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In mid -July, the SEC issued amended rules which require diversified companies filing registration statements to report sales and income attributable
to each principal line of business. The Commission left to the discretion of
management the task of devising a reporting pattern appropriate to each
individual company's operations. This conforms to a conclusion from an
NAA research study External Reporting for Segments of a Business which
stated that "Management in each company can best define the segments for
which to report provided information needs expressed by investors and creditors are met." It seems likely that breakdowns of operating results by major
lines of business will eventually also become generally accepted practice in
annual reports to stockholders. In September 1969 NAA published another
study, A Framework for Financial Reporting by Diversified Companies,
which develops guidelines for segment reports useful to investors and creditors.
The foregoing studies exemplify services which NAA research renders to
its members and to the accounting profession by, first, providing knowledge
useful in developing standards of accounting practice and, second, presenting
information with specific usefulness in designing an individual company's
accounting information system.

Since 1945, the Association has carried on a continuing program of research
covering the entire range of management accounting. In reports presenting
findings from these studies, members have ready access to authoritative
sources of theory and practice for topics such as analysis of cost - volume -profit
relationships, direct costing, and long range profit planning. Studies which
were pioneering efforts when first issued are being revised to incorporate new
developments. Thus new editions of reports on standard costs, foreign operations, research and development costs are in preparation. As practice evolves,
studies are undertaken to collect and synthesize knowledge. Examples of these
are found in Financial Analysis to Guide Capital Expenditure Decisions,
Cost Concepts for Management, and Computer Based Information Systems
for Management. From studies now in progress, new reports to be issued in
the future will deal with subjects such as cost concepts for government contract pricing, interim financial reporting, and management science techniques
for planning and budgeting.
Announcements of new research reports are mailed to all NAA members
at the time of publication. Most of the reports published earlier are available
and can be purchased from the National Office. Reports now out of print can
be borrowed from the NAA library.
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M or e C ompa ni e s M a k i ng D i sc l osur e s
Perhaps in anticipation of the Securities
& Exchange Commission ruling on financial
disclosure of product lines, many industrial corporations increased their financial reporting in 1968 annual reports.
A study of the annual reports of 506
publicly held companies showed that 47%
reported contributions made to gross
sales by division, major markets, geographical areas, product lines or operating groups. Nearly 9% showed some
breakdown of contributions to net income.
These findings were published in an article in the August issue of Financial
Executive, written by George Hobgood, FEI
assistant research director. He noted
that several reports included a discussion
of the problem of how best to segment the
firm's results.

mation Network and is pointed at business
applications requiring a highly manipulative data base.

A F I P S B e c ome s P u b l i s h e r
The American Federation of Information
Processing Societies (AFIPS) has established a publishing operation, AFIPS
Press, to serve the computing and information processing field. The new organization will coordinate management functions
involved in the publication of proceedings
of the semi - annual Spring and Fall Joint
Computer Conferences, as well as additional AFIPS proceedings, reports,
brochures and information booklets.

Sta r t i n g Sa l a r i e s Pub l i s he d

In a country -wide survey conducted by
Robert Half Personnel Agencies, starting
salaries for corporate controllers ranged
from $14,000 to $60,000, depending on
Cor p or a t e R e p or t i ng Sy mpos i um
the size of the company. Starting salaries
Four professional groups which held a
for assistant controllers, division consymposium on the topic of corporate
trollers, and plant controllers ranged
financial reporting have agreed on basic
from $12,000 to $27,000. Graduate
procedures for improving financial report- accountants just starting out were receiving, according to a new book. The book,
ing offers ranging from $8,000 to $10,000.
published by the AICPA, Financial Analysts Senior accountants and managers were
Federation, Financial Executives Institute being offered from $11,000 to $20,000 for
and Robert Morris Associates, contains
a starting salary. Data processing
papers prepared for the symposium and
salaries ranged from $9,500 for a
related discussions.
junior programmer to $40,000 for a
manager of data processing.

M on e y Sti l l Avai l ab l e

Although agreeing that money has become
more expensive, most companies can still
borrow all they need, according to a
recent survey of the National Industrial
Conference Board. More than 75% of 250
top financial executives surveyed said
they had no difficulty obtaining the funds
they need. But as a defense against the
credit squeeze, some companies have established credit arrangements with banks in
advance of their needs. Others have begun
to make existing capital work harder and
also are considering alternate financing
methods, such as equity financing and
issuing convertible securities.

Audi tor s Se e k T i gh te r Stand ar ds
Independent auditors' reports on corporate
financial statements should be simplified
and standardized, according to a report
by an international study group. The
report, The Independent Auditor's Reporting Standards in Three Nations, is based
on a comparative study in the U.S.,
Canada, and the United Kingdom.
It was sponsored by the AICPA, and the
Institutes of Chartered Accountants
in Canada, England and Wales, Scotland,
and Ireland.

Inter nati onal Cong r e s s of A c c oun t a n t s

The Tenth International Congress of Accountants will be held in Sydney,
Greyhound Computer Corp. is introducing
Australia, October 16 -20, 1972. Further
a new time - sharing system called ROBIN. It information on this meeting will be
stands for Remote On -Line Business Inforpublished as it is released.

G r e yhound Se ts Ti me - Shari ng S y s t e m

4

MANAGEMENT ACCOUNTING /OCTOBER 1969

I
a
t

di

(Jifferent mach one
in seconds.
The Olivetti P -203, Anything an accounting
machine can do, it can do better,

I

--

--

-

-

-

-

------

--

-

-

-

-

-

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.

0

I

One Park Avenue
New York, N.Y. 10016
Attention: Marketing Services
Please send information on the P-203

I
la

Name /Title
•

a

0

Firm
Address
State

Zip

Readers React
Keep Abreast
To the Editor:
The March 1969 issue included Mr.
R. J. Seider's article commenting on the
accomplishments of the Accounting
Principles Board ( "Concern Over Opinions of the Accounting Principles
Board ") . In the same issue M. L.
Spacek's article "Umpiring the Earnings per Share Results" illustrated the
effects of residual securities on the
computation of earnings per common
share. Reviewing both articles at this
time —just a few months after their publication— illustrates just how fast accounting guidelines are changing. Recognizing this to be a fact, both authors
appropriately conditioned their remarks.
At its meeting in May the Accounting Principles Board approved for release Opinion No. 15 on Earnings per
Share. Companies will be expected to
apply the provisions of this opinion for
fiscal periods beginning after December
31, 1968.
Included in the significant changes
that are now embodied in the opinion
are the following:
1. The term "residual security" has
given way to the term "common
stock equivalent."
2. Determination of when a security is
a "common stock equivalent" is to
be made only at the time of its issuance and is not to be changed
thereafter so long as the security
remains outstanding. Thus determination of a security's status after
issuance is no longer dependent
upon market action of the security.
3. At time of issuance convertible securities are to be considered common stock equivalents if the cash
yield of such securities on their market price is less than 66 2A percent
of the current bank prime interest
rate.
4. Companies having options, warrants,
stock purchase plans and similar
types of securities under which
shares issuable exceed 20 percent of
6

the common shares (excluding stock
equivalents) outstanding at the balance sheet date will be required to
calculate earnings per share in a
special manner involving a modification of the so- called treasury -stock
method of measuring dilution.
An important election is granted under APB Opinion No. 15. Securities
issued prior to June 1, 1969, may be
continued under the classifications determined under Opinion No. 9 or reclassified under the provisions of Opinion No. 15. If a company elects to
apply the provisions of Opinion No. 15
to any securities issued prior to June 1,
1969, it must apply the provisions of
the new opinion to all securities issued
prior to that date.
Willis 1.Dombrovske
Treasurer
Transistor Electronics Corporation
Minneapolis, Minn.

Help When It Is Needed
To the Editor:
For many years I have received and
read MANAGEMENT ACCOUNTING, using
many of the theories and ideas where it
could be applied to my particular company needs. Now I realize their importance more than ever. What brought
this realization to light was Mr. Paul
W. Demarest's August, 1968, article
"Are Labor Unions Accountable ?"
Having just changed my business affiliations to become associated with a
union as its controller, a field in which
my knowledge was somewhat limited,
I more than welcomed having this summary of information available when I
most needed it. Granted, though the information was not detailed, per se, it
still gave me an insight as to what would
be expected in regard to forms and reporting. What was even of greater value
was Mr. Demarest's "Exhibit 2" on the
Structural Organization of the A.F. of
L. and C.I.O. and how the union for
whom I work is affiliated with the two
main national branches of labor.

Well- selected articles that cover a
wide range of aspects for management
information systems as our MANAGEMENT ACCOUNTING magazine presents,
can be one of the finest assets and a
source of confidence to an accountant
in this day of diversification.
Paulyne Golden
Controller
Screen Actors Guild, Inc.
Hollywood, Calif.

Accountant's Role
To the Editor:
In his article, "Mathematics Is Bypassing the Accountant" February 1969,
Mr. Gilman C. Harvey, Jr. makes an
eloquent plea for including some courses
in higher mathematics as part of the
accountant's undergraduate program of
studies. In his summary, Mr. Harvey
predicts that unless this is done, "...
both the current general accountant and
the accounting graduate will soon have
a small role to play in the business
world. Their empire will consist of a
huge pile of computer tabulations and
reports......
The well designed computer system
of the future will not spew out mountains of paper and reports. It will generate reports only as required, usually on
an exception basis. The role of the true
management accountant will be to analyze these exceptions, make corrections
if necessary, and advise management as
to the disposition of problems. In short,
it will be the accountant's role to do
what the computer is not designed to
do— think.
Greater knowledge of mathematics is
becoming increasingly more important
to the accountant, but this alone will
not prevent his extinction. The solution
will not be found in algebra and calculus
alone.
In addition to teaching more mathematics to our accountants of the future,
we must prepare them to be in the position to better assist in the development
of new and better systems. For this, they
MANAGEMENT ACCOUNTING /OCTOBER 1969

will also need courses in basic systems
design, economics, principles of management, creative thinking, and human
relations.
But even further, once the proper educational balance has been attained, it
will still be up to the individual accountant to make use of his knowledge
and take over his proper place on the
management team. If he does not, he
may find the computer specialists, the
economists, and maybe even the mathematicians doing his job for him.
Robert N. McDougall
Partner
Arthur Andersen & Co.
St. Louis, Mo.

A Convocation of Specialists
To the Editor:
It appears that Mr. Gilman C. Harvey,
Jr. in his article "Mathematics Is 'Bypassing the Accountant" (February
1969), has a narrower understanding; of
what is required of an accountant than
is actually the case. The accounting profession encompasses what may be viewed
as a convocation of specialists. At one
end of the spectrum would be the operations researcher who would have an extensive background in mathematics and
quantitative methods and only a modest
exposure to basic accounting principles.
At the other end might be the financial
accountant who must be knowledgeable
in accounting theory and practice and
financial statement presentation.
Obviously, certain skills such as English and mathematics are common to
both ends of the spectrum; however, the
degree to which they are developed depends upon the specialty. It would make
about as much sense to require a future
financial accountant to take many hours
of advanced mathematics as it would to
require all physiologists to complete a
residency requirement in neurosurgery.
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I wholeheartedly agree with Mr. Harvey's underlying premise that there are
too few higher mathematics courses
in the undergraduate curricula. Such
courses should be offered in the business
schools to enable the future accountant
to properly communicate with others in
the profession; however, all future accountants need not take advanced
calculus, for example, to understand
basically what the operations research
specialist is telling him.
Continued on page 48
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People and Computers
MORE EFFICIENT UTILIZATION OF PEOPLE THROUGH THE USE OF COMPUTERS

By Robert W. Clark
One of the most striking changes in
American Business in recent years has
been the dramatic growth of the "white
collar" or indirect work force. This
growth has been of such magnitude that
the traditional manager's drive to increase the productivity of the direct work
force now yields relatively small reward
in terms of product cost and business
profitability.
The Pattern of Rising Indirect Costs

Much of the increase in direct work
force productivity which has occurred
over the years has been the result of the
organization and application of a wide
variety of professional skills, white collar skills. But the record to date indicates
that American business (and government) has been unable to organize and
apply these same professional skills effectively to control indirect costs. That
same record further indicates that possession of a computer or a complex of
computers does not alter this ineffectiveness.
The most significant factor causing
this growth in the cost of indirect work
force has been the tremendous increase
in the knowledge level of customers.
This has caused an increase in the number of competitive product relationships,
a far higher rate of product obsolescence,
and persistent demand for ever increasing product sophistication, reliability,
availability and service.
Little has been done to respond effectively to these increased needs other
than to hire an even larger number of
specialists. Only in the engineering and
MANAGEMENT ACCOUNTING /OCTOBER 1969

scientific area has computer assisted
problem solving been used to increase
productivity. Only in this area has the
specialist been given the opportunity
to use the computer as a tool of his
specialty. Elsewhere increased need for
specialists has been satisfied through the
employment office. To date the computer has not become a working tool of
business professionals.
The third significant factor applies
only to those businesses which have
possessed computers for some period of
time. In these businesses the most spectacular growth of the indirect work
force has been in the computer systems
and programming organization.
Ironically, the same manager who
once pointed with pride of accomplishment at the rows of empty desks in the
payroll department now finds these
same desks occupied by members of his

is President of Adaptive Man Computer Systems, Inc., Phoenix, Ariz. He
is a graduate of Harvard College with
a B.A. degree in economics. Mr.
Clark, who is also Senior System's
Consultant for Prudential's Gibraltar
Fund, is a co- author of an inter - active
computer language.

own organization. It is even more ironic
that most of this growth of computer
organizations occurred after the computer had been successfully applied to
large scale clerical operations and after
the clerks associated with these operations had departed. Thus, the current
growth of computer organizations reprcsents a long -term net addition to the
indirect work force and to indirect costs.
The fourth significant factor is that
management techniques have not been
developed to control efficiently complex
human organizations. The result is that
as complexity increases staff personnel
requirements multiply, much of this
growth generated by internal as opposed
to external requirements.
This phenomenon is not simply the
result of size. Rather it appears to be the
result of inability on the part of the
leaders of these organizations to properly relate the functions of individual
members and small groups to the purpose of the organization, and thus to
properly control this relationship. Without this perspective there cannot be
efficient management.
These factors have combined to establish a pattern of constantly rising indirect costs which promises to continue.
Reversing this trend requires fundamental changes in computer utilization
concepts, changes commensurate with
those which have occurred in computer
equipment technology and costs in recent years. Even more necessary is the
development of management techniques
and systems for the control of complex
human organizations, computer techniques and computer based management
systems.

Computer Utilization Techniques
Let us examine the mold into which
computer utilization techniques were
cast fifteen years ago for this will explain the failure to control indirect costs.
This will help as well to explain why the
computer has not as yet become a working management tool of a computer
based management system.
When the computer was introduced
to business the most promising areas for
applications were large scale clerical operations. These applications proved successful.
Succeeding applications, however, did
not quite follow this original pattern.
Rewards were not so dramatic and both
the time and cost necessary to achieve
these more limited rewards increased disproportionately. At first this was attributed to lack of acceptance by operating
management. The computer systems
organization was therefore elevated to
the status of a separate function, at first
reporting to the controller, then to the
plant manager, and finally to the chief
operating officer of the company.
When even this amount of status
did not improve implementation time,
cost or results, the new Vice President
of Electronic Data Processing, supported
by computer manufacturers and other
EDP Vice Presidents, shifted emphasis
to the intangible benefits of Management Information Systems (MIS )to be
attained through use of larger computers
with larger memories and "total systems" effort. But neither this more expensive equipment nor this shared responsibility has altered the continued
degradation of performance in computer
system effort nor has it succeeded in
making the computer a working management tool. The reason is that the
basic methods used for the design and
implementation of computer applications and the manner in which these
applications are organized into management systems were made obsolete when
applications shifted from the clerical
area to the management area.
Ne,A, Problems
Today's primary area of computer application is the realm of the business
specialist rather than of the clerk. This
realm involves substantial shifts in the
parameters of the problem of "computerization."
The operation of the payroll clerk
could be characterized by "multiply
hours worked times rate." The operation
of a production scheduler can be char10

acterized by "achieve the ideal cost balance between minimum in- process inventory, maximum productivity and
maximum on -time delivery." These two
operations are substantially different in
the scope and complexity of the logic
involved to achieve the correct answer.
There is substantial difference as well
in the size, complexity and stability of
the information base upon which this
logic must be applied. In place of a rate
table there is a large array of machine
rates, cycle times, and limitations.
There are also frequent outside "intrusions" in the form of machine breakdowns, absenteeism, customer dictated
exceptions and new business policy decisions which determine the relative
weights to be used to arrive at that correct decision. Unlike the answer of the
clerk, the answer of the production
scheduler does not stay fixed; it is a
decision rather than an answer.
These characteristics of the realm of
the business specialist impose a tremendous burden upon the system analyst
for they require that the system analyst
actually learn the job of the business
specialist before he can turn his flow
charts, instructions and new system design over to the programmer. And he
must learn that job well enough to also
foresee all changes which may occur in
the future for without this foresight he
must return frequently to do over what
had already been done.
At this point the value of trying to
use the computer as a substitute for
human operators is questionable; certainly the methods are inefficient, expensive and ineffective as well. At best
these methods and this approach to the
problem of computerization succeed
only in substituting the system analyst
and programmer for the business specialist, not the computer for the business
specialist. As a consequence the responsibility for decision making and for decision execution in practice seldom
agrees with the formal organization assignment of responsibility and authority.
Failure to Control Indirect Costs
The use of the computer as a substitute for human operators succeeds in
reducing indirect costs under certain
conditions of volume and stability.
These conditions do not exist in the
realm of the business specialist and business manager. The extension of computer applications to the realm of the
business specialist and business manager does not involve the step -by -step

substitution of the computer for human specialists, but rather the step -bystep increase in the productivity and
scope of control of these specialists by
providing them with the knowledge
necessary for them to use the computer
as a tool of their specialty. The basic
failure of current computer systems to
control and reduce indirect costs is due
primarily to the failure of management
to recognize and adjust to his change in
the nature of computer applications, and
in consequence to its failure to accurately define the problems to be solved
and the method to be used.
If a businessman is asked how to increase the productivity of a manufacturing operation, the questioner will get no
answer until that businessman knows
the details of the manufacturing operation involved. There is no single, all inclusive answer. In fact, American business has organized itself very effectively
to tailor the answer, the level at which
the answer is given and the authority
necessary to commit the resources to
convert that answer into results to the
specific details of the problem involved.
No such tailoring and variety is evident, however, if the questioner asks
how to increase the productivity of indirect operations. The answer was determined when the business acquired its
first computer: the problem is turned
over to the central systems group who
control the computer and have "total
systems" responsibility. The business
may have product, facility and industrial
engineering sections, each with an assigned share of "total engineering systems" responsibility; the first may even
report to Marketing, the second to
Engineering and the third to Manufacturing management; but such organization for problem solving is not to be
found in computer system organizations.
Organizational Factors
It is an organizational fact of life that
when a single staff function controls the
resources for problem analysis, solution
and implementation at all levels of the
organization, and when these resources
represent a substantial cost to the business, management in practice if not in
theory restricts the use of those resources
to major projects worthy of high -level
consideration. To date, therefore, lesser
but potentially far more valuable contributions, when considered in total,
have been generally ignored. When not
ignored, such applications have been
classed as impractical for they do not
MANAGEMENT ACCOUNTING/ OCTOBER 1969

fit the batch data processing methods
and techniques employed by the EDP
organization.

ment has decreased the cost effectiveness of computer applications.
The cost effectiveness of computer
applications today is far more dependent
As a result, engineering groups in
upon the efficient utilization of people,
many firms have succeeded in purchasboth inside and outside the EDP oring outside computer (time - sharing)
ganization, than upon the efficient
services or even their own computer,
with use restricted to engineering. It is utilization of the computer.
A related myth is that efficiency reapparently far easier to justify a new
quires
the isolation of the computer
computer, evert when the existing one
from
independent
use by all other
is not fully utilized and the new one
functions.
This
myth
is based on the
will be far from full, than it is to intropresumption that only computer speduce new ideas regarding methods of
cialists have the knowledge and skill to
computer utilization. Brandt Allen in
use the computer effectively as a business
his article "Time Sharing Takes Off"
tool.
in the March -April 1969 issue of HarThe time - sharing industry proves this
vard Business Review provides other
to be a myth. Proof can be found in
evidence:
the factory as well as where technicians,
"Of the companies examined, 71 % manufacturing specialists and engineers
reported that time sharing had been are using process computers and nuintroduced by someone outside their merically controlled machine tools of
own computer center. In several com- equal complexity. In the process of dopanies computer center personnel ac- ing so, without the restraints of the
tively resisted the introduction of time type imposed upon business utilization
sharing because they felt they would no of computers, they are using this equiplonger retain control over computer ment with an effectiveness and variety
usage. In others, time - sharing terminals of application unknown in the business
had been installed in management offices area, and with a reduction in the cost
without the knowledge of the com- of operations equally unknown.
pany's data processing center."
Lack of Creative Management
The EDP organization of most companies has been quick to adopt new
equipment. New methods of computer
utilization, however, have been treated
as a threat rather than a challenge to
be accepted.
Emphasis on Hardware Efficiency
One of the most hallowed myths of
the EDP organization is that efficient
utilization of the computer is the primary or sole criteria for measuring the
cost effectiveness of a computer program, a computer system or a computer
organization. This myth had its origin
in the fact that early computers were
quite expensive in terms of throughput
and in the fact that higher management,
awed by such a large investment in an
office machine, appeared solely concerned with how efficiently that machine
was being used.
Equipment has changed dramatically
and cost relationships even more dramatically. But the myth persists. It is
a characteristic of today's management
of computer organizations that the least
costly element, the computer itself, is
the only element whose efficiency is
measured. It is another characteristic
that concentration on this single eleMAN AGE MEN T ACC OUN TIN G /OC TOB ER 19 69

begin with a re- examination of the role
a staff function should play in the day
to-day operations of the business. The
results of this re- examination should
vary but it will lead many to the conclusion that the proper role of the central
computer organization is not "total systems" responsibility. In some companies
that role might be only that of providing the controls, tools and training. In
others that role will include the development of advanced man - computer
techniques and man - computer system
design methods. In some, but not necessarily all, that role will include operation of the computer equipment and
assistance in the design and implementation of business systems. In a few
businesses this role may very properly
be "total systems" responsibility, but
for most businesses the continuation of
this role would be a very costly mistake.
Efficient and effective use of the
computer as a business tool is at least
as dependent upon the means used for
man - computer communication as it is
dependent upon the design and capability of the computer itself. The programming of a large scale clerical operation
justifies the use of an efficient programming language and a professional programmer. But many other applications
Perhaps the greatest reason for fail- require only a simplified computational
ure has been management's failure to language, a simplified file maintenance
manage creatively. Such creativity re- and retrieval language, or a simplified
quires knowledge, thought and the business programming language. Given
willingness to experiment. All three this variety in the means for man elements have been significantly lacking. computer communication the. business
In no other area has American Busi- specialist, the engineer and the business
ness placed such total reliance on the manager need only access to the comtechnicians who operate equipment or puter to make the computer a tool of
upon the manufacturer of that equip- their particular specialty.
ment. It is significant that the success
More effective management also reof this manufacturer has been based, quires an organized framework of connot upon how well that manufacturer trols to serve as a blueprint for building
uses computers within his own business, modularized business systems. Such
but rather upon how well he has mar- controls need not be restrictive, but
keted them to others. Even if this were they are needed. A library catalog sysnot true, even if that manufacturer had tem is just such a non - restrictive control;
developed a truly effective computer it serves as an aid to users to locate the
based management system, copying books it contains, not to limit or conwould not guarantee success elsewhere. trol what books are written. A dictionBut copying has been the rule with ex- ary is another such control; it serves to
ceptions few and far between. Thus the explain the meaning of terms to all who
computer has remained the tool of the use them to avoid misunderstanding.
computer specialist and has not become
Finally, computer activities and rean effective business tool useful in a sponsibilities, together with the neceswide variety of applications throughout sary authorities, should be organized in
the business.
a manner consistent with the operating
structure of the business. Only in this
A Management Alternative
way will management succeed in adaptMore effective management of com- ing the computer to the business rather
puter based management systems must
Continued on page 15
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Cost Distribution Using
Infinitely Variable Averages
A SHORT -CUT METHOD OF OVERHEAD COSTING

By Bruce K. Willard
There are times when it is at least useful (if not indeed essential) to allocate
some elements of cost to various projccts, products or tasks. Textbooks prescribe methods of allocation based on
some rationale of usefulness or benefit
received. In practice, the method of
allocation frequently turns out to be
some fixed percentage of direct labor
dollars or an hourly rate per direct labor
hour, which is founded more on expediency or simplicity than on a true
relation between cost of the service and
the benefit received. The well exercised
problem with either of these bases is
that thev break down when volume
changes.
In the November 1968 issue, J. E.
Joyce , described an excellent method
of breaking down an overhead pool by
costing the many elements in a rate
and applying them to the tasks on the
basis of actual use or benefit. This
paper will set forth another method that
might be useful where such detail can
not be attained or would not justify the
cost of attainment. Two applications of
this technique to the problem of allocating several overhead pools or cost
centers will be described: (1) where the
pools are independent of one another,
and (2) where the pools are related in
such a way that some or all of the cost
centers must be used simultaneously.
Both methods assume that the time
spent by each pool working on a given
' James E. Joyce, "The Overhead Mystique,"
nnagement Accounting, November 1968.
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project is directly proportional to the
cost of service.
An Example
In some hypothetical company there
might be four main overhead pools to
be distributed such as Marketing, Accounting and Finance, Research and
Development, and General and Administrative Expense. For even one
unit's production of one product, each
of these functions will have some basic
( fixed) availability cost.
In addition to these availability costs,
additional increments of capacity can
be added by hiring more people, working overtime, or subcontracting certain

Boston Chapter 1961, is a member of
the Administrative Staff of the Massachusetts Institute of Technology, Lexington, Mass. Mr. Willard is a graduate of Bentley College. He also holds
a B.S. degree from Northeastern University and is corking toward an
M.B.A. degree at Babson Institute.
Mr. Willard is a previous contributor
to MANAGEMENT ACCOUNTING, and
was awarded an NAA Certificate of
Merit for this article in 1968 -69.

portions of the work. To maintain
equity in the system it will be assumed
that all projects using any function will
bear a pro rata share of the total function cost, i.e. that an added project shall
not be charged with only the incremental
cost increase or the old average cost, but
with the new average cost for the function, thereby relieving other projects
proportionally. It will also be assumed
that all activities within a function cost
the same; for example, an hour of payroll
preparation costs the same as an hour of
project status report time.
The company, at present, manufactures three products. In addition to producing a certain item for the government
on a continuing supply contract.
Product A is sold directly to franchised dealers. It requires relativeh
heavy advertising but little R & D as it
is being phased out. Product B is sold
to wholesale supply houses with little
advertising but somewhat more R & D
work. Product C is still in the development stage Nyith production slated to
begin about midway through the current period; heavy R & D expense is currently being incurred with heavy advertising to begin one month prior to full
production. The government contract
requires zero advertising and zero R & D
—all design changes and improvements
being specified by the government.
Overhead Analyses
Before meaningful overhead costs can
be developed, some preliminary analysis
must be performed. The accountants
must estimate the number of man -hours
MA N A G E M E N T A C C O U N TIN G /O CT O BE R 1 96 9

Cost =
Product time x (Fixed + ot her Costs)
Total productive time
For example (Marketing) :
Product A
5,000
6,000 x ($50,000 + 0) _ $41,667
Product B
1,000
6,000 x ($50,000 + 0) = $ 8,333
$ 50,000
Note that only the users of a function
are charged with any part of its costs but
that they are charged for any under utilization and share proportionally the
MANAGEMENT ACCOUNTING /OCTOBER 1969
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Table 1
AN N U AL M AN - HOU R R EQU I R EM EN T S
Product

Func t ion

&

&

&

Marketing
Acc t'g
Fin.
R
D
G
A

A

B

C

Government
contract

Total
producti ve

5,000
4,000
500
3,500

1,000
2,500
1,500
2,000

0
500
7,000
3,000

0
3,000
0
1,500

6,000
10,000
9,000
10,000

Table 2

7,000
50, 000
2,500

Basic availability hours
Basic availability dollars
Addit i onal 500 hours

Fin.

R

10,000
75, 000
1,800

G

D

8, 000
200, 000
5,000

A

&

Acc t'g

&

Marketing

Func t ion

&

FUN CTI ON COSTS

9, 000
175,000
7,000

Table 3
PROJECTED MAN -H OUR R EQU IR EMENT S
Func t ion

Product
A

B

C

Gover nment
cont ract

T ot al
productive

1,000
2,000

2,000
2,500

5,000
2,000

0
3,000

8,000
9,500

0

2,000

6,000

O

8,000

2,500

2,000

6,000

1,500

12,000

&

&

&

Marketing
Acc t'g
Fin.
D
R
G
A

Table 4
PR I OR AND PROJECT ED COSTS
Product

41,667
30, 000
11,667
66, 150

6,875
15,789

8, 333
18,750
35, 000
37, 800

45,208

effects of utilization greater than the
basic.

Overhead Projections
For decision making, historical costs
or exercises therein are of little value except to point out where the errors occurred. Two additional steps will yield a
reasonably accurate projection of future
utilization and costs, thereby aiding
greatly in planning. The production and
sales estimates for the coming period
should be used to develop man -hour requirements for each function (Step 1)
and the function costs should be adjusted for inflation factors and planned
equipment replacement ( Step 2) . It is
not necessary to otherwise revise the
basic availability costs or the incremental

Proj.

Prior

Proj.

34, 375
13,750
19,737
3,750 15,789
50,000 163, 000 150, 000
36,167 56, 700 108,500

22,500
28,350

-

Prior

23, 685
-

Proj.

Government
cont ract
Prior
Proj.

-

Prior

-

Marketing
Acc t'g & Fi n.
R
D
G& A

C

8

-

A

-

Func ti on

&

to be spent preparing payrolls, generating reports, handling receivables and
payables, etc., as related to each product.
The marketing and R & D people must
do likewise, and so also must someone
make a man -hour estimate for people in
the G & A pool. In this part of the analysis, it is not necessary to forecast what
these man -hour requirements will be;
some recent "typical" period can be used
and adjustments made later.
Next we determine the basic minimum cost of maintaining the function
and make some assumption as to the
cost of providing increments of additional capacity (usually man -hours but
sometimes more machines, space or
other items as well). When this has
been done, the tools will be available
not only for cost assignment but also for
yielding the effect on all products of
changing one or more product volumes.
Table 1 sets forth annual man -hour
requirements of each product on each
function for the past year. Table 2 shows
the basic cost of maintaining each function in our company and the cost of
providing additional blocks of capacity
of 500 man - hours. The figures given are
solely for the sake of example and do not
necessarily represent even approximate
costs or times for any actual company.
A quick look at the two tables reveals
that the market availability of 7,000
hours was not fully utilized during last
vear. This was due in large measure to a
cutback in Product A. The company did
not want to reduce the basic availability
because of the upcoming Product C
marketing campaign.
Accounting basic availability was fully
utilized but no additional time was required. R & D, on the other hand, required two additional blocks as did the
G & A function.
Last year's cost per product for each
function can be determined as follows:

27, 125

costs as the two are mixed and averaged
in this technique.
Assume that Table 3 depicts the estimated man -hour requirements for the
ensuing fiscal year and that function
costs remain as set forth in Table 2.
The arithmetic remains the same as
in the first computation. Table 4 sets
forth both the projected costs and the
prior year's costs for each project.
More important than the absolute
values are the relationships revealed
here. In the marketing function the
hours for Product B have doubled but
this will cost only little more than half
again what it did last year, while the
5,000 hours on Product C will cost some
$7,000 less than those hours cost Product
A last year -an example of incremental
13
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Assembly
Li ne

Product

1
2
3
Main

A

B

C

Gover nment
contract

1
1
1
1

0
.5
1
1

2
1
0
1

0
2
0
.5

C

Governm ent
contract

T otal
pr oduc ti ve

1,000
2,000

2,000

Table 6
PR O D U C T PR O D U C T IO N H O U R S BY ASS EMBLY LIN E
Assembly
line

Product

250
500
500

3,000
4,250
1,500
3,000

-

-

1,000
1,000
1,000
1,000

-

B

-

1
2
3
Main

A

1,000

500

Table 7
ASSEMBLY LIN E C O S T S ( AN N U AL)
Li ne
1
Fixed cost

1st shift
2nd shif t
3rd shift

2

200, 000
20, 000
25,000

150,000
30, 000
35,000

3

Main

100,000
10, 000
15,000

300, 000
40, 000
50,000

Table 8
T O T AL SYST EM CO ST
Mi ni m um
cost

T otal
system cost

Fracti on of addit ional shi ft

+ 1,000 x ($20,000)
2,000

_

$210,000

150,000

+ 2,000 x $3 0,00 0+ 250 x $35,000
2,000
2,000

_

$184,375

Line 3

100,000

+ less than full shift (0)

Main

300,000

+ 1,000 x $40,000
2,000

Line 1

$200,000

Line 2

$100,000
_

$320,000

Table 9

1,000 x $184,375
4,250

Line 3

1,000 x $100,000
1,500

Main line

1,000
3,000

$

Line 2

$

1,000 x $210,000
3,000

$

Line 1

=

PR OD U C T COST C OM PU T AT I ON

=

The second application of this technique, where the pools are not operated
independently, might be used where
several assembly lines feed into a main
line. Some products require the use of
all lines (at the same time) while others
require some number less than the total.
It may be true that some of the lines
must operate longer than the main line
and the items banked until tliev can be
used. The company product mix is such
that it can not produce only those items
using all the lines and it is desired that
products produced be charged only with
the costs of the lines used.
The only additional tool needed to
accomplish this (aside from a computer
to perform the arithmetic) is an assembly line configuration matrix that
will show the ratio of each sub line operating time to main line operating time.
Table 5 sets forth this relationship.
This matrix indicates that to produce
Product A requires one time unit of each
line, while B requires no line 1 time and
only one -half a time unit of line 2 for
each time unit of line 3 and the main
line. Product C requires two units of
line 1 to each line 2 and main line unit
and the government contract two units
of line 2 to each half unit of main line
time (a 4 to 1 ratio.)
In addition, production requirements
for the ensuing period call for the main
line to be operated a total of 3,000 hours
broken down 1,000 Product A, 500 for

AS S E MB L Y L I N E C O N F I G U R A T I O N MAT R I X

=

The Case of Interrelated Pools

Table 5

&

capacity benefit being shared by the new
users as well as old ones. In accounting,
however, there will be unused capacity
which will cost Product B almost $1,000
more for the same number of hours and
the government contract slightly more
than $1,000. Average hourly costs for
R & D increase from $23.33 to $25.00
because of cutting back to the basic
capacity.
A look at the G & A pool now raises a
further question. Basic capacity of 9,000
hours has been expanded to a projected
12,000, an increase of one third. Is it
reasonable to assume that this can be
accomplished using the same equal 500
hour increment values? Here it would
be necessary to reexamine the inputs for
changes in space requirements, added
equipment and furniture, possiblv increased computer time /cost, etc. Perhaps
this will require a fixed increase in the
basic programmed capacity. Can it be
continually utilized beyond the next period or will it be wasted?

70,000

43,400

66,700

$ 106,700
$286,800
MANAGEMENT ACCOUNTING/ OCTOBER 1969

Table 10
C OM PU T AT I ON OF T OT AL C OST

IC 32)

+

+

1,000 x
r 3,000 x

x -2,000
2,000

IC 2rn

2,000
4,000

x -4,000
2,000

+

IC33)
IC3m)

+

1,50 0+ x
1,000
3,000

+

IC23

x

1,000 x
+

+

2,000

1,000 x
4,250

+

+

+

x -4,000
2,000

+

4,000

4,000 x -4,000

+

3,000

+

(FC m

IC3 )

+

x -2,000

+

(FC 3

+

1,500

x -4,000
2,000
+

IC 22

+

x -2,000
2,000

4,000
r

+

+

ICZ

+

+

=

+
+

4,250

(FC 2

x -2,000
2,000
+

3,000

PC (FC r

+

Product B, 1,000 for Product C, and 500
for the government contract.
The judicious scheduling of this time
is beyond the scope of this paper. Suffice
it to say that it is assumed with 24 x 365
or 8,760 hours in a year there is enough
slack time to schedule this production.
Given the configuration and the main
line hours, the next step is to develop
the total hours required for all lines as
set forth in Table 6.
Table 7 sets forth the cost for each
assembly line. The "first shift" costs include all the fixed costs of maintaining
the lines plus the costs of manning and
operating one shift. Additional shift
costs are principally additional manning
charges and related items.
The total annual cost of running any
of the lines cart be seen to be the basic
first shift plus any scheduled additional
shifts or fractions thereof. Since the
plant closes for a two -week vacation period, a shift consists of 2,000 hours annually. The cost of total scheduled
hours, can be computed as shown in
Table 8.
The cost of producing any product
will be the sum of the product's proportion of each line cost. The cost of Product A, for example, is shown in Table 9.
Costs for the other products are developed in the same manner. The real
usefulness of this technique comes from
the use of a general equation in conjunction with simulation studies to determine the effects of changes in the
production plan and perhaps to find
optimum schedules for the lines. This
general equation yields a product's proportion of each assembly line cost. We
then summarize them for a total cost. It
works as in Table 10, using the planned
production hours from Table 6.

x
x

Where:
PC = Product cost
FC, = Fixed costs for line 1, etc.
x = Number of hours added or subtracted from initial schedule
IC 2 r = Incremental cost of second shift on line 1, etc.
IC3 r = Incremental cost of third shift on line 1, etc.

Whenever the fraction preceding an
incremental cost is greater than 1, the
computer takes the total incremental
cost and adds it to FC and jumps to the
next term. If the fraction is negative, the
computer skips that term and takes FC
plus any second term amount if the
third term is the one skipped.

The author grants that there are
deficiencies in any method of dividing
joint costs among products or projects
but recognizes that it is sometimes necessary. When there is reasonable justification for stating that joint costs vary
directly with time and are homogenous
within a function regardless of the product or task being accomplished, the two
procedures outlined previously will provide an assignment of costs to all users

based upon an actual average with no
under or over absorption problem.
The examples were on an annual basis
but there is no reason why the same
thing could not be done monthly, weekly
or daily if desired. Implicit in the technique is the assumption that one can buy
a fraction of a shift and does not have to
purchase a full shift when capacity exceeds one shift. Intuitively this seems
possible by the use of overtime, short
shifts, etc.
There is no claim that this method is
100% accurate, but it can be utilized
with less effort than some other alternatives and will provide costs that are quite
useful for certain purposes. In addition,
once the basic work has been done, the
tools are available for assessing the effects
of adding a product or products, dropping a product, or altering the original
production plan.

tion structure. But it takes managers,
not technicians, to provide both. Combining management, people and computers cffective1y requires recognition of
the fact that the business of tomorrow
will have specialists of all kinds, expensive and hard to find specialists. That
business will achieve lowest cost and
highest performance by permitting these
specialists to extend their range through
the development of a wide variety of
man - computer relationships. Existing

methods and techniques will continue
to have value, but effective utilization of
computers requires new techniques and
new methods which will turn that computer into the too] of business specialists. Also necessary is a new method of
managing computers and computer organizations. The measure of success of
this new EDP management organization
is not how much it accomplishes, but
rather how much it permits the business
as a whole to accomplish.

Summary

PEOPLE AND COMPUTERS

Continued from page 11
than the busincss to the computer. Each
segment of the business should have
the responsibility to achieve business
computer system efficiency in a manner
which does not restrict or hamper efficient utilization of people.
Conclusion
The computer did not change good
management practices or good organ:iza-
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Dialogue Makes the Difference
Between
Accountant and Management
THE NON- ACCOUNTANT NEEDS INFORMATION GIVEN HIM TO BE IN TERMS WHICH HE CAN RELATE TO HIS OWN EXPERIENCE
AND KNOWLEDGE

By Robert F. Van Loon
For a number of years, accountants have
been concerned with "selling" their
services to management. In this article,
I will attempt to show how we, at Caterpillar Tractor Co., York, Pa., have taken
what we feel to be one step in positively
selling others in management a part of
the services provided by accounting.
The York plant has been in an expansion program over the past three
years, which resulted in the addition of
many new foremen and supervisors to
the management ranks and the promotion of foremen to higher managerial
positions. Prior to expansion, first -line
foremen and supervisors had not been
involved with either budget preparation
or reporting periodically on actual results versus the budget. This created a
situation which we felt called for positive
action to help our management group
become more familiar with controlling
costs through the use of budgets and
expense reporting.
Recognizing this need, we developed
a seminar - lecture type program for first line supervision and middle management. Our objective was simple and
straightforward: to create a better understanding of how the foreman, general
foreman and superintendent can use a
budget and expense data to control costs.
16

It was, and continues to be, our belief
that in order to accomplish this objective, it is first necessary to reach an understanding with these people on the following points:
1. A manager, in order to control costs,
must first believe it is necessary and
desirable.
2. He must understand his company's
practice of charging or allocating ex-

ROBERT F. VAN LOON

York Chapter 1959, is Chief Accountant, Caterpillar Tractor Co., York,
Pa. Previously he held the positions
of General Accounting Manager, Cost
Accounting Manager, and Data Processing Manager at Caterpiller Tractor
Co. offices in Joliet, 111. Mr. Van
Loon received a B.S. degree from the
University of Illinois. He is a previous
contributor to MANAGEMENT ACCOUNTING.

penses and the underlying reasons
behind this practice.
3. He must have a basic understanding
of budgeting concepts.
4. He must understand and know specifically how to use reports and information which are made available
to him to control costs, such as
monthly expense statements.
Cost Control
As stated above, our first step in
reaching a basis of understanding was to
establish the belief in the need for and
the desirability of controlling costs. To
do this it is either necessary to assume
that your audience understands the
profit motive and why a profit is necessary in a growing and dynamic business
enterprise or take the time to expound
on this subject. '
The profit motive is, I suspect, a topic
of large enough scope to be dealt with
in itself at some lengths. Fortunately,
in our company, profit is a subject frequently put before our people in writings and meetings, so we did not dwell
on this point. Rather, we stressed the
need for cost control by showing the
effect of costs on profit by use of the illustration shown in Table 1.
Columns A, B, and C and the conclusion were projected progressively on
a screen while explaining the meaning
MANAGEMENT ACCOUNTING /OCTOBER 1969

time to point out to those who can do
the most about it.

and results shown. The conclusion was
used to dramatically drive home the fact
that line supervisors have little control
over sales but they do have a great deal
to do with controlling costs. Between
the two, reducing costs produces a more
desirable effect on profit than does ina fact we have long
creasing sales
... have not taken the
known but perhaps

Allocation of Costs
In order for a manager to effectively
control costs, he must understand not
only the practice followed in charging
expenses to his area of responsibility but
the reasons for this practice. It is not our

Ta b l e 1

intent to describe here our company
practice except to state that we charge
departmental expenses (labor, materials
and related expenses) to departments
based on point of control rather than
on the basis of benefit received.
The main point is to establish an understanding of the reasons for charging
expenses to a particular department or
function so that the responsible foreman
knows what to expect to be charged for
based on his own actions.

C O S T - P R O F IT - V O L U M E R E L A T I O N S H I P

Budgeting by Objectives
C

101.00

100.00

8.84
8. 8 4 %

$

Pr of i t af t er t a x -e s
Perc e ntage of p rofit to s ales

82.00

18. 00
8, 64

$

$
$

83.83
- 17.17
8.24
8.93

9. 36
9.36%

$

@

$

P r o f i t b e f o r e t a xe s
48%
Ta x e s

17 .0 0
8.16

$

100.00
83.00

$

Sales
Co s t s

$

B

A

8. 8 4 %

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

$

E ve r y d o l l a r o f i n c r e a s e d s a l e s i n c r e a s e s p r o f i t
E ve r y d o l l a r o f d e c r e a s e d c o s t s i n c r e a s e s p r o f i t

$

Co nc lu si on :
.09
.4 3

( T h e fi g u r e s s h o w n ar e t h e o r e t i c a l .
A c t u a l e f f e c t i ve t a x r a t e s f o r m o s t c o m p a n i e s are
l o w e r a n d t h e p r o f i t t h u s b e c o m e s g r e a t e r f o r eve ry d o l l a r o f r e d u c e d c o s t s . )

Ta b l e 2

S U GG E S TE D FO R M A T F OR A S P E C IF IC O B J E C TI V E
O b j e c t i ve :

In c r e a s e p e r f o r m a n c e o f f a c t o r y L i n e " A " b y . 5 % e a c h q u a r t e r d u r i n g
196 9.

Plan:

1. S e l e c t f i ve l o w e s t p e r f o r m e r s e a c h w e e k .
2. Det er m i ne c au s es o f lo w pe rfo rm an c e f or ea c h o pe ra to r.
E tc.

Ta r g e t d a t e :

Ma rc h 31 , J u ne 3 0, S ep te m b er 3 0, a nd D ec em be r 31 .

Assi gned tc:

All three shift forernen of Line "A."

Ta b l e 3
P LA N NIN G B U DGE T — F A C T O R Y L I N E " A "
(Mon th), 1 969
Plan:
Sch ed ul ed req uirem en ts (1)

900 0 B as e ho urs

Bu dg e te d p er f or m an c e (2 )

90%

In d i r e c t l a b o r r a t i o ( 2 )

20%
$2 .0 0 /B as o h ou r

Per is hab le *t oo l c os ts
Ma in t en a nc e o f m ac h in e
to ol s a nd eq ui p m e nt (2 )

$600.00

To C o n v e r t P l a n t o D o l l a r s :
onnn

Q 

I —

—

7V : ' o

90 00 B a se h ou rs x 20 %

10 , 00 0 Ac t u al di re ct l ab o r
ho ur s r e qu i re d
1, 8 0 0 In di re ct l ab o r
ho ur s r eq ui re d

To t a l h o u r l y h o u r s :

11 ,8 0 0 x $ 3 .0 0 / h ou r

Pe r i s ha b l e to o l c o s t

900 0 B as e ho urs x

$ 35, 400
18, 000

$2 .0 0 /B as e h ou r
Ma in te na nc e o f m a ch in e
to ol s an d eq ui pm en t
To t a l p l a n n i n g b u d g e t d o l l a r s f o r ( m o n t h ) , 1 9 6 9
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600
$ 54,000

Our company's position is that a
budget is nothing more than a plan conit is neither a license
verted to dollars
... good cause even
to spend without
though in the budget, nor a deterrent
to spending even though not in the
budget, if such an expenditure will contribute to profit and /or is necessary.
This position requires that each unit
of operation at the lowest level establishes objectives for the coming year in
specific detail and more general objectives for the following four years, all
centered about corporate goals and plans
for the future. Each objective is carefully
evaluated to assure it is:
1. Profit oriented —The objective must
improve or be directly beneficial to
the company's operations.
2. Clearly defined—Very few objectives
can be properly attained unless specific plans are determined in advance.
3. Attainable —The objective must be
reasonable and should be agreed to
by those who are expected to carry
out the plans.
4. Measurable —No basis for further
evaluation can be established unless
the objective is stated in a measurable form —a standard for comparison is established.
A suggested format for a specific objective might look like the one shown
in Table 2.
Once the objectives have been established, coordinated among all departments toward a common plant and corporate goal, and approved, it is a relatively easy task, albeit a time - consuming
effort, to convert such a plan to a dollar
budget. Although we did not describe
in great detail the mechanics used to
prepare a budget, we did explain to our
audience in perhaps a somewhat oversimplified way how a budget is computed for each unit. For example, the
illustration in Table 3 shows how the
17

as already described, it was much easier
for the line supervisors to gain an understanding of the monthly reports.

Table 4
F L EXED BU D G ET — F AC T OR Y L I N E " A"
(Month), 1969

Summary
(Flexing factor = Actual base hours
= - X - %)
Budgeted base hours
For (month), 1969 Assume:
9900 Actual base hours produced
9000 Budgeted base hours
= 110% Flexing Factor
Applying flexing factors to variable accounts:
Planning
budget
35,400
18, 000

Flexed
budget

110%
110%

$

$

Hourly labor (1)
Perishable tools (1)
Maintenance of machine
tools and equipment (2)

Flexing
factor

600
-

-

-

600

-

54, 000

$

$

T ot al

38,940
19, 800

59,3 40

1. Variable accounts
2. Period account

Table 5
DEPAR T MEN T EXPEN SE ST AT EM EN T , F AC T OR Y L I N E " A"
(Month), 1969

plan is converted to dollars for a particular month of the budget year, resulting in the planning budget.
Scheduled requirements are computed for each month of the budget
year expressed in base hours (standard time) required to produce the
schedule, broken down to each producing factory line.
Budgeted performance, indirect labor ratio, perishable tool cost per
base hour, and maintenance of machine tools and equipment expense
are all expressed as targets or goals.
Next, we explained the need to measure actual results against the budget.
Our company uses the flexible budgeting
technique, and we felt it necessary to explain the principles of this in very basic
terms by use of the illustration shown
in Table 4 and Table 5.
Table 4 illustrates how the original
planning budget for a specific factory line
for a month is flexed to actual volume
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37, 730
20, 605

Variance
$

$

38, 940
19, 800

Actual

1,220
—805

700

—100

59, 025

315

$

600
59, 340

$

Total

$

Hourly labor
Perishable tools
Maintenance of machine
tools and equipment

$

Flexed
budget

incurred for that month. The flexing
factor is a relationship of actual volume
(base hours) to the planning budget
volume expressed as a percentage which
is applied to the variable expense accounts and employment.
Table 5 illustrates a simplified version
of the monthly expense statement, showing the flexed budget figures compared
to the actual results, and the variance.
Use of Reports
At this point, we departed from the
use of illustrations and hopefully carried over the seminar participants' increased understanding to a detailed line by -line and column -by- column review
and explanation of an actual monthly
expense statement. Each first -line supervisor and foreman receives a monthly expense statement for their specific area
of responsibility. Embodied in this report are the concepts illustrated above.
There were definite indications that
by using clear and simple illustrations

It is obvious the scope of material as
described is but a small part of the services accountants can provide management. In attempting to accomplish the
objective stated at the outset of this
article, we also gain in another respect;
namely, we attain a greater degree of
communication and understanding between the accountant and the first -line
supervisor/ foreman and middle management —the ones who can exert a great
deal of influence toward the control of
costs. Additionally, top managers of the
plant, whose prior commitment to the
program had been given, seemed to feel
an effort had been made to constructively help their people better understand a very necessary part of their job.
From the accountants' viewpoint,
aside from the satisfaction gained from
being of service to others, we learned
again the value of "keeping it simple."
In our first presentation, we were too
technical and failed to bridge the gap
of understanding. To correct this deficiency we defined basic terminology
and simplified our illustrations before
talking about the monthly expense statement received by each of them. This
principle can most likely be followed in
explaining any data, information, or
report supplied by the accountant to
management. It is most certain a non accountant needs to understand information given to him in terms he can
relate to his own experience and knowledge.
Results of more recently prepared
budgets and discussions with line foremen indicate an increased awareness and
understanding of the importance of controlling costs through budgeting. We are
also concerned about continuing this
program for those entering the management ranks. Our company periodically
conducts conferences, for new supervisors, to present company policy, management philosophy, organization, etc.
The material described here has alreadv
been used for the accountants' contribution to these conferences, therebv providing the continuity desired.
In view of the results of our efforts
to date, we feel it has been worthwhile
to both the participants and the accountants.
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Communication through Reports
IT MAKES SENSE TO PREPARE THE BEST POSSIBLE REPORTS FOR MANAGEMENT USE

The primary function of any management accountant is to serve management. Accounting is a tool of all levels of
management; effective reporting hones
this tool to its maximum sharpness. It
makes sense, therefore, to prepare the
best possible reports for management
use.
The best measure of the value of a
firm's accounting department is how effectively it transmits significant data to
management. How to help increase this
effectiveness by understanding the communication process and the nature: of
the reporting process is the subject of
this article.'

the report, place value before purpose.
Wh a t Point Is Being Made? The
point or conclusion must be immediately perceivable by the reader. You
must be able to state concisely —in as
little as one or two sentences —the conclusion of the whole communication.
Wh a t Is the Substance of the Communication? By skimming the title and
the reader able to imsubheadings
mediately grasp the substance of the
details? The report that gives little or
no immediate indication of its contents
and substance is either read reluctantly
or not at all. Descriptive subheads foster
detailed reading and quick reference.
The first three of these points should
be stated in the title and always in the
is

By James W. Pattillo

Questions to Ask About
All Communications
In making communications as effective as possible, to ensure maximum
mutual understanding, you should consider four questions.
W h o m Am I Addressing? The receiver of the communication, whether
an individual or a group of persons, must
be kept in mind. You should also consider that sometimes others than the
direct recipient may have to see the report or act upon it.
Wh at I s th e Va lu e a nd Pur po se o f
This Communication? What will the

report actually do for those who read it
—what is its value? This is even more
important than the purpose of the report, for to the reader the purpose may
be less relevant and the value may be
different than the purpose. In writing
I For additional information on the subject the
reader is referred to G u i d e to Professional (; o m m u ni c a t i o n s a nd Re po r ts . Price Waterhouse & Co.,
New York, 1964.
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first paragraph of the report. The fourth
point is considered in the imaginative
use of title, heads and subheads.
Meaning of Communication
Communication is the process of
transmitting ideas and symbols. We can
broadly call this a transmission of information.
In its simplest form, communication
is one -way, from sender to receiver. Most
human communication, however, is two way. It exacts responses. It forms a
closed circuit pattern from sender to receiver and then back to the original
sender, as illustrated in Exhibit 1.
For our purposes, we should include
the element of response into the definition. Communication, therefore, is the
process of transmitting ideas and symbols, effecting and affecting response.

Baton Rouge Chapter (Los Angeles
1962), is Associate Professor of Accounting at Louisiana State University
at Baton Rouge. He graduated from
St. Edwards University, Austin, Texas,
received an M.B.A. degree from Texas
Technological College, and his Ph.D.
degree from Louisiana State University. Dr. Pattillo was formerly at the
University of Southern California in
Los Angeles, and is a previous con tributor to MANAGEMENT ACCOUNTING.

The information must be transmitted
and received before there is a response.
A report may be submitted (transmitted) but unless it is understood (received) there can be no meaningful
action ( response) on it. Affecting response, too, is important. Response may
be apparent, unapparent, favorable or
unfavorable; the way the message is
constructed and received will influence
the reaction to it and action on it. Communication occurs when a message
exacts response; the trick is to get the intended response.
Communication Process at Work
Communication is a process because
it encompasses a series of actions or
operations proceeding toward an end
result. It is a behavioral process because
it relates to human conduct.
The major components of the process
19

Exhibit 1
TWO-WAYCOMMUNICATIONMODEL

r7l

MESSAGE

SENDER

RECEIVER

RECEIVER Nl,,REACTION

SENDER

(MESSAGE)

are the sender, message and receiver.
The sender, or writer or speaker, suggests a person, but it may well be a computer or some other device which more
or less automatically causes a message to
be constructed and sent. We will generalize and call the sender a person and
also a writer of the message, even though
the message may be oral.
The sender conveys the message, but
the message may not be his. For example, the source of the message for a report is the company transactions and
events. The sender interprets that data
and transforms it into a communication
device, a report.
The message is the information transmitted from sender to receiver. The
information may be a fact, a feeling, a
thought.
The message must be transmitted and
this involves choosing a medium or
carrier. This may be a spoken symbol
(words, music, noises), a written symbol (words, numbers, designs of various types), specially created visual
events (photographs, paintings, charts,
reports, gestures) . Likewise, some mechanical device may also be involved as
a part of or used with the carrier (e.g.,
telephone, computer, radio, telegraph) .
Availability, feasibility, cost, convenience and effectiveness are some factors
to consider in choosing the carrier.
Occasionally the context or situation
surrounding the communication affects
its conveyance or reception. This is a
form of interference which, like static on
the radio, prevents either the right mes20

sage from coming through or unfavorably affects the response. The "gap" or
"noise" represents factors causing distortion or loss of meaning as the message
passes from sender to receiver. The reason may be lack of skill in accurate expression or listening, differences in personal experiences to which the parties
relate the message, differences in point
of view or reference, or typographical
error. Nonhuman factors also can cause
"noise" or interference in the process.
Trouble in the transmission lines of a
data phone, for example, may cause an
inaccurate message to be received.
The message content also involves
considering several other factors, all of
which will be discussed in greater detail
while relating them to the preparation,
transmission, reception and response to
accounting reports to management.
These factors include the sender's purpose, the receiver's needs and expectations, the available information, the
firm's communications policies, and the
timing.
Language and expression techniques
are an important part of the communication process —of the message. The
attitude, knowledge, background skill,
and intentions of the writer all bear
upon the language ultimately used in the
communication.
In addition to the language structure, a crucial factor affecting the understandability of the message - -especially
in accounting reports —is the content
and form of supporting exhibits and
analyses. These analyses give details of

the items presented in summary form
in other parts of the report. They must
support rather than duplicate, and be
in a form that is easily digested by the
reader.
The last part of the communication
process to be considered briefly here is
the reader /receiver and his response.
The writer must recognize the context
in which the message is sent and received in order to construct the message in such a way as to ensure a favorable response. Just as a speaker must
direct his speech to the audience before
him, so also must the report writer consider the reader when constructing his
communication.
The feedback the sender gets —the
response —and the message are interdependent. Message and response have
a cause and effect relationship and this
cannot be overlooked in communicating
through written and oral reports. This
feedback, then, permits the sender to
adjust his message quickly and to correct apparent faults in the system. But
this is after the fact. Feedback here
helps to improve only the future messages; the current message has already
gone out, for better or for worse.
The concept of preventive maintenance is apropos to communication.
Less damage is ultimately done if the
sender considers his receiver and tries to
anticipate his response. In order to do
this, the sender must project himself
into the receiver's situation; the sender
must have empathy for the receiver.
Likewise, the receiver has his image of
the sender; the sender's anticipation of
receiver response will be influenced by
what the sender thinks this image is.
The sender must know a great deal
about the receiver or audience: age, sex,
education level, knowledge of the subject, motives, personal goals, responses
to similar past messages, existing relationships. The last item is important.
An individual acting as part of a group
may respond differently than if he were
acting independently. If the receiver's
role and behavior within the group can
be determined, the sender will be better
able to anticipate his response and adapt
the message as desired.
Factors Affecting Response
The context within which the message passes from sender to receiver has
been commented upon briefly above.
An additional facet of the context concerns the circumstances surrounding the
reception of the message.
MANAGEMENT ACCOUNTING /OCTOBER 1969

The timing of the message is extremely
important, especially for accounting and
analytical reports. Normally a direct relationship exists between the usefulness
of the report and its timing. The closer
the report ( the feedback from the
event) to the event, the more useful it
is in helping to shape, plan or control
future events. An otherwise effective report badly timed becomes ineffective
and even detrimental in many respects.
The setting of the message must be
carefully considered. Relating to accounting reports, this involves the type
used, layout, illustrations, covers and
other physical characteristics. The reader
will be influenced by the physical environment in which the message: appears. It may be a factor governing favorable or unfavorable response.
The authority of and respect for the
source of the message are influential.
Both the sender and the source of the
information are involved. If the sender
is a company top executive, the response
is usually different than if the sender
were one of his subordinates. As a rule,
therefore, reports should be issued under
the name of the highest official. Respect
for the integrity of the information is
likewise a factor. If the receiver has no
faith in the validity of the information,
he is not likely to react upon the report.
The receiver must have confidence in
the source, based on his past experience,
or the information will be useless to him.
Authority exists on the receiving side
of the communications circle as well,
and the sender may appeal to it. Thus,
directing a report to the highest appropriate official is better in many cases
than reporting directly to the person
who will ultimately respond to the message. The authority of the superior provides an added stimulus to the person he
directs to respond.
Habit is the chief constituent of the
status quo; people generally resist
change. If the sender tailors his message to coincide with existing habits, he
is likely to get a more favorable response
to recurring stimuli. The receiver is thus
disposed to readily act when the message is familiar, but will be reluctant to
go against habit if the response required
is new to him. Receiving reports becomes a habit with many people, and
even though conditions change which
make the report less effective, they are
reluctant to change their habit. Accountants must be receptive to changed
conditions, institute innovations in the
reporting system when needed, and gain
MANAGEMENT ACCOUNTING/ OCTOBER 1969

acceptance by the receiver for the new
reports.
Good relationships between sender
and receiver help to ensure a favorable
response. Effective communication (and
reporting) is a cumulative process, and
good relations is an essential ingredient.
If relations between sender and receiver
are poor, the response is most likely to
be defensive and combative, rather than
cooperative. Accounting is a service discipline; it can be an effective tool only if
good relations exist between the line
managers and accountants.
Information of Value in
Management Reporting
In general, the information of value to
management is that which is limited to
relevant data, indicates comparisons or
relationships, and indicates where improvements or changes should be made.
This information falls into several categories.
Internal and external information.
Both are equally important. Internally
generated data is perhaps easier to obtain, but many times is less relevant.
External sources of information provide
significant comparison data.
Formal and informal information.
Formal information is generated both
internally and externally. Not only that
formal data generated by the accounting and other information systems are of
value, but so is the informal information. Reading and personal contacts with
industry and customers' executives are
two sources of informal data valuable to
management. Much government -produced data is also a valuable source:
industry statistics, census figures, labor
reports, for example.
Historical and projected information.
Accountants have tended to emphasize
accumulating and reporting historical
data. But this has limited applicability
for decision - making purposes.. Using
this historical data to project the future
is the key to providing relevant planning
reports.
Financial and nonfinancial information. Accounting information systems
have traditionally accumulated historical
financial data. For many management
decisions, however, nonfinancial data is
as relevant, if not more so. If accounting
proposes to be the information system
of the future, accountants will have to
integrate to a much greater degree than
now the nonfinancial data generated in
the business into its record - keeping and
reporting systems. This admonition in-

eludes even the quantification of factors
now considered qualitative (and therefore nonquantifiable) . Accountants must
make their wares more salable to stay
in business and to have a say in business.
Purpose and Nature of
Management Reporting
The main purpose in management
reporting is to provide relevant information to management in the discharge of
its functions. To manage a company —
to discharge its functions and attain its
objectives— management needs systematic and comparative records, and analytical and penetrating reports on cost
and profit data. Management's objectives include:
1. Setting and attaining the company's
profit goal,
2. Setting and directing departmental
activities to contribute to overall company goal,
3. Monitoring and controlling progress
through budgets, standards, and an
effective reporting system, and
4. Implementing adjustments and improvements to keep the operations
moving toward the established social
and profit objectives.
Management uses various measurement and control systems and methods
for processing data relative to directing
the efforts of all personnel. Top management is concerned with policy and
planning decisions and the information
relevant thereto. Operating management is concerned with control over activities and the information relevant
thereto. All management bears the responsibility for control over operations
and attaining the desired objectives.
Fundamentals of Management
Control
Management reports provide information to facilitate control. But information itself cannot provide control.
People effect control. The quantity
(although excessive quantity may hinder
rather than help), quality and relevance of information sharpen the effectiveness of people exercising control over
operations.
Understanding the nature of management reporting requires an understanding of the fundamentals of management
control:
1. Planning is the process of allocating
available resources and determining
the direction and goals to be pursued.
2. Organization is the process of struc21

Exhibit 2
MANAGEMENT FUNCTIONS FOR CONTROL
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ORG A N I Z A T I O N
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WoOo- EXECUTION
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O

W
Q
a

MOO- EVALUATION

Z

DIRECTIVE

CORRECTION

turing the framework within which
the managers operate. This includes
delegating authority, assigning responsibility, and developing teamwork and coordination.
Execution is the process of operating
and accomplishing plans and programs.
4. Evaluation is the process of quantitatively and qualitatively measuring
results and performance.
5. Correction is the process of implementing changes in plans, programs,
organization or operations to effect
more efficient management control,
as is shown in Exhibit 2.
These management functions must be
viable and operative in order for the
information system to be effective. The
information system itself cannot cure
diseases inherent in any specific func-
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tion. At the same time, the information
system sets the level of operation of the
management control system. ,Questions
fundamental to management control
include:
How are we doing? This relates to the
trend of operations and the extent of
goal accomplishment in the minds of
the management personnel.
Wh a t are the results? This refers to
the quantitative measurements of operati o n s, b ot h fin a n ci a l a n d no n fin a n ci a l .

Are the results in keeping with planned
performance? This question involves a
comparison of actual and planned performance, and an analysis of the reasons
and responsibilities for variations. Such
appraisals permit management to evaluate its past plans under the light of
present results and economic conditions,
and to adjust them accordingly, if appropriate. Also, management can decide
which of the functions were the source
of success or failure.
What is the effect of the results on
financial conditions? This relates to investigating the effects of actual performance upon the financial condition of the
firm. The details of operating results
should accompany an analysis of changes
in the resources producing those results.
Changes in working capital, equipment
and other noncurrent assets, and in liabilities will help explain the size of the
results of operations.
How can we improve? Probably this
is the most vital of all the questions. The
analyses that are made, the alternatives
available, the decisions that finally result
are all geared toward improving the results of operations. Both planning and
control functions are involved. Plans can
be improved in light of present conditions and present performance. Control can be strengthened by focusing
upon weaknesses and eliminating those
trouble areas. Success in the business
lies in the future, not in the past.

Conclusion
The management accountant has to
pay more attention in the future to the
essential components of the communication process, human behavior, the
message and the feedback. He has to
pay more attention to the desires and
n e e d s o f st a t e m e n t u se r s, a n d to obtain-

Who is responsible for the results?

ing the information that is of real value

Operating results must be shown on a
responsibility basis so that below standard performances may be corrected, that
good performances may be rewarded,
that talents can be discovered, that
strengths can be maintained, and that
future activities can be built around
plans and people.

to the users.
It is hoped that the points brought
out above relating to these conclusions
will encourage the management accountant to take a closer look at his reporting situation and make at least some
improvement toward effecting better
communication.
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Must Accountants' Writing
Be So Dull?
NOT IF ACCOUNTING, THE LANGUAGE OF BUSINESS, IS BACKED UP BY PROPER USE OF THE ENGLISH LANGUAGE

By Robert L. Shultis
Not long ago the partner of a major public accounting firm and I were working
on the footnotes to the financial statements for the annual report. One sentence seemed to me to be getting a little
involved. So I suggested that it might be
better if he chopped it into two or
three sentences. To which the noted accountant across the table from me replied, "What do you mean? I'm only up
to the second semi - colon!"
Some months before that, a partner
of another major firm commented on a
financial review written for inside distribution. He said that it read like a
novel. This, I took to be a compliment
... and said so. However, he said that
that wasn't quite what he meant. He felt
the report read too easily, that it lacked
the "dignity" that it should have had.
"Simple writing is fine," he said, "but
most managements won't buy it because
it doesn't soured dignified enough."
My friend apparently equated dignity
in writing with pomposity, turgidity or
ostentation. Some accountants feel they
won't sound like experts if they keep
their writing simple. We should know
better.
Talking about business executives in
general, Albert Joseph said:
"Without apology or qualification,
my message to you is that most of you
are wasting money, using up time needlessly, lowering the efficiency of your
company, and maybe even losing sales
every time you write anything in your
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company. You, gentlemen, are lousy
writers. I say this not to offend you, or
because you may have professed that this
is true when you enrolled for a writing
seminar. Rather, I say confidently that
you are lousy writers because you are in
a field of notoriously poor writers."'
His remarks, however, apply to us
accountants with equal potency. We're
lousy writers, too. Perhaps no worse than
the average business man, but certainly
no better either. In fact, it's not unusual
to hear an accountant bragging about
how poor a writer he is. This condition
is tragic on two counts:
1. Poor writing is costly —to industry in
general, to individual companies, and
to the accountant himself.

A n
ROBERT L. SHULTIS

Morristown Chapter (Newark 1956),
is Controller of Arwood Corporation,
Rockleigh, N. J. His articles have appeared in professional and technical
publications. Mr. Shultis is a previous
contributor to MANAGEMENT ACCOUNTING, and was awarded an NAA
Certificate of Merit in 1963 -64.

2. Poor writing can be overcome —by
learning and using a relatively few
rules of good writing.
The advantages of clear, precise writing to accountants should be obvious
to all of us. As a service function, the
accountant must communicate facts and
advise management. While some of our
communication may be verbal, our basic
"product" is a piece of paper. Nor can
we rely solely on accounting schedules,
statements, or work sheets. We must
write ... reports, memos, letters, proposals, and so on.
To write well is a well- recognized
"plus" factor for any business man. A
recent article in the Harvard Business
Review cited the ability to communicate, i.e., the ability to write clearly, as
the prime requisite to success in busi2
ness. This ability was second to none
on the ladder to success. Most senior executives feel about a brief, well written,
well organized report the same way they
feel about a refreshing breeze on a sultry
August afternoon. They both happen
all too rarely.
The Problem of Too Many Rules

Over the years, I have studied the
problem of how to write clearly. I have
also tried to find out why so few people
write effectively. Aren't there rules which
the person who wants to write well can
' Albert M. Joseph, "Effective Writing. The Written Word— Management's Most Misused Tool,"
Ideas for Management, 14th Edition, Vol. 2, Systems & Procedures Association, p. 117.
' John Fielden, "What Do You Mean, I Can't
Write," Harvard Business Review, May -June 1964,
p. 144.
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follow? Yes, of course there are. In fact,
I've concluded that that's one of the big
problems. There are rules —too many
rules —too many obscure and patently
useless rules foisted upon us since the
first grade. We're fed up with rules. We
rebel against any new set which appears
because we've discovered that most of
them just don't do the job that we want
done.. . to write so we can communicate our ideas to the boss, our co -workers, our subordinates, and so on.
Most English teachers have much in
common with most music teachers. It
matters not whether they teach the fifth
grade or a post graduate course. The
English teachers are trying to make
Hemingway's out of their pupils; the
music teachers are trying to make Paderewski s out of theirs. We, on the other
side of the desk, would rather learn to
write a clear letter or to bang out the
latest pop tune at a cocktail party. We
can't be Hemingway's or Paderewski's
and we don't learn what we want to
learn. So we sour on both.
One More List of Rules
Yes, here is one more list! But an easy
one and a practical one. They are not
rules of grammar (we have too much
grammar already) but rules of communication which, if followed, will improve
our ability to communicate. I know. I
have used them. They work. I've distilled
them from literally hundreds that I've
seen in English grammars, textbooks on
business communication, and popularized writing guides.
Organize!
Ali, here's that report on the pending
acquisition you've been waiting for.
Thirty-eight pages! That's a little ominous, but with a sigh of resignation you
open the cover to page one. What do
you find?
Chances are far better than even that
what you find is not what you've been
looking for — instead there's a restatement of the original assignment or problem. Then follows page after page of
details, so that we have a benefit of following the author's thought processes,
circuitous step by circuitous step, until
we reach his recommendation
...on
page thirty- eight.
Such a report is organized all right. In
fact, it's organized beautifully —for a
detective story. Executives should read
detectives stories by choice, not by necessity.
Organize reports, proposals, memos
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to highlight the key points first. If you
think your idea may save your company
$250,000 say so—in the first paragraph,
or better yet, in the first sentence or in
the title.
Organize, yes. Follow logical step -bystep order, yes. But lead with your Sunday punch. That will encourage your
reader to read on.
Use Plenty of White Space
To judge from many letters and reports which I've reviewed recently, one
would think we were in the midst of a
severe paper shortage. Narrow margins,
long paragraphs, no sub - heads, lengthy
lines all contribute to what Leslie Mat thies calls "Mechanical Friction." 8
Look at the next document you receive
that is replete with mechanical friction.
Looks forbidding, doesn't it? Takes lots
of intestinal fortitude to plunge into it.
And frequently we don't have the required amount, so we don't read it at all.
What's missing? What does such a
document lack that repels rather than
invites the reader? Something that is very
easy to supply —white space. Readers
need plenty of white space around the
print. You may have noticed that even
staid old newspapers tend toward a more
readable format recently. Their major
change? They have added more white
space.
We can do the same thing easily. Adding white space to our reports means
little more than using a few extra sheets
of paper and a little imagination. Reports are usually more inviting to read
when:
Margins are wide (at least one and
one eighth inches all round)
Lines are short (never more than six
inches)
Subheads are numerous (they not only
add white space but also allow the
reader to scan the report, too)
Paragraphs are varied in length, but
generally are brief (the Wall Street
journal, for example, averages about
ten lines to the paragraph) .
Again, note that all of these lead to
one objective, more white space.
Use Active Voice
Oh, Ohl Here comes one of those
rules of grammar. No, not really. Sentences in the passive voice are just as
correct grammatically, but they don't
7

Leslie H. Matthies, "Removing Mechanical Friction from Written Communication," Systemation,
Inc., Colorado Springs, Colo.

communicate as well. Active? Passive?
Let's call these sentences what they really
are: direct order (active voice) and indirect order (passive voice) .
The rule is certainly not a new one.
Every writing consultant emphasizes the
need to use direct order sentences. When
we speak, we usually speak in direct
order. But when we write, we inevitably
switch to indirect order. Using the passive voice is probably the most common
writing fault among business men today.
Direct, "who does what" sentences
are usually shorter, more vigorous; they
move in logical order and, hence, are
easier for the reader to understand. Yet,
inevitably, we find such sentences as:
"The entry is posted by the accountant."
—or— "What is done by whom," when
what we really mean is: "The accountant posts the entry. " —or— "Who does
what."
It may be that the direct order communicates too clearly! It forces the writer
to commit himself. He can't leave an
idea half done. Notice, on the other
hand, how many indirect order sentences
stop before the idea is complete. They
say:
"What is done..."
but they don't say "by whom." If there's
an action verb or an action idea, somebody or something must do it. But
writers equivocate and hide behind passive voice sentences to avoid committing
themselves. Direct order wouldn't allow
them to do so.
Bring Out the People
Have you ever wondered why novels
in general and dialogues in particular are
easy to read? What appears in dialogue
that doesn't appear in most writing is
people. People add interest to anything,
including writing.
In our reports, letters and proposals,
we frequently write such expressions as
"it is deemed" or "it is felt." What do
we really mean? Don't we really mean
"I think "? Why, then, don't we say, "I
think," as we surely would if we were
talking to the person receiving the report.
Let's use personal pronouns wherever
possible, because they represent people.
He, we, you, us, they, etc., are flesh and
blood. They put life into our writing.
Nothing is quite so precious to a person as his name. We attend seminars
and read books on how to improve our
memory. What this eventually boils
down to is a series of tricks to remember
people's names. This is a valuable Aility, and if it takes a trick or gimmick to
acquire it, at least the effort is for a good
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Keep Your Sentences Short

will

Not all of us can match the Internal
Revenue Code when it comes to writing long sentences. A fairly typical sentence in the code might be the one
which defines "employment." In my
copy of the code, this sentence starts at
the bottom of Page 564 and after more
than a thousand words, forty -two parentheses, three parentheses within
parentheses, and nineteen semi - colons,
it comes wheezing to the end on Page
567. But we do try. It is not unusual to
find sentences averaging thirty or forty
words in the typical accountant's report.
This is not to sav that we should keep
all our sentences to. the level of a third
grade reader. But I do advocate one idea
per sentence and an average length of
some fourteen to eighteen words. Some
be longer than this; many
sentences
will be shorter. The point is, most
readers have difficulty digesting more
than one idea before they reach a mental
stopping point, that is, a period.
Know Your Audience
Do we know who we are writing for?
Usually we do. Sometimes, however, our
writing doesn't show that we did.
We must tailor our choice of words
and choice of style to our audience. This
doesn't necessarily mean that we should
write everything in basic English. It
might mean this, if we were writing for
newcomers to the English language. On
the other hand, if we were writing to
specialists we could use the technical
terms they use and still be understood.
A technical accounting term, for example, is merely a short -cut way of mentioning a concept. The phrase "retained
earnings," embodies within it a whole
history of ideas as it evolved to reach its
present meaning. But, if we were writing
to non - accountants and wanted to bring
in the "retained earnings" concept, we
would have to tailor our choice of words
so that we would be understood.
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Whether we are writing to accountants or to plant managers, make sure that
we are writing in terms our primary
audience can understand. Be sure to define any words which you think might
not be clear to the reader. The purpose
of writing is not to impress the reader
with your vocabulary; the objective is to
communicate. Let's "turn out the lights"
instead of "terminating the illumination" from now on.
Be Specific —Be Positive
Occasionally, I enjoy peeking over my
sixth - grader's shoulder while he composes a science report or book review. He
has a favorite word
big
which il... It isn't
lustrates this rule ...
very clearly.
concrete, specific.
Many accountants, when they write,
become fence straddlers, too. They
equivocate, generalize, hedge.
As Strunk has said:
"If those who have studied the art of
writing are in accord on any one point,
it is this: the surest way to arouse and
hold the attention of the reader is by
being specific, definite, and concrete.
Don't hide behind flat, colorless
phrases such as "indications are," "perhaps," "apparently," and so on. State
your point positively, definitely, confidently. You'll be the better communicator for it.
"s

cause. However, when it comes to writing clearly, do we inject a person's name
in the body of a letter or memo? Try it
sometime. It adds a personal touch and
enables you to communicate with the
reader more easily. He likes to see his
name in print.

Write with Nouns and Verbs
A verb expresses an action idea. It is
the part of speech with get -up- and -go.
Verbs make sentences move. But what
do we do? We say, "I came to a conclusion," when we really mean "I conclude." We say, "The committee
reached a recommendation to," when
we should say "The committee recommended."
The possibilities are limitless. There
are hundreds of choice verbs which we
can turn into nouns by adding "tion,"
"sion," "ante," and similar suffixes. To
make your writing move, avoid disguising verbs as nouns.
Nouns have an important role in good
communications, too. Most writers,
however, smother them under a series
of redundant adjectives and adverbs, or
3
William Strunk, Jr., "The Elements of Style,"
Macmillan Company, New York 1959, p. 15.

surround them with hackneyed prepositional phrases.
Challenge each word you use. Make
sure it contributes to the meaning of
your paper. If it doesn't, eliminate itl
Revise and Rewrite
Some years ago, I dabbled a little bit
in amateur theatricals. One night after
a dress rehearsal we actors thought it had
gone well. We were pretty pleased with
ourselves. The director, however, had
other ideas. He told us we had just
reached the point where professionals
really start to rehearse. We had finally
learned our lines reasonably well, and
had we been professionals, we could start
concentrating on the inflection of voice,
the expressions and the fine points of
stage business which separate the professional from the amateur.
As writers many of us fall into the
same category. We spend six months
working on a particular project, then
proceed to expect to write the report in
final form with one dictation. It doesn't
happen. The professional writer challenges each word and each phrase: Is it
needed? Is there a better way to express
the idea? What can I do to improve the
report?
Obviously, I am not advocating five
drafts for every routine business letter
we may send out. But if a proposal or a
report is important we should give it
thorough attention as writing craftsmen
as well as accountants. The rules mentioned above are easy to follow but rarely
can we approach perfection on the first
attempt. Professionals can't; why should
we expect to.
Summary
Many years ago, an anonymous writer
called accounting "the language of business." To a degree, he was right, but
only to a degree. We've progressed rapidly in accounting concepts, theory,
statement format and technique. But, in
this country, at least, we still communicate primarily with the English language. To do our job properly, we must
progress in this second area as well.
Were we to spend even a small fraction
of the time spent on accounting on improving our skills in communicating, we
would have that progress.
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The Role of Variance in
Managerial Control

THERE IS AN INDUCEMENT TO ELIMINATE THE VARIANCE AS LONG AS THE COST OF INVESTIGATION AND CORRECTION IS
RELATIVELY LOW

By Oswald Nielsen
In this paper an attempt is made to indicate the conceptual foundation for the
use of variance in managerial control.
The viewpoint expressed here differs
materially from that expressed by a number of authors who have contributed significantly to the concept of variance
control. The fact that a different position is taken in this paper in no sense
reflects disparagingly upon the contribution of those who propose a statistical
analysis for managerial control. Actually,
the concepts which have been advanced
by those contributors relate to the opposite view which is expressed herein.

The author is indebted to the firm of Webb do
Webb, certified public accountants, for financial
support to make this study possible. He also acknowledges valuable assistance from Barbara Manchester Vendelin, Charles T. Horngren and Joel S.
Demski. The author, however, must assume responsibility for the contents of this paper.

or at levels beyond attainment for whatever psychological effects such standards
might possibly have. It also is assumed
that such standards are set at levels necessary to accomplish the goals of the
business firm.
Secondly, it is assumed that variances
are controllable through managerial attention to them. Controllability exists

Random or Chance Variances
It may be assumed for purposes of the
ensuing discussion that the variances
which are dealt with here primarily are
those that occur in the production of
goods for sale and appear as deviations
of actual from predetermined standard
performance. The standards may be set
in terms of cost of production of individual units of goods or in terms of performing certain operations either by
man or by machine. The specific orientation of the standard is immaterial for
the overall concept of standards and
deviations from them which are relevant
in the following discussion. It is, however, assumed here that those standards
which have been developed are not out
of date, they are not basic standards, and
they are not set at subattainable levels
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in the sense that management can either
eliminate or minimize variances through
positive, persistent action.
If, for any reason, the variances may
be considered to be "random" (i.e.,
"chance ") then they still are controllable and are only random in a narrow
sense, in that they can be so only in the
short run. In the long run, the algebraic
total of them would approach zero, i.e.,
these variances should even out over
time. This also means that if they are at
all considered random, that most of the
variances will be extremely small, most
likely approaching very closely to zero.
Furthermore, it also is assumed that
if the variances are considered random
and therefore under control, then the
size of the income steam is presumed
large enough so that cost of elimination
does not justify attention to them. Such
variances are permitted to continue
without the institution of corrective
action.
Non-Random Causes of
Random Variances
A few more comments may be appropriate with respect to this concept of
random or chance variances. In a recent
article,, by way of illustration of chance,
Robert W. Koehler uses as an example
the variation in time to shave. For factors outside of chance lie includes such
items as delays resulting from cuts, the
Robert W. Koehler, "The Relevance of Probability
Statistics to Accounting Variance Control," Management Accounting, October 196 8, pp. 35 -41.
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use of dull razor blades, water too cold
to soften the beard. Furthermore, he
indicates that when these are ruled out,
the remaining variations in time for
shaving do not lend themselves to explanation by causes.
One may take Professor Koehler's illustration and say that as far as an outside observer is concerned, many of these
variations cannot be explained and are
considered to be non - random only when
they are outside specified tolerance limits, as is excellently explained in his
paper. However, if an individual understands his own personal situation in
shaving and the time variations, those
that Koehler describes as random may
not be so to the person involved. On one
occasion he may be preoccupied with
some problem and thinking more of that
than of getting the shaving job done.
On another day the subject may be very
tired when he awakens after having slept
badly or having had too little sleep.
Another day he awakens feeling on top
of the world and shaves with considerable dispatch. On another day he is in
a hurry to make a meeting and therefore

ferent to analysis of variance in terms of
statistical probability. Koehler indicates
that in connection with his studies a

cial mention was made about the efficiency achieved in America with respect
to production, including the matter of

rushes the job considerably.

number of general inquiries were made

c o st r e d u c t i o n :

So therefore, as far as the subject is
concerned, these so- called random or
chance events actually are not chance at
all. They are explainable as non- random
causes. However, as far as an outsider is
concerned, it makes no difference
whether he takes a few seconds more or
less to shave and no one is going to be
concerned about it. He is perfectly willing to relegate these time variances to
what might be called chance because
either he chooses not to be troubled to
find out why they occur or because they
are so insignificant that he does not
want to go to the trouble to find the
cause for them. His basis for relegating
them to chance (or randomness), therefore, depends on a number of factors.
Such variances are those that Dopuch,
Birnberg and Demski classify as "temporary' in the sense that they even out

to certain prominent corporations. From
these he did not find a single use of
statistical procedures for variance con trol.3 One reason to which he attributed
this was the possibility of ignorance of
statistical methods. This however he was
inclined to discount, believing that
many business firms had in their personnel or on their staffs of their auditors persons who had knowledge of required statistical methods. He also indicated that he found antipathy toward
the use of statistical control. In a sense,
this antipathy may have more of a deep
seated quality than appears on the
surface.
In 1950 a group of representatives of
management and labor from the United
Kingdom and the United States of
America conducted a visit of business
firms in the United States to study management accounting under the auspices
of the Anglo - American Council on Productivity, which had been formed two
years earlier on the initiative of Sir Stafford Cripps, then the Chancellor of the
Exchequer in Britain, and Mr. Paul
Hoffman, then the Economic Cooperation Administrator in the United
States.* In reporting their findings, spe-

over time.2

Control of Causes
Rather Than Variances
Th e general role of chance in variance analysis sometimes is a long -run
situation and perhaps one that relates
more to the outside analyst than to the
internal manager.
Management may therefore be indifs Nicholas Dopuch, Jacob G. Birnberg and Joel
Demski, " An Extension of Standard Cost Variance
Analysis," The Accounting Review, July 1967,
p. 527.
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Exhibit 1
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Robert W. Koehler, op. cit., p. $5.
' Productivity Report, Management Accounting,
Anglo-American Council on Productivi ty, London,
1950, pp. viii, 21.
i

"American management has, as the
]mainspring of all its actions, the well founded belief that unit costs must be
reduced each day and every day, week in
and week out, year in and year out. This
habit of thought is so natural to American management and accountants that it
is taken for granted. They are aware
that, if the unit costs in real terms are
not continuously reduced, the standard
of living will not rise and the raising of
the standard of life is a religion to
Americans." 5

Certain writers who have dealt with
the subject of cost control involving
variance analysis indicate that usage of
variance as a device for cost control will
be governed.by such questions as "the
value of the information obtained." 6
Again, it is claimed that the value of
the information obtained by investigating the cause of variance may be compared with the cost of conducting the
analysis in determining whether or not
investigation should be made.'
A further analytical concept that
tends to vitiate any approach which
s Ibid., p. 7.
Harold Bierman, Jr., Lawrence E . Fouraker, and
Robert K. Jaedicke, "A Use of Probability and
Statistics in Performance Evaluation, " The Accounting Review, Jul y 1961, p. 414.
T Dopuch, et al., op. cit., p. 528.
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relies entirely on probability and which
tends to weaken the concept of randomness is suggested by Bierman, Fouraker
and Jaedicke in their concentration on
what they designate as the "unfavorable
variance" to the exclusion of a concentration on the "favorable variance." 8
Although these writers stress the probability of a variance resulting from
"random non - controllable" causes,
their suggested approach to deal with
unfavorable variances at least has a tendency (to the extent that probability of
random events might still be construed
to exist) to shift the normal curve to the
left of where it otherwise would be and,
in fact, might even cause a skewness in
the curve.
Therefore, since the present writer
relegates random events to those of very
short -run consideration and also to those
which tend to have an algebraic total of
zero over a long period of time, the assumption essentially becomes, because
of managerial attention to cost variances, that they have lost a great deal of
the random and chance qualities which
lend themselves to the usual statistical
treatment of variations under the normal curve of errors. For this reason, an
alternative approach may be suggested
for the managerial use of variance in the
control of costs.
Managerial Use of Variance
in Cost Control
The approach of the present writer
involves the significance of variance relative to the standard gross margin (i.e.,
the difference between sales and the
standard costs of goods sold).9 In Exhibit 1 is an illustration of the percentage relationship of variance to standard
gross margin, showing how a given
amount of variance ($5,000 in this case)
is highly important when the gross mar6

Bierman, at al., op. cit., pp. 414 -416.
Oswal d N ie lse n, "T he Nature and I mport ance of
Variance from Standard Cost of Producti on," Management Accounting, January 1969, pp. 16 -20.
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gin is small, and decreases in importance
as the gross margin for the business firm
increases. This is also illustrated graphically in Exhibit 1.
The relationship shown in Exhibit 1
between standard cost and variance may
be expressed by the equation:
Y = ax - 1
where:
y =The percent which the variance is
of standard gross margin
x =The standard gross margin
a =Any given constant dollars of
variance
In the specific case here:
Y= $5,000x - 1

It is seen from Exhibit 1 that the variance attaches to itself less and less significance as it becomes smaller relative
to gross margin. Putting it another way,
the larger the variance is relative to the
gross margin, the more important it is
that the causes for variance be analyzed
and eliminated. Therefore, a first approach might be to express the variance
in terms of differentiation.
In this case,
dy

-2

dx = ax
Thus as

dx

--.1

(Investigation and corrective
action is required.)

This applies for various low profit margin
operations that are to be conditioned.
However, as
and corrective
dx--*-0 (Investigation
action becomes unimportant.)
This tends to be true for companies
with high margins of gross profit.
The above can be illustrated as follows. In the manufacture of a specialty
product, such as a rudder bolt for a ship,
there is minimum concern about cost
variance. This product most likely is
made of a high quality bronze. It is machined to the designer's specifications.
The fact that gross profit margin is high

accounts for minimum inclination to incur the cost of eliminating variance. On
the other hand, small carriage and machine bolts are produced for household
and similar uses and sold at low gross
profit margins. Their production is designed so that there is a minimum of
opportunity for variance, in that production usually is closely controlled on automatic machines.
Another approach to the institution
of investigative and corrective action is
an adaptation of the one suggested by
Bierman, Fouraker and Jaedicke, which
they formulate in terms of the probability of random and non - controllable
causes. One might prepare a similar classification in terms of allowable cost for
investigation and correction. This cost
may be expressed in terms of the variance. As long as cost of investigation
and correction is less than the variance
there is inducement to eliminate the
variance. This applies particularly for
low rate of gross profit margin activities.
However, as the rate of gross profit margin increases, there is less inclination to
institute investigative and corrective action. There may be a better payoff in
pursuing some unrelated course of action.
Summary
The analysis of variance in terms of
probability statistics may be of short -run
consideration. For a longer run treatment, the analysis and control of variance will be in terms of the cost of correction of variance relative to the size of
it. The willingness to incur such cost becomes greater the greater is the size of
the variance relative to the standard
gross margin. Converselv, as the variance
becomes smaller relative to the standard
gross margin, the inclination toward incurring cost for investigation and correction diminishes.
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Purchase vs. Lease:
Computer Obsolescence
THE NET PRESENT VALUE OF A DEFERRED GAIN OR LOSS IS A SIGNIFICANT FACTOR IN DECISION- MAKING

By Howard M, Felt and
Donald T. Barsky
Prefect evaluation and decision - making
methods in the capital budgeting process are a major concern of financial
management and, accordingly, have received major attention in financial publications. Since the cash outlays and
inflows are typically spread out over time,
it is necessary to establish some means
to bring these events to a comparable
point in time in order to select the
optimal investment proposals. It is generally accepted thak the time - adjusted
cash flow methods (net present value
and discounted cash flow rate of return)

are the most meaningful guides to the
investment decision.
In a recent article in this journal ,
Dr. Donald H. Taylor discussed a quantitative approach (using the net present
value method) to the question of computer obsolescence in a purchase or lease
decision. The approach indicated that
by comparing the net present value of
the cash outlay under the purchase and
lease alternatives, the decision maker is
afforded economic information to assist
him in his choice. However, the analysis
omitted a significant factor that could
affect the decision. It is the purpose of
this article to incorporate this factor into
the analysis set forth by Taylor, therefore presenting a comprehensive approach to the problem, and to indicate
what, in the opinion of the authors, was
an inappropriate assumption on the part
of Taylor.

ent value of the deferred gain or loss
after taxes on the trade. The loss arises

in Taylor's first two illustrations (with
an assumed trade -in period of three and
five years, respectively) because the residual value of the asset is less than the
undepreciated cost (book value) at the
time of the trade -in. The deferred loss
has an economic value to the enterprise
since it would be added to the base of
the newly acquired asset.2 As a result,
the depreciation expense for federal income tax purposes is increased and, in
turn, the income tax expense is reduced.
The following model is used to calculate
the approximate value of the deferred
loss and incorporate it into the analysis:

Net Present Value of the Deferred
Loss
HOWARD M. FELT
is Associate Professor of Accounting,
Temple University, Philadelphia, Pa.
He is a CPA and received his B.S.
degree from Pennsylvania State University, an M.B.A. degree from the
University of Miami, and a D.B.A.
degree from the University of Southern California.

If all of the assumptians in Taylor's
article are accepted, there is a significant
omission in the analysis, i.e., the failure
to take into consideration the net presDonald H. Taylor, "Technological or Economic
Obsolescence: Computer Purchase vs. Lease,"
Management Accounting, (September, 1988) , pp.
49 -52.
Journal entry for trade -in (for tax purposes).

1

Asset (ne w)
Accumulated
depreciation
(old)

Cah
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Exhibit 1
NET PRESENT VALUE OF DEFERRED LOSS

Exhibit 2
NET PRESENT VALUE OF
DEFERRED LOSS

3 year trade -in cycle

5 year trade -in cycle
D = (10 +

+ 8) = 0.49092
55

D = (1 0 + 9 + 8 + 7 + 6 ) = 0.72727
55

D = C R3 = $100,000 $35,000 = 0.65
C
$100,000

D = C - Rs = $100,000 - $20,000 = 0.80
C
$100,000

U3 = C(D - D) = $100,000 (0.65 - 0.49092) = $15,908
Us = C(D - D) = $100,000 (0.80 - 0.72727)
= $7,273

t = 0.5
13 = 0.19100

t = 0.5
The cash saving from the unrecovered cost of the asset may be depicted as follows:

UhtD
+(I . h)2

Uht(D) 2
(1

...

(1 + ih)n

C
(-

substituting,
_ $15,908 (0.5) (0.49092) / (1 + .19100) 2
I 0.49092
1.19100

"

S _ $3,905 / 1.4185 = $2,753 = $4,684
1-4122
.5878
NOTE: For pedagogical reasons it is assu med that the tax benefit is received at the end of
the 3 -year period rather than at the end of each of the three years. This was necessary since
the sum -of- the - years' digits depreciation method, which results in a changing depreciation
rate, was used. If the straight -line or declining balance method were used, the annual benefit
could then be calculated. Therefore, each period represents three years.

=

(i.e., $48,650),3 the net present value
of the purchase outlay is reduced to
$43,966.4 There still remains an economic advantage to leasing rather than
purchasing although the difference is
less pronounced.
Application of the preceding methodology to Taylor's illustration for a
computer system which is traded in
every five years reveals the approximate
net present value of the deferred loss

=

=

=

=

=

=

+

=

i

Model:
= C ost o f a sse t
= Deprecia tion ra te
D = Estima ted decline in va lu e
h
= T he hold ing period
Ull = Unre covere d cost a t t he end of h
period
Cost of capita l
ih
cost of capital per h
(1 i)h
period
T a x ra te
t
Rh
Residu al value at the end of h
period
S„
Su m of a geometric series
Ist term of a geometric series
a
Ra te of cha nge
r

Accordingly, the approximate net present value of the deferred loss is +$4,684
(see Exhibit 1) . When this amount is
combined with the net present value of
the cost of purchasing before consideration of the value of the deferred loss,
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substituting,
_ $7,273 (0.5) (0.72727) / (1 + .3382) 2
S"
1
0.72727
1.3382

Uht(D)n

The sum of a converging geometric series is Sri = 1 a , therefore:
-r
UhtD
[(T+
lh) 2
Sri =
D
1
h

S"

is = 0.3382

3
The amount is — $48,841 in Dr. Taylor's article.
The difference is partially due t o an error in de preciat ion for the second year. The remaining difference cannot be determi ned wi thout the de tailed
calculations made by T aylor. See Table 1 for t he
computation of the net present value of t he cost
of purchasing before consideration of the deferred
loss.
' T here is an e rror fact or of 0.093, due t o t he assumption that the tax benefit is received at the end
of t he 3 -ye ar period. T his can be demonstrated as
shown in Table 1.

S _ $2,645 / 1.7908 = $1,477 = $3,235
"
1 -0 .5 4 3 4 6
0.45654

to be $3,235 (see Exhibit 2). When
the approximate net present value of
the deferred loss ( +$3,235) is added
to the purchase cost before consideration of the net present value of the deferred loss of (— $53,973),5 the decision
is shifted to purchasing (— $50,738 to
purchase versus — $53,708 to lease), as
shown in Table 2. The magnitude of the
error is greater when future decisions
are also considered.
Life for Depreciation Purposes

The above discussion, however, may
be pedantic. The selected depreciation
rate (D) would generally equal the estimated decline in value (D), and, therefore, the analysis would not incorporate
a gain or loss on the trade -in (U,,=0).
When a trade -in period of three or five
years is assumed the propriety of using
a ten year asset life for depreciation purposes, which does not incorporate obsolescence, is subject to question. The
selection of a cost allocation period that
differs from the assumed trade -in period,
i.e., the economic life, as was done in
Taylor's article, is contrary to accounting theory and Internal Revenue Regulations.e
5 This was — $54,147 in Dr. Taylor's article, again
due to the depreciation error and some unexplained difference.

Section 1.187 (a) -1(b) of the U .S. Treasury D epartment Income Tax Regulations states that
...
the estimated useful li fe of an asse t is not necessarily the useful life inherent in the asset but is
the period over which the asset may reasonably
be expected to be useful to the taxpayer in his
trade or business

6

...
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In Tables ; and 4 the asset life used
for depreciation purposes corresponds
to its useful life, after giving consideration to the obsolescence factor. By

amortizing the asset over a shorter period
of time (i.e., its estimated useful life
to the enterprise rather than Taylor's
assumed ten year life) there is a financial

benefit to the company in the form of
a tax saving, and thus the cost of purchasing is, in effect, reduced.
As indicated in Table >, under the

Ta b l e 1
NET PRESENT VALUE OF PU RCHASE COST
Ta x

va l u e

@ 50%

cash flows

fa ct or

@ 6%

- $100,000

1.0000

-$100,000
8,576

-

va l u e

$

X100,000

Net prese nt

After tax

Cash flow s
Pu rc h as e co! :t- initial

Pr e s e n t

s avings

35,000

.8900

7, 2 7 3

.8396

35,000

.8396

+

.9434

7, 28 2

+

7, 27 3

9,091
8,182

6,106

+

14 , 5 4 6

+

8,182

29,386

-

+

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

9,091

16 , 3 6 4

+

+

3

18 , 1 8 2

+

+

2

+

1

+

year

+

Ta x s a vi n g s d e p r e c i a t i o n

N e t p r e s e n t va l u e o f P u r c h a s e C o s t
befor e c o ns id erat ion o f de ferr ed I:)s s

- $ 48,650

+

+

yea rs 28 -30
ye a r s 3 1 - 0 0
Deferred los >

+$

515
261

.4400
.3700

132

.3100

68
34
18

.2600
.2100
.1700

22

.1100

15 , 9 0 8

N e t p r e s e n t va l u e o f p u r c h a s e c o s t

+
+
+
+

415

+

349
53 6 c

+

.5919
.5 3 0 0 c

490

229
97

+

23

.6651
.6274

973
816

+

45

73 6
662
589

1,1 45

41

+

67
34
17

.7050

+$

18
7
3

+

13 2

13 5
68
35

+

264

+

261

+

514

52 2

1,1 57

1, 0 1 3

+

1, 02 9

.7473

+

+

+

yea rs 22 - 24
year s 25 -27

1, 01 2

.7921

1, 30 2

+

+

yea rs 19 -21

2, 0 2 5

+

+

yea rs 16 -18

589

+

+

yea rs 13 - 15

1,1 78

+

+
+

+

ye a r
yea rs 10 -12

662

+

73 6

1, 32 5

1, 4 4 6

2

+

1,1 57

+

2,314
1,473b

+

1, 30 1

+

ye a r 7
ye a r 8

1, 44 6

+

+

ye a r 6

2, 89 2a
2,603

+

+

ye a r 5

+

+

d e f e r r e d l o s s ye a r 4

+

In c r e a s e d d e p r e c i a t i o n f r o m

+$

5, 1 2 1

-$

4 3 , 52 9

a.

In t h e " o - i r t h year 1 0 / 5 5 x $ 1 5 , 9 0 8 ( d e f e r r e d loss) i s a m o r t i z e d , 9 / 5 5 i n t h e f i f t h y e a r , 8 / 5 5 i n t h e s i x t h y e a r .

b.

In t h e s e ve n t h year 1 0 / 5 5 o f u n a m o r t i z e d d e f e r r e d l o s s ( 5 5 / 5 5 - 2 7 / 5 5 x $ 1 5 , 9 0 8
ni n th yea r.

c.

Th i s a n d t h e n e t p r e s e n t va l u e f i g u r e s w h i c h f o l l o w w e r e d e t e r m i n e d o n a n a n n u a l b a s i s a n d t h e n c o m b i n e d t o s i m p l i f y t h e t a b l e . T h e
p r e s e n t va l u e f a c t o r s a r e a n a p p r o K i m a t i o n o f t h e a c t u a l f a c t o r s u s e d i n t h e c a l c u l a t i o n s .

=

$ 8 , 0 9 9 ) , 9 / 5 5 i n t h e ei g ht h y e a r, 8/ 5 5 i n t h e

Ta b l e 2
FIVE YE A R TR A D E -I N C YC L E ( TE N YE A R D E P R E C IA TI ON P E R IO D )
Pr es en t

Net p re s e nt

s avings

Ta x
After tax

va l u e

va l u e

Cash flow s

@ 50%

cash flows

fac tor

6%

- $100,000

$

- $100,000

1. 0 0 0 0

- $100,000

9,091
8,182

.9434
.8900

8,576
7, 28 2

7, 2 7 3
6,364

.8396
.7921

5, 4 5 4
20,000

.7473

Ca s h p u r ch a s e
Purc h as e c os t initi al ou tlay

-

+
+
+
+

+
+
+

.7473

+

5, 4 5 5

20,000

+

7, 27 3
6,363

+

14 , 5 4 6
12 , 72 7
10 , 90 9

9,091
8,182

+

16 , 3 6 4

+

18 , 18 2

6,106
5,041
4,076
14,9 4 6

-

year
5
R e s i d u a l va l u e

+

4

+

y ear

+

2
3

+

1

ye a r
y ear

+

year

+

Tax s avi ng s - d ep re cia ti on

Ec o no m i c c o s t b ef ore c on s i de ri ng n et
-$

p r e s e n t va l u e o f d e f e r r e d l o s s

53,973

E s t i m a t e d n e t p r e s e n t va l u e o f t h e

Leas e
Ye a r 1 - 5 a n n u a l r e n t a l
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+

de f e r r e d l o s s

-$

25,500

$12,750

-$

12,750

4.2124

3,235

-$

50 , 7 3 8

-$

53 , 7 0 8
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Table 3
T H R EE YEAR T R AD E - IN C YC LE

Af t er t ax
cash flows

Present
value
fac tor

Net present
value
6%

- $100, 000

1. 0000

- $100, 000

16, 250
10, 833
5,417
35, 000

. 9434
. 8900
.8396
. 8396

15, 330
9,641
4,548
29, 386

@

Cash flows

T ax
savings
050%

+

+
+
+

+

+

+

16,250
10, 833
5,417

+

32,500
21,667
10,833
35,000

-

+

+

+

+

- $100, 000

-

Purchase cost initial outlay
Tax savings depreciation
year
1
year
2
year
3
Residual value

$

Cash purchase

- $ 41,095
Lease
Year 1 -3 annual rental
'S100,000 cost - estimated residual value

- $ 25, 500
$35, 000

=

$12, 750

-$

12,750

2. 6730

- $ 34, 081

Af t er tax
cash flows

Present
value
factor

Net present
value
@6%

- $100, 000

1. 0000

- $100, 000

13, 333
10, 667
8, 000
5,333
2,667
20,000

. 9434
. 8900
. 8396
. 7921
.7473
. 7473

12,578
9, 494
6,717
4, 224
1,993
14,946

$ 6 5 , 0 0 0 x3 1 6 = $ 3 2 , 5 0 0 .
$65, 000 x 2/ 6 = $21, 667
$65,000 x 1/ 6 = $10,833
$65, 000

Table 4

-

+
+

+

+

+

+
+
+

+
+

13,333
10,667
8, 000
5,333
2,667

+

+
+
+

+

+

t

26,667
21,333
16,000
10,667
5,333
20, 000

$

- $100, 000

Purchase cost initial outlay
Tax savings depreciation
'year 1
year 2
year
year 4
year 5
Residual Value

@

Cash flows

-

Cash purchase

Tax
savings
50%

+

F IVE YE AR T R A D E - IN C YC LE

-$

50,048

Lease
Year 1- 5annual rental

- $ 25,500

•$100,000 cost - estimated residual value $20,000

assumption of a three year life a $7,014
difference exists in favor of leasing (compared with a $14,875 difference in Taylor's article). If a five year life is assumed
the economic cost of purchasing is less
than the cost of leasing the computer
( see Table 4) . However, by depreciating
the asset over ten years, as Taylor did,
the decision was in favor of leasing.
Thus, the assumption of the period over
which the asset cost is depreciated can
influence the decision. The authors be-
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= $80,000
$80, 000
$80,000
$80, 000
$80,000

$12, 750

- $ 12, 750

4. 2124

- $ 53,708

x 5/15 = $26,667
x 4115 = $21, 333
x 3115 = $16, 000
x 2/ 15 = $10, 667
x 1/ 15 = $ 5,333
$80, 000

lieve the proper period over which the
cost of the asset is to be allocated is the
estimated useful life. However, if there is
a difference between the IRS allowable
depreciation rates and the taxpayer's estimate, the model as presented herein is
applicable. This difference could arise if
the recommended life per the IRS
Guideline lives is not applicable to the
taxpayer's business, or if the taxpayer
has insufficient experience to establish
the rate selected.

Summary
The main points of this paper were:
(1) a quantitative approach to the problem of computer obsolescence in a lease
or purchase decision is incomplete unless the net present value of any deferred
gain or loss on the trade -in is given consideration in the analysis; and (2) the
period over which the asset cost is allocated would normally correspond to its
estimated useful life to the enterprise.
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Contribution Margin i n
Decision Making
HOW TO DECIDE WHAT THE EXTRA REVENUE WILL COST

By Bruce L. Milligan

a

The average monthly statements of a
business concern present a myriad of
figures. These are essential to company
officers to know the present position of
the concern and to chart a course for the
future.
The interpretation of these figures,
however, is not so simple. The untrained
manager can make decisions which will
have immediate and long -term unfavorable impact on the success of his firm, if
lie misinterprets the data in such statements.
For instance, a decision must be :made
whether or not to purchase a piece of
equipment that will increase production
by 10 units a day. Questions arise such
as: What is the extra 10 units per day
worth? I-low long will it take for the
extra production to pay for the equipment?
Suppose that the monthly income
statement shows an average profit before
taxes of $35.00 per unit. This could be
interpreted as meaning that 10 units additional production per clay would give
an extra daily profit of $350.00 or $105,000 for 300 -day year. Such an interpretation, however, does not give a true picture because the profit from these extra
units would be the extra units times the
contribution margin per unit- -not
times the average profit.
The purpose of this article is to point
up some of the various uses for the concept of contribution margin in profit -related decision making that is undertaken
MANAGEMENT ACCOUNTING /OCTOBER 1969

by management on a daily basis. Selected problems will be analyzed in an
attempt to show the value of the contribution margin concept in avoiding the
faulty analvsis of financial data illustrated in the above example. Attention
will be directed to:
1. General Contribution Margin Applications
2. Contribution Margin in Sales and
Marketing Decision Making
3. Contribution Margin in Operations
Decision Making
The discussion will be concerned primarily with the use of contribution margin in the paper industry. Nevertheless,

No r t h e a st e r n W i sc o n si n Chapter
1968, is Manager —Mill Accounting,

Nicolet Paper Co., a Division of Philip
Morris Industrial, West De Pere, Wis.
Ile received a B.S. degree from North
Central College, Naperville, Ill., and is
currently irorking toward an M.B.A.
degree. Mr. Milligan n,as formerly Assistant Plant Controller at Bucyrus Erie Co., South Mihraukee, Wis.

the principles illustrated are equally applicable in most other major types of
industry. The examples cited are based
on actual experience in an operating paper mill. The specific figures used in the
examples have been modified in order to
avoid disclosure of sensitive cost and
profit information. These modifications,
however, do not detract from the points
illustrated.
Determination of contribution margin involves an elementary calculation.
Contribution margin is simply the difference between net sales and direct
costs. Direct costs include those labor,
material and burden costs which vary
linearly with volume and /or are an integral part of the finished product. Contribution margin, becomes a particularly
useful analytical tool when expressed in
terms of percent or per machine hour.
In the example shown in Table 1 two
grades of paper (release and backing) are
illustrated in order to demonstrate the
unique relationship of margin percent
and margin per hour.
An analysis of the two grades indicates
that throughput per hour (the amount
of paper made in an hour) accounts for
the difference. The price of release paper
is much higher than that for backing
paper; however, the difference in price
does not offset the lower throughput on
the release paper.
The example indicates that although
margin percent and margin per hour are
both acceptable indicators of profitability, margin per hour is the prime determinant of whether a grade is good, bad
33

ber of tons required to be sold can be
calculated with the following formula:

Table 1
PER C EN T AN D PER H OU R

Required sales
Fixed costs. + Target net income
Contribution margin /Ton

—

C ON T R I BU T I ON M AR G I N S

Backing

paper

paper
$

18.81
11.96

10.39
4.24

$

29.20
16.20

Difference

Assume:
Fixed costs
Target net income
Contribution margin /Ton

-

-

$

A Net selling price
B Direct costs
C Margin dollar (A -B)

Release

6.15

6.85

-

13.00

Margin percentage (C-A)

44.5%

36.4%

8.1%

$202. 00
1551#

$320. 00
467 9#

$118. 00
312 8#

-

D

-

-

F Margin/ H o ur
G Pr oduc ti on per hour

$7,400,000
$6,000,000
$175

then:
$7,400,000 + $6,000,000
$175
= 76,571 tons

Note the release paper yields a margin of 44%. The percent margin on the backing paper is
substantially lower; note however, that the reverse is true for the margin per hour.

or mediocre. This is particularly true in
the paper industry where available paper
machine hours is the major limiting production factor.
Expressed in another way, the example in Table 2 pointedly illustrates the
profit impact of margin per hour differences over a 24 -hour period.
Margin percent and margin per Hour
are essential to good profit- related decision making. Each has value as an analytical tool. The remaining discussion is
devoted to examples of how these tools
can be used.
General Contribution
Margin Applications
BREAK -EVEN POINT
Break -even point for a paper mill can
be ascertained very quickly by using contribution margin (percent) in the following formula:
Break -even point
=Fixed cost = Contribution margin.
Assume:
Fixed costs
Average percent margin
Average margin per ton

$7,400,000
37.3%
$175

then:
$7,400,000 =
.373

$19,733,000

Therefore, with fixed costs of $7,400,000 and an average contribution margin

of 37.3 percent, sales of $19,733,000 are
required to break even.
or:
$7,400,000
$175 /Ton = 42,285 tons

Therefore, with fixed costs of $7,400,000 and contribution margin per ton of
$175, it is necessary to sell 76,571 tons
of paper to achieve target net income of
$6,000,000.
The impact of a reduction in selling
price on margin and tons sold (as regards achievement of target income) is
illustrated in the following:

Therefore, with fixed costs of $7,400;
000 and an average contribution margin
per ton of $175, sales of 42,285 tons of
paper are required.

With I%
Assume:
Current S.P. Red'n.
Average selling
price / Ton
$800
$792
Average direct
cost /Ton
625
625
Average
margin /Ton
$175
$167
then:
$7,400,000 + $6,000,000
$167
= 80,239 tons

MARGIN OF SAFETY

Margin of safety, i.e., the percentage
drop in sales which will bring the profit
level to the break -even point, can be
ascertained by using contribution margin in the following formula:
Margin of safety
= Net income _ Contribution margin
Assume:
Net income
Margin

$ 6,000,000
$17,000,000

then:
$6,000,000 _ 35.3%
$17,000,000
Therefore, with net income of $6,000,000 and margin of $17,000,000, sales
may decrease only 35.3 percent before
losses will be sustained.
TARGET NET INCOME

Given a desired net income, the num-

Therefore, with a simple one percent
reduction in average selling price per
ton and target net income of $6 million, it is necessary to sell 3,668 more
tons of paper to just hold the line on
income. Note that this represents substantial additional mill operating days,
even for a large mill.
Such a one percent net price decrease
can result from increases in discounts,
allowances, returns and freight, as well
as reductions in list price. Obviously, the
converse is true of a price increase.

Table 2
TH E PR OF I T I M PAC T OF M AR G I N D I F F ER EN C ES

Difference

34

Dollar
margin

Percentage
margin

Dollar
margin
per hour

$10, 869
21,12 3

6,030
13,43 1

$4, 839
7,69 2

44.5%
36.4

$202
320

$10,254

7,401

$2, 853

1 8.1 %)

$ 118

Total
salable
pr oduct i on

Net uni t
selling
price

Net
sales

24
24

37, 224#
112, 296#

$29. 20
18.8 1

75, 072#

($10.39)

$

Release
Backing

Dir ect
cost

Hours
run
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Table 3

If contribution margin is known, the
change in income forthcoming from a
contemplated change in sales volume of
a particular grade of paper may be easily
calculated, as is shown in Table 3.

PROFIT CON'T'RIBUTION
BY GRADE OF PAPER

The concept of contribution margin
is also a useful tool in controlling profitability erosion of various grades of paper
in a mill's product line. The grid
shown in Tab'e 5 is a hypothetical profitability analysis of a greaseproof grade of
paper, comparing sales in 1967 vs. 1968.
Note that both contribution margin
percent and dollar margin per pound
significantly decreased in 1968 due to
reduced unit sales of the more profitable
classes of the grade (P.C. 1 and 2); reduced average net selling prices across
the board; and substantial erosion of
margin percent and dollars in P.C. l . As
a result of these changes, pretax income
on sales of this grade would have been
560,000 less in 1968 than in 1967.
MANAGEMENT ACCOUNTING /OCTOBER 1969

13% Increase
in volume

13% Decrease
in volume

Sales
Direct costs

$15,090
9, 460

100.0
62.7

$17, 090
10,715

$13, 090
8, 205

Margin
Period costs

$ 5,630
3, 630

37.3

6,375
3, 630

4,885
3, 630

Net income

$ 2,000

$ 2,745

$ 1,255

Note that a 13 percent increase in sales results in a 37 percent increase In net Income;
also a 13 percent decrease in sales results in a 37 percent decrease In net income. This
leverage is most dramatically illustrated through use of contribution margin concepts.

Table 4
SALESMEN 'S PERF ORM ANC E
Salesman
Adams

Baker

Total

Percent quota

120%

72%

96%

Gross sales
Sales returns

$120, 000
6,000

$70,000
5,000

$190,000
11, 000

Net sales
Direct/Variable costs

$114,000
82 ,200

$65, 000
36, 400

$179,000
118, 600

31, 800
(27.9%)

$28, 600
(44.0%)

60, 400
(33.7%)

600
500
14,000

300
450
12, 000

900
950
26, 000

16,700

$15,850

32, 550

Marginal income
Other costs:
Ent ert ai nment
Aut om obi l e
Salary
Salesman's contr i but ion
Profit contribution as
percentage of sales

13.9%

$

The concept of contribution margin
can be utilized to control and evaluate
salesmen's performance as illustrated in
Table 4.
The ultimate measure of a salesman's
effectiveness is the long -run profit contribution that lie makes. His performance should not be gauged exclusively
by sales volume or percent of quota
made. Table 4 illustrates that the marginal contribution of the grades a salesman pushes (27.9 percent for Adam and
44.0 percent for Baker) significantly
affects his personal contribution.
The example in Table 4 also illustrates that misdirection of sales efforts
toward low- margin grades is much more
costly to the mill in terms of opportunity costs than the relatively small savings that can be wrung out of penny pinching on travel and entertainment.
This is particularly true in a firm where
each salesman has substantially higher
sales volume than in the above illustration.
It should be noted that an effective
way to make salesmen more profit conscious is to tic commissions, bonuses or
salary increases to marginal contribution
as well as net sales increases.

Per
cent

$

PROFIT CONTRIBUTION
BY SALESMEN

Present
volume

$

Contribution Margin in
Sales and Marketing
Decision Making

IN C OM E CH AN GES DU E TO SAL ES VOLU M E C H ANG ES

$

PROJECTING INCOME CHANGES

22.6%

17.1%

Table 5
A PR OBAB I L I T Y AN AL Y SI S
Product Code No's.
T ot al
greaseproof

1

2

3

4

1000
1000

400
300

400
200

100
200

100
300

40
30

40
20

10
20

10
30

Pounds
(00' s)

'67
'68

Percentage of
total pounds

'67
' 68

Average price
per pound

'67
'68

25. 30
24.60

27
26

25
25

23
23

22
24

Margin
percentage

'67
'68

38.2
36.2

40
38

38
38

35
35

35
36

Margin dollar
per pound

'67
'68

Margin dollars
(00's)

'67
'68

100.0
100.0

9. 70
9. 10
9,675
9,075

Using the contribution concept, the
same kind of analysis can be done for
various grades by customer, territory,
end -use, etc. -in order to recognize and
correct profit eroding conditions as they
develop.
In summary, it is apparent that profitability is directly affected by not only

10.80
9. 90
4320
2970

9. 50
9. 50
3800
1900

8. 05
8. 05
805
1610

7.70
8.65
770
2595

changes in tons and /or dollars shipped
but by the mix of grades sold and by
changes in the contribution margin
within each grade.
PRICING

Despite the fact that prices are largely
determined as a function of type paper,
35

After listing all of its various grades of
paper in order of margin per paper machine hour, management of a firm might
feel that the lower margin grades should
be dropped from the product line: This
is an interpretation which warrants
further attention.
As long as paper is sold at a price
which covers direct, variable and programmed fixed costs, and makes even a
minimal contribution to capacity fixed
costs, it should not be dropped— assuming it cannot be replaced by more profitable grades.
Contribution Margin in Operations
Decision Making
The concept of contribution margin
is also an effective tool in both analyzing
the reasons for operating standard vari36

M AR G I N AL C O N T R IBU T IO N OF D I F F E R E N T GR AD ES OF PAPER

250, 000

60, 000

40,000)

30,000)

(100,000)

$

Total
2250
Mach. hr.
marg. $137
900,000
(490,000
310, 000
(

(

(Supervisors, overtime, etc.)
Capacity fixed costs:

400,000
(340,000)

(

Contr. margin
Programmed fixed costs:

$

500, 000
(250, 000)

Grade B
1000
Mach. hr.
marg. $60

70,000)

80,000)

(180,000)

$( 50, 000)

6 0, 000

(

Sales
Direct/Var. costs

Grade A
1250
Mach. hr.
marg. $200
$

Paper
Machine hours

NET I NC OM E

110, 000

$

Depr'n., Inc., taxes, etc.)
$

If Grade "B" is dropped from the product line, the following will be the impact on total
net income:
Keep
Grade "A"

Drop
Grade "B"

Difference

$900,000

$500, 000

—$400, 000

Direct/Var. costs
Progr, fixed costs
Cop'y fixed costs

$590, 000
70,000
180,000

$250, 000
40, 000
180, 000

—$340,000
30,000

Total expenses

$8 40, 000

$470, 000

—$370,000

NET I NC OM E

60, 000

30, 000

—$ 30, 000

—

—

Sales

$

1. Competitive bidding situations. A
mill's own direct costs may be the
best available basis for judging what
a competitor's costs are.
2. Entry into an established market. A
mill must ultimately and systematically recoup all costs. Before entering a market where the price of a
grade of paper is already established,
the mill must ascertain how much
direct cost is allowable to order to
cover period costs and yield an acceptable profit.
3. New grade or application. Prices
must be established from scratch.
After determining expected direct
costs and variable overhead, a
markup factor can be applied to set
a target selling price which yields a
contribution margin consistent with
the mill's policy.
4. Which grades to push /De- emphasize /Drop. By ascertaining the relative marginal contributions, manage lrient is able to determine which
grades should be pushed, de- emphasized and /or phased out (see Table
6) . It is most desirable that the
various grades be rated in terms of
margin per paper machine hour.
This is essential in that mills are, in
effect, selling paper machine time
rather than paper. Obviously, sales
efforts should be directed to high
margin per hour papers.

Table 6

$

kind of customer, and ability of competitors to react (in the long run), the
concept of contribution margin can be
a useful tool in establishing short -run
prices. Marginal contribution is a factor
in price setting in the paper industry
under three conditions as follows:

T he above illustration is not intended t o imply that a problem does not exist. Clearly this
relationship demands that attempts be made t o either Improve "B's" marginal contribution
or develop more profitable substitute grades to replace "B ".

ances and establishing the profit impact
of such variances. The following examples illustrate the degree to which margin is affected as a result of operating inefficiencies.
PAPER MACHINE SPEED

Machine speed is one of the prime
determinants of margin per hour. The
example in Table 7 demonstrates the
dramatic margin changes which can be
effected through nominal machine speed
increases; speed decreases have an
equally dramatic unfavorable effect on
margin.
If an average speed of a paper machine
is 600 fpm, a simple one percent increase in average speed (6 fmp) on all
grades would have a substantial effect
on annual profits (with no additional
operating days) as illustrated in the following example:
Assume:
Sales
$ 20,000,000
Margin
$ 8,000,000
Net income
$ 2,500,000
Ratio of fpm increase to margin increase: 7.8 to 12.2 (1.0 to 1.6)
then:
(.016) x (8,000,000) = $128,000
$128,000 - $2,500,000 = 5.1%

Therefore, given a one percent increase in running speed, a 5.1 percent
increase ($128,000) in net income
would result. A one percent decrease in
speed would have an equally dramatic
contra effect on income.
DOWNTIME

Particularly with paper machines,
downtime for any reason (startup, shutdown, cleanup, changeover, squirt up,
pitch cleaning, wire patching, changing
wires and felts, etc.) has a very significant effect on margin.
RUN SIZE
The concept that run size has a direct
bearing on margin per hour is illustrated
in the example shown in Table 8.
Assuming 52,840 available paper machine hours, doubling run size will increase annual net income by $1,321,000.
Obviously doubling of run size is not a
realistic goal for most mills. However, it
is apparent that even nominal average
run size increases can yield significant
additional profits. Such increases can be
effected through better coordinated
order acceptance and scheduling
practices.
Not reflected in Table 8 are other
economies such as decreased percent
MANAGEMENT ACCOUNTING /OCTOBER 1969

Table 7
MACH I NE SPEED — EFF ECT ON MAR GI N
Paper Machine Running Hours = 22

50. fpm increase:
Current running
speed:

Speed
fpm

Throughput per
hour

Net
sales

Direct
costs

Dollar
margin

Percentage
margin

Margin
per hour

685

86, 240

35,780

19, 400

16, 380

45.7

744

635

80, 000

33, 200

18,600

14,600

44.0

663

50

6, 240

2,580

800

1,780

1.7

81

Difference

Note that a 7.8 percent (635 to 685) increase in running speed results in a 12.2 percent
Increase in margin per hour. On the additional sales due to the speed increase, the margin Is
69. 0 percent. This leverage is achieved as a result of labor and burden costs not being
linearly related to increased throughput.

Table 8
EF F EC T OF R U N SIZ E
R u n " X"

Ru n " Y "

Ru n " Z "

Changeover /Clean -up hours
Running hours

1
11

1
22

1
44

Total production hours

12

23

45

24,167
18.67
4,512
376

48,334
18.67
9, 023
392

96, 668
18.67
18,047
401

Pounds produced
Margin per pound (0)
Margin for run ($)
Margin per hour ($)

is

Note that when run sizes are increased, changeover /cleanup time reduced as a percent
of total production hours. This accounts for the $25 per hour margin increase resulting from
doubling run size.

broke, sewer loss, makeready, higher
average speed, etc., which are directly
associated with longer runs and have an
equally significant impact on margin per
hour.
MAK ER EA DY

Makeready paper is generated at the
start of every new run and results from
the inability of papermakers to immediately bring the quality of the paper up
to specification. Off - quality (make ready) paper includes substandard paper
resulting from basis weight, color, moisture, formation and turp variations. The
amount of off- quality paper generated
has a marked effect on profitability.
BROKE

Broke paper includes that which is
trimmed off the edges of rolls; paper
which is sufficiently off - quality as to be
unsalable; side and stub rolls which cannot be cut to salable dimensions; and
other unsalable paper which is generated in the middle of runs due to mechanical difficulties. This paper must be
returned to beaters for re -use.
Despite the fact that broke seems to
be a necessary evil of the paper industry,
every effort should be made to minimize
MANAGEMENT ACCOUNTING /OCTOBER 1969

it. Without qualification, it is one of the
most costly reflections of operating and
scheduling inefficiency. The fact that
the percent broke generated from run to
run (even on the same grade of paper,
machine, etc.) varies substantially indicates that it is controllable.
It is not unusual in a glassine and
greaseproof mill, for example, to experience 14 -15 percent broke as a normal
average. The profit impact of a simple
one percent reduction in broke on an
average deckle paper machine is illustrated in the following example:
Assume:
Standard cost /Ton of
paper
Salvage value of broke
Out of pocket cost/ Ton
of broke
Annual production
capacity /Paper machine
Reduction of broke by
one percent

$360
140

Annual additional margin generated:
$220 + $240 x 150 = $69,000
If a mill has several paper machines,
the additional margin (including out -ofpocket costs) generated from a simple 1
percent reduction in broke (example:
15 percent to 14 percent) can obviously
be quite significant.

Additional Rewinding
After paper is formed and calendered,
it is necessary to rewind (slit) it to salable roll widths. Frequently it is necessary to double or triple rewind the paper.
Such additional rewinding is required
under the following conditions:
1. Salvage rewinding of otherwise unsalable side/stub rolls and substandard paper.
2. Cutting back finished paper to narrower widths in order to meet immediate customer requirements.
3. Normal (scheduled) rewinding of
paper sold in abnormally narrow
widths.
Due to the additional broke loss, labor and burden costs, indiscriminant
double winding can have a significant
depressing effect on margin as illustrated
in Table 9.
Another example of a situation
wherein management is confronted with
the option of selling paper in wide rolls
or double rewinding to smaller width
rolls is illustrated in the following example. This kind of "sell or process further" decision is encountered not only
in double rewinding but also in special
wrapping, palletizing, sheeting, trimming, and /or any converting operation.
Assume:
Ten tons of paper in 60 inch width
rolls can be sold after single rewinding
for $450.00 per ton or double rewound
into 4 inch width rolls at a cost of
$100.00, and sold for $465.00 per ton.
Expected trim/ broke loss is 400 pounds
(0.2 ton).
Then:

$220
15,000 tons
150 tons

Average margin per ton of
paper
then:
Annual out of pocket cost savings:
150 tons x $220 = $33,000

$240

Sales of single
rewound paper =
$4,500
(10 tons x $450)
Sales of double
rewound paper =
$4,557
(9.8 tons x $465)
Direct cost of double
rewinding (net salvage) ( 100) 4,457
Disadvantage of
further processing
$ 43
37

PURCI IASE/ REBUILDING OF
MACHINERY AND EQUIPMENT

The use of the contribution concept
is of great value to management in making decisions that affect the future
growth and well -being of the company.
Decisions relating to capital investment
can be made with greater facility
through contribution margin analysis.
The following simplified example,
which evaluates the desirability of expanding the capacity of a coating machine, illustrates this point:
Present 3- Station Coater:
Capacity -3,000 tons per year
Average selling
price per ton
Direct /Variable cost
per ton
Contribution margin
per ton 23.7%

(

Total contribution
margin (3000 x $190)
Total fixed costs
includes GA &S, etc.)
Pre -tax income 12.0%

38

$800
610
$190
$570,000
$280,000
$290,006

Ta b l e 9
EFFEC T OF DOUB LE RE W IND IN G
Results
re w i n d i n g

To t a l r u n
af t e r do u b l e

re s ul t s

part

re w i n d i n g

Po u nd s pro d uc e d

88,0 2771

47,86871

80, 629 71

Net s al es

$18,472

$10,080

$16,836

11 , 25 2

7,480

11 , 3 7 1

7,230

2,600

$

Ma rg in / Ho ur

5,465

39 . 1 %

25 . 8 %

32.5%

344

197

260

$

$

Mar gin do lla rs
Mar gin pe rc e nta ge

$

Dire c t c os ts

$

Or i g i n al r u n

$

of double

N o t e t h a t m a r g i n p e r ho ur on t h e re - r ew o un d p ar t o f th e run w as de pres s ed 42 .7 pe rc ent
to $ 1 97 . M ar g in fo r t he to t al ru n w as de pr e s s e d 2 4. 4 p er c en t t o $ 5, 4 65 .

Proposed 5- Station Coater:
Capacity-5000 tons per year
Net sales (5000 x $800)
$4,000,000
Direct /Variable costs
(5000 x $610)
Contribution margin 23.7%
Total fixed costs (includes increased taxes,
depreciation, insurance,
supervision, etc.)
Pre -tax income 14.0%
Pre -tax income
increase
($560,000 - $290,000)

3,050,000
950,000

$

Clearly, there is no economic advantagc to double rewinding the 60 inch
width rolls. However, there may be advantage to double rewinding if: The
price of 4 inch rolls can be increased,
the cost of double rewinding can be reduced, and /or the broke /trim loss can
be reduced.
The assumption above is that small
rewinder time or other facilities are
available for "process further" alternatives. If rewinders, etc. are not available,
the decision becomes one of whether or
not they should be acquired in order to
secure the premium from additional
processing. If existing capacity is already
in use, analysis can also be extended to
include determination of the most profitable utilization of available time.

390,000
560,000

$ 270,000

If the cost of expanding the capacity of
the coater is $1,350,000, then the payback period is:
$1,350,000 = 5 years
$ 270,000
Management would probably feel that
20 percent payback (5 years) is satisfactory and the coater should be expanded.
However, if the addition of 2- stations
would result in increased capacity to
4,000 tons per year, a different decision
would be indicated, as follows:

Total contribution margin
(4000 x $190) 23.7%
Fixed costs (are the
same at 4000 and 5000
tons /year)
Pre -tax income
Pre -tax income increase
($370,000- $290,000)

$760,000

$390,000
$370,000
80,000

Payback period = $1,350,000
$ 80,000
= 16.9 years
Management would probably feel that
six percent payback (16.9 years) is not
satisfactory and reject expansion of the
coater.
Conclusion
There are other more sophisticated
techniques than payback to evaluate the
desirability of a proposed capital project.
These include the discounted cash flow
methods. However, the above illustrations are intended to simply point up
the usefulness of the contribution concept in ascertaining income increases
which are necessary to evaluation regardless of whether payback or other methods are employed.
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Budgeting Foreign
Exchange Losses
BUDGETS CAN BE MADE TO SHOW THE TRUE RISK AND COST OF OPERATING ABROAD

By Alfred M. King
Typically in many foreign countries,
particularly in Latin America, the value
of the local currency depreciates quite
rapidly relative to the United States
dollar. For those American corporations
having subsidiary operations in these
areas, the question of recording devaluations as they occur has been
covered quite well in the literature. The
question of anticipating these losses
through budgeting does not appear to
have received the same attention.
If it is apparent that continued inflation and concurrent devaluations are
likely to continue in a particular country, it is only prudent to anticipate such
actions in budgeting and forecasting. In
a typical long -range plan, or even an
annual budget, the assumption usually
is made that a loss on devaluation would
be an extraordinary or non - recurring
item and thus is not explicitly forecast
in numerical terms. But if devaluations
are really likely to happen it is not wise
to adopt an ostrich -like attitude and
pretend that a devaluation would be
totally unexpected. It is both possible
and feasible to set up long -range plans
and short -range budgets in such a way
that the financial effects of continued
inflation (and subsequent devaluations)
can be anticipated and analyzed.
In this article it is not possible to
cover the specific foreign exchange requirements and tax implications, both
abroad and in the U.S., of any particular
country at a particular time. Rather, we
MANAGEMENT ACCOUNTING /OCTOBER 1969

will cover a theoretical approach; modifications necessary for particular countries can be handled quite easily on a
company by company basis.
Accounting Assumptions

It would be well to state explicitly at
this point some of the assumptions on
which accounting for foreign operations
is usually based. The generally accepted
practice of translating current assets and
current liabilities denominated in local
currencies at the current exchange rate
is sound. The assumption is made that
current assets and current liabilities
could easily be liquidated; if the funds
then came back to the U.S. they would
do so at the current rate.
A second assumption, with the status

ALFRED M. KING

Racine-Kenosha Chapter 1964, is
Controller, The American Appraisal
Co., Milwaukee, Wis. He received
his A.B. and M.B.A. degrees from
Harvard University, Cambridge, Mass.
Mr. King was awarded an NAA Cer.
tificate of Merit in 1965 -66 and another one for this article in 1968 -69.

of a generally accepted accounting
principle, is that fixed assets (land,
buildings, and machinery) and related
depreciation are to be translated using
historical rates of exchange in effect at
the time the assets were acquired. This
concept presents some difficulties because the local books of a subsidiary
cannot be related to the U.S. dollar
translation on the parent company's
books without access to the historical
working papers. Work papers must be
kept relating the costs and accumulated
depreciation accounts in both U.S. currency and local currency for - virtually
each asset classification by year of
acquisition. The net result of utilizing
this accounting assumption is that the
local management of a foreign subsidiary
cannot tell, by inspection of its own
records, whether the current year's financial budget, or actual statements for
that matter, show a loss or profit in dollars. Without the historical records at
the Home Office, it is impossible to
relate local depreciation expense to the
much higher dollar conversion.
The idea of translating fixed assets at
historical rates derives from the assumption that at the time of a devaluation so- called "fixed" assets do not lose
value relative to the U.S. dollar cost. A
building that cost 10,000 local currency
units (L.C.) and which was worth
$5,000 U.S. last year when it was bought
is still assumed to be worth $5,000 U.S.
if the exchange rate goes from 2:1 to
3:1. Should the 10,000 L.C. cost be
translated at the new 3:1 ratio, equalling
39

Exhibit 1
LOSS THROUGH DEVALUATION
Translation
ratio
2:1
3: 1

$1500

$750

$500

Net fixed assets

500

250

250

$10 00

$750

Total assets

$2000

Current liabilities
Current liabilities

—

Current assets

Local
currency
Owed locally
Owed in U.S, dollars

Total current liabilities
Net worth (prior to devaluation)
Loss on devaluation

Loss on devaluation:
Not worth in dollars
Less net fixed assets in dollars

$500
250

At risk in local currency

$250

Total net worth

Reduction in value of local currency due to devaluation: 1/ 3 x 250

-

Total Iiabilities and net worth

40

$10 00

$5 00

$333

$10 00

$5 00

$333

1000

500

500
83

$1000

$5 00

$417

$2000

$1000

$750

$83 loss

worth thirty-three cents, a drop in value
of 33 -V3 percent.
This devaluation means that the net
assets in the local currency are now
worth proportionately fewer U.S. dollars. The amount of the loss recognized
immediately is dependent on what
assets and liabilities are considered to
have been exposed to a change in value.
This is why the accounting principles
discussed above are so important.
If the assets at risk in a foreign country are cash, receivables and inventory
minus local currency liabilities, then
one course of management action appears sound in an inflationary economy,
i.e. reduce current assets, increase local
borrowing, and invest in fixed assets.
Alternatively, if we consider that all
assets, current and fixed, are going to
suffer a loss in value, then it may be
prudent to concentrate on increasing local borrowing regardless of the type of
assets the money is invested in.
U.S. management should view all
assets abroad as being at risk, regardless of accounting conventions that
distinguish between "current" and
"fixed" categories. The reason all assets
are at risk is because even though under
current accounting procedures the
books of account do not show an immediate loss on devaluation for buildings, machinery and equipment, such
Assets at Risk
a loss occurs in subsequent periods
The concept of net assets at risk is through depreciation charges.
the key element in budgeting and forecasting. If, in our example, the exchange Translating Depreciation Expense
rate goes from 2:1 to 3:1, this means Following Devaluation
that it now takes three units of local
Exhibit 2 shows sales, cost of goods
currency to buy one U.S. dollar. sold and S. G. & A. all translated at the
Alternately, one local currency unit current 3:1 exchange rate. But the
which used to be fifty cents is now depreciation expense has to be trans-

$3,333, a devaluation loss of $1,667
would have to be recorded. On the other
hand, if the new exchange rate is 3:1,
and we say the building is still worth
$5,000 U.S., then by definition it is assumed to have a current value of 15,000
L.C. But if it is on the books of the
foreign company at 10,000 L.C., where
is the additional 5,000 L.C. value? Is it
simply unrealized appreciation? Why
in translating devalued fixed assets
should we recognize unrealized appreciation when another equally valid generally accepted accounting principle
says that gains should never be anticipated? The author feels that as a result
of this inconsistency there is a strong
case to be made for devaluing fixed
assets.
If this were done, then following any
devaluation an immediate loss would
be recognized equal to the change in
exchange rates times the total assets, less
the liabilities denominated in the local
currency. As it is, the loss on devaluation is equal to the difference between
current assets and liabilities in the local
currency. Alternately, as shown in Exhibit 1, one can arrive at the same result
by subtracting net fixed assets from the
net worth (if both of the latter figures
are shown in U.S. dollars) to calculate
the assets at risk.

Translation
ratio
2:1
3:1

—

Local
currency

lated at the old and higher 2:1 rate —
the rate in effect when the assets were
acquired. If the current rate were used
on the depreciation expense, and no loss
on devaluation had been recognized for
fixed assets at the time the local currency depreciated, then total dollar
earnings would be overstated. This
arises because eventually the assets
would be fully depreciated in the local
currency and still not be fully depreciated in dollars, shown in Table 1.
Assume: (1) Asset cost 500 L.C. or
$250 at exchange rate of 2:1;
(2) Straight line depreciation on local books.
At the end of five years, there will be
no more depreciation expense in the local currency —the reserve for depreciation on the asset will equal the historical cost. Using the current 3:1 rate,
we can see that at the end of five
years only $165 of the assets value would
have been charged off out of a cost of
$250. The only way to write off the
dollar cost of the asset at the same rate
as the local currency is to use the historical rate at the time the asset was
bought.
The accounting theory here is perfectly sound. Translating fixed assets
and related depreciation at historical
rates matches up costs and revenues in
both local currency and U.S. dollar
terms. Once you have not recognized a
loss on fixed assets at the time of devaluation you have no choice but to
continue using the old rate of exchange
on the subsequent depreciation expense. This, of course, disregards the
problem stated earlier of unrealized
appreciation being taken into the books.
Had all the assets been translated at
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Exhibit 2
TRANSLATION OF INCOME STATEMENT FOR FOREIGN SUBSIDIARY
Year Ended Dec. 31, 196X

Sales
Cost of goods sold

Exchange
rate

U.S.

$1000
600

31
3: 1

$333
200

$

Gross margin
S. G.
A.
Depreciation expense

Local
currency

400

$133

$

Operating pr o f i t

3: 1
2:1'

33
50

Alternates to Borrowing

200

83

200

50

$

&

$100
100

1. Assume exchange rate went from 2:1 to 3:1 on last day of previous fiscal year.
'2. Fixed assets of 500 L.C. ($250) had all been bought last year.
Five year depreciation on a straight line basis.

the new rate immediately, we could
easily see the effect of devaluation on
an investment by a U.S. company in a
foreign country. Because of the generally accepted accounting principle
which presumes that fixed assets do not
lose value immediately —but do so
gradually over time through higher
depreciation charges —U.S. managers
find it hard to relate dollar translations
of financial statements to the same
figures looked at by local managers.
Reducing the True Loss—
Local Borrowing
The answer, known to all local businessmen, is io borrow as much as possible in local currencies. This concept,
however, while neither new nor revolutionary, is still valid as a decision making tool for U.S. corporations. ]Especially following the recent devaluations
in the Sterling area, the value of local
borrowing was brought home. The
greater the borrowing in a foreign cur-

rency the less will be the loss in a
devaluation. In fact some companies
have found themselves in the fortunate
position of making a profit on devaluation as a result of local borrowings which
exceeded local currency assets.
The practical problem about borrowing locally is that, as with any market
where demand exceeds supply, the price
rises. The price of borrowed money goes
up— interest rates rise. Now it usually
happens that the rate of inflation of
local prices in a currency corresponds
eventually to the future devaluation.
And the holders of currency in such a
situation will only lend it at an interest
rate which corresponds, roughly, with
the expected future devaluation.
As a result the interest cost to borrow
money can go as high as four percent a
month in countries like Brazil. But in
budgeting for operations in areas with
high interest rates, such charges should
be reflected in the forecast —or a specific
reserve for loss on devaluation set up.

Table 1
T R AN SL AT E D D EPR EC I AT I ON

Year

L.C.
Depreciation

U.S. Dollar
Translation
at 3: 1
Current Rate

1
2
3
4
5

100
100
100
100
100

33
33
33
33
33

50
50
50
50
50

500

165

250

Assume

(1) Asset cost 500 L.C. or $250 at exchange rate of 2:1;
(2) Straight line depreciation on local books
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Very high interest rates are a clue
that the economy is not stable —full
recognition must be made for the ultimate adjustment which takes place via
a devaluation. The cost of operating in
such an economy is either to pay high
interest rates on local borrowing and
minimize the dollar assets at risk --or
maintain the dollars at risk and prepare
to pay the price of devaluation.

U.S. Dollar
Translation
at 2:1
Historical Rate

If the price of local money is unacceptably high, if the cost of devaluation
may be less than current interest rates,
then it may make sense not to borrow.
This may appear contradictory to our
first solution of hedging against the loss
of devaluation by borrowing. But what
we are really doing is comparing, in advance, two alternate costs. In fact it may
be cheaper for a U.S. parent to lend
dollars to a foreign subsidiary and accept a 20 percent devaluation annually,
as opposed to borrowing at three percent
a month which is 36 percent a year.
The crucial point which the author
wants to get across is that all U.S.
dollar funds advanced to a foreign subsidiary are at risk, are exposed to devaluation and have a cost closely comparable to interest rates on local
borrowing.
Provision must be made, in budgets
and on the books of account, for an
accrual representing the cost of future
devaluations on U.S. dollars invested
abroad. Depending on the nature of the
advance, whether loans or equity and
whether the funds are invested in current or fixed assets, the accrual should
appear either on the subsidiaries books
or on the parent's books.
The accrual for future devaluation
will represent the cost of using dollars
rather than local currency in the operation of a foreign subsidiary. If the cost
of money is picked up month by month
then full provision will have been made
when a devaluation actually occurs. As
an example, if a United Kingdom subsidiary had been utilizing U.S. funds
between 1949 and 1967, the average
interest cost of borrowing money in the
U.S. from the parent would have been
at least one percent a year less than
borrowing pounds sterling locally. If
this one percent differential had been
accrued each year in a reserve, then
when the 15 percent devaluation occurred in 1967 no loss would have been
charged to current operations.
Continued on page 46
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Statistical Estimations of
Historical Distribution Cost
ACCOUNTING AND STATISTICS ARE NOT MUTUALLY EXCLUSIVE —THEY SHOULD BE MERGED IN APPLICATION

By Dora R. Ilerring
The objectives of the analysis of historical costs "should be to arrange the
data in a form that brings simplicity out
of complexity, that focuses attention on
the most important variables, and that
facilitates further analysis. ", Such analysis may involve two quantitative disciplines— accounting and statistics. In
the past accounting and statistics have
been considered as two approaches to
the assembly and organization of relevant information for analvsis. Accounting was the programmed approach in
which the chart of accounts was designed to assemble the relevant information which might then be taken from
the ledger. Statistics was the non -programmed approach in which the relevant
information was developed outside of
the chart of accounts.=
Today, a combination of accounting
data and statistical methods will provide
the best approach to organization of data
for planning purposes because accounting data provide the historical basis for
a statistical study of variations. Many
combinations of accounting data and
statistical methods may be used for
analysis of historical costs. The particular
combinations selected, of course, depend upon the accounting data that
can be made available in a particular
company.
James L. Gibson and W. Warren Haynes, Accounting in Small Business Decisions, University of
Kentucky Press, Lexington, Ky., 1963, p. 10.
I Ibid, p. 8 -10.
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Analysis of Historical
Distribution Costs
The first step in the analysis of historical costs is the determination of the
specific categories into which distribution costs should be divided in the particular firm under consideration. In most
cases division by product is important.
Division by salesmen and by territories
is helpful in some companies where
separate territories are clearly defined
and salesmen are assigned to them. Divisions of distribution costs by order sizes
and by customers are often important.
Certain decisions, especially those which
affect long -range planning, may involve
division by channels if distribution,
methods of sale, or methods of delivery.

The next step involves first, an examination of available accounting data
and second, allocation of the data using
statistical methods.
Most firms have organized the chart of
accounts to accumulate distribution cost
by nature of the expense. Many companies have divided the elements of the
distribution function by departments in
the accounting system, and in these firms
the division of distribution costs by
element of the distribution function is
available. On the other hand, few firms
have programmed in their chart of accounts divisions of distribution costs by
such categories as product, territory, or
salesmen. Furthermore, the economic
feasibility of recording these details in
the accounting records is often not
justifiable.
Cost Estimates Through
Regression Analysis

Jackson Chapter 1966, is Associate
Professor of Accounting at Mississippi
State University. She holds B.S.,
M.P.A., and D.B.A. degrees from
Mississippi State University. Dr. Herring, who is also a CPA, was awarded
an NAA Certificate of Merit for this
article in 1968 -69.

To overcome the inadequacy of accounting data, statistical estimating
procedures should be employed. The
most effective and probably the easiest
to use is the multivariate regression technique. In order to use this technique,
total distribution costs and total quantity
of the bases of allocation to be used must
be known for a number of time periods.
The typical multiple regression equation
is used and takes the following form:
Y = a + blxl -1- b2x2 -I- b3x3

+

...

baxa

This equation should be altered for
cost estimation to fit the known or estiMANAGEMENT ACCOUNTING /OCTOBER 1969

mated relationships. For example, a
careful evaluation of the behavior of
volume of the various products distributed is necessary to determine the
specific multivariate regression equation
to be used. If products are not used in
conjunction with each other or simultaneously by customers, the fluctuation of
volumes may be assumed to be independent. In estimating cost by product
in this situation, constant costs must be
separated according to association with
or independence of each product.
Costs which vary with volume for
each product must also be estimated.
The equation} for such an estimation is
indicated below:
C =a+ bI + cl V I
N
VI
EV I /N

i =1

+ Vb22

+ C2 V2

N

EV2/N
i =1

where:
C = Total distribution costs of a
package which includes one
of' each product
a = Constant per package distribution costs independent
of product
b, + b_ = Total constant costs associated with products 1 and 2
respectively, which, when
divided by volume for a
given period, (V I and V,) ,
will yield per unit fixed costs
for products 1 and 2 respectively
N = Number of time periods
under consideration
c, + c, = Per unit costs associated with
average volume, which when
multiplied by volume and
divided by average volume
will yield average per unit
costs which vary with volume
in a given time period
If, however, costs are being estimated
by products and these products are used
in conjunction or simultaneously with
one another so that volume fluctuations
would not be independent, then constant costs should be estimated in total
and allocated to each product on the
basis of volume, or by other differences
apparent between the products (e.g.
volume weighted by care required for
handling, or by space occupied). The
formulas for this estimation would be
the following:
' Adapted from William O. Baumol, Economic
Theory and Operational Analysis, Prentice -Hall,
Englewood Cliffs, N.J., 1961, pp. 4 -21. Also, Paul
R. McClenon, "Cost Finding Through Multiple
Correlation Analysis," The Acco ntin; Review,
Vol. XXXVIII, July, 1963, pp. 540 -547.
' Ibi d.
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C =a+ C I V I
N

E V I/N
i =1

+ °2 V2

N

E V 2/N
i =1

where:
C = Per unit distribution cost of
a package which includes
one of each product
a = Constant costs per package
unit
c, + c, = Per unit costs which are associated with volume, which,
when multiplied by volume and divided by average
volume will yield per unit
average variable costs for
products I and 2 respectively
When the input data used is total
costs on a monthly basis, the following
may be used:e
C = a + c 1V, + c_V,
where:
C = Total costs for month
a = Constant month costs
c, +c, = Per unit variable costs for
products I and 2 respectively
A Representative Example
Exhaust Manufacturing Company,
the company to which this analysis is
applied, manufactures mufflers, tailpipes,
and accessories which comprise the exhaust systems of motor vehicles. Competition is keen in this industry; various
manufacturers' products are interchange ably used on the original manufacturer's
product. Thus, timeliness is the key factor in service to customers. Distribution
by this manufacturer also necessitates
the handling of a tremendous variety of
different models. For instance, mufflers,
pipes, and accessories are manufactured
to be sold as replacement parts for each
model of motor vehicle sold by several
manufacturers. As many as nine separate
systems may be required to service automobile models of a single year from one
manufacturer. In addition, models
change each year, a fact which necessitates the addition of many new part
models each year. To compound the
problem, older part models may be reduced in quantity but are not dropped
from the list of models available for
distribution.
The channel of distribution through
which most of the products of this
company flow is from manufacturer —
to a central wholesaler —to jobber —
to retailer, but a small portion is also dis" Ibid.

tributed from manufacturer —to whole saler—to retailer. All shipments are
made f.o.b. distribution point. The plant
is a branch plant and sales and shipment
orders are handled through the home
office.
Departments in the distribution function are divided by functional element.
These functional elements are the following:
1. Muffler cartoning
2. Warehousing
3. Distribution services (office and paperwork functions)
4. Pipe shipping
5. Muffler shipping
6. Accessory shipping
7. Original equipment
8. Receiving (products received from
other branch plants)
9. Lease truck
10. East coast lease truck
Accounting Data Available
An evaluation of the accounting information available in this company
disclosed that production and distribution records are kept in detail at the
branch plant, although sales and shipment orders are kept at the home office. Since sales data are not available,
efficiency of distribution is measured by
distribution cost (per unit involved in
the function under consideration) and
sales value per unit is assumed to be
reasonably constant. Even though distribution costs as a percentage of sales
are usually the pertinent criteria, it is
felt that distribution cost per unit is a
valid criterion in this case. Promotional
and other activities which may have a
direct effect on sales are handled directly
from the home office and are not considered a part of the branch distribution
costs.
Expenses are recorded according to
nature of the expense and according to
functional element and are summarized
monthly. Budgeted figures which are
derived through the use of standards are
also available for comparison with actual
figures. Natural expenses summarized
by categories are the following:
1. Salaries
2. Hourly wages
3. Supplies
4. Labor on expendable tools
5. Material on expendable tools
6. Maintenance labor
7. Maintenance material
8. Employe benefits
9. Losses and errors
10. Fixed charge
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tuate dependently, the relationship of
volume fluctuation is not always apparent. Study of the behavior of the
volume of various products is needed to
determine which of the latter two
formulas would be pertinent. Trend
analysis, multiple correlation and regression of the factors believed to affect
volume, and seasonal variations may be
used to compare volumes of products to
determine their behavior.
In using the multivariate regression
formulas to estimate cost by products
the functions of distribution were
evaluated separately and costs by product
estimated for each function. Total costs
by months were used with the appropriate volume figures to determine
those costs that are constant and those
that vary with volumes of the products.
According to management, space occupied and time necessary to handle the
products are about the same for each
product as far as the distribution function is concerned. Therefore, constant
costs were divided on the basis of the
pertinent volumes of each product distributed. Costs associated with volume
were derived from the regression co-

If distribution costs by product can
be estimated, they should prove better
bases for pricing and promotional effort
in the home office as well as for long
range planning for expansion. Some
amount of constant cost is associated
with each order while other costs are
variable according to order size. Furthermore, less than truckload orders must
have special handling and labeling with
resulting increases in per unit distribution costs on these orders.

11. General and sundry expenses
12. Non - productive premiums -labor
Budgeted and actual natural expenses,
divided by functions, along with volume
data for each function were used for the
statistical estimation. These various
volume data were considered to be
needed because costs incurred in the
various functions relate to different volume figures and per unit costs of the
various products should be computed
according to the pertinent volume figure.

Cost Estimates by Product

Category Division of Distribution
Costs
Costs have already been divided in
the accounting records by the nature of
expense and by function. The next step
is division by manner of application.
Manner of application categories considered useful in the company are by
product and by order size. Since mufflers, pipe, and accessories are used
simultaneously and jointly by customers, relative fluctuations in volumes of
each are similar. Therefore, additional
sales of one product would have implications for the others.

Cost data by product are not available
in the accounting records and it is not
economically feasible to obtain them,
but estimates may be made by analyzing
past cost behavior through multivariate
regression analysis.
In Exhaust Manufacturing Company
the latter two formulas mentioned previously are the pertinent ones since
mufflers, pipe, and accessories are parts
of a total system and are used simultaneously and in conjunction with each
other.
Although it is obvious that volumes
of the products studied here do fluc-

Table 1

-

-

D I VI SI ON OF COSTS
EXH AU ST M AN U F AC T U R I N G C OM PAN Y
J U L Y, 19 - + 1
BY PR OD U C T F OR PER I OD N OVEM BER , 19
MU FF L ER C OST S
Muffler
shipping

$430
433
446
483
539
593
669
708
731
748
732
708

2, 714
3,159
3,385
3, 654
4,418
3,863
3,546
4,026
3,805
4,002
3,692
3, 604

$0
0
0
0
0
0
0
0
0
0
0
0

$5, 935
6,861
7,758
4,889
6,562
7,530
4,461
5,833
5, 570
6,924
9, 733
7,285

Accessory Original*
shipping equipment
$0
0
0
0
0
0
0
0
0
0
0
0

0
0
0
0
0
0
0
0
0
6
40
1,592

Receiving
$1, 459
1,508
964
1,573
1,413
1,073
1,479
1,441
1,327
1,330
1,049
584

Interplant
shipments
3,682
5, 704
8, 018
7,666
9,597
10, 013
9, 369
9, 006
7, 326
8, 056
8, 635
8, 295

•

Total year to date
Total units shipped
Per unit costs
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14, 746
18,497
21,096
18,938
23, 322
24, 187
20,817
22,063
20,207
22, 397
24, 797
23, 160

$4, 192
3,996
6,043
5,506
4,805
4,582
5,659
6,243
5,479

$0
0
0
0
0
0
0
0
0

131
214
1,012
245
336
165
118
2
161

921
702
1,393
1,108
1,116
1,145
1,453
1,848
2, 036

$

$0
0
0
0
0
0
0
0
0

$

7,092
6,627
8, 432
10, 466
7,336
7, 123
8, 216
7,879
6,890

$

$589
597
606
637
647
679
636
629
595

$

$1, 076
1,156
1,444
422
739
1,175
1,515
1,419
1,180

6. 994
5,419
7,763
8, 285
6, 926
5, 234
4,816
5, 311
4,128

$

$254, 227
3,108,818
.082

Total for year
Total units shipped
Per unit costs
19 - + 1 November
December
19-+ 1 Janu ary
February
March
April
May
June
July

Totals
$

Pipe
shipping

$

Dist.
services

$

526
832
525
673
793
1,115
1,293
1,049
1,448
1,331
916
1,092

Warehousing
$

November
December
-January
February
March
April
May
June
July
August
September
October
-

19-

$

Muffler
cartoning

Date

20, 995
18,711
26,693
26, 669
21, 905
20, 103
22,413
23, 331
20,469

$201,289
2,289, 475
.088

This department was divided separately beginning w i t h August, 19 - . Prior to that time, costs for Original equipment were included with
direct shipping costs of products in Pipe, Muffler, and Accessory shipping.
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Ta b l e 2

E X HA US T M A NUFA CTURING COM P A NY

-

+

-

DIV IS ION OF C OS TS
B Y P ROD UCT FOR P E R IOD NOV E MB E R , 19
JULY, 191
P IP E C OS TS
W are-

Dist.

Pipe

Muffl er

Ac c .

Original'

hous ing

services

ship ping

ship ping

shi p.

equipment

N o ve m b e r

$0

$11,810

3, 51 8

$11,775

$0

$0

De ce m b er

0

11 , 71 5

3, 5 5 4

8,246

0

0

Ja nu ary

0

11 , 99 5

2, 9 9 8

10,203

0

6, 82 7

0

In t e rp l a n t
Rec ei vi ng

shi pm e nts

0

$199

$3,240

0

206

2, 3 3 8

0

0

131

1,0 67

26,354

0

0

21 5

1, 59 1

22,186
26,590

To t a l s

$

$

19-

$

Muffler
ca rto n in g

Da t e

26,059

February

0

10 , 4 7 6

3, 0 7 7

March

0

12 , 45 4

3, 3 4 3

9,678

0

0

0

19 3

922

Ap ri l

0

13 ,5 15

3, 29 5

10 , 6 8 3

0

0

0

146

1, 00 9

May

28,648

0

15 , 1 6 4

2, 8 7 5

9,794

0

0

0

202

1, 5 6 4

Juno

29,599

0

33 , 6 2 6

3, 9 0 5

13 , 2 1 6

0

0

0

197

2,354

J U Iy

35,297

0

16 , 92 6

3, 92 8

14 , 74 9

0

0

0

18 1

2, 5 0 7

38 , 2 9 1

16 , 08 2

0

0

15

181

2, 7 1 5

42,475
40,169

Au g us t

0

19 , 0 8 0

4, 40 2

Sep te m b er

0

18 , 2 1 4

4,050

14 , 9 0 0

0

0

100

14 3

2, 7 6 2

October

0

1 1, 97 1

3, 49 2

17 , 8 7 6

0

0

4,530

80

2, 15 7

40,106

T o t a l f o r year

$404,316

To t a l u n i t ; s h i p p e d

3,039,047
.133
$14,755

0

17 , 69 2

19 -+ 1 J a n u a ry

7, 77 9
9, 3 6 9

$12,325
6,380

$0

$0

$3,909

0

391
910

$175

0

214

4,915

39,480
47,934

$

$0

Dec em b er

$

1 N o ve m b e r

$

+

-

Per uni t costs
19

39,334

0

21,965

8, 6 8 7

12 , 1 0 4

0

0

2, 2 5 1

16 3

2,764

0

20,038

10 , 4 6 6

19 ,7 57

0

0

922

134

Ma r. 'h

2,676

0

53,993

25,549

7, 3 3 6

11 , 6 6 5

0

0

863

174

2, 5 4 1

Ap ri l
May

48,128

0
0

12 , 83 9
18 , 89 3

7, 58 2
9,011

13 , 09 8

0

76

1, 49 4

35,712

0

0
0

623

10 , 18 1

866

188

1, 99 8

41,137
45,605

February

June

0

20 , 4 7 1

9,110

13 , 3 0 4

0

0

392

26

July

2, 3 0 2

0

20,594

8,553

18 , 41 8

0

0

1, 45 0

49 2

2, 2 1 3

51 , 7 2 0

To t a l t o d a t e

$403,043

To t a l u n i t s s h i p p e d
Per uni t costs

2,557,876

.1 58
Th i s d e p a r t m e n t w a s d i vi d e d s e p a r a t e l y b e g i n n i n g w i t h A u g u s t , 1 9
1. P ri or to th a t t i m e , c os ts for Ori g i nal e q u i p m e n t w er e i n c l ud ed w i t h
dir ec t s h ip pin g c o s t s of pr od uc ts in P ipe , M uff ler , a nd A c c e s s o ry s hi ppi ng.
-+

'

30,542

Ta b l e 3

E X HA US T M A NUFA CTURING COM P A NY

-

+

-

D IV IS ION OF C OS TS
BY P RODU CT FOR P ERIOD N OVEM BER, 19
JULY, 191
A C C E S S O R Y C OS TS

Muffl er
ca rto n in g

W arehous ing

N o ve m b e r

$0

SO

Dec em b er

0

0

J an ua ry
Fe b r u a r y

0
0

March
Apri
May
June
July

Da te

Pipe

Muffl er

Ac c e s s o r y

Ori gi na l *

In t e rp l a n t

To t a l s

shi ppi ng

shi ppi ng

ship ping

equipment

R e c e i vi n g

shi pm e nts

per m onth

$0

$1,513

$0

$0

$2,254

0

0

1, 40 1

0

0

840

0

0

0

2, 0 3 9

0

0

527

5,854

0

2, 8 8 6

0

0

1, 38 6

0

0

23

0

4,295

0

4, 1 7 9

0

0

1,8 32

0

0

374

0

6,385

0

4,204

0

0

2,153

0

0

21

0

6,378

0

3, 1 6 3

0

0

1, 28 2

0

0

14 1

0

4,586

0

4,269

0

0

1, 62 1

0

0

31 2

6,202

0

4, 5 4 2

0

0

1,720

0

0

Augus t

0
0

471

0

6,733

4,936

0

0

2, 5 6 2

0

Se pt em be r

264

0

7, 7 6 2

0

4,169

0

0

2,138

0

O
0

October

227

0

6,534

0

4, 1 6 8

0

0

2,075

0

0

1, 16 3

$

$0

$

3, 8 1 9
3, 1 5 8
3, 2 8 8

-

19

Dist.
services

7,4 0 6
$

To t a l f o r y e a
To t a l u n i t s 0 i p p e d
Per unit costs

75,120

3, 3 2 0 , 4 7 8
.023

1 9 - + 1 N o ve m b e r

$0

$0

Dece m ber
1 9 - + 1 J an ua ry

0
0

0

Fe b r u a r y

0

Marc h
Ap ri l

0
0

May

$0

$1,653

$0

$0

$1,435

0
0

0

1, 5 7 4
2, 1 2 1

0
0

0
0

363
360

8,792
10 , 9 1 2

0

5, 9 0 3

0

0

0
0

11,530
8,272

0
0

0
0

328
20 8

0
0

9,275

0

0

Jure

0
0

7, 6 3 3

0

July

0

0

8,316

0

0

1, 64 9
2,206

0

0

0
0

0
0

11 , 0 9 6

230

7,880
13,944
10 , 82 5

0

0

433

11 , 7 3 2

0

2,024
2,150

0

0

92

9,875

0

2, 3 1 9

0

0

493

11 , 12 8

2,323

$

-

-

-

-

--

-

0

$

$0

6, 8 5 5
8,431

$

8,008

To t a l t o d a t e
To t a l s h i p p e d t o d a t e

g6 184

2,487,008

Per uni t cos[

.0 3 9
+

Th i s d e p a r t m e n t w a s d i vi d e d s e p a r a t e l y b e g i n n i n g w i t h A u g u s t , 1 9
1. P r i o r t o t h a t t i m e , c o s t s f o r O r i g i n a l e q u i p m e n t w e r e i n c l u d e d w i t h
dir ec t s h ipp in g c os t s o f pro duc ts in Pi pe, Mu ffl er , a nd Ac c es s or y s hip pin g.
-

'

7, 5 8 6
5, 3 9 9
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Table 4
D I VI S I O N OF
EXH AU S T M AN U F AC T U R I N G C O M PAN Y
D I ST R I BU T I ON D I R EC T BU R D EN BY PR OD U C T S
FOR PER I OD, N OVEM BER, 19 -- J ULY, 19- +1
(in Dollars)
Total

19-- November
December
January
February
March
April
May
June
July
August
September
October

14,746
18,497
21,096
18,983
23, 322
24, 187
20, 817
22,063
20,207
22,397
24,797
23,160

30, 542
26, 059
26, 354
22,185
26,590
28, 648
29, 599
53,297
38, 291
42,475
40, 169
40, 106

7,586
5,399
5,854
4,295
6,385
6,378
4,586
6,202
6,733
7,762
6, 534
7,406

52,874
49,955
53,304
45, 419
56,297
59,213
55, 002
81,562
65, 231
72,634
71,500
70, 672

39, 334
39, 480
47,934
53, 993
48,128
35,712
41,137
45,605
51,720

$11, 096
8, 792
10,912
7, 880
13, 944
10,825
11,732
9, 875
11,128

403,043
2,557,876
.158

$96, 184
2,487, 008
.039

$201,289
2,289, 475
.088

$

Totals to date
Units shipped to date
Per unit costs

$

20, 995
18,711
26,693
26, 669
21,905
20, 103
22,413
23,331
20,469

$

$404,316
3,039,047
.133

-

19-+1 November
December
January
February
March
April
May
June
July

$75, 120
3,320,478
.023

$254, 227
3,108,818
.082

efficient multiplied by the pertinent
volume figure.
Tables 1, 2, and 3 contain the results
of estimates of costs by product. 7
These results are summarized in Table
4. Costs are totaled by year beginning
with November because the fiscal year
of the company begins on November 1.
Muffler Cartoning, Pipe Shipping,
Muffler Shipping, and Accessory ShipThe data in Tables 1, 2, 3, and 4 were computed
by the author using accounting and statistical techniques.
7

$733, 663
9,468,343
.077

$

-

Total for year
Units shipped for year
Per unit costs

$

Accessories
$

Pipe
$

Muffler
$

Date

71, 425
66,983
85, 539
88,542
83,977
66, 640
75, 282
78,811
83, 317

$700, 516
7,334,359
.096

ping pertain to specific products and are
not allocated. Warehousing is allocated
on the basis of average units warehoused.
No record is available for the number of
accessories warehoused but, according to
the management, the number is considered small and immaterial. Other
volume figures used in the multivariate
regression analysis are units shipped
for Distribution Services and Original
Equipment, units received for Receiving, and interplant shipments for Lease

Truck. Only one -half of the direct costs
in Receiving and Lease Truck are used
since one -half of such cost is applicable
to production.
The results show that when costs are
analyzed by produpt according to behavior of costs compared to volume,
there are wide differences in per unit
costs for the various products. While
average per unit cost to ship in the year
beginning November 1, 19
, is 7.7
cents, cost per unit for pipe is almost
twice that amount and cost per unit for
accessories is less than half that amount.
An examination of the per unit costs
for year to date beginning November 1,
19- + 1, reveals an increase in per unit
costs of each product. Moreover, per
unit pipe cost has increased relative to
the total per unit cost more than have
the other products, and per unit accessory cost has increased more than per
unit muffler cost.
In July, 19- + 1, Exhaust Manufacturing Company began using cartons for
much of the pipe shipped. Because of
this change in procedure, total Pipe
Shipping costs have increased, which is
expected to cause per unit pipe costs to
increase further before the fiscal year is
ended.
Conclusion

Before this analysis the cost analyst
in the branch plant involved in the study
was dividing total distribution costs by
total volume of all products sold to compute an average cost of distribution. No
distinction was made between the products. The differences found between the
products were surprisingly significant,
however, and should be considered in
efforts made for cost reduction and in
pricing and promotional policy.

BUDGETING FOREIGN EXCHANGE LOSSES
Continued from page 41
Conclusion

When a U.S. parent company invests
abroad it has a choice between advancing dollars and borrowing locally. In the
first instance the assets are subject to
the risks of devaluation - regardless of
any accounting convention that defers
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the loss on fixed assets. In the second
case, local borrowing requires the payment of relatively high interest rates in
exchange for an absence of devaluation
risk. The decision as to the mix between
U.S. dollars and local borrowing should
be made on an evaluation of the rela-

tive costs. In either case the cost must
appear in budgets and actual current
statements. If this is done the true risk
and cost of operating abroad will always
be recognized. There should never be
any unpleasant surprises such as many
companies faced in November 1967.
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Using Appraisal Information
WHEN PERFORMED BY QUALIFIED PROFESSIONALS, APPRAISAL RESULTS ARE OBJECTIVE AND RELIABLE

By Robert O. Brown

flexible enough to include those few
items which cannot be replaced in kind.

For a particular asset, the preferred valuation is that which best approximates Investors and others not directly conthe present worth of the future cash nected with a business could again obflows attributable to the asset.
tain reliable financial reports which
Despite accountants' protests, it is could be analyzed quickly with a minimaintained that of the proposed meth- mum of adjustment."
o d s for establishing current values, the
most objective is a physical appraisal by
There are many reasons for appraisals
competent appraisers, which takes into and each emphasizes a particular value,
consideration present value of future but insurance appraisals emphasize recash flows, replacement cost, opportu- placement values of units. Many businity cost, sound value, and net realize - ness fines maintain unit asset records on
able values as well as best use, excess insurable values. A common practice is
capacity, obsolescence, environmental to update the records with engineering
factors, and contribution of jointly pro- appraisals at intervals of three or five
ducing assets to the going concern.
years and to adjust the records continuMisunderstanding of the appraisal ously for interim purchases, sales, abanprocess may be one reason for reluctance donments or conversions.
to use such values. Admittedly, appraisal
Such records are multi - purpose and
engineering is technical, yet when ap- should be useful to internal managepraisal values have been encouraged, if
not required by law, "... the results
were beneficial far beyond the most optimistic hopes." "The Austrian experiment —put the burden of this task (asset
valuation) where it belongs —with the
professional licensed appraisers, who,
upon completion of the valuation issued
a certificate." I Findings from the Austrian study suggest the following conclusions:
ROBERT 0. BROW N

"Even in our time of technological advances, replacement in kind can be made
in the majority of cases.
It is possible to design a revaluation law
I

Felix P. %ollaritsch, "Replacement Values in
Practice —The Example of Austria," NAA Bulletin,
August 1961, pp. 45, 46.
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ment in product costing, investment,
maintenance and repair decisions, as
well as for financial ratio studies and explanations to employees' organizations
and investors. Every well managed firm
uses insurable value estimates internally
to judge the adequacy of insurance coverage. It is surprising that references to
insurable values do not appear in more
financial statements. Whether the appraisals are prepared by professionals,
insurance engineers or by management,
values in parenthetical or footnote form
would be informative and from successive appraisals depreciation may be estimated on a current value basis. If comparisons are to be meaningful, leased
property information should also be included.
Publication of Replacement
Values Resisted

Comparisons between ledger records
and insurance appraisal results often reveal that:
1. Company policies of expensing betterments, replacements, durable
tools and small items of equipment
make reconciliation between insurable values and book figures difficult.
2. Many items of older equipment in
use have a current sound value' in
excess of their book values.
3. Total sound values exceed net book
values.
4. Depreciation expense computed
from continuous records and two appraisals, one at the beginning and
one at the end of a five year period,
is less than book depreciation.
2

Reproduction cost less accumulated depreciation.
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Appraisal Survey Reveals
Questionnaires were mailed to 102
business firms selected at random. Fortynine firms replied and three telephoned
the following information:
Seven firms maintained continuous
appraisals.
2. Eight firms had periodic appraisals.
3. Twelve firms made periodic estimates of insurable values but relied
on insurance company engineers, internal engineers or other employees
for values.
Eighteen firms of the twenty-seven
noted in (b), and (c) above were
able to reconcile appraisal and book
figures.
5. Forty-seven firms would object to
publication of any figures.
Some of the objections to appraisals
were:
1. Appraisals would have to be continuing and therefore based on interim
index numbers which would ignore
obsolescence for periods between
physical appraisals.
2. Taxing authorities might use the results.

3. Well managed companies are already
aware of the effect of inflation on
earnings and use the information in
explaining limited dividends or large
cash reserves.
4 Appraisal values are not objective
and vary widely between appraisers.
Appraisals are expensive.
Appraisal literature and representatives of recognized professional appraisal
firms challenge the last two objections.
It is generally maintained that if several
appraisals of the same assets are made by
equally competent personnel for the
same purposes "... a supportable, useful
current value may be obtained.. . " 3
With regard to the last objection, "appraisals are expensive," thousands of
businesses now have insurance appraisals
and costs are held at minimum by the
use of previously described "continuous
appraisals." Once the records are established, subsequent infrequent appraisals
are relatively easy.
If the attitudes reflected in this survey
are typical, advocates of disclosing curToward Variable Based Fixed Asset Accounting,
William M. Young, Jr., NAA Bulletin, April, 1981,
p. 27.
3

rent values for assets and current value
depreciation in published statements
face an uphill task. Businessmen and internal accountants will resist any pressure by external accountants to present
current values, even though they be
more realistic. This should not discourage their internal use, however.
Conclusion
Appraising is a science and when performed by qualified professionals, results
are objective and reliable. Costs may be
held to a minimum by using "continuous appraisals." If professional appraisers
are not retained, insurable values computed by insurance companies or a firm's
own employees are the best available
estimates of current value and should be
utilized. Regardless of the source of the
values, current cost depreciation expense
may be estimated. Internal users of financial information may profitably use
current values of property, plant, and
equipment and depreciation for product
costing, investment, repairs and maintenance decisions, return on investment
measurements and ratio analysis. External users of financial statements are
entitled to such information.

Readers React
Continued from page 7
I feel compelled to question the arguments presented by Mr. Harvey:
The criterion used to determine
minimum quantitative proficiency is
the recognition and understanding
of a system of specialized forecasting equations. Undoubtedly, no one
recognized the system of equations
inasmuch as they did not take into
consideration the secular component
and were, therefore, incomplete.
With respect to the use of these
equations, normally an extensive
study by an operations research specialist is required to determine the
quantitative relationships involved
and, should these equations describe
the situation, to develop the parameters involved.
Only four month's magazines were
reviewed to determine the "trend."
This can be misleading as the editor
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Of MANAGEMENT ACCOUNTING selects
articles from a pool of articles which
may be accumulated from articles
received over a period of several
months or even years. There also
may be a tendency to publish articles
with similar topics in the same issue.
For the year ended August, 1968,
only 18 out of 204 (9% ) articles involved mathematical topics, which
paints a substantially different picture than the 9 out of 42 (22%) in
the four -month test period.
The educational requirements for future accountants are continually being
reviewed by members of the profession
as well as the academic community.
Major changes to the curriculum, such
as those proposed by Mr. Harvey, are
made only after in -depth studies of the
changing business environment.
Ronald B. Mason, CPA
J. N. Russell & Co., Inc.
Cleveland, Ohio

Mathematics and Computers
To the Editor:
I commend you on your timely publication of the article "Computer Time Sharing" ( January 1969) , by Professor
Brandt R. Allen. I have been utilizing
time - shared computer services in my
present assignment for about two years.
Using library programs almost exclusively, these services have enabled me
to make projections of production labor
hours based on various improvement
curve theories, to make projections of
indirect expenses using regression analysis of historical costs, to determine the
size of statistical samples for the examination of accounting documents, and
to appraise the results of the statistical
samples. These services have been responsible for the saving of many man hours of work that would have been required had I resorted to the manual
Continued on page 52
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Mech(-inized Intercompany
Transfer System
SEGMENTATION OF CONTRACTORS NECESSITATES SEPARATE REPORTING UNITS AND SEPARATE LEDGERS

By David P. Flanders
The U. S. Atomic Energy Commission
owns and operates vast facilities for production of nuclear weapons and development of peaceful uses of atomic energy.
For several reasons, including national
security, these facilities are 100 percent
owned by the Federal Government. The
money used for operations, the equipment utilized, and products produced
are owned and controlled by the AEC.
However, actual operation of these
facilities is turned over to private U. S.
corporations. From the beginning of the
atomic era, the government has called
on private industry to provide techniques
and management know -how to accomplish the goals of the program.
Few industrial situations parallel the
relationship of the AEC and its prime
contractors. A closer example might be
that of a rancher who does not actively
manage his ranch. He owns all the
stock, land, equipment and provides all
the money, but actual management is
in the hands of others.
For over twenty years operation of
the Hanford plutonium production complex in Richland, Washington, was performed by a single prime contractor.
During the 1960's, cutbacks in nuclear
production requirements caused a reexamination of the contractual relationship. By agreement between the prime
contractor and the AEC, the single contractor was replaced by a half dozen
separate contractors. Each new contracMANAGEMENT ACCOUNTING /OCTOBER 1969

for was responsible for specific functions
in the production process. New contracts
were granted with the stipulation that
the contractors would establish new industrial ventures for these companies.
Through new ventures, the economy of
the area would become less dependent
on a single industry.
Segmentation of the Hanford plant
was aided by the fact that the prime
contractor's operations were already organized on a decentralized, functional
basis. The segmentation of contractors
necessitated establishment of separate
reporting units and separate ledgers. The

DAVID P. FLANDERS

Washington Tri-Cities Chapter 1967,
is Controller at Teton Exploration
Drilling Co., Inc., Casper, Wyoming,
a wholly -owned subsidiary of United
Nuclear Corporation. Previously, he
was Supervisor— General Accounting,
Douglas United Nuclear, Inc., Richland, Wash. He received his B.S. and
M.B.A. degrees from the University of
Colorado, Boulder, Colo. Mr. Flanders
was awarded an NAA Certificate of
Recognition for this article in 1968 -69.

existing Hanford data processing capabilities greatly aided these efforts.
Data Processing Development at

Hanford
Contractors under the Richland Operations Office of the AEC have vigorously developed data processing applications in financial areas. By 1966 a
fully integrated financial system had
been developed at the Richland Office
which was shared by several contractors.
By several standards, the Richland Office was the most advanced in data
processing usage within the AEC complex. Because of its experience with
multi- contractor systems, the Richland
Office was chosen as the pilot location
for development of an AEC -wide information system.
Much the same as elsewhere, data
processing systems used by the contractors had been developed piece by
piece. Many different systems were dcvcloped and later the systems were con nceted, to each other.
A concerted drive resulted in mcchanization of virtually all financial information systems. On January 1, 1965, an
integrated cost information system (Table 1) was implemented, after years of
development. This system tied all the
smaller, separate systems together, and
in addition provided new machine capability. Under the new system all cost
reports, cost distributions and prorations
may be produced by the computer, eliminating much manual effort.
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Ten systems, shared by all contractors, provide machine sensible input
(magnetic tape) for input into the integrated cost information system. In addition, each contractor maintains independent payroll and payroll deduction
systems which provide cost inputs into
the cost system, on magnetic tape. In
addition, the cost system program, with
approximately twenty -two independent
systems tied in, includes several subprograms which are mainly involved
with distribution of cost. One of these
sub - programs is the Intercompany Transfer System.
Purpose of Intercompany Transfers
An intercompany cost transfer may be
thought of as a substitute for payment
of cash for services provided. The transfer takes the place of the accounts receivable— accounts payable procedure.
In a normal business situation, the
services of one company provided to
another are paid for with cash. In the
most simple case, goods are provided
to a purchaser and the seller bills the
purchaser. At some point in time the
purchaser recognizes that a liability
exists and then pays the liability; usually
with a check, settling his account. Various complications and simplifications
are possible, such as long -term credit,
standing purchase orders, etc., but these
usually only alter the timing of each
step.
This procedure, even at its simplest,
can be both cumbersome and expensive.

The expensive part includes the writing
of checks, internal controls necessary
for control of large amounts of accounts
receivable and cash, necessity for adequate cash balances to cover such
payments and expense of collection efforts. Within the framework of decentralized operations there exists an opportunity to simplify these processes
with consequent savings in time and
dollars.
Development of large, multiplant
corporations with decentralized operations has caused these single companies
to resemble several small companies
more or less loosely strung together.
Usuallv, local plant officials are given a
certain degree of autonomy or decision making power. Frequently, the accounts
payable function is handled locally or at
least regionally. With large, multiproduct companies these components will
often find themselves doing business
with other components of the same
company and these transactions offer an
opportunity for streamlined procedures.
Transfer Accounts
These streamlined procedures consist
of some form of transfer accounts for
intracompany or intra- agency (AEC at
Hanford) transfers.
The transfer accounts are found in the
investment section of the Balance Sheet,
which indicates the nature of such accounts. Transfer accounts are actually
current fiscal year investment (or, change
in investment) accounts. The normal
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account color for a transfer account is
a credit. When a component receives an
intracompany transfer of c;.sh or other
assets, the debit balance of their assets
is increased with a corresponding increase in the credit balance of investment. When assets are transferred out,
the opposite is true.
For multiplant companies with many
reporting units the net worth or net investment of the corporation in the unit
is indicated by the transfer account.
Other names used are current account
or investment accounts. Investment
made in prior fiscal years at an AEC
location is carried in a single Prior Fiscal
Year's Investment Account. During the
current fiscal year many transfer accounts
make up part of the investment section.
AEC Transfer Account Structure
Within AEC operations, the great
controlling and measuring device is the
budget. Comparison of actual costs incurred to the budget for those costs
provides the control which a measure of
profitability would provide in private
companies.
As in many other organizations, budgeting procedures may be divided into
two types of budgets —current operations budgets and capital budgets. Since
the measurement of results is so closely
related to these budgets and there are
strict distinctions betweeq the two, the
accounting system must provide methods
of keeping them separate.
All entries have been defined as fund,
non -fund or plant items. Fund items are
those generally associated with current
operations. They may be considered current expense items which are funded by
current operations budgets. Non -fund
items are those not funded by current
operations budgets. The only items generally included as non -fund are entries
for depreciation expense. Plant items
are those funded by the capital budget.
In order to measure their operations
in a manner similar to private business,
the AEC capitalizes plant expenditures
and actually charges depreciation expense to operations. Using this technique ensures that the AEC will be able
to recover the cost of facilities used in
sales of products to other government
and non - government customers.
Because of this distinction in types of
funding, the AEC's investment must be
divided by fund type. The Richland
Operations Office requires that their
contractors maintain transfer accounts
segregated by fund type and by direction
of transfer. The accounts required are:
MANAGEMENT ACCOUNTING /OCTOBER 1969

Exhibit 1
DECISION TABLES FOR INTERCOMPANY TRANSFERS
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Exhibit 2
MECHANIZED INTERCOMPANY BILLINGS LOGIC CHART

Yes
Read in
a
Record

Start

Intercompany Billings
The integrated system had been designed so that new contractors could use
the system immediately by setting up
their own ledgers on the system. Thus
they could have immediate benefits of
the existing data systems without extensive programming effort. As the system
was designed, costs, inventory and other
entries could be made which would
automatically affect the books of any
contractor. The sub - systems were rnodified so that they could be shared by all
contractors. By use of these systems in
conjunction with the cost system,
charges for all kinds of costs could be
distributed directly to the appropriate
cost or general ledger account no matter
what company it might belong to.
Since this capability was valuable in
terms of being able to produce machine prepared reports and distribute costs
properly, data processing techniques
were developed to keep the ledgers of
all companies in balance. If manual cost
transfers had been relied upon as the
sole means of transmission between contractors, the transfer procedure would
have been the great bottleneck in the
cost system. Because all other parts of
the cost system were mechanized, it was
necessary that intercompany billings be
mechanized also. Otherwise, the full caMANAGEMENT ACCOUNTING/ OCTOBER 1969
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pabilities of the system could not have
been realized.
The objective of the integrated system

has been to allow a single input from an
original source document to be used
throughout the system without re -sub51

mission. The system has such capability,
and a single input may generate entries
in several systems and distribution to
the cost system. Because of close integration of operations of the various
companies, (i.e., all stores inventories
are held by one contractor for use by
everyone) an easy method of cost transfers is needed.
Design of Intercompany
Billing System
The intercompany billing system was
programmed to utilize several different
codes in identifying the entry. These
codes included receiver code, sender code
and type -of -entry code. Since there are
several different companies utilizing the
integrated cost system, all-account codes
carry a digit which identifies the company receiving the entry. By comparing these, all intercompany transactions can be identified and completed.
A comparison of type -of -entry codes allows us to identify and separate plant
entries and fund cost entries. This keeps
our entries to the investment accounts
within the proper budget category. Non fund (depreciation expense) items are
harder to identify and are handled
manually. However, as fewer than ten
entries are made by any one company
in a month, these are easily handled on
a manual basis.

The Decision Table and Logic Chart
(Exhibits 1 and 2) are based on the
following assumptions:
1. All entries carry a receiver code, the
account receiving the entry.
2. All entries carry a sending code, the
account receiving the offsetting
entry.
3. All entries carry a type -of -entry code
indicating the type of transaction;
such as Store Order.
4. All accounts are either General Ledger or Cost Ledger.
5. All Cost Ledger accounts use a uniform sub - account structure.
6. A credit to a General Ledger Account
indicates a charge sent.
7. A debit to a General Ledger Account indicates a charge received.
Balancing and Control
The integrated cost system utilizes
weekly batch processing and two final
processings at the end of the month.
Since intercompany billings were not
made until after all cost liquidations and
other entries, it was not known if ledgers
were in balance until the last of each
month. After problems in the early
months of operation became apparent, a
new report was programmed. This report compared entries with sender and
receiver codes of different companies on
every processing. This allowed accurate

and complete balancing throughout the
month.
Adequate controls of significant parameters must be provided as data processing systems become more complex.
Therefore, controls of input were issued
which provided for review of all manual
input by personnel familiar with the
intercompany billing system. Most
balancing problems arose from manual
input which did not utilize proper intercompany billing techniques. By preventing input of incorrect entries into the
system and educating the originators of
such documents, these problems were
drastically reduced.
Conclusion
Under this system the burden for
determining the appropriateness of
charges received falls on the custodian
of the account receiving the charge.
Some control function is performed by
those in charge of the transfers, but the
main responsibility must be that of
respective cost control. Manual transfers
may provide a little more control by their
nature, but the burden is still on those
receiving the charge. Loss of control has
not been considered significant, particularly in comparison with cost savings
realized in personnel involved in intercompany transfers for the entire complex.

Readers React
Continued from page 48
solution of the many formulas that were
involved.
Hopefully, your article will stimulate
greater interest in these services. I am
amazed at the number of accounting
managers who are disinterested or who
apparently do not recognize the potential of these services. The terminal to
which I have access is located in a research and development area. This
terminal in turn furnishes access to four
computer services at diverse locations.
The primary users of this terminal, besides myself, are engineers employed at
the research facility. I have discussed
these services with some of my colleagues who would also have access if
they so desired. I have even demonstrated its use to a few of them, but still
they have not made use of this very
versatile tool.
It is also somewhat timely that Mr.
Gilman C. Harvey, Jr.'s article "Mathematics Is Bypassing the Accountant"
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should appear in the February 1969
issue. His discussion presents another
strong argument in favor of the utilization of time - sharing services by accounting managers.
One high -level engineer, who uses this
terminal and is conversant with higher
mathematics, stated to me that time
sharing has been a boon to him because
he had no confidence in himself when
solving equations manually. When more
than ten minutes were required for the
solution, he is sure that he has missed
a sign somewhere. With time sharing,
he can develop a program for the equations, feed the data to the computer via
the terminal, and have complete confidence in the solution that is printed
out. If solving equations disturbs an
engineer who is familiar with higher
mathematics, then it must surely be
frightening to the accountant who has
never been exposed to higher mathematics.

Accounting managers would do well
to equip themselves with a mathematical background sufficient in scope to enable them to solve most problems that
might come their way. With only a
minimum of instruction, (one service's
library includes programs for tutoring
subscribers in programming) the accounting manager could program the
problem, feed the data, and obtain the
solution. There is no need for an accountant to be a skilled mathematician
or a machine operator. He needs only
an understanding of the nature, uses,
and limitations of the methods and techniques that would be useful to him.
Benjamin ]. Brown
Auditor in Charge
Defense Contract Audit Agency
Evansville, Ind.
The opinions expressed above are those of the
writer and do not necessarily reflect the position of
the Defense Contract Audit Agency or the Department of Defense.
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OTHER BOOKS, ETC., of great interest to accountants
C117 THEMONTHLY FINANCIALSTATEMENTS. For the ac.
countants responsible for devising or preparing
monthly financial statements for business concerns
C116 MONTHLY FINANCIALSTATEMENTFORMS. In full size.
Most of them appear in reduced size in C117
F201 MASTERCHARTOFACCOUNTS.Harmonized with C116,
C117 and Standard WPs (1967) ......... ___, .... ... ...
C113 THE INVENTORIES. Inventory taking, valuation and
testing by the outside auditors, including activity
analysis which is rapidly coming to be regarded as
just as necessary as the aging of the customers'
receivables ........ ................. ........
.........
C114 INVENTORY TAKING INSTRUCTIONS. May be used in
many cases as is after filling in a few spaces ........
C132 COSTLEDGEREXAMPLEAND ENTRIES. Tied in with
C117. Keeps cost accounts off, but tied with, the
general ledger .._ .....__.
__
C139 BOOKKEEPING FUNDAMENTALS. Good record keeping
by client is good for the client's business and reduces audit costs (1967) ._ ....................... ..
C119 THE FINANCIAL BUDGET. The necessary forms, with
detailed concise preparation instructions (including
sequence of the work). 1969) ....... .... __ ....
C140 CHARTING THE BUSINESS. The chart paper to be used.
The information to be charted and how to chart it,
with 13 charts illustrated (1969)
...
GROUPB COMBINATIONPRICE (a saving of $2.44):
C401 One of each
............ ... ...__
_

145

_

__

_

Stock
No.

_

$5.95
5.75

.

67
67

.

.

STANDARDIZED AUDIT WORKING PAPERS. Full size
set complete. Believed to be the first workable
comprehensive set of standardized audit working
papers made available to practicing accountants,
generally, in the U.S. for actual use in the field.
Thousands of sets already sold. They cost only
about $1.75 per audit, in quantities:
C101 14 inch Set of the WPs .......... ...............................
C101A 11 inch Set of the WPs ....... ... ... ....... .......... _, ....
C102 STANDARDIZED AUDIT WORKING PAPERS. A BOOK
containing each of the 67 WPs, in reduced size,
filled out 'for a typical engagement, with innovations explained .......... ...............................
C103 AUDITING MANUAL. Should be in the brief case of
every accountant ................ ...............................
0104 AUDITPROGRAM. What many accountants were waiting for (1968)
_. ..._....... ....... ..... ..... ............
C105 PREPARING FOR THE AUDITORS. What the client can
do to prepare for the audit and help reduce cost
(1966)
.., _,.... .....
.......
C106 QUESTIONNAIREREPREPARINGFOR THE AUDIT. Tobe
filled In with the assistance of the c lent . . .. ...
C107 SPECIMENWORKSHEETSFORTHE AUDITORS. Showing
some schedules the client ordinarily can prepare
C108 AUDITREPORTDRAFT. For new engagements and the
improvement of other reports
.......... ..........
C108A REPORTSCHEDULES. For new engagements. Includes
the now famous ten year condensed appendices
C109 AUDITREPORT QUESTIONNAIRE. Over 80 important
points to bear in mind on a long or short report
(196 6) .. ....... ....
.. . ...................... ........_ ._.......
C110 REPORT ON INTERNALCONTROL. Over 180 recommendations to client, in final form if applicable (1969)
C111 INTERNALCONTROLQUESTIONNAIRE. Including division of duties and in form to be given to client
(1969)
.........
.__...
...,,...
C111A SUPPLEMENTALINTERNALCONTROLQUESTIONNAIRE.
Deals largely with matters beyond the usual audit
engagement but within the scope of the practicing
accountant, the management consultant and the
company controller __..... .. .......... ..
__. ... ......
C112 OFFICERULES.For the accounting firm. In pocket size.
Covers only internal office matters __..... ......
C141 NOTES TOTHE FINANCIALSTATEMENTS. 33 notes in
suggested form, if applicable. They help to prevent
overlooking necessary notes and assist with wording( 1969)
...................... ......_. ......... ..... _...
AUDITPREPARATIONFORMS. Forms on which to furnish the data mentioned in C105:
C143 14 inch Set _ .
........
C143A 11 finch Set ...
_._.
_
_
_ ..
GROUPA COMBINATION PRICE ($4.95 saving in each case):
1,301 One of each, except C101A A C143A
____.....
C301A One of each, except C101 i C143

Ea.

.

Pages

.

A

_

Group

.

k
Stock

What Others Say:

succeeded,

28

1.10

12

2.00

AUDITING MANUAL:
THE ACCOUNTANTS JOURNAL, NEW ZEALAND: 'A valuable disc ipline to
any prac titioner
who c annot fail to rec eive fres h ideas .'

8
8

65
.65

THE MONTHLY FINANCIAL STATEMENTS:
ACCOUNTANCY, LONDON: 'Should be in the pos sess ion of all accountants.
Eminently sens ible. A m ust for most acc ountants.'
THE CALIFORNIA C.P.A.: 'v e ry practical. Also useful to controllers and
office managers.'

book.'

highly

.

...

19.80
19.60

THETHE ACCOUNTANTS' DIGEST: (U.S.A.): 'Excellenf book .'

TOTALAMOUNTOFORDER ........_... $_ .................... (postage paid on cash orders)

-_

-

-

-

-

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

FORM

ORDER

DATE

HASER

Stock No. C101 C101A C102 C103 C104 0105 C106 C107 C108 C108A
Quantity
Group Amount
A Stock No. 1.109 C110 C111 C111A C112 C141 C143 C143A C301 C301A
Quantity
Amount
Stock No. 0117 C116 F201 C113 C114 1,132 C139 C119 C140 C401
Group Quantity _
B
Amount

PURC

CONVENIENT

THIS

USE

on SO, and 20% on 100 or more of any one of the above. Add 50¢, if order Is for less than $5.

ADDRESS

_

.

.60

.

_

_

15%

STANDARDIZED AUDIT W ORKING PAPERS: A book containing each of the
above:
THE CANA DIAN CHARTERED ACCOUNTANT: 'reflects yea rs of experience
in carrying out a nd s u pervi s ing audi t w or k . A revel atio n in the f ounda tion
it prov ides for c arry ing out an efficient audit. A v ery prac tic al and instructive
THE CHARTERED ACCOUNTANT OF AUSTRALIA: 'Of the great es t pos s ible
utility .'
THE ACCOUNTANT, LONDON: 'the applic ation of wide experience to a
systemized basis.'

5

_

PLEASE

--

-

-•

-

------

--------

--

------

Quantity discounts: 10% on 10,

STANDARDIZED AUDIT W ORKING PAPERS (full size set complete):
THE ACCOUNTANT, LONDON: 'A monum ent of indus try . He has tried to
standardize the whole field of a udit ing. If he has
he has substituted his ow n sk ill for that of the audit s taff
and has produced mechanical auditing.'
...

CITY

STATE

ZIP CODE

THE COUNTING HOUSE PUBLISHING CO., THIENSVILLE, WIS. 53092
All prices F.O.B. Thiensville, and subject to change without notice • Regular surface mail postage paid on cas h orders. Full paym ent s hould accom pany foreign orders. If yo u wish air mail shi pm ent , ad d 2 0% of t he retail price, i f t o a U.S. des tination , 30% to Canada, 16% to Mexi c o, Ce ntral
Am eric a or W . Ird ies , 3 8% to S. Am e ric a, Eur ope or N. Af ric a a nd 60% to any other c ountry, to c over the additional pos tage.

Recent Publications
ACCOUNTING FOR MANAGEM ENT PLANNING AND
DE CI S IO N M AK IN G
S. Winton Korn and Thomas Boyd
John Wiley & Sons, Inc., 605 Third
Ave., New York, N.Y. 10016, 1969, 745
pp., $10.95.
This book presents a comprehensive
overview of Accounting, the intent of
which is to show the readers how to use
accounting rather than how to do it. Included also is a useful glossary of the
more frequent important terms.

FUN D A CCO UNT ING
Harry D. Kerrigan
McGraw -Hill Book Co., 330 W. 42nd
St., New York, N.Y. 10036, 1969, 533
pp., $12.50.
A study of accounting principles and
practices found in governments and nonprofit institutions. Comparisons are also
made between accounting principles and
practices which apply to governments
and nonprofit institutions and those
which are generally accepted in business.

DIRECT COSTING: KEY TO
DO L L AR D EC I S IO N S
Programmed Instruction Course
American Management Association,
Inc., 135 W. 50th St., New York, N.Y.
10020, 1968, (three ring binder, set of
exhibits,manual, and unit tests), $27.00,
(AMA members $22.00).
This course is designed to help the manager think in terms of variable and fixed
costs and their inter - relationships with
company costs and profits.

Starting out with a chapter devoted to
the basic concepts of management accounting, this book goes on to describe
the essentials of cost accounting, standard cost systems, the use of cost information for control, budgeting, and the use
of cost information for decision making.

ACCO UNT ING FO R PRICE
C H A N G E S —T H E O R Y A N D
PRACTICE
Reg. S. Gynther
Accountants Publishing Co. Ltd., 49 ExhibitionSt., Melbourne, Australia 3000,
1968, paperbound,26 pp., 35 cents.
The author discusses the subject in terms
of various capital maintenance concepts,
and points out some serious effects if
changing prices are not incorporated into
the accounting systems of companies.

ANALYSIS FO R REPLACEMENT OF FIXED ASSETS
Merle M. Gynther
University of Queensland Press, St.
Lucia, Australia, 1968, paperbound,212
pp., $1.20.
Some interesting ideas about replacement of fixed assets. The author even
suggests a better term "displacement,"
since the new property often differs
either in physical character or in
productivity.

STEAMSHIP ACCO UNTING
Philip C. Cheng
Cornell Maritime Press, Inc., Cambridge, Md. 21613, 1969, 184 pp.,
$10.00.
This book encompasses the subject matter of both shipping operations and accounting with emphasis placed upon the
application of accounting principles and
accounting theory to the steamship
business.

RETURN O N INVESTM ENT:
CO NCE PT & APPL ICAT IO N
J. Gordan Maw
American Management Association,
Inc., 135 W. 50th St., New York, N.Y.
10020, 1968, paperbound,32 pp., $2.00,
(nonmembers $3.00).
Issued as No. 22 in the series of AMA
Management Bulletins. Attempt is made
to show how to measure anticipated
consequences and compare projections
systematically.
M E RG E RS , M AN AG E RS ,
AND THE ECONOMY
Samuel Richardson Reid
McGraw -Hill Book Co., 330 W. 42nd
St., New York, N.Y. 10036, 1968, 302
pp., $8.95,(paperbound $5.95).
This timely book explains the three
merger activities since the turn of the
century. The author also presents the
economic and behavioral hypotheses. He
suggests future public policies which
would improve the structure and performance of the free enterprise system in
this country.

DEPRECIATIO N ACCOUNTING AND ECO NOM IC
AN A L Y S I S
Shinkiehi Minemura
Society of Business and Commerce, Keiv
OPERATIONS COST
University, Mita, Minato-Ku, Tokyo, P R I N C I P L E S O F
ST A T I ST I C A L D E C IS I O N
CONTROL
Japan, 1968, 115 pp., $3.00, (includes
M AK ING
Robert N. Anthony and James S. postage).
Aigner
Hekimian
An economic analysis of depreciation Dennis J.
Macmillan Co., 866 Third Ave., New
Richard D. Irwin, Inc., 1818 Ridge Rd., from the standpoint of income accountYork, N.Y. 10022, 1968, 145 pp., $2.95,
ing
with
discussion
of
some
of
the
curHomewood, Ill. 60430, 1967, paper(hardcover
$6.95).
rent theories.
bound,142 pp., $3.95.
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Although the material is simply presented, the reader should have some
knowledge of elementary calculus. The
principles and methodologies hope to
bridge the gap between classical and
modern metliods of decision making.
ST AT IS TI CS
A Computer Approach
Roger L. Burford
Charles E. Merrill Books, Inc., Columbus, Ohio 432.16, 1968, 397 pp., $10.95.
This college textbook presents statistical
inference as applied in business and economics in a manner conducive to application of modern digital computers using Fortran programming language.
PR O G R A M M E D I NS T R U C TION G UIDE
Northeastern University
Entelek Incorporated, 42 Pleasant St.,
Newburyport, Mass. 01950, 1968, second edition, paperbound, 342 pp.,
$14.50.
Lists programmed learning media, their
quality, objectives, prerequisites, target

population, etc. Programs published outside the United States are also listed.
This guide is published twice yearly.
PRESENT ING TECHNICAL
IDEAS
A Gui de to Audience
Communication
W. A. Mambert
John Wiley & Sons, Inc., 605 Third
Ave., New York, N.Y. 10016, 1968, 216
pp., $6.95.
To become successful, one must demonstrate his ability to communicate technical ideas to others. The step -by -step
approach unfolds the principles to be
used in improving communication skills.
A commendable publication.
F O R T R A N IV
A Programmed Instruction
Approach
J. Daniel Couger and Loren E. Shannon
Richard D. Irwin, Inc., 1818 Ridge Rd.,
Homewood, 111., 60430, 1968, paperbound, 244 pp., $7.95.
A knowledge of high school algebra is

the only prerequisite for understanding
this book on computer fundamentals and
FORTRAN programming. Using a special Programmed Instruction format, the
book presents the most recent version of
the FORTRAN language in brief units
or frames.

NO TES ON TH E
PREPARATION OF
CO N S O L I D AT E D
STATEMENTS
A Research Study Report
Accountants Publishing Company, Ltd.,
49 Exhibition St., 114/elbourne, Australia
3000, 1968, paperbound, 23 pp., $0.35.
This is a revision of the 1956 "Notes on
the Preparation of Consolidated Statements," and an answer to the problem
of mergers and consolidations, and anticipated future legislative Hiles.

TH E LI LLY D IG EST 1967
Eli Lilly and Company, General Offices
and Principal Laboratories, Indianapolis,
Ind. 46206, 1967, paperbound.

Read anygood books tat

Have you looked at your corporate books lately? Are
they really worth reading?
Your books probably provide overall dollar figures
for capital assets —at original cost. Net property and
equipment comprise the largest share of your total
assets. Yet your books may not reflect current asset
values broken down for each cost center in your
company.
Marshall and Stevens can appraise your fixed assets —
property, plant, and equipment —so your books are
up -to -date, well defined, and more profitable to read.

MARSHALL AND STEVENS INCORPORATED /

BOSTON
185 Devonshire Street
CHICAGO
120 S. Riverside Plaza
D ALLAS
312 Stemmons Tower East
DETROIT
17500 W. Eight Mile Road
LOS ANGELES
1645 Beverly Boulevard
MINNEAPOLIS
930 Plymouth Building

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

APPRAISALS

The national appraisers with fully - staffed local offices
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Continuing
Education Program

COURSES
Mathematics for Business Management
Basic Mathematics
Advanced Methods & Models
Probabilistic Models

Mon. thru Fri.
Mon. thru Fri.
Mon. thru Fri.

Methodology of Operations Research - - An
Accounting Emphasis
Basic Data Processing - - Concepts & Techniques
Effective Inventory Management - - A Scientific Approach
Designing Management Information Systems
Developing & Using Standard Costs
Flexible Budgeting & Performance Reporting
Direct Costing & Contribution Accounting
Economic Evaluation of Capital Expenditures
Behavioral Science Implications for Management Accounting

Mon. thru Fri.
Mon. thru Wed.
Mon. thru Wed.
Thurs. - Fri.
Mon. - Tues.
Wed. thru Fri.
Thurs. - Fri.
Mon. - Tues.
Thurs. - Fri.

SEMINARS
Administration - of the Division & Plant Controller's Job
Corporate Financial Reporting to Shareholders and the SEC
Modern Standard Costing Practices
Accounting Applications of EDP
Cash Management & Fund Analysis

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

Mon. - Tues.
Thurs. - Fri.
Thurs. - Fri.
Tl urs. - Fri.
Mon. - Tues.

Present at meeting of Washington Chapter Disadvantaged
Small Business Advisory Committee are, I.-r., Ben C. White,
Howard G. Oberlander, Franklin A. Gibbons, and Chairman

Charles W. Tucker. Other committee members, not shown, are
Harry L. Mitchell, Stanley J. Curran, and Oliver W. Steinfort. The
committee was set up to help small businessmen. See story.

Accountants Aid New Capitalists
WASHINGTON CHAPTER GROUP ESTABLISHES FREE FINANCIAL ADVISORY SERVICE FOR
STRUGGLING SMALL BUSINESSMEN

When Charles W. Tucker retired from attention of the nation's leaders. He the accounting and business finance
business more than a year ago, he left kept returning to the question, "What world and had established good contacts
behind him a long and rewarding ca- should I do ?"
in the government. He joined NAA as a
reer in the accounting and financial
The answer grew out of his own career junior member in 1920, served as presmanagement field. A management con- in business. -He knew how important ident of the Boston Chapter, and then
sultant, he had served as a controller, were programs designed to bring minor- was elected a national director. He is
treasurer, finance committee chairman ity groups into the free enterprise also a long -time member of the Amerand taught part -time at the School of system; black capitalism was a well - ican Institute of CPA's and of the
Business Administration of the Ameri- publicized concept, especially within the Financial Executive Institute.
can University in Washington.
current administration. But small busiIn recent years, most of his AssociaA man who had never missed a day nessmen attempting to make a profit in tion contacts had been with members
of work in his life because of sickness, a highly competitive marketplace, need of the Washington Chapter. When he
Mr. Tucker, at 71, started looking for help — including financial assistance and presented his proposal to the Washingnew pursuits in which to channel his advice —just to keep their heads above ton Chapter board of directors, the
considerable energies. At first he found water during the crucial start -up years. board agreed to send around a questionenough to do around home, discovering
The solution he found was to set up naire to find out if it was feasible. The
new hobbies, such as decorating his base- a group of volunteers who would offer response to the survey was such that the
ment in Polynesian style.
their services to help struggling small Disadvantaged Small Business Advisory
These activities soon palled, perhaps businessmen. Close at hand was the Committee, headed by Charles Tucker,
in part because like many Americans his perfect tool to use in this vital work — felt it had a mandate to start setting up
attention was being drawn to the coun- the energies and talents of members of the operation.
try's social and economic problems. A the National Association of AccountAny experimental project to succeed
resident of Washington, D.C., he ants. As a result of his many years of requires hard work and much detailed
sensed the seriousness and magnitude of membership in the Association, Mr. planning. The committee and the board
the problems which are absorbing the Tucker had made numerous friends in of directors laid down the criteria under
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which the program would be conducted.
Advisors could not run their clients'
businesses, it was clear. "Generally speaking, it was felt that it would be more
desirable to carry on with the point of
view of helping the applicants for assistance to help themselves, and thus
retain a maximum of their self- respect in
the process. It was also clear that no
one should participate who had the
slightest bit of bias in his make -up.
The chapter board approved the program in January 1969 and the first request for help was accepted in February.
With enthusiasm, members and nonmembers responded to the call for
volunteer advisors. Mr. Tucker made a
surprising discovery: other businessmen
were frustrated in their need to help
America in its crisis. They, too, were asking, "What can I do ?"
By May, 36 accountants, financial
managers and others had volunteered to
offer free assistance on a confidential basis. Indeed, two men who were not NAA
members called Mr. Tucker with offers of
assistance. He accepted but suggested
that they join the Association, since the
program was under the aegis of the
Washington Chapter. Subsequently, two
applications for membership were submitted.
How does the Advisory Committee
work? How does a struggling small businessman learn about this unique group?
What qualifies a small business for aid
under the program?

action groups such as the Urban Coalition and the Interracial Council for
Business Opportunity and the Black
Economic Union.
The Washington Chapter's volunteer
corps found itself helping out in cases
ranging from the record - keeping problems of a small electronic equipment
manufacturer to setting up a financial
management structure for a research
project. The total number of cases accepted to date by the Disadvantaged
Small Business Advisory Committee is
58. Mr. Tucker has no idea how many of
these businesses will survive and eventually prosper. "If a third make the
grade," he says, "it will be a tremendous
thing."
Each project, Mr. Tucker emphasizes,
"is different from all others and must
have its own individual treatment. That
is why it is so important that care be
exercised in matching advisors to cases
and, in turn, why it is well to sign up as
many advisors as possible and thus have
`on tap' as many different types of talent
and experiences as possible."
"When an applicant for our service
first contacts me by telephone, I try to

get the `feel' of the situation by way of
friendly conversation interspersed with
a few leading questions. If I believe him
to be one who probably is entitled to
receive our free services, I send him a
copy of our Request for Advisory Services form which, in most cases, when
completed and returned, is the basis for
taking the next step, namely contacting
an advisor who, in turn, contacts the
new client by telephone to make arrangements for a conference at a mutually satisfactory time and place."
The advisors in the program are a
high- powered group of men. They include a bank vice president, government
officials, corporate treasurers and controllers, lawyers, one White House Fellow and several active, and retired,
Certified Public Accountants.
One of the cases handled by such an
advisor was that of a sole proprietor of
a small business. The small businessman,
behind on payments for an SBA loan,
requested help in preparing a financial
presentation for a company with whom
lie had been negotiating the sale of
his business. The advisor prepared a
financial statement which showed that

Call EM 2 -6052
Never one for half measures, Charles
Tucker set up a home phone office number—EM 2- 6052 —and explored ways
to publicize the service. One means was
through the chapter with its more than
650 members who might be persuaded
to refer applicants to the committee;
another was through the Federal Government. The Small Business Administration was consulted and it offered
full cooperation, including office space,
if necessary, for advisory conferences.
"Several cases have been referred to us
by this agency and one of our advisors
has addressed four SBA workshops, and
is expecting to handle more of the
same."
Mr. Tucker contacted the Office of
Minority Business Enterprise of the Department of Commerce, and the Office of
Voluntary Action, recently established
in the Department of Housing and Urban Development. Moreover, the committee has established contacts with,
and received referrals from, community

Advisor Mark Rollinson, vice president, secretary and staff counsel, Greater Washington
Investors, Inc., confers with a client he is assisting under the Washington program.
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To hammer cut a program for the chapters, the NAA Ad Hoc
Committee or Socio Economic Programs met twice in Washington in August. Present were, I.-r., G. F. Striemer, Past National
President James E. Meredith, Jr., Harold C. Moore, Charles R.

the proprietor was just about at the
break -even point. In a memorandum,
the advisor gave his recommendations
on placing a value on the business, pointing out that "There is general concurrence that there is no one method or
formula." Then on the basis of his review
and analysis, lie gave the client a projection of sales and profits for the next five
years of the fledgling business.
His experience was typical. Through
informal meetings, and telephone calls,
consuming varying amounts of time, the
advisors contribute their knowledge and
experiences to help someone else "get
a leg up." As chairman of the Committee on Disadvantaged Small Business
Advisory Corps, Mr. Tucker keeps in
periodic contact with his advisors. The
committee urges the submission of regular interim reports by advisors, carefully
disguised to preserve confidences.
In their reports, advisors describe the
nature of the service being supplied,
what obstacles have been encountered,
and give their opinion as to whether the
client is able to utilize the advice given
him. Other pertinent comments are also
welcomed by the committee.
The advisors' expertise is not limited
to bookkeeping. They are prepared to
assist in such areas as general accounting,
cost accounting, systems design, electronic data processing, budgeting, internal control, payrolls, auditing, office
management, credit and collections,
taxes, policies and procedures, organization problems, insurance, banking relations, accounting aspects of government
contracts, and financing. In one estimate
MA N A G E M E N T A C C O U N TIN G /O CT OB ER 1 96 9

Miller, Chairman William M. Young, Jr., National President Grant
U. Meyers, Executive Director Rawn Brinkley, and Charles W.
Tucker. Standing, I: r., James Collier, Managing Director Robert
H. Sommer, R. Leslie Ellis.

given to a newspaper reporter, Mr.
Tucker gave the value of the services
being offered, projected on an annual
basis, as at least $65,000. Ile adds, however, "if the 'value' had been determined
in accordance with rates such as those
used by many public accounting and
consulting firms when billing clients, a
figure two or three times as large could
have resulted. The $65,000 figure was a
conservative 'horseback' estimate."
Once a program has been successfully
tested in the field, there usually is a
concerted movement to extend it nationally. The Washington program, in effect,
was a pilot project for the Association.
National committees and national directors have been discussing for some
time the possibility of the Association
inaugurating a program for chapter use
in helping to alleviate urban problems.
At the Annual International Confer cnce in June, President Grant U. Mevers
appointed an Ad Hoc Committee on
Socio Economic Programs to recommend the development of programs designed to help the disadvantaged. An
anonymous donation of $100,000 gave
the committee impetus.
At its first meeting in Washington,
D.C., the committee listened to a proposal by Mr. Tucker to convert the
Washington Chapter project into a
nationwide program. "...if even one half of our chapters got under way
programs such as Washington's, it fairly
could be said that the 'value' of the
resulting services would run easily into
'millions of dollars.' This is just another
way of saying that NAA, in these critical

times, would be making a major contribution to free enterprise and to the
general well -being of our country."
William M. Young, a past national
vice president of the Association, is
chairman of the Ad Ifoc Committee.
In addition to Mr. Tucker, the other
members are R. Leslie Ellis, Charles R.
Miller, IIarold C. Moore, S. Alden
Pendleton, Stanley A. Pressler, and
G. F. Striemer.
The Committee delegated Charles
Tucker to set up a model based upon the
Washington Chapter's experience. On
the basis of the committee's preliminary
discussions, Chairman William Young
will present a recommended program to
the Executive Committee. The recommendation will include detailed instructions on how NAA chapters can offer
financial management advisory services to
groups in their area. "I think it would
be a magnificent program for NAA chapters," he says.
Washington is not the only chapter
to initiate local programs to aid needy
small businesses. Other NAA chapters,
including Neivark, Omaha, and Southern West Virginia, are contemplating or
are already running similar projects. To
Washington Chapter, however, and to
the pioneering zeal of Charles Tucker
goes the credit for developing a program
that can be adopted by other chapters.
And once such a nationwide program is
established, hundreds of highly motivated NAA members —like Charles
Tucker —will have the opportunity to
find one answer to the question, "What
can I do?"
59

Close -up

nnan-

1968 -69 president, presents the cnecK to James
cial aid officer. Moritz E. Pape, chairman of fund, is at right.
Ryan,

In honor of chapter past presidents, San Francisco recently set
up a scholarship fund at Golden Gate College. G. W. Fahey,

Miss America, Judith Ann Ford, contributed a glamorous note
to the ceremony. At left is G. Ray Crim, Jr., 1968 -69 president.

R.

When Indiana East Chapter helped to present the Junior
Achiever Treasurer of the Year Award to Charles Golay, right,
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Charleston Chapter honored its past presidents in 50th Anniversary celebration. Past presidents, I. -r., are Mars C. Costa,

At Indianapolis Chapter, the past presidents at cutting of cake
were, I.-r., Frank E. Doeler; John D. Harrington; Uriah J. Farr; John

Robert W. Goethe, Mike Scanlan, G. Ray Moody, Kenneth Foote,
and Abe F. Isaac. The presidents cut and served the cake.

T. Kokos; James P. Henry; Fred E. Andersen; Charles R. Israel,
past national president; J. Lynn Crandall and Stanley Pressler.
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Delta Microwave Corp. as assistant treasurer.

Two J o h n s t o w n
mote d

Chapter /Member News

by

me mbe rs have bee n pro-

Pennsylvania

Electric

Co.

W I L L I A M R . T H O M A S is n o w s e c r e t a r y
and treasure r, and JOHN

W . BONARRI GO,

office m a n a ge r — I n d i a n a .
JACK
elected controller a n d

Emeritus Life Associates
CULLE N, B o s t o n p a s t presi-

dent.

E U GE N E B . PE T E RS,

JOE F.E D M O N D S , C o l u m b i a .
LE ST E R M . E L LI OT T , D e t r o i t pa s t pr e s i -

elected

d e n t ; S t u a r t C a m e r o n M c L e o d S oci e t y.

A R T H U R G . G E T T E L M A N , Milwaukee.
HOWARD L . GOOD E N OU GH, N e w Y o r k .
HALLID AY ,

C.
J. KI N G,

of

the

Co.

E. G R E I V E N K A M P ,

C I nc in n at i, ha s

CO....CALV I N E. SAND

Buffalo.

Buffalo

promot ed
Stee l

was

t o a s s i s t a n t tr e as u re r , Po l l a k

Co....N E L L O

V E RGAR I has joine d

GI L B E R T w as e l e c t e d p r e s i d e n t

Miller

Co. a n d

Co.,a n d

HEN R Y TE R LOCK was promot e d

Miller Sash a n d D o o r

t o tre as ure r.
GA R Y

K an s a s City,h a s b e e n

A.JO H N S ON ,

named

cont rol ler

of

Butler

National

Co r p. . . . M AX P OI N T E R has b e e n n am e d
cont rol l e r of B u i l d i ngs D i v. , B u t l e r M fg.

p a s t presi-

D E A N BRANDENBURG, L o n g

MORGERSON

j o i ne d Am e r co a t C o r p. as m an a ge r , ge n -

wa s

elected

a

partne r

at

H a s k i n s & Se l l s w h i l e R A L P H HU N GLE R

eral acco un t in g.

ROBE RT S. LI T T L E , M i a m i .
LE ST ER C. M A RK OF F, D e t r o i t .

was nam e d a p r in ci p al at t h e sam e fi r m .

SHE LD ON

Gabriel Valley.
E L D R E D H . SCOTT,D e t r o i t .
GE OR GE R. SE SLE R,
SLOAM P.SI DE R, Queens p a s t p r e s i d e n t .
CLARE N CE S.V I E T E N , P o m o n a Valley.

JAM E S

W . LY N CH,

E l m i r a A r e a , wa s p r o -

I. KRA M E R,

Los

has

be e n name d man age r of fi nanc e and ad-

m o t e d t o divisi on co n t r o l l e r o f C o r n i n g

mi ni st rati on

Glass W o r k s C o n s u m e r P r o d u ct s D i v .

Op e rat i on s ,

for
a

Medical

new

D i a gn os t i cs

ve nt ure

of

Xerox

Sabine.

OLLI S, S a n

has

i n g t o n C o r p . as c o n t r o l l e r . . . . E U G E N E

dent.

T. H .

of

Lumber

Bi g Four di visi on of St udebaker-Wort h-

Pittsburgh.

LE V ERN E
N O R M A N E . LI LGA,

been

Beach,

RAY MON D

JOHN

Hau s fe l d

Denver.

M A X GA L A M B O s ,

pre sid e nt - f ina nce

Jos. Schlitz Br e wi n g

to co rpo rat e

co nt ro ll er o f Lo ck sh o re F arms , In c. , an d
M i c h i g a n C o t t a g e C h e e s e . . . . RALPH

Chicago, h a s

be e n e l e c t e d s e cr e t a r y of t h e Campbe ll -

Cleveland.

NORM AN F. FRAN KE ,

vice

Ka l a m a z o o p as t presi-

Angeles,

F.

Ka -

Co.

nawha Ins urance
JAM E S

di re ct or of

J. C O O P E R ,

d e n t , has b e e n p ro m o t e d

WAR R E N L . W ALL AC E , W i c h i t a .

been

H . L . M O L L E N K O P F , Akron, h a s b e e n a s s i gn e d ad d i t i o n a l ex e cu t i v e resp ons ibi lit i e s , i ncl udi n g comput e r s e r vi ce , s ys t e ms
a n d p r o c e d u r e s ; e m p l o y e e se rvice s, offi ce s e r v i c e s a n d t h e t r a ff i c d e p a r t m e n t ,
at General Tire & Rubbe r
nati on al

vice

RHODE S, E v a n s v i l l e ,

has

Plow

Co. H e

is a

pre sident.... B.

A.

E D WARD F. BU N T AI N ,

has be en

Madison,

W.

n a m e d cont r ol l e r of B u r c h

p r o m o t e d to d at a processi ng dire ctor of

ROB E RT L . H Y M A N , F o r t W a y n e , h a s

Promotions and New Positions

past

be e n

Works , Inc.

Pittsburgh.

T HO M A S D . WAG N E R,

T HOM AS

Corp.

appointed

as s i st a n t

controller,

General Telephone
FRISKE

is

now

Co....W I L L I A M

t r e a s ur e r - c o n t ro l l e r

of

Phe lps D o d ge M a g n e t W i r e Co r p .

H . S. M a n c h e s t e r , I n c . . . . JOHN A .
GE R OL D w a s n a me d di v is i o n c on t r ol l e r —

Two G r e e n w i c h

Maz omanie

- Stam ford me m b e r s h a v e

Div., W i c k

bee n n am ed by Ch es tnu tt Co rp. GE OR GE

tems, I nc.... JAM E S H .

P. M OR RI S

named

and

is n o w a c c o u n t i n g m a n a g e r ,

MARY-FRAN CE S

CA M B E RE ,

EDP

m a n a g e r . . . . E D W A R D C. FI N N E Y h a s
bee n name d as si st an t t o th e pres id en t of

tre as ure r of

CO....R A L P H

Har le y

A. S M I E J A

G.

Hayde n

&

is n o w c o s t

Massachusetts

D E V E JI A N ,

No rth

of C. L .

co n tro ll e r b y Loral C orp .

Co.

Sys-

ma na ge r at G ra be r M f g. C o.
ALB E RT

Am e r i can F e l d m u e h l e C o r p .

Buil di ng

KE NN ED Y w a s

RAFF AT H w a s r e c e n t l y e l e c t e d s e c r e t a r y
Gougl e r

E.

Shore,

has be en e le ct ed corpo rate

has b e e n

L. J. MAD D E N , JR., Asheville,
a p p o i n t e d gr o u p v i c e pre s i de nt , fi nance

JAME S A . M CF AD D E N , JR., Member-a tLa rg e, has b e e n n a m e d c h a i r m a n a n d

and

Mathieson

c h i e f e x e c u t i v e o f f i c e r o f A c c e s s S ys t e m s ,

ad mi n is trati on ,

Olin

Chemical Corp.

I n c. He is a pas t n at io n al vi ce pr e si d en t

FRAN CIS L . C H A N E , Boston, h a s j o i n e d
Kil li an E n g i n e e r i n g C o r p . a s c o n t r o l l e r .

of

Products, Inc.

Co.

EDWARD JAN KURA, C a l u m e t , w a s e l e c t e d
cont rol l e r of

the

First Nat i onal B a nk

of E ast Chi cago.

prom ote d t o co ntroll er, Microe lect ron ics
D i v . a n d J O H N A . HU B N E R t o c o n t r o l l e r

Charlotte,

of Systems Div ., Radiat ion, Inc.
HARKE Y ,

He

le ave s as vice p r e s i d e n t of

fi-

GE O RG E L E D LOW , Jac ks on, h as be e n pr o-

has

p a s t p r e s i d e n t , h a s b e e n a p p o i n t e d as soci at e

been

Co.,C l e v e l a n d .
ILLONARDO, Jersey City-H u d s o n

Powe r & Li ght

V. M .

Memphis

Memphis

have

Li ght ,

been

Gas,

&

W a t e r D i v . W I L L I A M L . GA R D N E R w a s
promote d

to

controller,

CALV I N

R.

HE N ZE t o ge n e r a l m a n a g e r , a n d W I L LI AM T . M U L L E N was p r o m o te d t o t r e as -

nance .
m o t e d t o di vi s ion m a n a ge r , Mi ss i ss i ppi

FR A N K B . M I L L E R , C a p e C a n a v e r a l , w a s

HAR RY

p r e s i d e n t , h as re ti re d f r o m E l i Lilly &

me mbers
by

profes s or

le ge .... JOHN

C.

at

St.

MI L LE R

Pe t e r's
has

Coljoined

u r e r . . . . C . M . ISON a n d CLAR E N CE E .
W H I T E , JR ., w e r e

name d

manage rs at

t h e M e m p h i s of f i c e o f P e a t , M a r w i c k ,
Mit ch el l & C o.
PE T E R JU RI CHKO,
n a m e d as s i s t a n t c o m p t r o l l e r
Minneapolis,

KE N N E T H C. ROWLAN D , B u f f a l o , w a s
name d office manager at We st Che mi cal

PETERS
MADDEN
Asheville
Chicago
JOSEPH O. W A Y M I R E , I n d i a n a p o l i s p a s t

NAA.

Three
name d

has bee n
at

Land

O'L ak e s Creame ri es , I nc.
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JOHN F. BARNI CLE, Morristown, has
been named director of systems and
computers for Triangle Industries, Inc.
... JOHN F. MAYPOLE was named treasurer of Interspace Corp.... MANUEL
HENDLER has been appointed manager
of taxes, Corporate Services Dept., The
Okonite Co.... THOMAS X. HENNICAN
is now controller of Houdaille Construction Materials, Inc.

Time Off

KEVIN NOLAN, North Penn, has been appointed controller of Red Rope Industries, Inc.... CLAIR M. RAUBENSTINE
was recently promoted to audit manager, Lybrand Ross Bros. & Montgomery.
WARREN M C D O N A L D , Oakland -EastBay, is now a partner with Main Lafrentz.

DEVEJIAN
Mass.-North Shore

EMKEN
Piedmont

DONALD J. GOALEY and ROMAN H.
UHING, Omaha, have been admitted to
partnership in Arthur Andersen & Co.
...DONALD E. IBURc has been appointed vice president - administration of
Peoples Natural Gas Div. of Northern
Natural Gas Co.
BERNARD H. SEMLER, Orange County,
has joined Abbott Laboratories as vice
president, finance.
Lou BONO, Peninsula -Palo Alto, is now
assistant controller with Golden Grain.
PAUL J. SCOTT, Philadelphia, has been
elected to secretary and treasurer of The
Fibre -Metal Products Co.
CARL NAEGELI, Phoenix, has been appointed controller of Kitchell Corp.
and its subsidiaries, Kitchell Contractors,
Inc., and Double Tree Insurance, Inc.
ROBERT A. EMKEN, Piedmont, was promoted to comptroller, R. J. Reynolds
Tobacco Co.... BEN F. HODGES, JR.,
has been named controller and assistant
secretary- treasurer of Myrtle Desk Co.
STEPHEN A. BROWN, Pittsburgh, has
been appointed assistant comptroller of
Mellon National Bank & Trust Co....
WILLIAM LIGHTNER, JR., has been admitted as a partner in Arthur Andersen
& Co.... DONALD WHITTINGHAM Was
named controller of Bacharach Instrument Co., Div. of Ambac.

"...Amicably yours, J. B. Smith...."

English Accounting
Association Observes
50th Birthday, Too
As every member knows by now, the
Association is celebrating its 50th Anniversary this year. Few, however, may
be aware that our sister organization
across the ocean is also observing its
jubilee.
The Institute of Cost and Works
Accountants of Great Britain was
formed in March 1919, six months
before accountants gathered in Buffalo, N.Y., to organize the Association. The similar lines of development do not end there, however. The
Institute publishes a monthly magazine titled, like the NAA publication,
Management Accounting.
The similarities are even more
striking when a history of the formation of the Institute is compared with
that of NAA. In the March issue of
the Institute's Journal a historical
survey points out that "In 1919 costing was probably one of the most
neglected accounting subjects. Estab-

lished accountancy bodies were showing a remarkable lack of interest in
costing techniques in spite of their
proven effectiveness in controlling
wartime expenditure." Almost the
same words have been written about
industry in the U.S. during this
period.
Top government officials in England are also beginning to appreciate
the accountant's contributions, it
seems. In a congratulatory letter to
the Institute, Prime Minister Harold
Wilson observes, "British industry
needs to modernise and adapt itself
if the British economy is to prosper.
It is not always realised outside your
profession how important is the part
which accountants play by providing
management with the information
which is vital to a right decision....
the principles of management accounting should be applied to many
other areas of public spending such
as the social services: indeed, this is
vital if we are to ensure that the country gets the best value from the resources devoted to them."

W. LEE LINNELL, Pomona Valley, is
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n o w cont rol l e r a n d co r po r at e se cre t ary

been

named

co rp orat e

controller

of

of E ti wanda S te e l .
ROBE RT S. HORN I N G, Portland, h a s b e e n
a p p o i n t e d vice pre s ide nt- fi nan ce , se cre -

CHA RL E S L . JARRE LL, Southern West
was pr omo te d t o v ice p res ide nt

tary a n d

tr e as u re r , M a i l we l l

Envelope

Virginia,
and

t r u s t of f i ce r , K a n a w h a

Banking &

Trust.

Co.
RI CHARD

HOL LE RA N ,

Rochester,

has

I RW I N PEARLST EI N,

Trenton,

be e n n a m e d supe rvi s or of c o s t a c c o u n t ing at Gl e ason Works.... HARRY N I CH-

Cha mb e r l a i n M f g. Co r p .

to co st acco u n t i n g

was promana ge r at

OL S O N h a s b e e n p r o m o t e d t o v i c e p r e s i d e n t of M a r i n e M i d l a n d T r u s t C o . . . .
D A V I D R. WI E GA N D i s n ow co n tr o ll e r o f

Co.,

a

Rochester

di vi s ion

of

S ybron Co r p .
GE O RG E BO ON E , Rockford, h a s b e e n p r o m o t e d t o e x e c u t i v e v i c e p r e s i d e n t - ge n e r a l
manage r, Ande rs on Bros. M f g.

Co.

I

DAV ID SM A L L , San Diego, h a s b e e n a p p o i n t e d con t r ol l e r of C a m p b e l l M a ch i ne , In c.
CHAR LE S A P P E L , Sangamon Valley, Is
n o w ge ne ral m a n a ge r of C e n t r a l C o m puting
elected
National

C o . . . . DON

BROWNI NG

co mp t ro ll e r- c a sh ie r

at

Bank.. .. ROB ERT

wa s

Illi nois

GI LL

has

joined V o l u n t e e r St at e Life I n s u ran ce

Co.

a s a s s i s t a n t v i c e p r e s i d e n t a n d as -

si s ta n t c on t r ol l e r . .. . P H I LL I P M AT T E S O N
w a s p r o m o t e d t o s e c r e t a r y / c o n t r o l l e r of

Co., I n c .
H A L L , St. Louis,

Ge ne ral Payi ng

Co.

C o m p u t e r S ys t e ms , I nc. , a n e w c o m p an y fo rm e d b y th e acq u i si t i on o f M i d we s t D at ac e nt e r, I n c. , a nd i t s s u bs i di ary,

JAMES D . LE M O N ,

BL A K EM A N
Wau kes ha Are a.

-

Scottsdale Area, h a s

D E LA HU N T Y ,

57, Queens,

CHA RL E S A . D OU GH E RT Y ,

82, Pennsyl1923.

past presi dent,
E m e r i t u s L i f e As s o c i a t e .

vania- Northeast

JOSE PH A . FE R M AN N , JR.,

45, Long Is-

ROB E RT C. SM A L L , Wabash Valley, h a s
be e n pro mot e d to se ni or plant account a n t —Mill D i v . ,

Pack agi n g

Corp.

E D W ARD S R. FI S H, JR .,

52, Seattle, 1946.
W . FI S H, 71, West Bergen Passaic County, 1949.
W A L T E R J. GUZZY, 60, Pennsylvania
Northwest, 1955.
R O G E R L . H A L M , 37, Chicago, 1958.
JO HN L E I G HT ON , 64, Brooklyn, 1945.
JOHN J. M ARR ON E , 47, New York, 1962.
A . T H E O D O RE M AT T I SON , 60, Long Island, 1955.
R E I D M C C R U M , 65, Baltimore p a s t p r e s i d e n t ; St. Louis, 1931. S t u a r t C a m e r o n
RAY MON D

M cLe od S oci e t y.

of

Am e r ica.

ISIDORE

M ORGU LI S, 68, Member -atLarge, 1950.
RI CHARD S. M U L L E N , SR . , 54, Pittsburgh, 1968.
ERN E ST J. PE RRY , 66, Newark, 1934.

RAY H. BLAKE M AN , Waukesha Area, h a s
jo in e d S p o t n a i l s , I n c . , as p r e s i d e n t . . . .

CLAY T ON

D U A N E BU E RT H Is n o w

1963.

as s i st a n t c o n -

tro ll er of D i s t ri b u t i o n Se rvi ce C o r p .

of

Al l i s C h a l m e r s .
JOSEPH J. D U T x O , Youngstown, w a s p r o m o t e d t o di vi s ion a c c o u n t a n t o f U n i o n
Drawn D i v., Re publ i c S t e el Corp.

D AN I E L P. KN OWLAN D , JR., St. Paul, Is
n o w pre s i de nt a n d c h a i r m a n of P u b l i c

Busi ness D a t a , I n c .

SEMLER
Oran ge Cou nty

E m e r i t u s Life Associate.
PE RSON ,

H.

ART HU R B .

57, Springfiield,

ROT E N BE RG,

geles, 1969.
D O RO T H Y H.
1968.

SAL T ,

LE SLI E A. SM I T H,

25, Los An-

50, Philadelphia,

79, Milwaukee, 1942.

E m e r i t u s Life Ass ociate.

has be e n

RON ALD M .
e l e ct e d se cret ary of R al s t on P u r i n a

M.

land, 1958.

mote d

Castle

FRE D

1953.

Omnitec Corp.

WI LL ARD

In Memoriam

R.

SM I T H,

66, Birmingham,

1966.

A. BACK, 56, Orange County,

ALBERT ST AN LE Y , 39, Morristown, 1963.
CHA RL E S F. STEVE NSON, 69, Boston,

J. BRAU N, 60, Calumet, 1958.
60, Los Angeles, 1957.
W. C.
G I L S. BR OW N , 65, Fort Wayne, 1967.
RI CHARD W . DE KARSKE , 44, N o r t h e r n
Wisconsin, 1965.

V . T E R R Y , 52, Dallas; North
Texas, 1943.
JOSEPH C. V I L LA R , 69, Bridgeport, 1935.

LI N COLN

1965.
E U GE N E

BRI CK,

1950.
T HOM AS

E m e r i t u s Life Ass ociate.

7M
M E M O R I A L

E D U C A T I O N

F U N O

What better way is there f or 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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The National Association of Accountants /1968-69

50th
Anniversary

The President's Message

"We have come to recognize
the social and economic

responsibilities of our members."

When I assumed the office of the presidency at the Annual International Conference in New Orleans I presented
to the National Board a number of objectives. These goals
included the development of a management by objectives
program through the national committees, prompt action
on the recommendations of the Committee on Long -Range
Objectives, and the improvement of two -way communications between the National Board and chapters by more
effective use of national directors and national vice presidents in our workshop and visitation programs. In other
words, I proposed that we get some real satisfaction for
our efforts in the Golden Anniversary year— through results.
It seems appropriate here, in the Annual Report, to sum
up the results to date.
We laid the groundwork for systematic planning during two series of national committee meetings, held concurrently in Cherry Hill, N.J., in August and in New York
in November. These meetings involved more than 100
national board and national committee members, comprised almost exclusively of recent chapter presidents.
There were many additional committee and subcommittee
meetings before and after these events.
As a result of these meetings, in approximately three
and a half months we determined five -year plans and set
some long -range objectives. With this base we could then
go ahead and begin financial planning. In order to put
such planning on a firm basis and at the same time maintain the present level of services of members, it was necessary to increase membership dues. Although there was
some opposition to the change in dues structure, we feel
confident that most members realize the necessity for such
a change.
We should all be proud of the accomplishments by the
chairmen and members of the national committees. In
addition to performing this planning function, they took
action on a significant number of items of direct benefit
to the National Association of Accountants and members.
We set up five new committees in line with the recommendations of the Long -Range Objectives Committee.
They are the Committee on Management Accounting
Practices, Committee on Planning, Committee on New
Chapter Formation, Committee on International Chapters,
and Committee on Publications.
To give the Association a platform for speaking out
on major issues in management accounting, a Management Accounting Practices Committee was established.
The response to my request for nine NAA members to
MANAGEMENT ACCOUNTING /OCTOBER 1969

66

serve on this committee was gratifying and a tribute to the
reputation of the Association. Past National President I.
Wayne Keller agreed to serve as chairman of this committee. Eight other outstanding figures drawn from industry, from the universities and from public accounting
also agreed to serve on this committee. Their task of hammering out basic concepts and procedures for conducting
the operations of the committee will be a difficult one
in the crucial formative years, but the results should be far reaching and will certainly have a profound impact on
the Association's stature in the business world and within
the profession.
Another action taken of considerable long -range importance is the establishment of a continuing planning
function at the national level. The Committee on Planning
will concentrate on the coordination of current goals and
do some systematic thinking about our future role as an
association.
Thirteen new chapters were chartered during this period
including a record number in South America. Of great
personal satisfaction to me was the pioneering visit earlier
this year to South America made by Executive Director
Rawn Brinkley and myself. Without doubt the potential
help NAA can offer South American businessmen is great
indeed. Their eagerness to find out what NAA was all
about and how it could help them was evident at every
stop. The Committees on New Chapters, Chapter Operations and International Chapters will furnish guidance in
this area.
The innovations outlined above are only part of the story
of the year 1968 -69. We made steady gains in the Continuing Education Program and saw a re- designed Management Accounting receive quick approval by members. The
Committee on Publications was set up to help establish
policy in the NAA publishing program.
We have come to recognize the social and economic
responsibilities of our members, even though chapters
have in the past successfully created and operated community programs at the local level. Now in these times of
urban crisis we are planning action programs on the national level. An Ad Hoc Committee on Socio- Economic
Programs has been formed to guide our actions in this
area. We are in a position to make a real contribution to
the nation's welfare.
The 50th Anniversary Conference in New York was in
many ways the most rewarding ever held. A large turnout
of accounting leaders, past and present, underscored the
Association's stature in the profession. The technical proMANAGEMENT ACCOUNTING /OCTOBER 1969

gram speakers ranged across a variety of accounting topics,
informing and stimulating NAA members.
I think I speak for all members of the national board
and national committees when I say we're proud to have
accomplished major objectives in this watershed year —
the fiftieth anniversary. But of course there is much more
to be done. Most of the efforts inaugurated this year and
in past years require annual inputs and constant review to
maintain the initial impetus. I thank you for your support
during my term of office and ask that you give the same
support and encouragement to my successor.

James E. Meredith, Jr.
President, 1968 -69

Meeting in Los Angeles, the National Board
discussed committee reports and NAA finances, among
many items on the agenda.
67

Planning
Following the recommendations of the Committee on
Long -Range Objectives, the Association undertook a structural reorganization during 1968 -69. The change is designed to more accurately reflect the functions of each
of the national committees. Accordingly, the number of
standing committees has been increased from six to nine.
They include the Committee on Chapter Operations,
Committee on Education, Committee on Finance, Committee on Membership, Committee on New Chapters,

Committee on Planning, Committee on Publications, Committee on Public Relations, and Committee on Research.
At the same time, to relate staff organization to the committee functions, there are five operating divisions. They
are Educational Services, Member Services, Publications
and Meetings Operations, Controller's Division, and Promotional Services. The changes in scope of responsibilities
and names of the standing committees were authorized by
members when they approved revisions to the Constitution and By -Laws, effective July 1, 1969.

HOW NAA IS ORGANIZED

National Board of Directors
and

Executive Committee

Executive Director
Rawn Brinkley
L

c

o

a

� '

C

a

p

y

b

c

M

U

a

ti

d

I
Educational
Services
Division

Member
Services
Division

-

L

v

C

L

O ro

w
9

O

v

O

V

L
a.

Managing Director
Robert H. Sommer

I T

o

a_
oo

v
Z

�

Publications
and Meetings
operations
Division

Controllers
Division

Promotional
Services

chart above shows how NAA was reorganized during 1968 -69 to coordinate with national committees national staff.
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Member and Chapter Growth
1919 -1929

KELLER TROPHY

At the recommendation of the Committee on Chapters,
a new award was established effective with the 1969 -70
year for those chapters competing for the Warner Trophy.
Called the Keller Trophy, it is named in honor of I. Wayne
Keller, past national president of the Association. The
Keller Trophy will be awarded to the chapter which has
made the most progress in the chapter competition during the year, compared to its standing in the previous year.
The award is designed to recognize efficiency in administration and operation.
WORKSHOPS AND VISITS

Communications between chapters and the Board of
Directors and the national office become more and more
important as the Association grows. Each year the Association conducts a number of chapter operation workshops
at different locations. In addition, visits are made at least
once to all domestic chapters by national officers and
members of the staff.
During 1968 -69 the Association experimented with a
special chapter operation workshop for chapters with 500
or more members. The meeting was held in recognition
of the fact that large chapters often have problems that
are direct by- products of their size. Held in Pittsburgh,
Pa., the workshop was attended by 75 officers and directors representing 18 chapters.
A total of 727 visits were made to chapters by national
officers, national directors and members of the staff. This
MANAGEMENT ACCOUNTING/ OCTOBER 1969

1940 -1949

1950 -1959

1960 -1969

_ _CH APTER
G R O W TH
MEMBERSHIP
GROWTH

47,472
237
I

♦

♦

26,862

150

Tyler Area (Texas) and Valley Forge (Pa.). In another ac-

tion, Ogden Area Chapter was merged with Salt Lake Area
Chapter and the charter placed in a dormant status until
sufficient interest is generated for a new chapter.

1930 -1939

68,954

During its fiftieth year of existence the Association added
a substantial growth ring. A 60/o increase in membership
was again achieved; at June 30, 1969, membership totaled
68,954. The number of chapters increased to 237 with
the chartering of 13 chapters — including two in South
America. The new chapters are Austin Area (Texas), Medellin (Colombia), Virginia Skyline, Salinas Valley- Monterey
Peninsula (Calif.), Waukesha Area (Wis.), Cleveland East
(Ohio), Greater Topeka Area (Kans.), St. Joseph Area (Mo.),
Scottsdale Area (Ariz.), Cumberland Area (Md.), Brunswick
Area (N.J.), Central Pennsylvania, and Sao Paulo (Brazil).
At the same time the National Board of Directors approved member /industry surveys from groups in Ponce
(Puerto Rico), Spokane Area (Wash.), Stockton Area (Calif.),

9,207

6,217

'0 .0

.

105

•66

1,871
36

Steady rise in number of NAA chapters and members
during the last five decades is illustrated in the graph above.
If present rate of growth continues, by 1997 -98 NAA will
have 267,800 members, according to projections of the
Long -Range Objectives Committee. The committee
predicted that there would be as many as 990 chapters by
that year, predicated on the basis of 270
members per chapter.
figure includes 255 visits to new and potential chapters
and regional councils.
To help chapter officers and directors in the area of retention, the Committee on Membership developed a filmstrip on retention which was shown at the Spring workshops. It was made available to chapter boards and
membership committees. The committee also supervised
the revision and re- design of the membership kit for use
in 1969 -70.

Education and Research
The Association's effort to provide continuing education
for members was considerably strengthened with the
addition of a new two -week program for management accountants. The program "Integrated Management Accounting Program for Accounting Executives and Managers" was held in cooperation with the University of
Texas. A second two -week program for advanced management accounting executives was held, again in co69

was the last in the series of research monographs produced by the Association.
The Committee on Research Planning announced that
the research report on Financial Reporting for Security Investment and Credit Decisions will be published in the
Fall of 1969. Work has been commenced on Management
Information Case Study, Planning and Control of Computer -Based Information Systems for Management, Cost
Concepts for Government Contract Pricing, Segment Reporting by Diversified Companies, and preliminary work
has been started on Financial Controls for International
Operations.
Other projects planned by the Committee include revision of NAA research reports on standard costs, a study
focusing on interim financial reporting, and a project exploring the use of management science techniques in accounting.
GRANTS IN AID

Project Manager Germain Boer helps out one of
the registrants at the Continuing Education
Program in San Francisco.
operation with the University of Michigan, at Ann Arbor.
In a post- critique, participants reported that they had
greatly benefited from these instructional programs.
NAA's major national educational effort, the four -yearold Continuing Education Program, registered an attendance growth of 5.7% over, that of a year ago. The
series of week -long courses and seminars are attracting increasing numbers of NAA members and nonmembers.
In response to chapter 'requests and recommendations
made by national committees, the Committee on Accounting Development (Education) guided the preparation
of some CEP courses and seminars for use at the chapter
level. These new programs will be tested during 1969 -70.
STUDIES PLANNED

As research milestones the Association published one
new study and a research monograph, while work was being finished on a number of others. Still other projects
were initiated. Computer -Based Information Systems for
Management: A Survey, and Effects of Federal Income
Taxes on Capital Budgeting were released in Spring 1969.
The publication of the survey on information systems
marked the first in the new NAA research series in management planning and control. The second publication
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The Committee on Grants in Aid selected three graduate
students from 24 applicants to receive grants in the program designed to encourage research in management accounting.
CONFERENCES

The 50th Anniversary Conference featured a number of
special events to commemorate the Golden Jubilee of the
Association. Held in New York, the Conference was attended by accounting leaders from other countries and
many past national presidents of NAA. An outstanding
technical program and lively activities for the whole family helped to make the 1969 Annual International Conference a memorable occasion for all who attended.
As a further effort in member education, the regional
conference combines the virtues of local planning with
national office guidance. The national board listened to
the report of a successful regional conference held in
Las Vegas in March 1969 and approved three similar conferences within the next two years. In 1970, regional conferences are planned for San Francisco and Hartford,
Conn., and at Louisville, Ky., in 1971.
ACCOUNTING CAREERS COUNCIL

At the direction of the "Summit Group" of accounting
organizations the Accounting Careers Council was reorganized in order for this body to conduct its functions in
a more orderly fashion. Five accounting organizations now
participating in the ACC include NAA, American Accounting Assn., American Institute of CPA's, Federal Government
Accountants Assn., and the American Womens Society of
MANAGEMENT ACCOUNTING/ OCTOBER 1969

CPA's. The ACC distributed 187,600 copies of "Accounting
is Business Leadership," a brochure, and 15,300 kits.

Publications
The first 10 issues of M anagement Ac c ounting in its new
format and design were well received by members. The
Publications Committee concentrated on proposals designed to increase the number of advertising pages and
bring production costs in line with the overall budget. As
a result, printing of the magazine was shifted to a plant in
Dayton, Ohio, and a maximum size of 64 pages set, except for special issues, until such time as advertising
revenues will support additional pages.
The committee also established a pricing policy for research reports published by the Association. Under the
policy, prices on future reports will be set as follows:
Unit Cost
Pricing Factor
6 X cost
$1 or less
$1 to $2
5 X cost
4 X cost
$2 to $3
NAA members will receive a 40 0/o discount on the list price.
College libraries and teachers will receive a similar discount.

Highlight of press coverage of the Annual International
Conferenc e was a press conference held by Secretary

of Commerce Maurice H. Stans, above.

Public Relations

Members attend ing th e 1969 Annual International
Conference admire the trophies presented each year in
the annual competition between chapters.
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Efforts of the Committee on Promotion and Public Relations resulted in the printing of a history of the Association's first fifty years. This booklet was made available to
members attending the Annual International Conference
and was also reprinted in the August issue of Management
Ac c ounting. The Association's 50th Anniversary Conference received extensive coverage in New York dailies and
on local television. Secretary of Commerce Maurice H.
Stans, the keynote speaker, held a press conference during
the meeting which received good coverage in the press
and on television.
At the local level, concerted efforts by chapters to publicize 50th Anniversary meetings spurred numerous newspaper stories and features. Local coverage on radio and
television was also achieved. As a result of the publicity
on a number of activities associated with the Anniversary,
it seems clear that many members of the business community and others were introduced to the Association and
its activities for the first time.
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Stuart Cameron McLeod Society
Celebrating its 35th Anniversary, the Stuart Cameron
McLeod Society held its mid -year meeting in Miami, Fla.
Members heard a distinguished group of speakers and relaxed in the sun. More than 100 members and their wives
attended the three -day event.
At its Annual Meeting in New York during the Annual
International Conference, the Society inducted 31 candidates. Mrs. Stuart C. McLeod, the widow of the first secretary of the Association, was inducted as an honorary
member. More than 400 members and their wives attended
the activities, including a reception and dinner. The midyear meeting will be held at the San Marcos Country Club
in Chandler, Ariz., November 17 -19.
The Society is composed of past NAA national officers
and directors who wish to continue the friendships made
while in office. The Society acts as a reservoir of talent and
experience on call to aid the Association when needed.

Financial
The Memorial Education Fund was set up in 1966 to allow
members of the Association, other organizations, and other
individuals to make donations to further the educational

At Cherry Hill, N.J., national committees met
concurrently to discuss plans of the Association. L. -r.,
R. Leslie Ellis, Ettore Barbatelli, James S. Lanham,
R. Lee Brummet, and Paul A. Busch.
goals of NAA. Some contributions are made as a means of
memorializing relatives or colleagues in the field of accounting; others are made in direct support of the Association and its objectives.
It is administered by a three -man Board of Trustees.
Trustees of the Fund are empowered to invest and administer the monies in such a manner as in their judgment
will best serve the objectives and purposes of the Fund.
Individual donors who have contributed to the Fund
since publication of last financial report include: Robert I.
Dickey, Mr. and Mrs. Paul M. Herring, David Rewick,
Robert G. Chapman, Mr. and Mrs. Grant U. Meyers, Carl G.
Orne and Francis Dlgnan. The groups which contributed to
the Fund are Long Beach Chapter, Newark Chapter, New
Orleans Chapter, the 1968 -69 National Officers, the Past
Presidents Club of Mohawk Valley and the Stuart Cameron
McLeod Society. The Fund now holds more than $25,000.
INSURANCE PLAN
At July 1, 1969, there were 5,150 NAA members enrolled

At Annual International Conference in New York,
the Stuart Cameron McLeod Society celebrated
its 35th Anniversary.
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in the insurance plan. Total amount of insurance issued
amounted to more than $100,000,000 with annual premiums of $600,000. Some 3,143 dependents of members
were covered by the insurance.
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NATIONAL ASSOCIATION OF ACCOUNTANTS

Statements of Assets,
Liabilities and Fund Balances
Excluding funds and accounts of chapter treasuries June 30, 1969 and 1968

ASSETS
Current Operating Fund
Cash

.

.

.

1969
.

.

.

.

.

.

.

.

.

.

.

.

.

$ 158,837

$ 150,926

Short -term investments, at cost which approximates market .

.

.

.

.

.

.

.

.

.

25,000

300,000

Miscellaneous receivables and deposits .

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

22,483

11,875

Due from the Reserve Fund .

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

34,162

84,555

Prepaid pension costs .

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

17,500

-

Furniture, equipment, library books and publications, at nominal amounts (Note 1) .

.

.

3

3

$ 257,985

$ 547,359

5,852

4,711

.

.

.

.

.

.

.

.

.

.

1%8

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

$

Cash

$

Reserve Fund (Note 3)

Investments, at cost:
Bonds. -

LIABILITIES AND FUND BALANCES
Current Operating Fund

1968

198,949

120,971

968

1,070

82,777

129,659

27,654

10,355

52,363)
257,985

285,304
547,359

$

$

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

(

Fund balance (deficit)
.

1%9

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

Memorial Education Fund balance (Note 5)
.

1,086,762
$2,439,557
$2,986,916

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

Deferred income -dues
.

1,389,567
$2,498,003
$2,755,988

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

Allowances due chapters

.

1,293,153

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

$

Accounts payable and accrued expenses

.

1,047,653

$

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

i

Common stocks (quoted market price $1,509,886 in 1969 and $1,353, 105
n 1968)
.

54,931

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

Corporate (quoted market price $856,399 in 1969 and $1,168,160
in 1968)

.

54,931
.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

U.S. government agencies (quoted market price $51,353 in 1969 and $51,975 in
1968)

34,162

84,555

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

$

Due to Current Operating Fund

$

Reserve Fund (Note 3)

114,362
84,555)

.

(

$

2,463,841

$2,355,002

2,498,003

$2,439,557

2,755,988

$2,986,916

$

$

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

46,341
34,162)

.

.

.

.

.

.

.

.

.

.

.

.

.

Balance, end of year
.

103,190

(

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

Net gain on sales of securities
Contribution to Current Operating Fund (Note 6)
.

2,222,005

96,660
.

.

.
.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

Initiation fees
.

2,355,002

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

$

Balance, beginning of year

$

Fund balance:

The accompanying notes to financial statements are an integral part of these statements.
MANAGEMENT ACCOUNTING/OCTOBER 1969

73

NATIONAL ASSOCIATION OF ACCOUNTANTS

Statements of Income and Expenses and
Changes in Fund Balance- Current Operating Fund
Excluding funds and accounts of chapter treasuries
(For the years ended June 30, 1969 and 1968)

1969

INCO ME:

$1,589,730

$1,496,237

375,493

381,402

90,321

85,577

40,974

44,511

43,611

28,800

12,803

11,%2

26,725

22,963

$2,179,657

$2,071,452

588,478

592,357

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

Membership dues
.

.

.

.

.

.

.

.

.

.

.

.

.

.

Continuing education program- registration fees

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

Interest and dividends on Reserve Fund investments, less fiscal agent's fee of $8,005 in 1969
and $7,272 in 1968
.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

Interest on short -term investments
.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

`

Sales of research reports
.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

Sales of publications
.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

Miscellaneous
.

1968

EXPENSES (Serving 237 chapters and 68,954 members at June 30, 1969, and 226 chapters and 64,998

$

.

.

.

.

.

.

.

.

.

.

.

.

Chapter relations and membership development (chapter operating allowances and advisory
and technical service staff salaries and other expenses)

446,253

386,316

316,779

227,293

224,235

167,048

168,094

174,375

84,010

63,564

496,822

422,123

226,815

182,431

$2,551,486

$2,215,507

(371,829)

(144,055)

.

.

.

.

Continuing education program (salaries, promotion and other related expenses)
.

$

members at tune 30, 1968):

Publications (salaries, paper, composition, printing and mailing r elating to the N.A.A. Man.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

agement Accounting)

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

Membership (salaries and other expenses in connection with communication, records, accounting and library services for members)

.

.

.

.

.

.

.

.

.

.

.

Research studies on management accounting (salaries, contract payments, grants -in -aid and
other expenses in connection w i th research activities)
.

.

.

.

.

Promotion and public relations (salaries, consulting fees and other expenses)

.

$
.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

344,804

(52,363)

285,304

$
.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

84,555

285,304
.

.

.

.

.

.

.

.

.

.

.

.

.

.

FUND BALANCE, end of year
.

34,162
.

.

.

.

.

.

.

.

.

.

.

.

.

.

.
.

.

.

.

.

beginning of year
.

BALANCE,

.

CONT RIBUT ION FROM RESERVE FUND (Note 6)
FUND

$

.

.

.

.

.

.

.

.

.

.

OVER EXPENSES
.

EXCESS OF

INCOME

.

Administrative (salaries and travel of administrative personnel and meeting expenses of the
Board, the Executive Committee and other committees)

$

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

supplies)

.

General office services (salaries, employee benefits, space rental, postage, printing and

The accompanying notes to financial statements are an integral part of these statements.
NOTES TO FINANCIAL STATEMENTS
(Excluding funds and accounts of chapter treasuries) DUNE 30, 1969
(1) Method of accounting: It is the policy of the Association to charge purchases of furniture, equipment, library books and publications to expense at
the time of acquisition rather than capitalizing such items as would be required by generally accepted accounting principles.
(2) Leasing agreements: Monthly rent expense under the lease for space at
505 Park Avenue is $6,800. Under a leasing agreement dated June 5, 1968 (ap-

proved by the Executive Committee of the Association), the Association leased
office space at 919 Third Avenue for a period of fifteen years commencing
Mav 1, 1970, at an annual rental of $198,290. During the period from February
1, 1970, to May 1, 1970, the Association will have to lease office space on a
temporary basis. Monthly rental expense during this period is expected to be
approximately $16,000.
Annual basic rental charge under a computer leasing agreement expiring
in '971 is $35,000. During the term of the lease the Association has the option
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to purchase the computer at a price which declines from $93,000 at June 30,
1969, to $43,000 at December 31, 1971.

(3) Reserve Fund: The Reserve Fund was established for the purpose of providing through the income therefrom funds which may be utilized to insure
continuous extension and development of activities for the best interests of
members. The principal of this Reserve Fund is accumulated through initiation
fees and gains and losses on sales of securities of the Fund. No appropriations
may be made from the Fund except upon affirmative vote of the majority of
the Board of Directors.
(4) Pension plan: The Association has a pension plan covering substantially all
employees. Payments under the plan are made into a Retirement Annuity
Fund. It is the Association's policy to fund accrued pension costs. Total pension expense amounted to $52,500 in 1969 and $36,327 in 1968. The increased
expense was primarily due to higher salary levels and the inclusion of costs
associated with employees having less than two years service. Past service
costs are being amortized over approximately 15 years. At June 30, 1969, available assets of the Fund exceed the actuarially computed value of the vested
benefits and unfunded past service cost is approximately $90,000.
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NOTES TO FINANCIAL STATEMENTS (Cont.)
(5) Memorial Education Fund: The Memorial Education Fund was established
for the purpose of accepting and holding funds to support and further the
educational goals of the Association. All monies or property received by the
Fund will be administered separately from tie general funds of the Association by a five -man Board of Trustees. All actions of the Trustees shall be subject to approval by the Executive Committee During 1969, the balance in the
Fund was increased by donations of $16 772 and interest earning of $527. At
June 30, 1969, the assets of the Fund consist of $2,654 deposited in a savings
account and $25.000 in short -term investments.

(6) Research deficit: On January 18, 1969, the Board of Directors authorized
"the transfer of funds trom the Reserve Fund to the Operating Fund in an
amount equal to the audited actual excess of research expense over research
income for the current Association year ending June 30, 1969." Accordingly,
an appropriation of $34,162 has been made from the Reserve Fund to offset
the research deficit in the Current Operating Fund. A similar appropriation of
funds was made at June 30, 1968, to offset the research deficit incurred during
fiscal years 1967 and 1968.

Arthur Andersen & Co.
New York, N.Y.

To the Board of Directors,
National Association of Accountants:
We have examined the statements of assets, liabilities and fund balances
(excluding funds and accounts of chapter treasuries) of the National
Association of Accountants as of June 30, 1969 and 1968, and the related
statements of income and expenses and changes in fund balance of
the current operating fund for the years then ended. Our examination was
m,ide in accordance with generally accepted auditing standards, and
accordingly included such tests of the accounting records and such other
auditing procedures as we considered necessary in the circumstances.
Furniture, equipment, library books and publications are stated in the
accompanying statements of assets, liabilities and fund balances at a
nominal value of $3.00, and the costs of additions and replacements are
charged to the current operating fund when incurred.
In our opinion, except as stated in the preceding paragraph, the accompanying statements present fairly the assets, liabilities and fund balances
of the National Association of Accountants as of June 30, 1969 and
1968, and the results of its operations for the years then ended, in
conformity with generally accepted accounting principles consistently
applied during the periods.

New York, N. Y.,
August 8, 1969
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Current Operating fund Expenses
Classified As to the Nature of the Expenditures

.
.

.

.
.
.
.
.
.
.
.
.
.
.

$

86,131
34,542
11,014
38,807
146,378
32,636
57,158
24,483

.

.

426,358
291,217
89,453
768,330
66,579
116,312
46,163
3,961
311,964

.
.

.
.

.

.

.

.

.

.

.

.

.

.

.
.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.
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Total payments to chapters
Publications (production and mailing costs only)
Printing and supplies
Salaries— administrative and clerical
Contract payments
Travel
Meetings
Advertising and promotion
Conference expenses
General expense:
Rents and related costs
Equipment— rented
— purchased
General postage
Employee benefits
General services —tel. and tel., delivery, insurance, etc.
Other — auditing, legal, consulting fees, etc
Special project expenses

$

Year Ended June 30, 1969

431,149
$2,551,486

STATEMENT OF TRANSACTIONS AND FUNDS OF CHAPTER TREASURIES
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chapters

international

Total payments to chapters
Less: payments to

$

Year Ended June 30, 1969
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Disbursements
Increase in chapter treasury balances

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

.

Miscellaneous receipts

426,358
6,875
419,483
181,885
601,368
571,697
29,671

$

176,558
129,862
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NOTE: Information on this page was prepared by national
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$

COMPOSITION OF CHAPTER FUNDS

Cash
Savings accounts and U.S. savings bonds

staff and is not covered by the auditor's report.
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helped found the Association and start it growing was
quite evident during the Annual International Conference
in New York; members continue to put much enthusiasm
and energy into their Association. This report testifies to
their labors in the year just past. In addition to the members of the committees and National Board, many other
volunteers contributed their time and effort. To them NAA
is deeply indebted, but perhaps the personal satisfaction
of a job well done for their profession remains the greatest
reward.
e

It was appropriate, during our Golden Anniversary year,
that a number of important decisions were made which
will have lasting impact on the Association. If you have
read the summary of national committee actions taken during 1968 -69 you will appreciate the hard work and accomplishments.
A major goal, putting the Association on a firm financial
basis, was achieved with the change in dues structure. As
President Ted Meredith notes in his report, this increase
will enable the Association to plan further ahead and set
up the programs that are needed to further member education and self- development.
With the approval of a majority of the members voting,
the Constitution and By -Laws was revised to reflect the
recommendations of the Committee on Long -Range Objectives and the suggestions of some of the national committees. The Constitution and By-Laws, as revised, was
published in the March 1969 issue of Management Acc ount ing. Copies are available upon request from the
national office.
The new committees described in this report, including the Committee on Management Accounting Practices,
will play inflLential roles in the future direction of the
Association. Increasing attention will be focused on the
overall educational program to increase participation in
the national Continuing Education Program, regional conferences, and the two -week programs conducted in
conjunction with major universities. The national staff is
also preparing CEP -type programs that can be offered at
the chapter level.
With the growth in chapters, NAA is able to reach more
members with a full package of services. The chapter organizational structure, we think, has encouraged maximum
participation by members and has resulted in maximum
benefits. Our trip to South America earlier this year convinced President Meredith and me that viable expansion
of NAA services to that continent can and should be made.
Results will not, of course, be achieved over night, but the
opportunity for the Association to play an important role
in the development of South American economies is self evident. With the growth of multi- country corporations, it
is obvious that the carefully planned extension of NAA's
full services to other countries will in the end benefit both
those countries and the United States.
This Anniversary year we paused a little and looked back
to our beginnings. The activities scheduled during the
Golden Jubilee year helped us to recall where we had been
and gave impetus to planning for the future. The spirit that

d-om

124
.

Rawn Brinkley
Executive Director

"With the growth in chapters,
NAA is able to reach more members
with a full package of services."
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AUSTIN

KEMENDO
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FOX

NAA Committees 1968 -69
Lewis G. Ifft, Jr., Pittsburgh

EXECUTIVE COMMITTEE

George H. W adsworth, Chicago

PRESIDENT
James E. Meredith, Jr., New York

COMMITTEE ON ACCOUNTING

E. W . Kelley, Hartford

DEVELOPMENT
George H. W adsworth, Chicago, Chairman

A. W . Patrick, Knoxville
Robert E. Patterson, Lancaster

CHAPTER EDUCATION
David W . Rewick, Chicago, Chairman

Herbert H. Seiffert, Raritan Valley

Charles B. Allen, Waterbury

Robert L. Shultis, Morristown

VICE PRESIDENTS
Fred E. Andersen, Milwaukee

Edwin P. James, Chicago

Leo J. Barnecut, Jr., Mass. Route 128
Arthur P. Bar tholomew, New York

Carl G. Pohlman, Minneapolis

Paul A. Busch, Cincinnati
Floyd F. Cravens, San Diego
Paul W . Demarest, Omaha

Robert D. Bradshaw, W aterloo

Arthur H. Smith, Los Angeles

Donald D. Gunning, Oklahoma City

A. Lawrence Sweitzer, Madison

J. W ill Lewis, Salt Lake Area

Robert A. Lineberger, Orange County

James T. Tucker, East Tennessee

R. Terry Lyle, Florida W est Central

Robert A. Morgan, Peoria

W illiam W . W right, Orange County

Charles R. Miller, Pittsburgh

Paul E. Myers, Toledo

Jack W . Robinson, Tulsa

Kenneth W . Perry, Sangamon Valley

EDUCATION PLANNING
Donald H. Cramer, New York, Chairman

W dliam M. Young, Jr., Washington

James H. Pohl, Akron

Arthur E. Carlson, St. Louis

TREASURER
John E. Vavasour, W estchester

Emil Scharff, San Diego

Robert I. Dickey, Sangamon Valley

James C. Stephenson, Lake Erie Central

Francis X. Di Leo, Bridgeport

APPOINTED MEMBERS
Ettore Barbatelli, Milwaukee

Arthur S. T aylor, Boston

Clemens A. Erdahl, New York

J. Richard Troester, Dayton

Donald J. Guth, North Texas

Robert J. Hinz, North Alabama

Robert G. Chapman, Los Angeles
Paul W . Holt, Bridgeport

Maurice R. Van
Angeles

Earl A. Matheney, Tulsa

W illiam U. W esterfield, New York

A. Richard Perry, New York

Nels C. Nelson, Cleveland

Thomas M. W ise, Savannah

Bernard H. Semler, Orange County

CONTINUING EDUCATION PROGRAM
Ray E. Longenecker, Lancaster, Chairman

George E. Snively, Phoenix

S. Alden Pendleton, Pittsburgh
PAST NATIONAL PRESIDENTS
Firman H. Hass, Detroit
Thomas L. Morison, Boston
CHAIRMEN OF STANDING COMMITTEES
Richard E. Austin, Pittsburgh

Camp, Southwest

Los

John F. Kasper, Corpus Christi
Joseph V. Newman, Pittsburgh

Richard Bieganski, Milwaukee

COMMITTEE ON CHAPTERS

John H. Boland, Jr., New Hampshire

Chris V. Kemendo, Jr., Tulsa, Chairman

Gerald A. Bryan, Louisville

Homer N. Beakley, Houston

R. Lee Brummet, Ann Arbor

James Bulloch, Ann Arbor

George Bennett, Westmoreland County

Lafe P. Fox, Cleveland

Paul B. Cate, New York

Robert O. Berger, Cleveland

Chris V. Kemendo, Jr., Tulsa

Robert L. Chaplin, Ft. W ayne

David P. Blake, Westchester

John T. Kokos, Indianapolis

John J. Fox, Detroit

L. Dean Carpenter, Chicago
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BRUMMET

BEADLE

VAVASOUR

KELLER

WATT

John H. Cox, Bangor - Waterville

J. Lamar Stall, Shreveport

W illiam J. Flanagan, Elmira Area

Frank E. Doeler, Indianapolis

J. Marshall Summar, Jr., Nashville

Ray Hernandez, San Juan

W illiam H. Dudley, San Fernando Valley

Jason M. Terry, Palos Verdes - Torrance

Clark Johnson, Raritan Valley

James Evans, Syracuse

Ralph L. Trosclair, New Orleans

Otis L. Johnson, Tucson
Paul C. Kolves, San Gabriel Valley

Robert O. Feola, Akron
Richard J. Filer, Ohio - Western Reserve

COMMITTEE ON FINANCE AND BUDGET

Billy W . Lassiter, Raleigh- Durham Area

Bernard I. Fores-er, San Fernando Valley

Richard E. Austin, Pittsburgh, Chairman

Charles W . Lent, Charlotte

W illiam J. Fox, Hartford

Robert W . Arnold, Birmingham

Robert Moody, Eugene

Gerald L. Fuchs, Rockford

W illiam H. Beadle, New York

W illiam O'Donnell, East Bergen - Rockland

Charles H. Hawkins, Portland

R. Lee Brummet, Ann Arbor

Donald L. Perlroth, New Haven

Robert M. Hendry, Princeton

Frank J. Church, Newark

Lawrence F. Pieruccioni, St. Paul

Robert M. Husband, Daytona Beach Area

George D. Gee, Kansas City

David Robertson, Dallas

Carl A. Johnson, Muskegon

I. W ayne Keller, Lancaster

W ade B. Salisbury, San Jose

Gordon A. Johnson, Rochester

Alexander R. St. Bernard, Cleveland

Adolph T. Samuelson, Washington

Charles R. Knutson, Saginaw Valley

Colin A. Stillwagen, San Diego

Ross S. Tanner, Buffalo

Nicholas A. Lannutti, North Penn

Julius G. Under wood, Harrisburg

James E. Taylor, Memphis

Harold E. Little, W ashington Tri- Cities

John E. Vavasour, W estchester

Malcolm J. W all, Sabine

Raymond J. Lutjen, Des Moines

George H. W adsworth, Chicago

Mark E. W hitaker, Joplin Tri -State

Kenneth E. McMullen, San,Jose

Bronislaus Zamrok, Jr., Morristow n

W illiam W . W inter, Mobile

Edward L. O'Brien, Hagerstown

COMMITTEE ON MEMBERSHIP

Davi d A. Ols on, Calumet

John T. Kokos, Indianapolis, Chairman

COM MIT TEE ON PROMOT ION AND
PUBLIC RELATIONS

Robert M. Osborne, Beaver Valley

W. Vernon Allman, Parkersburg-Marietta

S. Alden Pendleton, Pittsburgh

Harold E. Beck, Ft. W orth

Irving R. August, East Jersey

Donald G. Perry, San Francisco

W illiam J. Berglund, Oakland County

Ed Barrington, Los Angeles

George C. Richards, New York

John H. Bergstedt, Los Angeles

W illiam J. Bonner, South Jersey

Clyde H. Roberts, Muscle Shoals

Robert D. Bolinder, Boise

Ernest L. Brioza, Peninsula -Palo Al to

John H. Roberts, St. Louis

Robert Bradshaw, W aterloo

Russell M. Bruce, Cape Canaveral

J. Joel Rusk, Oakland -East Bay

Robert Burdette, Lubbock A r e a

Eben C. Cutler, Dayton

Michael F. Scan'an, Jr., Charleston

Chester W . Claypool, Florida W est Central

Marshall E. Dunn, Orange County

John F. Shea, Mohawk Valley

Robert R. Elliott, Baltimore

Robert Freeman, Ann Arbor

Billy M. Shockey, San Diego

Jack C. Finnell, Owensboro Area

Vincent Grande, Knoxville

Francis J. Mejstrick, Morristow n

MANAGEMENT ACCOUNTING /OCTOBER 1969

Lafe P. Fox, Cleveland, Chairman
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BEYER

ELLIS

BARBATELLI

SENGSTACKE

MEYERS

NAA Committees (cont.)
Lawrence Hegstrom, Colorado Springs Pueblo
Paul Imler, Washington

INVESTMENT COMMITTEE

PLANNING COMMITTEE

W illiam H. Beadle, New York , Chairman

Ettore Barbatelli, Milw aukee, Chairman

Robert W . Ar nold, Birmingham

Robert Beyer, New York

W illiam R. McCamy, Longview -East Texas

Richard E. Austin, Pittsburgh

W i l l i a m E . Craig, Jamestown

Ben R. Murphy, Nashville

Colin A. Stillwagen, San Diego

W illiam C. Hallett, Los Angeles

Charles Myerly, Charlotte

Julius G. Underwood, Harrisburg

John E. Hampel, Cincinnati

Peter Neff, Springfield

John E. Vavasour, W estchester

Robert Oakleaf, Olean- Bradford Area

Firman H. Hass, Detroit
Paul W . Holt, Bridgeport

Thomas C. Ottey, Philadelphia

MEMORIAL EDUCATION FUND TRUSTEES

George B. Owens, Canton

John E. Vavasour, W estchester, Chairman

Cyril E. Portugill, Montgomery

W illiam H. Beadle, New York

PUBLICATIONS COMMITTEE

R. Lee Brummet, Ann Arbor

R. Leslie Ellis, Lancaster, Chairman

Kenneth R. Rickey, Peninsula -Palo Alto

COMMITTEE ON RESEARCH PLANNING

Frank J. Church, Newark

George L. Battista, Trenton

R. Lee Brummet, Ann Arbor, Chairman

George H. W adsworth, Chicago

Donald C. Brabston, Birmingham
Robert G. Chapman, Los Angeles

David R. Arnold, New York
PENSION TRUSTEES

W . Atlee Davis, Jr., Delaware

Henry L. Clayton, Elmira Area

I. W ayne Keller, Lancaster, Chairman

Elwyn E. Failor, Dayton

Edward W . Cleary, Boise

W illiam H. Beadle, New York

W illiam L. Ferrara, Williamsport

John Pugsley, Pittsburgh

Kenneth W . Hill, Des Moines

Joseph F. Bond, New York

W illiam F. Colan, Peoria
Allan C. Crane, Milwaukee
James Don Edwards, Lansing -Jackson
W ilber C. Haseman, Mid - Missouri
W illiam R. Irons, Pittsburgh
R. W ayne Oates, Pittsburgh
Richard F. Peirce, Chicago
Allen H. Seed, New York

James A. McFadden, W ashington
COMMITTEE ON GRANTS -IN -AID

W illis W . Shenk, Lancaster

George C. W att, Morristown, Chairman
W illis Leonhardi, Chicago
Oswald Nielsen, San Francisco

1969 ANNUAL INTERNATIONAL
CONFERENCE CHAIRMEN

G. Kenneth Nelson, Williamsport

(June 22 -25, 1969, New York, N.Y.)

R. E. Schlosser, Buffalo

Fred ). Sengstacke, New York, Chairman,
Operations

Arthur H. Smith, Orange County

Donald J. T rawicki, Milw aukee

Grant U. Meyers, North Texas, Chairman,
Program

John Van Pelt III, Birmingham

LONG -RANGE LOCATION COMMITTEE

George C. W att, Morristow n

Robert Beyer, New York, Chairman

ACCOUNT ING CAREERS COUNCIL

Robert J. W eafer, Boston

L. Dean Carpenter, Chicago

E. A. W illiams, Dallas

John E. Vavasour, W estchester

Carl G. Orne, Oakland -East Bay, Volunteer
Representative
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How to turn your bookkeeping department
into Ca profit center for only $164.50* a month

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

--

-

-

-

-

;

Litton Automated Business Systems
Reference Library
Dept. 60-100-10
Athens, Ohio 45701

;

'

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

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

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

Title

Company
Street
City

State

Zip

;

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

r

AUTOMATEDBUSINESSSYSTEMS
DI V I S I ON

OF

LITTON

I N D U S TR I E S

=------------------------------------------------ - - - - -'

A business can be no better than the
combined abilities of its personnel.
When a company hires the wrong
person... when an employee selects
the wrong position.. both are harmed.
We can assist you in avoiding misfit
situations in the Financial and EDP fields.
We concentrate all of our energies in this
specialization. We believe that the
R -H System makes the most placements of
Financial and EDP personnel. It's the
largest source of its kind in the world.
For the most efficient service in the
Financial and EDP 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 ed er a l S t . . . . . . . . . . . . (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 Har tf or 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: 3600Wilshire Blvd...... (213) 381 -7974
Miami: 1107 Northeast Airlines Bldg.. (305) 377 -8729
Minneapolis: 822 Marquette Ave..... (612) 336 -8636
New York: 330 Madison 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 Jos e: 675 N . F ir st St. .. ... ... .. (408) 293 -9040
Stamford, Conn: 111 Prospect St. ...(203) 325 -4158

R08ERT "RLF PERSONNEL AGENCIES

