (xk Yk)

k =1

k =1

/(n-1)

Where:
n = Number of items in the sample
np = Number of items in the pre - sample
t = Number of standard errors to achieve a given level of reliability
xk = Base year value of the kth item tested
yk = Current year value of the kth item tested
A = Precision as a decimal function
y= Average value of the total population
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Case Study
The design, execution and evaluation
of a LIFO sampling plan can be best
understood by reviewing the procedures
employed in an actual situation. The
case study which follows is based upon
a plan that was completed during the
past year and has been changed only to
the extent necessary to prohibit the
identity of the company.
The company is a midwest manufacturer of mining equipment, electrical
components, and specialized food processing equipment with sales of approximately $75 million. The company has
been using LIFO to price inventories
since 1964 and prior to the current year,
the "70 percent rule" was used for com' A number of ot he r met hods exist for allocating
sample elements to individual strata, however, this
approach achieve s satisfact ory results with a minimum of computational effort.
MANAGEMENT ACCOUNTING/ SEPTEMBER 1969

Tabl e 2
SAM PLE DATA
ST RAT U M 1
Price
k

base
year

curre nt
year

Qt y

x k1

y k1

1
2
3

$2
4
3

$3
4
5

10
5
10

$20
20
30
$70

Nt

S xt

x k1 y k1

y k1

$ 30
20
50

400
40 0
90 0

900
400
2,500

600
400
1,500

$100

1,700

3,8 00

2,500

= 100/3
= 33.33

7t
S yt

= V[ 1700 -(3) (23.33)2 1 / (3 - 1)
= 5.785

2

k1

=5
= 70/3
= 23.33

'x1

x2

=x/[3800 -(3) (33.33)`] / (3 - 1)
= 15.275

Ct = [2500 -(70) (100)/31 /(3 -1) (5.785) (15.275)
0.943
=

some nature of these equations it is frequently desirable to prepare a simple
computer program to assist in the computations.
The computational aspects of the
combined ratio equations can best be
illustrated with the following simple example as shown in Table 2. Here we see
that the true value of the LIFO index
falls within the interval 1.40 to 2.13 with
a probability of .95. The wide confidences interval is due to the small sample size. In actual practice the minimum
total sample size should be at least 30.
The computation of the optimal sample size using the combined ratio technique is extremely laborious and beyond
the scope of this article. However, since:
the combined ratio method is somewhat:
more efficient (in terms of required
sample size) than unstratified ratio es..
timation the relatively simpler sample
size equation for this latter method can
be used to give a "conservative" estimate
of the total sample size. The sample
elements can then be allocated to individual stratum in rough proportion to
the total dollars contained therein.3 The
sample size equation is presented in the
Appendix.
In order to compute the sample size
at a desired level of precision and reliability, it is necessary to draw a pre sample to obtain information as to the
amount of variation in the population
of ratios. If a sample was drawn in a
prior year and the price levels had not
changed drastically during the year the
data from that sample can be considered
as a pre - sample, provided that it was
randomly selected.

ST RAT U M 2
Price
k

base
year

1
2

$10
20

N2
72

Sx2

curre nt
year

Qt y

x k2

yk2

x k2

y k2

x k2 yk2

$15
40

10
10

$100
200

$150
400

10,000
40,000

22, 500
160, 000

15, 000
80 , 00 0

$300

$550

50,000

182, 500

95 ,0 00

=4
= 300/2
= 150

T2

Sy2

= V150000 - (2) (150)`1 /(2 - 1)
= 70.710

2

2

= 550/2
= 275

=Nfl82500 - (2) (275) r ]
= 176.777

/( 2 - 1)

= [ 95000 - (300) (550)/21 /(2 -1) (70.710) (176.777)
= 1.000

C2

The LI FO i nde x comput e d from t he sampl e i s:
j
j = h
R = [ E (N j 7j )1 / E (Nj z j)
j =1

j= 1

= 15 (33.33) +4 (275)1/[S (23.33) +4 (150)1
= 1.767
The variance of the e st imat e i s compute d using e quat ions (3) through (6)in E xhibit 1.

V(Y) = {[5 (5 -301

[15.275] 2

+ 44 (4 -201 [176.777] 2

+ (

+ (

2

1.767) (5.785)
2

1.767) (70.710)

2 - [

2 -

2 (1.767) (.943) (5.785) (15.275)1}

12 (1.767) (1.0) (70.710) 076.777)1}

= $10,904
At t he 95% reliabil ity leve l the confidence
Assuming T = $ 1,0 00

SR = ( 1.767/1000)

= 0.185

inte rval becomes

1

Upper bound 1.767 + (1.96) (.185) = 2.13
Lowe r bound 1.767 - (1.96) (.185) = 1.40

45

puting the LIFO index. There are eight
different LIFO pools in use with each
major product line being covered by a
different pool. The discussion which
follows relates only to the food processing equipment pool although the same
basic approach was used in all areas.
The design of any sampling plan involves the following major steps and decisions-in addition to establishing the
sample objectives.
I D E N T I F Y S A M P L I N G F R A M E . The population in this pool consisted of approximately 2,400 items with an aggregate
value of $1.1 million. The company
normally prepares an adding machine
tape by individual commodity code of
all ledger cards maintained in the tub
file at year end. The ledger cards are
maintained at current prices. It was decided that these adding machine tapes
could be used as a frame for purposes
of selection.

selecting the sample elements and calculating the sample statistics.
There are no hard and fast rules for
determining stratum boundaries. One
rule of thumb that is widely used in
practice is to set the boundaries such
that each stratum, with the exception
of the highest dollar value stratum, contain approximately the same total dollar
amount. The top stratum consists of all
accounts over a specified limit and the
total value may vary considerably.
In order to obtain information on the
dollar distribution of accounts a simple
random sample of 200 items was taken
from last year's tapes. Table 3 indicates
how this sample was used to compute
the dollar boundaries and to estimate
the number of accounts and dollars in
each. It was estimated there will be 2300
active items at year end.

D ETER M IN A TE

The IRS in technical release
TIR -533, set forth certain guidelines for
probability sampling of revolving credit
plans. Section 4.02 -1 states the following
with respect to precision. "The sampling
procedure and sample size must be such
as to provide for a relative sampling variability in the amount of gross profit to
be deferred (i.e., the coefficient of variation of the estimate expressed as a percentage) of no more than two percent."
This statement can be expressed in terms
of the standard error and the population
index by the following equation:
SR < 2%
R

NUMBER

O F STR ATA AND

C O M P U T E S T R A T U M BO U N D A R I E S . The
adding machine tapes prepared at the
end of last year were reviewed and it was
noted that the dollar amount of individual parts varied from a few dollars
to in excess of $25,000. It was, therefore,
decided that stratification would be advantageous and that six strata should be
satisfactory. The number of strata to be
used is an arbitrary decision which is
influenced on the one hand by the increase in efficiency for increases in the
number of strata and on the other, if
the sample is to be drawn and evaluated
manually, by the increased difficulty in

E S T A BL I S H

PRECISION

AND

RELIABILITY

LEVELS.

Since R will be approximately equal
to one the standard error of the estimated population ratio must be less than
about two percent.
In Table 2, reference is indirectly
made to the 95 percent reliability level.
The precision at the 95 percent reliability level equals 3.92 percent (1.96x2.0).
This was rounded to 4.0 for purposes of
computation.
DRAW

PR E- S A MP LE AND C O M P U T E S A M-

In 1966, 420 items were priced
at the two price levels. It was decided
that even though last years sample was
not randomlv selected an estimate of
the standard deviation of the population
ratio could be made by taking a simple
random sample of size 50 from these
items. Table 4 presents the results of
this sample.
The sample was allocated to individual strata on the bases of the dollars
contained within each stratum. Table 5
summarizes the results of that procedure.
P L E S I ZE .

D ETER MI N E ME TH O D O F S A M P LE SELEC-

The arrangement of cards in the
tub file was reviewed and it was determined that the cards were randomly
arranged with respect to dollar amount
within a commodity class. In addition
no cyclical or recurring pattern of card
types was noted in the files. It therefore, appeared that systematic random
sampling without replacement would be
satisfactory. Table 5 presents the skip
interval and random starting point within each stratum.}
TI O N .

, I n a c t u a l p r a c t i c e s e v e r a l r a n d o m s t a r t s w o u ld b e
t a k e n to m in i m iz e t h e eff ect of cy c lic a l p a t t e r n s
s h o u l d t h e y e x is t in t h e d a t a .

Table 3

Number of
samples
in
interval

0125
12 5- 250
25 0500
50 0 750
750- 1, 000
1,000 1,500
1,500 2,000
2,000 2,500
2, 500 3,500
3, 500 5,000
over 5,000
-

-

115
35
25
8
5
4
3
1
2
1
1
200
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4

5

6

Class
mark

Extended
value
2 x 3

Percent
of
tot al
dollars

62.5
187.5
375.0
675.0
875. 0
1,250.0
1,750.0
2,250.0
3,000.0
4,250.0

7,187. 50
6,562. 50
9, 375. 00
5,400. 00
4,375.00
5,000. 00
5,250. 00
2,250. 00
6,000. 00
4,250.00
Sampled 100%
$55, 650.00

12.9%
11.8
16.8
9.7
7.9
9.0
9.5
4.0
10.7
7.7

100%

8

9

Percent
dollars
w i t hi n
interval

7
Percent
total
account
in
stratum

Estimated
number
of
accounts

Upper
stratum
boundary

24.7%

75.0%

1,725

16.8

12.5

288

500.00

17.6

6.5

150

1, 000. 00

18.5

3.5

81

2, 500. 00

22.4

2.0

46

5, 000. 00

.5

10

over 6,000

100%

100%

$

Ar bi tr ar y
class
interval

3

$

2

$

1

-

$

C OM PU T AT I ON OF ST R AT U M BOU N D AR I ES
FR OM SI M PL E R AN D OM SAM PLE OF 200 IT EM S

250.00

2,300
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DETERXIINE PROCEDURES FOR

Table 4

AT

IN F O R MAT IO N D E R I VED F R O M A SI MPL E R AN D O M SA MP LE O F

k =n p
E (xk yk ) = 14,097,760
k =1
k =n p

k = np
E (yk)= $25,010
k =1
k = np
E(xk)= $23,140
k =1

1,

1964,

ARRIVING

BA S E P R I C E . S e v e r a l

different methods were used in establishing the base year price. For those items
in the sample which were identical to
items being manufactured or purchased
during the base year the cost was taken
directly from a company cost card or
purchase record card, using the recorded
cost dated nearest to July 1, 1964.
If no cost data was available as of
July 1, 1964, one of the following methods was used to calculate the base year
cost.

T H E 1 966 I N VEN T O R Y S AMPLE

np = 50

JULY

E (xk)2 = 13,261,200
k =1
k = np
E ( y k ) 2 = 15,450,100
k =1

Using this infonn:ition, the sample size was, computed as follows:

1. The unit cost was reconstructed
using July 1, 1964 material prices,
labor rates and overhead rates.
2. Where possible a similar item was
located for which base and current
year costs were available. The ratio

R = 25,010/23,140 = 1.08
= 1,100,000/2,300 = $478.26
n = [1.96/(.04) (478.26)]
[15,450,101) + (1.08) (13,261,200) -2 (1.08) (14,097,760)] /(50 -1) } 2
= 100

S UM M A RIZE D S A M P LE A LLOCA TION

Ta b l e 5

All oc at io n of s am pl e el em en ts t o s t ra ta
Num ber

Es t im a te d

St ra tu m

do ll ars

of

number of

Skip

bo u nd a ri e s

as a %

s am pl es

ac co un ts

i n t e rva l

s tart
point

0-

250.00

24.7%

25

25 0. 0 1 -

500.00

16 . 8

17

1, 7 2 5
288

69
17

7
3

50 0 . 0 1 - 1 , 00 0 . 0 0

150
81

8
4

4

2

2

10

46
10

1

—

112

2,300

Stratum
$

1
2
3

Sam ple sele ction

Es ti m a te d

1, 0 0 0 . 0 1 - 2 ,5 0 0. 0 0

17 . 6
18 . 5

18

4
5

2, 5 0 0. 0 1 - 5 , 0 00 . 0 0

22.4

23

6

o ve r 5 , 0 0 0 . 0 0

19

—

Random

1

Ta b l e 6
SAMPLE COV ERA GE
Num ber*

Num ber

Bas e ye ar

C u r r e n t ye a r

of

in

pri c e

pric e

s a m p le s

population

D o l l a r c o ve r a g e
Stratum

Mean
yi

xi
$

53.53

5,966.39

6,067.31

24
18

1,710

2

330

331.47

3
4

12,064.51
26,569.39

13,295.59
31,460.61

18
19

154
84

670.25

738.64

1,398.39

5
6

69,204.46

82,808.98

24

49

2,883.52

1, 6 5 5 . 8 2
3,450.37

406,895.48

461,313.61

31

31

13,125.66

14 , 8 8 1 . 0 8

To t a l

$521,985.15

596,413.60

134

2,358

$ 1,099,020.78

2,358

54 . 3 %

5. 7 %

$

1

1, 2 8 4 . 9 2

To t a l f o r P o o l
Pe r c e n t a g e C o ve r a g e

$

$

1,467.50

61.15
337.07

The estimated LIFO index computed from the above sample was
R _ (1,710) (61.15) + (330) (337.07) + (154) (738.64) + (84) (1,655.82) + (49) (3,450.37) + (31) (14,881.08)
(1,710) (53.53) + (330) (331.47) + (154) (670.25) + (84) (1,398.39) + (49) (2,883.52) + (31) (13,125.66)
_

1,099,020.78
969,792.62

= 1.133

' T h e n u m b e r o f i t e m s i n c l u d e d in t h e s a m p l e f r o m t h e r e s p e c t i ve s t r a d a d i f f e r f r o m t h a t u s e d t o c o m p u t e s k i p I n t e r v a l s b e c a u s e o f
di ff eren ce s be tw e en th e e st i m a te d n u m b er of ac co u nt s i n t he st rat um an d t he ac t ua l n um b er.
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of base year to current year cost for
the similar item was computed and
applied to the current year cost of
the item in the sample.
If the item was a very minor variation
of items being produced at July 1,
1964, the base year cost was used
with no adjustment. (Example —a
minor revision might be the drilling
of an extra hole on an item. Since
the item is essentially the same as
the 1964 item it can be treated as
if it were the same.)
SAMPLE

SELECTIO N

AND

E V A L UA TI O N .

The sample was selected according to

the plan described above. Table 6 presents the overall results of the sample
in terms of dollar and account coverage.
Using the procedure presented in the
example problem, the standard deviation
of the LIFO index was computed to be
1.7 percent. Thus, the precision achieved
by the sample was ± 3.33 percent of
(1.96 x .017) which was well within
the design criterion of 4 percent.
The estimated index of 1.133 was
used in the LIFO layer calculation.
Conclusion
The combined ratio estimate provides a scientific method of determining

the number of items to be included in
the sample to compute the LIFO index. In addition, this approach generally
requires a smaller sample size than other
conventional methods and results in a
better estimate of the LIFO index. The
cost savings resulting from this reduction of sample size depends upon the
completeness of the company's accounting records and upon the number of new
products introduced since the base year.
However, it has been the authors' experience that the cost saving resulting
from this decreased sample size more
than offsets the cost of the increase in
mathematical complexity.

UNITIZATION OF CONSTRUCTION WORK ORDERS

Continued from page 32
the computed general spread rate
Step G: Those general spread work file
records pertaining to individual property
units must be priced at the rate internally computed during the preceding
process.
The activity on the general spread
work file must be updated onto the unitization master already containing memo
journal voucher and bill of material
activity. This step is another repeat of
Step E.
Ste{ H: The final step in the EDP uniti-

zation process is that of printing the
preliminary analysis of the completely
unitized order(s). (See Exhibit 5.)
It should be noted that if personnel of
the unitization section of the plant accounting department feel that a particular order may require additional analyzation during the unitization process, a
preliminary analysis may be printed at
any point desired. If such analyzation
indicates that subsequent memo journal
vouchers are required, they, too, may be
updated onto the unitization master at
any time.

Conclusion
The basic system using EDP to assist
in the unitization of construction work
orders has been utilized for over fifteen
vears; during this period numerous
changes have been made to simplify and
streamline the procedures. With added
improvements and flexibility of the computer, it is anticipated that all orders
could be machine unitized and, with an
improved coding system, even to the
point of closing to detail plant ledger or
continuing property records.

MANAGING INDIRECT COSTS IN THE AEROSPACE INDUSTRY

Continued from page 42
ports, selected graphic presentations are
helpful in presenting top -level objectives,
particularly in regard to rate performance.
Summary
Indirect cost management may be
broadly defined as the management of
an organization's indirect resources in a
manner that will achieve their optimum
application in accomplishing the organization's objectives. Such management
must utilize a wide range of available
techniques to plan and control indirect
effort. Indirect cost objectives must be
established which meet the requirements for continued business growth
and, at the same time, provide the most
48

desirable balance between contract
cost, technical excellence, and schedules.
In addition, consideration must be given
to maintaining cost and technical positions which are competitive with other
companies, and to meeting requirements
imposed by the legal, social, tax, and
business environments. An effective system of indirect cost management must
provide for:
1. Detailed definition and control of
cost classification
Z. Accomplishment of indirect cost
planning within the framework of
total cost
3. Detailed planning of indirect tasks
in conformance with established

business objectives
4. Application of resources to the performance of these tasks in a manner
commensurate with the volume of
work and an effective level of performance.
5. Assignment of responsibility for
planning and control of indirect costs
to individual members of management who are in the best position to
exercise control
6. Establishment of a timely responsibility reporting system which is appropriate for the needs of management
7. Timely revision of plans and /or correction of circumstances creating
deviations from plans.
MANAGEMENT ACCOUNTING /SEPTEMBER 1969

Use of Capitalized Cost in
Repeated Replacement Problems
REPEATED REPLACEMENT CONCEPT IS APPLIED TO ILLUSTRATIONS FROM D. H. TAYLOR'S ARTICLE

By Enrico Petri
A number of articles have been written
recently around the theme of leasing vs.
purchasing. The emphasis in these papers has been on illustrating a method of
quantifying data. While the specific aim
of each paper has varied, they all have
had two things in common; the comparison of a continuous cash outflow
from a lease payment with an immediate
outflow from purchasing and the ignoring of the repeated outflow that purchasing entails when the assets life expires.
Repeated Replacement Assumption

The assumption of repeated replacement of an asset in cycles of n years
should be given recognition in any decision model. where it appears valid at
the time a decision must be made. In
many instances, the consideration of
this factor would have changed the
decision.
To show the application and impact
of the repeated replacement concept, illustrations from a recent article entitled
"Technological or Economic Obsolescence: "Computer Purchase vs. Lease,",
by Dr. Donald H. Taylor have been selected as case material. Dr. Taylor's article was chosen for three reasons; first,
it is easier to select and modify the author's illustration than to prepare original cases; second, Dr. Taylor's illustra' Management Accounting, September 1968,
MANAGEMENT ACCOUNTING/SEPTEMBER 1969

tions were direct and their assumption
not too restrictive; and, third, it is a
relatively recent article. To set the stage
for the discussions that follow, the data
and computation for Illustration 1 in Dr.
Taylor's paper are reproduced below:
"Illustrative Computations"

2

"The following common assumptions
apply to all of the illustrations below:
The purchase price is 40 times the
amount of the monthly rental.
A maintenance factor equal to 15
percent of the monthly lease charge
is subtracted from the rentals. This
is approximately equal to the cost
that is avoided by leasing. There are
also certain ownership overhead
items that are often absorbed in the
lease contract, such as taxes and insurance. However, in order to keep

ENRICO PETRI

Albany Chaffer 1966, is Associate Professor at the State University of New
York. He received his B.Sc. and
M.B.A. degrees from New York University, and is presently a Ph.D. candidate. Professor Petri, who has also
written on management and engineering research as well as on accounting,
was awarded an NAA Certificate of
Merit for this article in 1968 -69.

the illustrations as simple as possible, only a 15 percent maintenance
factor is subtracted. We could very
easily assume that this 15 percent includes all of the relevant ownership
costs that are avoided by leasing.
The rentals are treated as if they are
paid in a lump sum at the end of
the period. The tax benefit associated with these payments is assumed
to be available at the time the payments are made. Both of these assumptions are, of course, unrealistic.
Rental outlays are usually paid in advance every month, while the tax
savings associated with these outlays
are not realized until the following
fiscal year. The difference in present
value costs is not material, however.
The treatment of rentals as yearly
payments has precedent in the
literature.
The depreciation method is the sum of- the - years' - digits. The assumed life
of the asset, for depreciation purposes, is ten years. The residual
trade -in value at the end of three
and five years is assumed to be equal
to 35 percent and 20 percent of the
selling price, respectively. A 10 percent residual value is assumed to
exist at the end of ten years. Any
gain or loss on the trade is assumed
to be deferred.
'This excerpt is taken from pp. 50 -51 of Management Accounting, September 1968.
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Illus trati on It
CAS H P URCHAS E

- $100,000

- $100,000

9,091

8,573

Depreciation

2

16 , 2 7 2

8,136

Depreciation

3

14,546

7,273

Res idu al v al ue

3

+

+

+

8,136

+

+

9,091

7,273
35,000

+

35,000

7,241

+

- $100,000
18 , 1 8 2

6,109

+

1

29,236

+

0

Depreciation

$

Purchase cost

+

v a l ue 0 6 %

48,841

-$
LE AS E

1

Net l ea se
pa yme n t s '

2

Net l ea se
p a yme n t s '

3

-$

25,000

$12,750

25,500

12,750

25,500

12,750

Pres ent
v alue

12,750

-$

6%

@

Aft er -t ax
ca sh fl ow s

12,008

-$

11,308

12,750

-

-

Net l ea se
p a yme n t s '

Ca s h f lo w s

-

Ye ar

Ta x
savings
0 50%

10,650

-

-

-

12,750

33,966

-$

-

-

-

-

'The lease payments result from the following computations: $1 00 , 00 0 c o st X 1 /4 0 $2 , 5 0 0 ,
$4, 500 for
$3 0 , 00 0 , to t a l re nt fo r t h e yea r ; $ 30 , 00 0
th e mon t hl y rental; $ 2 , 5 0 0 X 12
$2 5 , 50 0 . Th e direct tax swings are $ 1 5 , 0 0 0 a year. Subtract from this
maintenance factor
the tax savings of $ 2 , 2 5 0 that will not accrue to the leav es because he does not hav e to pay
$ 4 , 5 0 0 a year f o r a separate service contract. Th us , this after -tax savings on maintenance is
$2 , 25 0 .
t R e p • o d u c e d f r o m p a g e 5 0 o f M a n a g e me n t Ac c o u n t i n g , S e p t e mb e r 1 9 6 8 .

Tab le 1
THE I M P ACT IN T AX S AV IN GS
21,667 x 100 x 2

-

$

$3 5,000

$100,000

Do u b l e d e c l i ni n g b al a n c e

$100,000
4 3 . 3 4 % f o r 1st year

21, 667 pe r year
=

$

=

3 ye ar s

=

De p r e c i a t i o n

Pres ent v alu e at
Depreciation
sche dule

Depreciation

Book v alue

0

0
$43,340

$100,000

1

56,660

$20,369

2
3

$10,830
$10,830

45,830
35,000

4,819
4,547

200%

(5 0% t ax r at e)

$

Method

6% of tax sav ing

$

str ai gh t li ne
St r a ig h t l i n e

$

Switch to
$

A shortcoming of the approach used
in Illustration 1 is the ignoring of the
replacement factor. When the decision
to either purchase or lease is made, it
anticipates a replacement of the asset at
the end of three years (see Assumption
-I with its reference to trade -in and deferral of gain or loss) . Therefore, an
additional cash outflow will occur in the
third year and not an inflow of $35,000
as the model states.
A more realistic model would recognize that the continuing nature of the
investment requires a cash outlay of, let
us sav, $65,000 every third year. The
cash outflow of $65,000 will be reduced
by the accumulated annual tax saving

Pres ent

cash f l o w s

Ca s h f lo w s

$

Considering Capitalized Cost

Af te r -t ax

05 0%

Ye ar

_

It should be noted that Dr. Taylor assumes that the equipment will last 10
years, but a three -year use life is expected because of technological advances. Furthermore, the expected residual value is set at 35 percent. Since
these observations are made ex ante,
management is aware of a total decrease
in asset value of $65,000 ($100,000 cost,
less $35,000 residual value) over the
three years. It appears reasonable to
write this amount off as depreciation
over the three -year period. When this is
done on the 200 percent basis for the
first year with a switch to straight line
method in second and third year, an additional tax savings results as shown in
Table 1.
The present value of the cash flow
computed exceeds that computed by Dr.
Taylor by $7,812 or ($29,735 -$21,923) .3 Substituting the cash flow from
tax saving into Illustration 1, we observe
the following (sec Table 2) .
The modified data show the difference in present value between leasing
and purchasing to be small enough
($7,063), to encourage recognition of
the real time sequence in tax and lease
payment. If these refinements do not result in a significant difference, then the
decision should be made on the basis of
other factors. However, rc- examination
of the above data, discloses that the repeated replacement assumption is present.

Ta x
savings

+

Modification of the
Depreciation Deduction

+

Illustration 1 is formulated on the assumption that the use of the equipment
will be terminated after three years."

$29,735

Tabl e 2
M O D I F I C A T I O N OF I L L U S T R A T I O N 1
Da ta
Purchase

Modified

Or i g in a l

$100,000

$100,000

Co s t :
Less
Presen t v al ue of
ca s h fl o w fr o m ta x s av i n g
and r esid ual v alue

$29,735
29,236

58,971

51,159

- $41,029

- $48,841

- $33,966

- $33,966

Lease
Ca s h f l ow ( se e Il l u st r a ti o n 1 )

'Present value of depreciation computed by Dr.
Taylor= $8,573 + $7,241 + $6,109= $20,923.
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from depreciation that has been reinvested.

Il l u s t ra t i o n 2 '

Explanation of
Capitalized Cost Model

CA SH PURCHA S E
Ta x
Ye a r

savi ngs
@ 50%

Cash flow s

After -tax

Pr e s e n t

cash flows

va l u e @ 6 %

Pu r c ha s e c o s t

0

- $100,000

- $100,000

- $100,000

De p rec i a ti o n

1

+

18 , 1 8 2

9,091

+

9,091

+

De p rec i a ti o n

2

+

16 , 2 7 2

8,136

+

8,136

+

7, 2 4 1

De p re c ia t i o n

3

+

14,546

7,273

+

7,273

+

6,109

De p rec i a ti o n

4

+

12,726

6,363

+

6,363

+

5,040

De p rec i a ti o n

5

+

10 , 9 0 8

5,454

+

5,454

+

4,074

R e s i d u a l va l u e

5

+

20,000

+

20,000

+

14,816

-$

54,147

$

8,573

Capitalized cost is not a new approach. It is founded on the concept of
present value of an infinite periodic flow
of cash -a perpetuity. It is derived
mathematically from the present value
formula. The present value formula for
n payments, for n periods, at a constant
cost of capital is symbolized as:
1
R .1� 1 +i)n

LE AS E

I

Ye a r

Ta x
savi ngs

After -tax

Pr e s e n t

050%

cash flows

va l ue @ 6 %

-$

12,750

-$

12 , 0 0 8

Cash fl ow s

Ne t le a s e
paym ents
Ne t le a s e

1

-$

25,500

$12,750

paym ents
Ne t l e a s e

2

-

25,500

12,750

-

12,750

-

11 , 3 0 8

paym ents
Ne t le a s e

3

-

25,500

12,750

-

12,750

-

10,650

paym ents
Ne t le a s e

4

-

25,500

12,750

-

12,750

-

paym ents

5

-

25,500

12,750

-

12,750

-

10 , 0 2 9

where:
R = annual payment

If the number of periods is raised to
infinity, the fraction 1 I i approaches
zero leaving I -

or, 1 . If we sub -

1

�

stitute this in place of the present value
formula, we get R R or R . Th e fr ac-

9,445

-$

53,440

ti on R i s t h e va l u e of R p a yme n t t o
i

*Re p ro d u c e d f ro m p a g e 51 o f M a n ag e m e n t A cc o u n t i n g , Se p t e m b e r 1 9 6 8 .

infinity discounted to present value at i

Ta b l e 3
M ODIFICA TION OF ILL US TRA TION 2
P r e s e n t va l u e o f t a x s a vi n g u s i n g f i ve ye a r l i f e a n d 2 0 0 p e r c e n t s t r a i g h t l i n e m e t h o d :
Pr e s e n t va l u e
Ye a r

De p re c ia t io n

Ta x b e n e f i t 5 0 %

@ 6%

1

$40,000

$20,000

$18,860

2

24,000

12,000

10,680

3
4

14,400
800 1

7,200
400

6,041

5

800 1

400

316

In ve s t m e n t c r e d i t ( $ 1 0 0 , 0 0 0 x . 7 x 1 / 3 )
R e s i d u a l va l u e ye a r 5 , $ 2 0 , 0 0 0 , p r e s e n t va l u e a t 6 %
To t a l p r e s e n t va l u e
Les s ca sh o ut la y f or e qu ip m e nt

x = Payment due in the nth year

296
$36,193

$36,193
2,333
14,816 2
53,342
10 0 , 0 0 0
- $46,658

C o m p a r e d t o p r e s e n t va l u e o f l e a s i n g :
F r o m o r i g i n a l I l l u s t r a t i o n 2 a b o ve

- $53,440
6,782

O r i g i n a l b e n e f i t f r o m p u r c h a s i n g , u s i n g D r . Ta y l o r ' s
ap pro ac h

1 De prec ia t io n m e t ho d ch a ng ed t o s trai g ht l in e i n 4t h
a n d 5 t h ye a r t o a r r i ve a t r e s i d u a l va l u e o f
$20,000.
2P r e s e n t va l u e o f r e s i d u a l va l u e t a k e n f r o m
orig in al i ll us trat io n.
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R =Amount invested annually to
accumulate to x in n years
Final value of annuity formula
x=R

297

S1i

=R

(l +j)n -1

i
To find annual cost, solve for R:
R

A d j u s t e d b e n e f i t f r o m p u r c h a s i n g , u s i n g D r . T a yl o r ' s
ap pro ac h

cost of capital.
A problem arises when outflows do
not occur annually. This can be remedied, however, by a single transition in
the final value of an annuity formula. If
outflows occur in cycles of five years, to
determine the annual cost, attempt to
answer the question of how much must
be invested in the firm annually to provide sufficient funds to meet the payment when due. T o find the answer,
start with the formula that yields the
final value of an annuity:

X

= S, i
1
=x ( - )
S1 i

The determination of R reveals the
annual cost to the firm for an outflow
to replace equipment at the end of a
cycle. A repeating cycle requires that
this reinvestment be made annually to
infinity. To determine the present value
of the infinite stream, apply the capitalized cost model, or:
51

Applying Data to
Capitalized Cost Model

Exhibit 1
CAPITALIZED COST OF PURCHASING
Step I
Present value r of tax saving from depreciation, $29,735. 2
Conversion to equal payments. 3
$29,735

•1a =$29.735
nti

l l -(1.06)
-0 6 l
3

$29.735 • (.3741) = $11.124 (approximately)
Step II
A. $100,000 initial investment
B. Replacement cost —
1. $100,000 - $35,000 recurring outlay every 3rd year
2. $ 6 5 , 0 0 0 .

1 = conversion to equal annual payments, or amount that
S_nl i must be invested annually to yield $65,000 after
taxes in 3rd year in repeating cycles.

C. $65,000

•1

Sk i

D $65,000 . 1
i
S 5- 1

$11,124 = above annual payments reduced by tax saving
from depreciation (see Step 1)
$11,124 = conversion of repeating cycles to present value

i

i r

E. $100,000 + $65,0 . 0

(1.06
.06

06

- $11,124 = final model

Solution:
$100,000 + $20,417 0 $11,124 = $254,883

6

Capitalized cost of purchasing: Present value of purchases with continuous
replacement = $254,883.
Capitalized cost of leasing: Simply consider annual cash outflow after taxes
of $12,750 capitalized at 6 %.
$12,750 = $212,500
.06
Excess capital tied up in purchasing:
Purchase - capitalized cost
Lease - capitalized cost

1
a,i

$254,883
212,500
$ 42,383

i
= annuity whose present value is 1.
1 -1
(1+i)n

2. as modified earlier.
3. Altematively, the total accumulation of the tax saving for 3 years could have
been computed and treated as a reduction of net replacement outlay.

i

i

1
R
R . —=—

A summary of the above discussion for
cyclical replacements yields:
x + x
i
52

1

S,i

= Capitalized cost

Where x stands for cost of an asset
that is traded after n years at S scrap
value, the formula expands to:
X +

x-S

1

i

S_nJi

_

with x —S—net replacement cost.

Considerations:
A. The initial cash outlay of $100,000.
B. 1. The recurring cash outflow required every three years to replace the asset (cost less trade -in
allowance) .
2. The amount that must be invested every year to accumulate
after taxes to the cash outlay required every three years.
C. The reduction of the amount that
must be invested annually for replacement by the annual tax saving
from depreciation.
D. Conversion of repeating cycles to
present value.
E. Combination of above data in final
model and its solution.
Assumptions:
1. Replacement cost does not change
2. Replacement cycle remains constant
in years
3. Cost of capital remains constant
4. Investment to replace and tax saving
from depreciation to be paid at the
same time.
5. Lease paymen t occurs at year
end (similar to Dr. Taylor's assumption) .
Capitalized Cost of Purchasing
To facilitate the computation, the
present value of tax saving from depreciation should be converted to equal annual amounts (see Exhibit 1) .
The impact of a $65,000 outflow every
three years is seen to be significant in
arriving at a decision. The present value
of outflows from purchasing is $25.1,883
or $42,383 in excess of that from leasing.
Comparing this difference to the adjusted solution to Illustration 1 emphasises its magnitude (approximately 600
percent greater). Leasing is clearly more
advantageous.
Further Illustration of
Capitalized Cost Approach
No consideration in the modifications
to Illustration 1 was given to the investment credit since it is only available to
assets with a useful life of four or more
years. It will, however, play a significant
role in Illustration 2 taken from Dr.
Taylor's paper. The original illustration,
reproduced below, will be modified to
obtain full tax benefit from depreciation
and the investment credit. These modifications should make purchasing the
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trade -in value as an inflow, ignoring the
replacement cost aspect.

Exhibit 2
CAPITALIZED COST APPROACH

Capitalized Cost Approach
A. Conve.T t tax saving from depreciation to equal annual savings, t symbolized as dTa.
dTa = $36,193.

I
= $36,193 (.237)
1- (1 +i)n

dTa = $8,577
B. Reduce initial cost by investment credit, symbolized C -1c (time difference in cash
flows is ignored.)
C - l,c := $100,000 - $2,333
C - Ic = $97,667
C. Reduce replacement cost by trade -in value and investment credit, I symbolized
C -(S +Ic)

C�-�(S�+I� )�=�$78,133
D. D e t e rm i n e an nu al i nv e s t m e nt n e e de d t o a cc um ul at e t o ne t re pl ac e m e n t co st ,
sym bol i z e d as

S_5� .06

= $78,133 (.177) = $13,829

E. Reduce annual investment needed to replace asset by tax saving from depreciation,
item (D) - item (A), or,
C - (S +lc') • 1

dTa = $13,829 - $8,577

S1 i
C�-�IS�+0�1
•Si1i

Illustrations 1 and 2

Capitalized Cost Solution
Compared

C - (S-f 1 ) = $100,000 - ($20,000 + 1,867)

C - (S +Ic)�•

The modified data above is injected
into the capitalized cost model as indicated in Exhibit 2. The capitalized cost
approach reveals an advantage that is
significantly greater
(approximately
400 % ) in terms of present value than
the approach used by Dr. Taylor' (approximately $20,518), or $ 2 7 , 3 0 0 $6,782.

- d T a = $ 5 , 2 52 ( ap p r o xi m a t e l y)

Comparison of the two illustrations
using capitalized cost indicates a disadvantage for purchasing in the first illustration by a substantial margin over the
approach that ignores cost of replacement.
Illustration 1
Excess P/V of purchasing
ignoring cost of replacement = $ 7,063
Excess P/V of purchasing
u si ng ca p it a li z ed co st

F. D e t e r mi n e p re s e n t v a l u e f or $ 5 2 52 an n ua l o ut f l o w i n p e rp i t u i t y.
$5, 252 + .06 = $87,533
G. Add pr e s e nt v al u e of pe rpe t u al pa yme nt s o f $ 5, 252 t o i ni t i a l cos t , i t e m ( F) p l us
i t e m ( B) yi e l d i ng cap i t al i z e d cost of purc hasi ng.

= $ 42 ,3 83

Using capitalized cost approach in Illustration 2 again produces a significant
difference as compared to approach used
by Dr. Taylor as modified by tax saving.

$97,667 + $87,533 = $185,200

i
S,i
i
8577
Capitalized cost = $100,000- 2,333 + L100,000 - (20,000 + 1867),
J (.177) - .06
L
.06

Illustration 2
Excess P/V of leasing as
modified, ignoring
replacement cost
= $ 6,782
Excess P/V of leasing using
capitalized cost model
= $27,300

Capitalized cost =

Comparing Results in Illustrations 1

Restating final model - capitalized cost of purchasing.
Capitalized cost = C - Ic+ C - (S +l� )�• I
dTa

$185,200

Capitalized cast of leasing = 12,750 + .06 =

212,500

Excess Capitalized cost ( present value of outflow)
from leasing

$ 27,300 (approx)

The investment credit on replacement is based on replacement cost less trade -in allowance.

b e t t e r a lte rna t ive by a grea ter ma r gin
th a n in t h e origina l illu str a tion. T h e
mod ifi ed da ta will t h e n b e pla ced in t o
th e ca pita lized co st m o d e l to see if cvclical ou tla y for re p l a c e m e n t will ha ve

any material impact on the decision. It
should be noted that the asset is held 5
years but depreciated over 10 year life,
and the same assumptions hold that
were listed under Illltstrative Computations, above.
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Modification of Illustration 2
Refinement of original Illustration 2,
to consider a depreciable life of five years
and the investment credit (see Table 3) .
Even after modification, there is no
significant difference between the alternatives. The difference in present value
of $6,782 yields an opportunity cost of
$6,782 @ 6 percent or $406.92. As in
Illustration 1, this illustration treats the

and 2 Using Capitalized Cost
Since lease payments remained constant, it may appear contradictory to
proclaim purchasing superior to leasing
in Illustration 2 where replacement cost
increased to $80,000, while leasing was
more advantageous in Illustration 1
where replacement cost was $65,000.
The answer lies in the length of the replacement cycle. In Illustration 2 it increased to five years. This increase in
cvele, along with some added tax savings,
resulted in an annualized cost of replacement of $5,2525. The annual cost of leasing remained $12,750 or in excess of
Continued on page 56
'As m o d ified b y ad j u s t m e n t fo r d e p r e c ia t io n a n d
in v e s tm e n t c r e d it .
5See item

(E), C �- S + I�

.

1

s�

- d T a = $ 5,252
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Human Behavior:
The Key to Success in Budgeting
THE BUDGET SHOULD BE USED TO IMPROVE OPERATION, NOT AS A TOOL FOR CRITICISM

By Ronald Beddingfield
In theory, budgets are tools for controlling both the companies' dollars and the
actions of the individual managers.
However, it is apparent to most budget
people that neither of these goals is fully
accomplished. One might ask, "What
goes wrong in the administration of the
budget ?" Almost always the reason lies
in the fact that management has failed
to recognize the human relations problems inherent in any control function.
Of course controls are necessary, but it
is the way they are administered that is
important and which proves them effective or not.'
Although the value of the budget is
as a tool of control, it cannot exist without people. It is prepared by people, revised by people, and its requirements
must be met by people. Complete success is realized only when the human
relations aspects of the budget receive attention equal to that given budget techniques.

employees against management, and
tends to place the factory supervisor
under tension. This tension may lead
to inefficiency, aggression, and perhaps a complete breakdown on the
part of the supervisor.
2. The finance staff can obtain feelings
of success only by finding fault with
factory people. These feelings of failure among factory supervisors lead to
many human relation problems.
3. The use of budgets as "needles" by
top management tends to make each
factory supervisor see only the problem of his own department.
Pressure, success and failure among
personnel, and the department oriented

The Problems
The human relation aspect of the
budget presents a firm with many problems. Chris Argyris summarizes these
problems in the following categories: 2
1. Budget pressure tends to unite the
'See C. L. Hugs, "W h y Budgets Go Wrong,"
Personnel, May 1965, pp. 19 -26.

RONALD BEDDINGFIELD
is a student at Texas A & M University, College Station, Tex. Mr. Bed dingfield was a recipient of the Leland
Foundation Scholarship during his
junior and senior years. He also received the Haskins & Sells Foundation
Award for the outstanding senior accounting major.

supervisor, are not the only human relations problems in budgeting. These are
simply the most apparent results of a
combination of many smaller problems.
All of these problems, both the obvious
and less obvious, are the result of attitudes about budgeting that exist among
factory personnel and top management
alike. Many of these attitudes are quite
evident in firms using a budget system.
In the early 1950's a study of four
companies was made by Chris Argyris for
the Controllership Foundation, Inca
Some very interesting facts about attitudes among personnel in an average
firm resulted. The study showed that
there are important differences between
the factory personnel and the "figure
men" who create budgets and attempt to
enforce them. These differences cause
conflicts in human behavior and attitudes toward the budget.
In the first place, the two groups do
not speak each other's language. This
problem will be given more consideration later in the discussion. In addition,
the groups disagree on the value and purpose of the budget.
The "figure men" or creators of the
budget are reported to have felt that
budgets were a means of instituting improvements quickly. Furthermore, the
budget people felt that budgets were
most effective only when they were in
fact in the hands of management.

'Chris Argyris, "Human Probl ems wi th Budget s,"
Harvard Business Review, January- February, 1953,
97 -110.

'Chris Argyris, "Personal Tensions Frequently Sabotage Industrial Budgets, Controller's Research Reveals," The Journal of Accountancy, May 1952,
pp. 603 -604.
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According to the study, many budget
people feel that the job of selling the
budgets to factory supervisors is the most
difficult task. They attribute this fact to
the supervisor's lack of interest, lack of
education, and misunderstanding and
mistrust of the budget.
The study also showed that, on the
other hand, the factory or production
foreman looks upon budgets as symbols
of something which may arouse fear, resentment and aggression among the employees. The foreman has the attitude
that the "figure men" just add the figures and do not consider extenuating
circumstances.
In this study by Argyris, both the line
foremen and the budget people were
asked to give solutions to these problem
areas. The budget people said they felt
the foremen should be educated to appreciate and use budgets. In contrast, the
line foremen felt that management
should learn to look at the situation from
someone else's point of view and put less
emphasis on the idea that production
can be increased by pressure. From this
one can see that the prejudice involved
in attitudes toward the budget not only
affects human behavior but also the proposed solutions by each party concerned.
The Sol uti ons
Thus far the discussion has only identified the major problems growing out
of p oor human relations in budgeting
and some of the at titudes a mong personnel which may be the key to solving
these problems. There have also been
many proposals for solving these problems or at least reducing their ill effects
upon the firms involved. The proposed
solutions which most frequently appear
can be summarized in several major
areas.

right to the heart of the business. It
means having a sound predetermined
course of action for all segments of the
business which includes sales, production, inventory management, and labor
management. The planning in these
areas must be a shared activity of the
budget people as well as the line foremen. Each party must contribute and
agree on the objective of the firm.
There is no better way to ensure agreement among line management and top
management and at the same time encourage growth in management than by
requiring that line management contribute to the establishment of objectives
and goals. Psychologists tell us that an
individual will be more receptive and
more favorably disposed to a procedure if
it contains his ideas. As a result, a budget
will be more effective if it is jointly constructed.
This must be true throughout the entire organization because every phase is
affected by the budget. Most importantly, however, this cooperation must
exist between the budget staff and the
operating personnel. Of course the final
decision must be made by top management, but people decide how to attain
the goals. Thus the active participation
and interest of all those affected is reflected in the budget.5
At this point it should be emphasized
that we are speaking of "active" participation and not some form of "pseudo participation." The budget people should
not simply have a normal conversation
with line personnel after the preparation of the budget, but should call a
formal conference and allow the line
foremen to participate from the outset.
Top management should also refrain
from preparing the budget before a
conference and then try to pass it
off on the foreman as their idea. The
average individual is quick to sense such
practices, and the repercussions may be
more severe than those resulting from
no participation at all.
Active participation by those affected
by the budget is by no means a panacea
by which all problems of human relations can be eliminated, but it can create
acceptance and establish a "we" feeling
in an organization.

enforcement of the budget after it is
prepared. Budgeting, as a management
method, has in recent years reached
a new maturity. It appears more evident
all the time that a more positive human
approach, is replacing efforts which often yielded negative results. However,
many members of management were not
introduced to this idea in the early part
of their careers. As a result they are not as
adept at using them as they should be.,,
One of the most important points
management should remember in control and enforcement of a budget is that
each person affected by the budget
should have a definite area of responsibility. This is known as "responsibility
reporting" or "responsibility accounting." It is exemplified by a communication of costs which can be controlled
by the person who is the subject of the
report or which are attributable to his
efforts.
Another point management should
remember in using the budget as a control tool is that the budget is not an absolutely defined plan which should
never be adjusted or looked upon as
having more importance than other
factors in certain situations. Usually the
people affected by the budget will respond with a proper attitude only if they
are assured by experience that the use
of the budget is to improve their operations and not to simply point them out
as an inefficient element of the firm.
INTEGRATION

Possibly the most frequently suggested solution to human relations problems in budgeting is that of active participation in the preparation of the
budget by those who will be under its
influence. To fully understand this proposal, the exact term "participation"
should be defined in the particular aspect in which it is used here. It is defined as a "process of joint decision making by two or more parties in which
the decisions have future effects on those
making them." 4
Planning and budget preparation go

A second solution to problems in human relations that is often given consideration deals with proper control and

A third solution which is many times
suggested as a possible answer to the
problems of human relations in a firm
is the proper integration of the accounting system and the budget program to
obtain maximum efficiency. There must
be a clear, common sense, accounting
system. All reports of variances must be
prompt and complete and in a language
the user can understand. If the line
foreman is to take action, the report
should be in terms of units -of -input or
man - hours. If a higher authority is the
one to act, it possibly should be in dollar amounts.
This requires an accounting staff that
is more concerned with the operating
facts in the life of the business than with
elaborate accounting techniques. It requires a staff that is constantly aware of
concepts of good human relationships
and the ability to communicate effectively.,

'S. Becker and D. Green, "Budget ing and Employee Behavior," Journal of Business, XXXV
October, 1962, 3 9 2 4 0 2 .

"Powell and McLeod, "Budgets Should be People Orie nte d," NA A Bulletin, September 1963, pp.
37 -42.

°C. M. Anderson, "Motivation —The Essential in
Budgeting," NAA Bulletin, June 1963, pp. 46.
'I bid ., p . 4 6 .
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At the same time the line foreman
wants accuracy on the part of the accountant as the reporter of established
budget goals and variances. There is
something so definite about a figure
down on paper from the accounting department that, when the figure is proven
wrong by those it affects, the whole concept of budgets, performance reports,
and variances is damaged. Something is
taken from the goodwill between management and the foreman, and the foreman may form feelings of mistrust and
unreliability toward top management.
These errors in calculating results of performance may lead employees to feel
that budgets are at best only a hit and
miss affair.
The accounting department is responsible for data upon which others will
make decisions. The accounting department is responsible for supplying the
line foreman with the results of his particular operation so that he can place
direct responsibility, encourage and commend those who have done a good job
and take corrective action where it is
needed. From this, one can see that the
accountant himself is indirectly responsible for the reactions of line management and labor to budgets.
Another area in which the accounting
department has a responsibility in effectively carrying out the purpose of the
budget is in interpreting and clarifying
the various aspects of the budget for line
management. It is a very simple fact, but
one that is often overlooked, that for a
budget or performance report to be effective, it must be understood.
One can see that the accounting department has a dual purpose in reporting
facts about operations and their comparison to the budget. It must report cur-

rent and accurate data in an easily understood manner in order to reduce costs
whenever possible. An equally important
purpose is the supplying of operational
results to managers so that they can
better understand what is currently expected of them and those they oversee.
If this latter purpose is successfully fulfilled, it can mean the difference between failure and success for a budget."
INCENTIVES

A final solution to the problem of poor
human relations' in budgeting has been
proposed and tried in many cases. This is
the establishment of an incentive system to increase efficiency of operations
and to encourage operations within the
budget. However, many times management's lack of consideration of basic human behavior variables in this area has
caused the system to fail:
"In the profit oriented society such as
the business world, discomfort and unpleasantness in a work situation have
their compensation in money. The old
saying that 'you can get anything if you
are willing to pay for it' is looked upon
as a guide in solving many business
problems." 9
If this is true, why is money as a motivational mean not successful in reducing
the problems caused by the impact of
budgets on people? One might find an
answer in the fact that the needs of a
higher order are the ones to consider in
attempting to solve the "people" problems. It is evident that money is an excellent motivator in fulfilling the lower
sW. C. Zinck, "Plant Manager Looks at Accounting," NAA Bulletin, June 1982, pp. 74 -76.
M. E. Wallace, "Behavioral Considerations in
Budgeting," Management Accounting, August
1988, pp. 3 -8.

9

order needs. However, in order to establish an effective incentive plan, one must
discover a means of satisfying the needs
of a higher order.
This may be accomplished by supplying ego satisfaction to employees
through company -wide recognition for
outstanding performance or through
promotions. This higher order incentive,
whatever it might be, should extend to
the motivational and human behavior
variables. The goal is an incentive plan
which takes into account both the human and technical considerations. Favorable effects upon performance have
shown the value of such an incentive
plan in an organization.
Conclusion
The neglect of the human behavior
aspect of budgeting can be quite harmful
to a firm's efficiency and overall environment. These problems are many times
unconsciously created by the use of the
budget as a pressure device, the development of department oriented supervisors, and the recognition of success
among the budget people at the expense
of line management. Many times these
practices and developments are the result of conflicting attitudes between top
management and line management.
The proposed solutions to these problems have been as numerous as the problems themselves. However, several of the
most commonly suggested remedies include active participation in the preparation of the budget by those who fall
under its influence, proper use of the
budget as a control device, integration of
the budget program and the accounting
system into a coordinated operation, and
use of incentives which appeal to the
higher order needs of individuals.

USE OF CAPITALIZED COST IN REPEATED REPLACEMENT PROBLEMS

Continued from page 53
purchasing by $7,498 annually in perpetuity. The value of this excess annual cost
of leasing at 6 percent is, $7,498 =.06=
$124,967. Comparing $124,967 with initial outlay for equipment of $97,667
($100,000 less investment credit of
$2,333) yields an excess present value of
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leasing of $27,300, as arrived at in capitalized cost model.
Summary
The purpose of this paper is to emphasize the importance of the capitalized
cost model when equipment is subject

to replacement in cyclical fashion. Although the capitalized cost model is not
new, it is basically simple, and can
be expanded for wide and various uses:
C + C —S

i
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NAA Establishes
Management Accounting
Practices Committee
NEW GROUP WILL ISSUE STATEMENTS ON ACCOUNTING PRINCIPLES AND PRACTICES

A Management Accounting Practices
Committee has been established by the
Association with the responsibility for
issuing statements representing NAA's
positions on accounting principles and
practices.
The Committee was formed following
the recommendations of the Long -Range
Objectives Committee whose report was
published in August 1968. Under the
chairmanship of I. Wayne Keller, the
Long -Range Objectives Committee recommended "that it be the policy of the
Association to develop and promulgate
pronouncements as to the most useful
and acceptable accounting and reporting
concepts; and to comment on such pronouncements of other bodies." In so doing, the Association's objective is to provide guidance and leadership in the field
of management accounting and assist
other organizations in the formulation
of opinions and standards.
The need for the MAP Committee
has been pointed up in recent years by
growing problems involving corporate
disclosure, cost determinations, comparability of financial data, and other controversial issues, Executive Director
Rawn Brinkley noted. Therefore it is
essential that business management have
an authoritative voice in deciding acceptable accounting practices.
I. Wayne Keller, former vice president
and general manager of International
Operations of Armstrong Cork Co. and
past national president of the Association, was named chairman of the MAP
Committee. The committee will consist
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of not less than nine members, with overlapping terms to assure continuity.
• Statements and opinions of the committee will be based upon research initiated by and for the committee, joint
research or study conducted by NAA
with other organizations, and the research and opinions of other bodies.
The MAP Committee will work closely
with other bodies such as the Accounting Principles Board and the Financial
Executives Institute in the study of problems and the formulating of approved
practices.
Chairman Keller said that any statements issued by the committee will require approval by three - quarters of the
committee members. Minority dissenting opinions will be published if requested by those members. Mr. Keller
expressed the belief and hope that any

KELLER

differences between his committee and
other bodies would be reconciled before
public statements were issued. Before
taking issue with the opinions of other
organizations, he said, the utmost consideration would be given to technical
and public policy aspects.
Subcommittees will be appointed so
that the opinions of different industries
and corporate structures will be represented. Each subcommittee will guide
the formation of a statement in a subject
area which will be reviewed by the full
MAP Committee.
The MAP Committee will be composed of representatives of industry, public accounting and education, with the
majority of members drawn from industry. In addition to Chairman Keller,
members of the committee include Robert N. Anthony, professor, Harvard
Graduate School of Business, Boston,
Mass.; Robert Beyer, managing partner
of Touche, Ross, Bailey and Smart, New
York, N.Y.; Dudley E. Browne, group
vice president- finance and administration of Lockheed Aircraft Corp., Burbank, Calif.; R. Lee Brummet, professor
at Graduate School of Business Administration, University of Michigan, Ann
Arbor, Mich.; William H. Franklin,
president of Caterpillar Tractor Co.,
Peoria, Ill.; Douglas L. Hamilton, vice
president of Sylvania, a subsidiary of
General Telephone and Electronics,
N.Y., N.Y.; Firman H. Hass, consultant,
Ernst & Ernst, Detroit, Mich., and John
V. James, executive vice president of
Dresser Industries, Inc., Dallas, Tex.
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The Credibility Gap in
Financial Communications
A PROFESSIONAL IN COMMUNICATIONS TAKES A KEEN LOOK AT ANNUAL REPORTS

By Samuel W. Baker
The first annual report in the United
States is said to have been published in
1854. It certainly started no stampede
by American business to follow suit, and
in 1899, the New York Stock Exchange
listing agreement still sought to make
the regular publication of annual financial statements a standard practice
among listed companies. American
Sugar Refining's balance sheet for 1900
listed four items under assets and three
under liabilities.
In 1903, a 60 -page report, termed
the most complete ever issued by an
American corporation, was distributed
by United States Steel. It was considered
heresy by businessmen and frivolous
spending by stockholders unaccustomed
to such treatment.
Many managers to this day still don't
fully accept the need for open communications with shareowners. When
things are going well, the report is easy
58

to write and the figures themselves are
all that's needed to testify to management's sound stewardship, so they are
perfectly happy to "tell it as it is."
Usuallv, when the company has just
suffered a disastrous year, most managements face up to their problems
openly. They discuss the reasons behind
the reverses and tell what is being done
to change the situation. The fact is that
a frank, well- reasoned explanation of the
company's position and its prospects for
recovery usually generates respect and
acceptance from the shareholders.
The problem area, in my experience,
is the twilight zone. This is where last
year's program didn't quite work out to
expectations, where real difficulties loom
on the horizon, where drastic changes
may have to be made that aren't apparent to outsiders.
Here management faces its moment
of truth —and all too frequently backs
off. Instead of building a case in the
annual report in advance of difficult de-

cisions, the ostrich technique is employed. The hope is that by next year
the problem will have gone away or that
it can be glossed over. The result is
that, in most cases, the report plays the
same hearts and flowers tune with different words each year.
Management generates a credibility
gap when its financial communications
lack candor. Savvy analysts can't be
fooled and ever after read the annual
reports of these companies backwards,
footnotes first, to see if anything is being covered up.
Another dodge is to hide behind
S.E.C. disclosure rules to avoid coming
to grips with communications problems.
In looking through my reference file the
other day, I came across a letter from
Keith Funston to presidents of Big
Board companies. The letter was dated
December 23, 1960. Its subject was
timely disclosure. The message was the
same as that being repeated today by the
exchanges, the S.E.C. and the courts.
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Now let's get into some of the nuts
and bolts of annual reports. One out of
eight Americans will receive an annual
report this year. Some 150 million copies will be printed, only half of them for
stockholders. The financial community
— writers, analysts, fund managers and
statistical services —will absorb quite a
few.
First, how long should a report be?
Many companies put out a book running 32 pages. If you have enough to
say, that's fine, but I think the average
company can tell its story in 24 pages
or less. A statistical supplement or financial fact book is one answer to the
length problem, and a lot more companies are using them these days.
I've found selecting a theme for the
year's report and presenting an outline
of how that theme is to be treated helpful in getting people to agree on procedure. Themes can be found by looking
at what people know and don't know
about the company. I surveyed directors
of a $200 million company once to find
what they thought it should be known
as. Their answers put together sounded
vaguely like the Boy Scout oath. A survey of people outside the company
showed very few who even knew it as a
manufacturing company!
What are the strengths of the company you want to reinforce in the minds
of your audience? What are the erroneous impressions you want to correct?
Themes galore can be found in these two
questions.
Who are your stockholders and why
do they own your stock? A go -go fund
manager probably has different investment objectives from your Aunt Minnie.
With today's tax situation and inflation,
however, growth potential is more important than dividend level for businessmen or young investors. For this reason,
space devoted to long -term goals and
how the company hopes to achieve them
has high interest ratings. So do such
volatile , and vital subjects as research,

technology, finance and management.
Analysts and institutional buyers generally classify companies interesting to
them because of a "concept" or a
"story." The concept is generally an industry phenomenon: "We're running
out of fresh water in the world, so desalinization companies will be big over
the next decade." Or the story is peculiar to the company: "Its main business is making wagon tongues, but its
plant is located on 5,000 acres of 70
per cent uranium ore." Maybe you can
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figure out how your company fits into
both categories to get everybody excited.
Missing the Boat
Now about content. I was surprised to
see in a recent survey of annual reports
of 100 companies that the president's
letter in more than half neglected to
mention such significant items as new
products, long -term goals, financial policies, return on owners' equity, ratio of
net income to sales, distribution of the
sales dollar or management philosophy
of the company. It appears to me a lot
of companies are missing the boat.
The most important single factor in
a company's price /earnings ratio is the
rate of earnings growth. That's grist for
any annual report. The firm's competitive position is another important subject. Some companies think they're covering it by rehashing past history. Others
chop meaty competitive information
from the report when it's already known
to competitors through a prospectus or
the 10 -K form filed with the S.E.C. A
big, often missed opportunity lies in
talking about weaknesses. Properly presented, they can show new targets for
opportunity. A growing company is
restless and discontent rather than complacent in its strengths.
Security analysts I've talked with
over the years have strong prejudices
about certain types of annual report pres-

is Director, Corporate & Financial Relations, Farley Manning Associates,
New York, N.Y. A graduate lawyer
with training in finance and marketing, Sam Baker has 20 years experience
in public relations and financial communications. During this period he
has served as liaison between corporate
management and shareholders, institutional investors, financial analysts, underwriters, accountants and attorneys.
In producing dozens of annual reports,
he has formed strong views on their
strengths and weaknesses.

entations. The most frustrating, they say,
are those lacking consistency from year
to year. One report will break out figures on a certain area of operations one
year but not the next. Others change
their methods for handling subsidiaries
or alter their accounting methods and
don't restate previous years' figures for
comparison.
Here are some trends I've become
aware of in annual reports in recent
years. This is by no means a complete
list, but maybe it will give you some
ideas.
1. The "news" approach is rapidly making the "category" treatment of subject matter obsolete. Subheads and
margin "flags" are being used to
summarize what's happening. Reports are using action ideas as
themes, not stilted cliches like "another year of progress."
2. Reports sound like the president
talking to a stockholder in person.
Gobbledegook, back - patting and
paternalism are out. Sentences are
now short, direct and declarative.
Good journalistic style is in vogue.
3. Accounting language is being simplified. The term 'Balance Sheet' is
becoming 'Financial Position' or
'Statement of Financial Condition.'
Assets are identified as items owned
or owed to the companv, and liabilities as items owed to others. Net
worth is now stockholders' equity,
and the income statement is described as 'Summary of Income for
the Year' or 'Statement of Income
and Expenses.' Items in this statement are grouped under two main
headings, with the difference between them shown as net profit.
This isn't public relations puffery—
it's common sense.
4. 'Retained Earnings' or 'Earnings Reinvested' is taking the place of
'Earned Surplus' which sounds like
money the company doesn't know
what to do with.
5. 'Depreciation' is being replaced by
'Portion Allocated to Operations' to
avoid the connotation of drop in
value.
Footnotes are becoming readable, in
size if not always in wording. Some
companies are even illustrating the
notes to make a point.
More companies are summarizing
their purpose —what business they're
in and what their products and services are.
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Close -up

At the 22nd Annual Southern California Business Show sponsored by Los Angeles Chapter earlier this year, an exhibit featured NAA's 50th Anniversary. Posing in a replica of an old -time

office are L -r., Past Presidents Cary Marshall, Robert Chapman,
Otis Johnson and John Bergstedt. Seated: Celia Zynda and
Edward T. Brearton, general chairman, and now L.A. president.

Cited for his vast knowledge of the financial operations of Military Traffic Management and Terminal Service (MTMTS), Walter
N. Wilson is presented the Army Meritorious Civilian Service
Award as his wife Rosemary watches. A past president of the
Washington Chapter, he is chief of the Financial Operations
Division of the Comptroller Directorate.

Southern Maine Chapter recently presented the Portland campus
library of the University of Maine the APB Accounting Principles
reporting service. Making the gift is Raymond H. Shevenell, left.
Accepting are Miss Marjorie A. Duval, librarian, and Robert W.
Findlay, associate professor of accounting on the campus.

C0
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Rushing serves as a guide, while Prof. Belverd E. Needles, Jr.,
demonstrates computer equipment. Dr. Bedford is a past president of Sangamon Valley Chapter.

..,

-

President -elect of the American Accounting Assn. Norton Bedford, standing left, gets the grand tour of the new Business Administration Building at Texas Tech. Interim Dean Reginald

Shown reviewing publicity reports from NAA chapters before
choosing the five winners of the Public Relations Recognition
Awards are these members of the New York Chapter of the Pub MANAGEMENT ACCOUNTING/ SEPTEMBER 1969

lic Relations Society of America. L.-r., Stewart Schackne; Robert
E. FitzGibbon, president of the New York Chapter; Charles R.
Corcoran; Walter V. Carty, and Mrs. Goldie Dietel.
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Chapter /Member News

Present at the cha rtering of Cumberla nd Area (Md.) Chapter were,
I: r., Edward L. O'Brien, na tional director; Execu tive Director
Rawn Brinkley; pa st na tional Vice Pre si den t Cha rl es R. Miller;

Emeritus Life Associates
VITO BARRAVECCHIO, Boston.
RICHARD J. BORDEN, Providence
pr e si de n t .
Soc iet y.

St u a r t

Ca mer o n

KENNETH H . COTTRELL,
pr e si de n t .

pa st
McLeod

Omaha

pa st

ALBERT H . DEIERLING, Chicago pa st
pr esi de nt . St u a r t C a m e r o n M c L e o d
Soci ety.
WILLIAM B. GREENHAW,

Chattahoo-

chee N"alley.
CHARLES E . KLEY, Philadelphia.
J. OTIS LONG, Philadelphia 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 Society.
MYRTLE E. OLTMAN, Long Island pa st
pr e si d en t . St u a r t C a m e r o n M c L e o d
Soc iet y.
SHELDON L . PAGE,

Erie

pa st pr e si de n t .

Promotions and New Positions
CHARLES O. KINGSBURY, Apron, ha s
b e e n a p p o i n t e d ch i e f fi na n c ia l a c c o u n t a n t fo r N o r t o n Co.
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John Vocke, cha irma n of the organizing co mm it te e a nd first
president; Vice Pr e si d en t J o se p h V. Newma n a nd R. C. Cotton,
cha pt er tr ea su r er. B rink l ey a n d Mil ler d id th e hon ors.

DAVID ALBERTSON, Asheville, is n o w
o ffi c e m a n a g e r , C i t i z e n s T e l e p h o n e Co.

ma n a g e r -U.S. a n d C a n a d i a n a c c o u n t i n g ,
a n d R. M. HORNER was named controller.

DAVID M. PETWAY, Birmingham, ha s
b e e n n a m e d a ssista nt trea su rer of th e
Am e r i c a n Li be rt y In su ra n c e G r o u p .
.. . BI L L Y JOE WALKER was n a m e d assi st a n t da ta proc essing officer of Birmin gha m T ru st Na t ion a l Ba n k .

ROBERT J. AsHEMORE, Charlotte, was
p r o m o t e d to a ssista nt co nt ro ll er for
D u k e P o we r CO....JAMES M. MCCLOUD wa s na med vice president- fina nce
and
op er a ti o ns,
Pre cision
Bu si ness
F o r m s, I n c .

WILLIS W . HAW, Blue Grass Area , wa s
rec en tl y pro mo te d to a ssi st a n t vic e pr esident- pe rsonnel officer of t h e Fi rst Sec u r i t y N a t i o n a l B a n k & T r u st Co.

JOSEPH F . TURNER, Chattanooga, wa s
rec ent ly p r o m o t e d to a ssista nt c o m p troller of Am e r i c a n Na t i o n a l Ba n k &
T r u s t Co.

ROBERT H . LANDER, Boston, ha s b e e n
a p p o i n t e d di re ct or of fina nce, Da t a
Pa c k a gi n g Co r p .

WILBERT S. ANDERSON, Chicago, ha s
joined T a yl or Fo r ge , In c. , a s v ic e pr esid e n t -fi n a n c e . . . . E UG E N E
B.
PETERS
ha s b e e n el e ct e d vice president- fina nce
of t h e Jos. Sc h li t z Br e wi n g Co. . . .
JULIUS G. Sz UMYLO ha s be en a ppointed
vic e p reside nt - c ont ro lle r o f S u n Ele ctr ic
Corp.

RICHARD L. BENNETT, Buffalo, ha s b e e n
a p p o i n t e d c o n t r o l l e r o f M o wb o t , I n c .
F o u r Butler Area m e m b e r s ha ve b e e n
n a m e d b y H e c k e t t E n g i n e e r i n g Co., Di v .
of Ha r sc o C o r p . LEE BRICK was a pp o i n t e d ma na ge r, oversea s a c c ou n t in g ;
GORDON M. BROWN, manager -taxes a nd
financia l ana lysis; RICHARD E . CHAPLA,

MARVIN FINNER, C i n c i n n a t i , was rece n tl y p r o m o t e d to trea su rer of Fr i ed m a n F u r n i t u r e Co. . . . HERMAN LiNz is
MANAGEMENT ACCOUNTING /SEPTEMBER 1969

now treasurer and a director of Kirk &
Blum Mfg. C o . . . . Roy MAKIN has
been appointed treasurer of Lightcraft,
a subsidiary of NuTone Div., Scovill
Mfg. CO....PAUL A. SELZER was p I o moted to executive vice president of
Wilson Freight Co.

Phelps Dodge Magnet Wire Corp.
JAMES R. ADAMS, Fort Worth, has been
elected assistant secretary and assistant
treasurer of Mid - Continent Supply Co.
V. W. BAILIE, Indianapolis, has been
named treasurer and controller of the
Brookside Corp. and its affiliates.

DALE WHEELER, Colorado Springs Pueblo, is now controller of the Wood moor Corp.
HENRY B. CLYDE, JR., Columbus has
been elected treasurer of Brun Sensor
Systems, Inc.
ALMUs THORNTON, Coosa Valley, has
been promoted to secretary and treasurer
of Consolidated Publishing Co.
DAVID D. WOODY, Dayton, has been
named planning project manager in the
corporate budget and planning department of the Associates Corporate Control Co.
THEODORE G. BURFEIND, Delaware, has
been promoted to division manager,
EDP budgets, systems and methods at
Jello Div., General Foods.... ROGER
CUMMINGS has joined Science Management Corp. as tax manager.... RICHARD
L. POLETTI was named cost and budget
manager, Coty Cosmetics.
Two East Bergen - Rockland members
have been named by Barclay Mfg. Co.
RONALD H. SILVERMAN was promoted
to treasurer, and JOHN RIPPE to controller.
ROBERT COMPANIONS, Florida we st
Central, has been appointed controller
of Mercury Motor Express, Inc.
ROBERT L. HYMAN, Fort Wayne, has
been appointed assistant controller of

M E M O R I A L

SZ UM YL O
Chi ca go

GOODE
Bangor - W aterville

Two Kalamazoo members have been
named by Miller Lumber Co. and Miller
Sash & Door. RALPH GILBERT was
named president, and HENRY TERLAAK,
treasurer.
LEONARD L. NOAH, Kansas City, has
been named treasurer and assistant secretary of Stern Brothers.... JAMES L.
SECK is now a partner in Troupe Kehoe,
Whiteaker & Kent, CPA's.

MISS BETTE A. CARLETON, Massachusetts North Shore, has been elected
treasurer of Reid Bros.
WILLIAM J. HARTE, Mass. Route 128,
has been named accounting manager of
Itek Corp.'s Optical Systems Div.
ARTHUR M. NELSON, Member -at- Large,
was appointed controller of NRM Corp.,
a subsidiary of AMK Corp.
G. VICTOR HERRO, Milwaukee, is now
secretary- treasurer of Trad Carpet
Stores.... JOHN M. GOODE has been
elected vice president and controller of
Maremont Corp.... ARTHUR G. KUPKA
was named director of finance, Medical
Society of Milwaukee Coun t y. .. .
JOSEPH LOIACONO is accounting supervisor, Interstate Drop Forge C o . . . .
RAYMONDJ.MAYER was named accountant -office manager, H. H. Products Div.,
Kelsey -Hayes Co.... GEORGE C.
SCHULD is now business manager, Catholic Social Services.
STANLEY M. HUNT, Minneapolis, has
been appointed director of accounting
for General Mills.

PETER R. COTTRELL, New York, has
RALPH W. HARNESS, Knoxville, has joined Lane - Miller Corp., as assistant
been promoted to assistant controller of vice president- finance.... WILLIAM M.
EGAN has been elected vice president and
Plasti -Line, Inc.
treasurer of Stone & Webster Land Corp.
CARL H. LILIUs, Lehigh Valley,has been ...JOSEPH B. GALLAGHER, JR., I s
assistelected vice president- treasurer of The ant controller with Governor Morris
Patterson- Kelley CO....JOSEPH A. Hotel Corp.... CHARLES S. HAVELKA
YANNr has been elected a vice president has been promoted to assistant controller
of Irving Trust Co. He is president of of Duffy Mott Co.... FRANCIS J.KING
the chapter.
was appointed to director — program
LEo E. BORNE, Madison, was elected status support for Western Union.
vice president and controller of General
Telephone Co. of Wisconsin.
JOSEPH T. MONASTERO, North Penn, is

E O U C A T I O N

F U N D

What better way is there for a man to express his gratitude and
support of the association serving his profession than by contributing
to its expansion through research and education.
Remember the NAA Memorial Education Fund.
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now cont rol le r for Arnol d C ons t ruct i on

H a s k i n s & S e l l s . . . . R A F A E L BABILONIA

JOS E P H A. F E R M A N N , JR .,

Co. i n

was

1958.

Pal m Be ach, F l a. . . . R OB E R T D .

V O N C AN O N wa s n a m e d c h i e f a c c o u n t a n t
fo r P i t man - M oo re , s u bs i d iary o f J o h ns o n
& Johnson

Co.
n o w vi c e

Phoenix, is

presi dent at Valley Nat i on al Ban k .
membe rs

Two Piedmont
by

Ri ch te x

LE AN , JR., w a s

Corp.

have
E.

be en

recently elected

t a r y- t r e a s u r e r , a n d

T.

F.

Mc-

C.

be e n

M.

vice

Peat,

se cre -

CRAT E R, as-

Portland,

presi dent

of

Marwick,

& Co.

JOHN LI N K,

Sangamon Valley, is n o w
departme nt

V re de nb ur gh
can Shoe

Lumber

mana ge r

the
fo r

Co....RI CHARD

has

ope r a -

t i ons , F l i gh t craft , I nc.

65,Newark,1925.
C. HAN N A, 47,Southern W e s t
V i r g i n i a , 1967.
RUSSE LL S.HO BA N , 62,Tri-C i t i e s , 1943.
E m e r i t u s Li f e As s o ci at e .

Seattle, h a s

been

Bauer,

Inc.... NEVEN

THOMP-

to the

newly

JOSEPH

E.

JO CH I M ,

JO HN A . K E L LY ,
T HOM AS A .

52,San Francisco,1962.
43, W e s t c h e s t e r ,

cre a t e d pos i t i on of m a n a ge r of pr od uc -

1964.

t i on pl an ni ng, N al l e y's F i n e F o o d s .

JOHN J . KI RK,

50, D a y t o n a

1965.
HE N R Y

An g eles,

appointed vice pres-

1957.
JOHN W .

t r e a t f o r t h e S i c k H o s p i t a l as a s s i s t a n t

ide nt- fina nce of T ri-

GE O R G E J . M A X F I E L D ,

a d m i n i s t r a t o r . . . . D O M I N G O ROD RIGUEZ

dai r

shire,

has be e n namd manager of i nt ernat i onal

JOHN

account i ng, A. H. Robi ns

has be en name d di -

Co. a s c o n t r o l l e r . . . .

WAD I M

PO LU J E K T OF F h a s

LAWREN CE

HAR LI N ,

D.

joi ned

Re-

Co.
St. L o u i s ,

has

bee n el ecte d co mp trol le r, Sachs Ele ctric

CO....V A L

J . HE N N I N G Was a p p o i n t e d

vi ce pre s i de nt - fi nance of t he M ot or
Eme rson E l ect ri c

Div.,

DU RAY , S t .

Paul,

wa s

pro-

CY RI I .

A.

moted

t o as s is t an t c o r p o r a t e c o n t r o l l e r

of

Doughboy

Industries,

Inc. . . .

been

Industries....
HE A T H ,

ican Appraisal
ROB E RT

G.

S. W.
DOMENICK
Los Angeles

Co.

D E CA RLO,

Springfield, h a s

e l e ct e d co mp t ro l l e r of

Pad & Pape r
STANLEY
joined

New

MAZI ARZ,

Trenton,

Jersey

Hous ing

ch ie f

fi scal

CHARLE S HAD RI CH Is n o w c o s t a c c o u n t -

Age n cy

RAYM ON D B . M C C L U R E h a s b e e n

PE T E R

...
Home

J.

Gas

Lakeside Industries.

Co.,

divisi on

of

B . ST U M P , S a l t

Lake

Area

N O RM AN

FRI T ZE , San Antonio p a s t
p r e s i d e n t , wa s e l e c t e d vice p r e s i d e n t a t
Fro st N at ion al B an k.

W.

Tulsa,

has

been

ap -

po i n t e d d e a n of t h e C o l l e ge o f A dm i n i s -

of

Campbe ll

WR I GH T ,

As s oc i at e .

Li f e

S t u a r t C a m e r o n M c L e o d S oci e t y.
E D M ON D J . PE RRY ,

38,M a s s .

128,

1964.
B.

JOSE PH

PLAT T ,

74, Rockford, 1944.

A.

RE I L LY ,

53, Springfield,

1958.

In Memoriam
DON ALD

E meritus Life Associate.

JE ROM E B . SC HM I T Z,

GE ORGE H. ST E LLJE S,

G. V I C T O R

HE RRO,

Waukesha A r e a ,

has

T r a d C a r p e t Store s a n d ele cte d to the
board of di rect ors .

C. D E N T ,

part ner wi th E l me r

W i c h i t a , Is n o w a

Fox & Co.

Ma-

San Fernando

Route

57,D a y t o n , 1935.
58,W e s t Bergen P a s s a i c C o u n t y , 1954.
W I L L I A M M . SU BLE T T E , 83, S a n Joaquin V a l l e y 1967.
LE ON ARD SWE E T M AN , 67,W e s t Be rg en Pa ss a i c C o u n t y , 1949.
CL I F FO R D L. T ALM AD GE , 55, H a r t f o r d „
1963.
F E L I X A . W A G N E R , 88,Brooklyn,1920.

trat i on, N o r t h T e xa s S t a t e U ni ve rs i t y.

WI LLI AM
be e n ap-

ch in e , I nc.
D R . A L BE R T

HU T T O N ,

b e e n p r o m o t e d t o s e c r e t a r y- t r e a s u r e r o f

San Diego, h a s

pas t pre s i -

Emeritus

1929.

JOHN

vi s io n co m p tr o ll e r , R a y M i ne s D i v ., Ke n -

controller

ap -

73, M i l w a u k e e

de nt ,

E mer itus Lif e As soci ate.

necott Copper Corp.

poi nt e d

officer....

p a s t p r e s i d e n t . E m e r i t u s Li f e As s oc i at e .
A . F . N ORT H,

De Lav al T u rb i n e Inc., M ach i n e ry Div.

p r e s i d e n t , w a s p r o m o t e d t o a s s i s t a n t di -

DAVID SM AL L,

1949.
M. M E N N , JR., 48, H o u s t o n ,
1965.
W I L L I A M C. M C M A H A N , 43, B o s t o n ,
1959.
GE O RG E J . M I L L E R , 53, Philadelphia,
1941.
ROSARIO E . M O p U I N , Mohawk Valley

po i nt e d man age r o f ge n e ral accou n t in g,

CLIFF

56, Phoenix,

66,Michiana,1948.
49,New H a m p -

of

Che rh ical.
WI LLI AM

LE I POL D ,

All ie d

KOVACS is c o n t r o l l e r
a

has

Finance

ing mana ge r

with

as

Am e r ican

Co.

J.

KOI ST I NE N ,

W.

Be ach Area,

RI CHARD

JR.,

r e c t o r of m a r k e t
p lt aa nn nn ii nn g f
Am er -

be e n

Co.

has

53, L o n g Island,

KE LL Y ,

FRANK D OM E N I CK,

Pulaski F u r n i t u r e

An g eles,

1955.

JR., S o u t h w e s t L o s

Richmond, h a s j o i n e d t h e

JASON GI BBS,

63, L o s

1952.

M ARSH ALL,

p r o m o t e d t o vi c e p r e s i d e n t o f f i n a n c e ,
Eddie

York,

ROBE RT

M I LT ON J. HOFF M AN ,

Co.

C. T HOM AS

46,N e w

CHARLE S GOLD ST E I N ,

SON h a s b e e n a p p o i n t e d

BARRE TT ,

name d

part ner,

L . RU S S E L L i s n ow c o n tr o l l e r f o r Am e r i -

s i s t a n t s e c r e t a r y- t r e a s u r e r .
T HOM AS

Mi tche ll

a

accounting

RAY GLASSCOCK,

named

name d

S.AD AM , 55,D e t r o i t , 1944.

40,S a n D i e g o , 1962. JAMES E . W A L S H , 67, Mid - Hudson,
Valley, h a s b e e n p r o m o t e d t o p r o f e s s o r HAROLD
BLOM BE RG, 50,Peninsula - 1954.
V.
of a c c o u n t i n g a t S a n F e r n a n d o V a l l e y
W I L L I A M R. W A L T O N , JR., 66, B a l t i Palo A l t o , 1962.
State Coll ege.
ERN EST R. CARLSON , 51, S a g i n a w
m o r e , 1932.
Seven S a n Juan m e m b e r s were recently
V a l l e y , 1951.
JAME S E . W A T T , 67, Providence, 1944.
n a m e d b y P r i c e W a t e r h o u s e & Co.
FE RRI S A. CASE M ORE , 56,D e t r o i t , 1955. E m e r i t u s L i f e A s s o c i a t e .
FE D E RI CO D AV I LA Was n a m e d a p a r t n e r ;
FRE D H . W E B E R , 49, S t . L o u i s , 1961.
D A L E W . CO OK , 53, H a r r i s b u r g p a s t
V I C E N T E L E ON a n d J O S E L . AL E J A N D R O ,
CLARE N CE J. W I L F I , JR., 45,S t . Louis,
presi dent an d past nat ion al director,
a u d i t m a n a g e r s ; a n d MISS PROVIDENCIA
1964.
1947.
IGLESIAS, MISS MARGARITA VIso, FI LI PAU L C. W I T H E R S , 66, Los Angeles,
F . R . D A I L Y , 61,E v a n s v i l l e , 1962.
BERTO RODRI GUEZ a n d OSCAR U M FR E D M . D E LA HU N T Y , 57,Q u e e n s , 1965. 1964.
PIERRE, a u d i t s e n i o r s . . . . F E R N A N D O A .
ROBE RT W . D ON N E LLY , 46, Sabine, PAU L A . W I T H O F F , 58, S a n A n t o n i o ,
SURIA w a s p r o m o t e d t o a s s i s t a n t c o n 1955.
1958.
t r o l l e r o f P h i l l i p s P. R . C o r e , I n c . . . .
GI L B E R T M . E N T N E R, 39, Mass. R o u t e
ST AN LE Y L . Y U R K I E W I c 2 , 61, Trenton,
ROBE RT CABALLE RO is n o w a p a r t n e r ,
128, 1967.
1944.
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JAM E S E . BI D LACK,
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A (J tferentmach one
in seconds,
The Olivetti P -203. Anything an accounting
machine can do, it can do better.

------------------

--

-

-

-

-

r-

The P -203 moves from job to job in seconds.
Programming capacity is literally unlimited, thanks
to a unique magnetic card. Program the P -203
yourself. Or we'll do it for you, Either way, it's
easy. The P -203 is a lot more than just another
accounting machine, At a lot less cost.

T(P7R

One Park Avenue
New York, N.Y. 10016
Attention: Marketing Services

I

Please send information on the P -203
Name /Title

I
IP

Firm
Address

i

r

City

State

Zip

A business can be no better than the
combined abilities of its personnel.
When a company hires the wrong
person... when an employee selects
the wrong position.. both are harmed.
W e 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 fi eld. . . con t a ct your
Robert Half specialist.

Atlanta: 235 Peachtree St., NE ...... (404) 688.2300
Baltimore: One Charles Center ...... (301) 837.0313
Boston: 140 F ede r al St . . . . . . . . . . . . (617) 423 -6440
Chicago: 333 N. Michigan Ave....... (312) 782 -6930
Cincinnati: 606 Terrace Hilton ...... (513) 621 -7711
Cleveland: 1367 East 6th St......... (216) 621 -0670
Dallas: 1170 H art for d Bl dg. .. . .. .. . (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) 278.7170
Houston: 1200 Central Nat'l Bank Bldg. (713) 228 -0056
Indianapolis: 9 N. Illinois St........ (317) 636 -5441
Los Angeles: 3600W ilshire Blvd...... (213) 381 -7974
Miami: 1107 Northeast Airlines Bldg.. (305) 377.8729
Minneapolis: 822 Marquette Ave..... (612) 336 -8636
New York: 330 Madi son Ave. .. .. .. . (212) 986.1300
Newark: 1180 Raymond Blvd....... (201) 623 -3661
Philadelphia: 2 Penn Center ........ (215) 568.4580
Phoenix: 1517 Del Webb TowneHouse (602) 279 -1688
Pittsburgh: 429 Forbes Ave......... (412) 471 -5946
Portland, Ore: 610 S.W . Alder St..... (503) 222.9778
St. Louis: 1015 Loc us t St . . . . . . . . . . (314) 231 -0114
San Francisco: 111 P i ne S t . . . . . . . . . (415) 434 -1900
San Jose: 675 N. First St........... (408) 293 -9040
Stamford, Conn: 111 Prospect St.... (203) 325 -4158

ROBERT HRLF PERSONNEL AGENCIES

