Automate your paperwork
for less than the cost of one clerk
Now you can hav e the advantages of electronic paperwork
automation without expensive
hardware and specialized personnel. The Litton EBS/ 1231
is a complete, in- house, desk size data processing facility with
capabilities comparable to many
computer systems. For example,
the EBS/1231 can accumulate
and print out over 500 ten -digit
totals immediately after posting
—and /or additional distributions

at the rate of 500 per pass of a
self-generated output tape.
Just think what these capabilities mean to you —you get such
reports as inventory analyses,
comprehensive financial statements, analyses of sales, cost
summaries, labor efficiency reports, work load schedules, upto- the - minute operating statements, etc. This information, vital
to prof itable management decision- making, is captured by the
EBS/1231 while payroll, billing,
payables and other normal accounting functions are being
performed.

See how the Litton EBS/1231
can be put to work on your paperwork requirements. Contact your
nearest Litton Automated Business Systems Representative, or
write to Systems Ref erence Library, Dept. 60 -99 -11 Athens,
Ohio 45701.
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OUR OVERHEADS ARE OVERHIGH
9
By C. Northcote Parkinson
To a considerable degree, the solution to this managerial problem is to be
found in part -time and temporary help.
PPBS: A CHALLENGE TO NON - PROFIT ACCOUNTING
12
By Donald R. Nichols
The nature and function of planning, programming and budgeting systems
(PPBS) is discussed in relation with its challenge to non - pro fit accounting.
ALLOCATION OF EQUIPMENT COST IN THE HEAVY
CONSTRUCTION INDUSTRY
14
By William H. Rossman
In determining the amounts to be charged to individual jobs, it is advantageous to segregate ownership costs from operating costs.
USE OF INDICATORS IN PLANNING FOR PROFITS
16
By Thomas S. Dudick
This article points out that the activities within a business are linked to external economic forces. Once a relationship with these forces as indicators is
established, business planning may be tied to logical reference points.
PURCHASED GOODWILL IS AN INVESTMENT: TREAT IT AS SUCH
19
By Alan F. Smith
A forward looking investment concept is developed in this article which should
serve as the rationale for dealing with purchased goodwill. The unamortized
original cost of the goodwill is shown on the balance sheet equal to the present
value of the discounted future excess earnings.
COMPUTERIZED COMMUNICATION AND CONTROL OF BACKLOG
COMMITMENTS: THE `LIFEBLOOD' OF AN
ORGANIZATION'S SURVIVAL
23
By Michael R. Tyran
Backlog balances are major considerations in the planning process. Through
mechanization, the backlog detail can be obtained promptly and accurately.
The transition from manual processing, as described in this article, is not difficult to achieve.
SETTING AND CONTROLLING BUDGETS WITH
REGRESSION ANALYSIS
31
By Hugh E. Bradley
The excellent predictive ability shown by the models discussed in this article
demonstrates that it is possible to predict costs and sales in terms of other variab►esby using regression analysis.
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CHARTING SCHEDULE PERFORMANCE
35
By James A. Broadston
The method described for providing schedule performance visibility to management has been found very effective. It can be easily adapted for use in
other time- oriented performance evaluations.
BRIDGING COMMUNICATIONS GAP BETWEEN ACCOUNTANTS
AND MANAGERS
41
By Raymond L. Kelso and Robert R. Elliott
This article explains in detail the variance from the gross profit plan in language which the sales manager and production manager can understand.
MANAGEMENT ACCOUNTING CONTROL BY REMOTE OUTPUT
44
By Jack H. Korf
The combination of a generalized extract routine, a hierarchally organized file
and a variable parameter report generator gives the manager today the information he needs today.
LINEAR PROGRAMMING: SOME IMPLICATIONS FOR
MANAGEMENT ACCOUNTING
48
By Ronald V. Hartley
All management accountants can benefit by Judicious application of linear
programming.
BEHIND THE FUND RAISERS
55
Hundreds of NAA members annually support their communities' fund drives
through volunteer work.
MAKING IT ON WALL STREET
57
`The Money Game' describes the game, the players, the rules and the systems
for beating it.
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NAA Continuing Education Program
Ever since its inception four years ago, NAA's Continuing Education
Program has been in the forefront of the Association's progress in serving
the growing needs of its members and the accounting community. The
program currently provides a thorough understanding of accounting concepts and techniques, with the emphasis on practical applications of the
latest developments in accounting and finance to the business problems
of today.
This year's program comprises twenty courses and seventeen seminars
which are being offered in eight locations throughout the country. The
program also includes two university -based courses extending for two
weeks each.
NAA courses extend from two to five days, depending on the scope
and the depth of coverage. They are designed as comprehensive presentations needed for the full understanding of a particular accounting area as well as the implementation of related concepts and techniques in business operations. The topics range from the more basic
and long established, such as standard costs and flexible budgeting,

to the newer and more sophisticated, such as mathematical models
and behavorial science applications.
These courses are developed and conducted by experienced teachers
with strong technical backgrounds. They are taught in classroom style
and consist of lectures and problem - solving sessions. To make the most
efficient use of the participants' time, special workbook materials are developed for each course.
NAA seminars — lasting two days — provide participants with an opportunity to discuss their activities, problems and solutions, and to benefit
from the experiences of others. These discussions are supplemented with
presentations by business experts in selected areas of the over -all seminar
topic. Each participant receives a selected set of pertinent reading material in advance so that he can make better use of his time at the program.
A university -based program provides an intensive course of study for a
two-week period. The program jointly sponsored with the University of
Texas is a comprehensive study of the concepts and techniques of management accounting and how to combine them into a cohesive system for
planning and control. The program jointly sponsored with the University
of Michigan is designed to provide accounting and finance executives
with an understanding of the theory and concept and a knowledge of
developments in other functional areas of business management.
Each year new courses and seminars are developed in a constant effort
to provide the best opportunity in continuing education for the management accountant. This is the major concern of the full -time professional
staff in the Continuing Education Department.
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B us i n e s s me n R e d uc e S p e nd i n g P l a n s
For Capital Investme nt i n 1969
Businessmen expect to spend $70.9 billion
for new plant and equipment in 1969, according
to the Department of Commerce and the
Securities & Exchange Commission. Although
this is an increase over amounts spent in
1968, the projection of capital outlays
this year is down somewhat from anticipated
increases of 12%%, as revealed by a survey
taken in May. Actual capital outlays in
the second quarter of 1969 were 2% lower
than anticipated in May, and programs for
the second half of the year have been revised
downward in about the same proportion.

Large st Time - Sharing Service O rder
The Univac Information Services of Sperry
Rand Corp. will provide a time - sharing
service for commercial distribution
applications for McKesson Liquor Co., a
division of Foremost - McKesson, Inc.
The McKesson contract is said to be the
largest single, commercial time - sharing
service order ever placed. The system,
known as UNIFACTS, will service McKesson's
48 distribution branches, by processing
the company's invoicing, stock control,
accounts receivable and performing sales
analysis in a real -time operating mode.

Ne w A A A P r e s i d e n t El e c t e d
Dr. James Don Edwards, a member of
Lansing - Jackon Chapter of NAA, has been
elected president -elect of the American
Accounting Assn. Chairman of the Department
of Accounting and Financial Administration
at Michigan State University, he will
automatically become president of AAA in 1970.

O the r Change s
Thomas F. Duffy, vice president, Northern
Trust Co., Chicago, was elected president
of Robert Morris Associates . . . D. H. Warnke,
manager of management services, Control
Data Corp., was elected international
president of the Data Processing Management
Assn. (DPMA) . . . Donald R. Morrison has been
appointed president of the International
Accountants Society, Inc.

Ec onomi c In te r d e p e n de n c e vs. N at i ona l i sm

Although the trend toward economic
interdependence is growing swiftly, a
countertrend of nationalism threatens
progress in many parts of the world, according
to a recent National Industrial Conference
Board survey. In the survey covering 122
business leaders from 50 world countries,
it was found that as a long -term policy,
economic nationalism has virtually no support
among the executives. Interdependence and
Thr e e NA A' e r s Na me d to I RS G r oup
economic integration are the wave of the
future, according to the survey. At best,
Three NAA members have been appointed to a
12 -man Advisory Group to the Commissioner of nationalistic policies serve as an initial
Internal Revenue. They are William T. Barnes, defense against foreign exploitation of basic
natural resources and a temporary
Washington; Norton M. Bedford, Sangamon
protection against too rapid exposure to
Valley, and A. Waldo Sowell, Jr., Atlanta.
The Advisory Group meets every three months international competition.
with the IRS Commissioner and his staff
Ur g e C e n t r al Ag e nc y for C or por at i on R e l e as e s
on matters of tax administration.
An independent consultant's report,
Canadi ans Ur ge Uni for m Re por ts
sponsored by the American Stock Exchange,
On Ear ni ngs pe r Shar e
has recommended that a Government -owned or
Draft recommendations of a committee
Government- sponsored central agency be
of the Canadian Institute of Chartered
established to handle the dissemination
Accountants propose disclosure requirements of all major corporate announcements to
and set out a uniform method of calculation
the securities industry. The study was made
of earnings per share. The draft calls for
by the North American Rockwell Corporation's
disclosure of earnings per share on income
Information Systems Co. The report recombefore extraordinary items and on net
mended that it be mandatory for all
income for the period. After comments on the corporations with securities listed
proposal are considered, final recommendaon a major exchange to notify the
tions will be issued later this year.
agency of dividend declarations.
4
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Readers React
For Programs Tested in Practice
To the Editor:
Is there anything that can be done
to encourage the publication of a larger
number of case history type articles?
The quality of material currently appearing is, without a doubt, excellent)
However, the articles often — possibly
too frequently — involve a chasm that
separates academic propositions from
hard -nosed reality. In many cases it is
difficult to bridge this separation. If and
when one fails, he comes face to face
with a nagging frustration. It can be
economically embarrassing, too. It is the
problem of not being certain the original
premise was accurately defined and
proven beyond the research stage.
Case histories, on the other hand,
present programs that have been tested
in an environment that encompasses the
element of human error. The fact that
such a test has been passed is reassuring
to others in the NAA family.
Such articles give the peers of the author a solid platform on which to develop their own facsimile, introduce
refinements and extensions, put the
program into practical use —and, themselves, be candidates to author subsequent "programs in practice" articles.
Elwyn E. Failor
Accounting Machine &
EDP Advertising Coordinator
National Cash Register Co.
Dayton, Ohio
Warm -up Time
To the Editor:
It is possible that articles in MANAGEMENT ACCOUNTING, with their imposing graphs and equations, scare the prospective reader. Many members file the
issues in case reference is needed on
any of the topics. It would be much
better if they would sit down and read
at least several of the articles NOW.
A bit of psychology might come in
handy in luring more members into
actually reading these very helpful manuMANAGEMENT ACCOUNTING/ NOVEMBER 1969

scripts. It might be going too far to ex- number of possible investments were
pect any member to pick up an issue and acceptable. A change of method in
be enthusiastic, for wading into a tech- either division could produce opposite
nical article is much .like leaping into a results. The allocation of funds to one
pool of ice cold water. One has to get division's projects over another, based
on the application of different techin the mood, so to speak.
It is my suggestion that there be, in niques, could prove to be less profitable
MANAGEMENT ACCOUNTING, more quips, from a company standpoint, than if the
more cartoons and a human interest allocation was based on the application
story or two. Or jokes and poems. This of the same analytical techniques.
This is not to say that one and only
gives the reader a warming -up time. He
then can progress more gradually to the one method should be used, but rather
meat of the issue. A column on "helpful that the method selected for different
hints" might also be appreciated, such type projects should be known and unas "How I cut my secretary to four coffee derstood by all operating units.
Malcolm S. Todt
breaks a day" or "My cost accountant
Financial Analyst
can file." There is also a wealth of puzScovill Manufacturing Company
zles and questionnaires that are fun for
Waterbury, Conn.
the accountant.
Barbara C. Boody
Staff Accountant
Wilbur L. Alles, CPA Capitalize New Product R & D
Battle Creek, Mich.
To the Editor:
Evaluation of Capital Expenditures
To the Editor:
In the March 1969 issue, there were
two well - written and informative articles
on the "evaluation of capital expenditures."
Generally speaking, most of the actual
analytical work necessary to determine
the rate of return or the present value
of a project is done by financial analysts.
Without doubt, most financial analysts are knowledgeable of the various
techniques available to complete a capital expenditure evaluation. We could
reasonably state that if a group of fifty
(50) analysts were selected to order
twenty-five (2 5) investment proposals
with uneven annual cash flows and /or
dissimilar horizons or lives, there would
be at least a half a dozen different rankings prepared.
Assume for example, that one division
submitted a list of fifteen (15) projects
with positive present values. Also assume, that because another very similar
division applied the rate of return
method, only five (5) of their total

Research and development expenses
are becoming more and more important
in the rapidly changing society in which
we live. Industry watches R & D expenses very carefully, i.e., actual expenses versus budget. However, industry fails to compare product R & D expenses with sales "matching costs with
revenue." Therefore, it is the object
here to present an opinion in which
R & D will be capitalized and amortized
at a later date.
When local management decides to
continue a R & D program to commercial production, all expenses incurred
after this date should be capitalized. All
incremental costs incurred by the division or subsidiaries should be accumulated by major functions. Certainly, the
burden of these expenses should not be
allocated to other products as is done by
many companies today.
The other side of the coin is when
the product is finally in the market place
and successful. Most of the expenses incurred prior to this point are forgotten.
From this point on management
"matches costs with revenue," failing to
show prior R & D costs. If R & D were
5

capitalized and amortized, the true
profitability of the product would be
shown.
Consumer and industrial manufacturers should review the procedures currently utilized by government contractors, large and small. These companies
capitalize R & D costs and charge the
product when it is being produced for
the government agency.
It should also be noted that the
method for handling R & D for income
tax purposes should not enter into the
decision for capitalizing R & D.
Robert C. Fredette
Manager, Cost Accounting
Uniroyal International
Division of Uniroyal Inc.
Stamford, Conn.

Departmental Budgets
To the Editor:
Assignment of all costs and revenue
on a responsibility basis, ably described
by Jesse W. Atwood in the article,
"Motor Freight Management Reporting" (January 1969), certainly is a

sound basis for cost control in an industry fighting to maintain its margin of
profit. The article is particularly timely
in view of the recent resolution by the
National Accounting and Finance
Council of the American Trucking Associations to work with the Interstate
Commerce Commission in revising the
ICC chart of accounts to provide reporting on a cost responsibility basis.
Instead of department heads approving or rejecting budgets prepared for
them, however, current thinking would
have the department head, presumably
the one most knowledgeable about his
own department, prepare a budget he
thinks he can "live %with." There would
be much motivation for a department
head to meet the requirements of the
budget he set for his department. The
budget should be reviewed and discussed
for inclusion in the over -all company
operation by top management, with any
necessary changes or betterments being
"adopted" by the department head
initiating and working within the framework of his budget. It happens too often
that a terminal manager shrugs off a
question about a significant variance

from budget with a deprecating remark
about the competence of "those" who
prepared "his" budget.
John A. Link
Controller
Buske Lines, Inc.
Litchfield, Ill.

Church Accounting
To the Editor:
The article by Alpha C. Floyd on
"Ma n a ge m e n t Accoun ti ng for
Churches" in the February 1969 issue
was very timely for me, having recently
been elected to our church council and
assigned to the finance committee, as
well as assuming the financial secretary's
duties.
Much of what Mr. Floyd writes can
be used, with slight modification, for
a smaller church with volunteer help.
Our particular church, for instance, uses
counting committees of two or more
persons immediately after each service
to count and record the offering of the
service and other miscellaneous receipts.
Continued on page 11

2 W eeks Intensive Program on

l'iite&atedclfa.qagemA,,00,.n,,cAccountin6d
Jo i n t l y s p o n s o r e d b y:

National Association of Accountants and The University of Texas
To be hel d A pri l 1 9 t hro ugh Ma y 1 . 1 970

/Latest Concepts and Techniques in Accounting
and their combination into

Effective Planning and Control Systems
Developed specifically for
accounting executives and
managers, this 2 weeks program

conducted jointly by The Graduate
School of Business Administration
of The University of Texas and
National Association of Accountants
is designed to:

❑ ❑Develop❑practical❑and
operational insights into designing
an integrated management
accounting system for a specific
business enterprise.

MAJOR TOPICS
Long -range profit planning
...
capital expenditure management
❑ ❑Develop❑an❑awareness❑of
annual profit planning
cost
the economic environment
.behavior
..
...
patterns
standards
in which a business operates
...
for costs and revenues
direct
and its significance for business
...
costing
scientific
inventory
management.
. . . . . . quantitative
management
❑ ❑Develop❑an❑ability❑and
techniques for planning and
perspective to think about and
decision making
management
identify the information needs of
...
information
systems.
management in all functional areas.
❑ ❑Develop❑a❑thorough❑knowledge
An unusual opportunity for
of the recent developments in
management accountants to
management accounting concepts
upgrade their skills and to improve
and techniques and how they
their effectiveness in the vital role
are related.
they play in business management.
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An IAS accounting training program
is, almost as individual and personal
as your own eyeglasses!
Individual and personal attention, focused on
your specific needs and ambitions is one reason
why IAS training is conceded to be the best home study accounting instruction available anywhere.
Another is the IAS learn -by -doing teaching
technique. Under the guidance of the faculty,
all of whom are CPA's, you learn by doing
what an accountant does in actual practice.
Non - essential study is eliminated. You receive
personal attention from your IAS instructor
every step of the way ... move along as rapidly
or leisurely as your time permits.
Testimony* to the recognition of IAS is typified by a recent quotat ion from an article on
hom e study i n a l eading na ti ona l m aga zin e:
"Courses from the International Accountants
Society in Chicago are so good that over six
hundred and fi fty corporations use the m f or
training their employees."

After you complete basics of general accounting principles, you select electives which are
tailored for your needs and coincide with your
career ambitions, both short range and long
term. The electives currently offered are:
Basic Auditing

Business Statistics

Public Auditing

Management Control

Internal Auditing

Economics

Basic Cost Accounting

Office Management

Advanced Cost Accounting

Accounting Law

Corporation Accounting

Federal Income Tax

Corporation Finance

CPA Coaching

IAS offers, free, an illustrated report describing IRS's thoroughly tested, personalized methods of instruction. Write for it now using the
coupon below. Let IAS without obligation of
any kind provide a prescription applicable to
your specific career.

'reprints available on request
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INTERNATIONAL
I
ACCOUNTANTS SOCIETY, INC.
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209 W. Jackson Blvd., Chicago, III. 60606
Acc redited by t he Acc rediti ng Com mis sion,
Nati onal Home Study Counci l
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Int er nati onal Acc ount ants Soc iety, Inc.
Dept. 4F1 -002, 209 W . Jackson Boulevard
Chi cago, III. 60606
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EMPLOYED BY
POSIT ION
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1

�

Continuing
Education Program

S P RI N G 1 9 7 0
DALLAS
NEWYORK SANFRANCISCO CHICAGO \
Feb. 16 -20
March 16.20
Apr. 20 -24
May11-15
Statler - Hilton Statler - Hilton
Palace
Pick- Congress

COURSES

Mathematics for Business Management
Basic Mathematics . . ...
Mon. thru Fri.
Advanced Methods & Models
Statistical Inference .........................
Probabalistics Models ............ .............
Sampling Techniques & Regression Analysis
for Accounting & Auditing Information
Methodology�of�Operations�Research�—An
Accounting Emphasis
—
Basic�Data�Processing—�Concepts�&�Techniques
Mon. thru Wed.
Effective�Inventory�Management�—A�Scientific�Approach�....
Designing Management Information Systems ........................
Developing & Using Standard Costs
_ ........................ Mon. /Tue.
Flexible Budgeting & Performance Reporting ....................... Wed. thru Fri.
Direct Costing & Contribution Accounting _ ......................... _
—
Economic Evaluation of Capital Expenditures _ ......................
Mon. /Tue.
Costs for Decision Making 1.1... 1 . _ ...... ..... .................. I.......
Communications & Report Writing ......... ...............................
Accounting for Foreign Operations ....... ...............................
Fundamentals of CPM /PERT ..................................................... Thu. /Fri.
Hospital Management Accounting _ ..... ...............................
Behavioral Science Implications for Management Accounting .
—
Concepts and Uses of Accounting for Non- Accountants ..........

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

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

Mon. thru Fri.
Mon. thru Fri.
—
Mon. thru Wed. Mon. thru Wed. Mon. thru Wed.
Mon. thru Wed.
Thu. /Fri.

Thu. /Fri.

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

Mon. /Tue.

Thu. /Fri.

—
Thu. /Fri.

Thu. /Fri.

SEMINARS
Financing Corporate Expansion & Corporate Debt Capacity
Administration of the Budget Director's Job _ .............___
The Accountant's Role in Government Contracting
Capital Expenditure Management ............... ...............................
Long-Range Profit Planning .. ...............................
Comprehensive Budgeting & Profit Planning ....... .. .....
..._
Planning & Controlling Maintenance Costs . ... ..... ..... ........ _.
Optimizing Marketing & Distribution Costs
Pricing Policies & Decisions

Mon. /Tue.

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

Thu. /Fri.

Thu. /Fri.
Mon. /Tue.

Thu. /Fri.
Thu. /Fri.

—
Mon. /Tue.

Mon. /Tue.
Mon. /Tue.
Mon. /Tue.

—

Write or call NAA Registrar, 505 Park Avenue, New York, N.Y. 10022, (212) 759 -3444
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Our Overheads Are Overhigh
THE WORKING WIFE WITH A PART -TIME JOB MAY BRING ECONOMY TO THE OFFICE
AND CONTENTMENT TO THE HOME

By C. Northcote Parkinson
In Parkinson's Law, published over ten
years ago, I tried to deal with various
problems in public and business administration, one of them being that of staff
accumulation. Early in 1968 l wrote
Mrs. Parkinson's Law,' in which I attempted to analyze some domestic problems, one of them being that posed by
the loneliness of the modern housewife
after her husband has gone to the office
and her children to school.
These two problems, a decade apart
in my thinking, are really one and the
elme. The solution to the wife's problem is to be found in the part -time temporary work which will take her out of
the home. The solution to the managerial problem is to be found, partly
at least, in the part -time and temporary
help which the experienced housewife
can offer.
Here is a rare example of the same
solution being applicable to two distinct
problems. By an economy at the office
we may actually save a marriage and
bring greater contentment to a home.
Writing for the journal published by
the National Association of Accountants,
I must emphasize the business rather
than the domestic aspect of this strategy.
The reader must remember, however,
that the problems of the household are
not less important than those of the
office. To have mastered the principles
which I shall now enunciate is no excuse for being ignorant of Mrs. Parkinson's Law. For what is the use of an efI

Houghton Mifflin Co., Boston, Mass., 1988.

MANAGEMENT ACCOUNTING/ NOVEMBER 1969

ficient office if we return each evening
to an unhappy and frustrated wife? As
against that, it must be admitted that
even the happiest home becomes less
blissful when the company goes bankrupt in which the husband and father is
employed. A frequent, though not invariable factor in the disaster, when it
occurs, is escalation of overhead costs,
more especially in the area of paperwork.
Fluctuations of the Work Load

If we are to control office costs, we
need to understand that office work is
subject to fluctuations. The work load
varies from week to week, spasms of activity being followed by periods of idleness, the latter made more frequent by

the incidence of the bottleneck, delay
over one thing holding up everything
else.
As a rule, the permanent staff is established at the highest level to cope with
the peak load and is relatively idle at
other times; idleness being disguised
partly by the staff. In the army and the
navy there are many experts in this field,
and in the services finding work for people to do has usually meant scrubbing
the decks and polishing the brasswork.
In the cavalry, it used to mean polishing
harness and cleaning out the stables. In
commerce, it means checking the inventory, stock - taking and balancing the accounts to the last half - penny.
Demoralizing Effect of
Temporary Idleness

rte+.

C. NORTHCOTE PARKINSON
is the author of the well -known

Parkinson's Law. He is also the author of
the recent book, Mrs. Parkinson's
Law, and is a consultant to Kelly Services. Dr. Parkinson is a professor of history and lecturer at Harvard Business
School, and Indiana University and
Dartmouth. In addition to the above
publications, Dr. Parkinson is the author of numerous other books and
articles.

The original ideal of the working day
was from dawn to dusk, which automatically reduced the winter's work day, but
the inventors of artificial light made it
possible to work around the clock, with
the eventual result of fixing the working hours at an arbitrary number, with
overtime as the only element of elasticity. But the problem remains of how
to keep people occupied when there is
little for them to do. This problem is
sometimes solved by management, but
more often perhaps, by the employees
themselves.
The fact is, however, that pseudo -work
has a demoralizing effect. It is more than
a waste of money, it is the cause of inefficiency when the next peak of activity
is reached. People who have been doing
everything by the slowest method can9

not be galvanized overnight into a different and quicker routine.
The answer to the problem can be
summarized in these words — "Don't pay
a fulltime salary for a part -time job."
Our policy should be to reduce the permanent staff, relating it to the minimum
work load, while using temporary staff
to deal with periods of peak activity.
The Phenomenon of the
Increasing Work Load
Alongside this problem of the fluctuating work load is the problem of the
increasing work load. We have this problem even in a business in which the
work load is constant. The factors in
this problem appear to be these:
1. The growth in the scale of organizations resulting largely from amalgamations, take -overs and the like.
2. The technique of control as applied
to the branches by the head office.
3. The comparative importance attached to costs as applied to things,
and costs as applied to time.
The total volume of paper to be processed is affected by these factors, and
it is this total volume, I suggest, that we
should want to reduce. Let me take these
points in order.
First of all, the instinct of head office
is to assert and maintain its authority
over the branches, which was originally
very difficult to do, owing to the distances involved and the relatively slow
means of communication.
There was no danger a century ago of
over - centralization, because the central
office lacked the means. It lacked the
means to do what it now does in calling
for information and in issuing directives
based on the information received.
For centuries then, these attempts were
always being made to keep the remote
outposts of your organization under your
hand. And then suddenly, the situation
altered, and it altered in roughly 1870,
when the means for control hitherto feeble, were suddenly strengthened. In that
year, came almost simultaneously, the
telegraph, the steamship, and soon afterward, the telephone, and radio, the teleprinter, the car, and the aircraft. Came
finally the computer, the source of power
in the modern organization.
So the problems of control have been
solved. After centuries of striving to get
the branches on the leash, this has been
finally and effectively done. The central
administrator has been given the tools
with which he can exact the fullest information and issue the most detailed
10

instructions; and the effectiveness of his
control can be measured in tons of
paper comprising statistics, return, reports and accounts, regulations, instructions, exhortations and advice. That, I
suggest, is a second and very potent factor in the situation.
Come now to my third. This concerns
the emphasis on things as opposed to
time. The historic obsession of the central administrator, the obsession indeed
of any administrator, is with equipment,
goods, machines and tools. This mental
attitude dates from the period when
wages were low and equipment relatively
expensive. Things matter because they
can be shown on the credit side of a
balance sheet, subject to depreciation
but nevertheless an asset. People appear
only on the debit side as a continued
expenditure. So the great aim is to
check the inventory and detect pilfering
of things like carbon paper and envelopes.
An Illustration
Does anyone think that these factors
exist only in my mind? Let me try to
illustrate them. I will quote first the example of Friedrich Krupp, the German
steel organization. It is subject, no
doubt, to the problems all work armaments must necessarily be subject. But
it has also been subject to the drawback
of over - centralization as was discovered
in the course of World War II. The
Krupp organization, as many here will
recall, centers on Essen and before the
war, I think I am right in saying, it comprised about a hundred and fifty plants
in a rather tight group around the town
of Essen, where its head office was (and
still is) situated.
This was a convenient arrangement
for control and a convenient arrangement for many problems of transportation, but in time of war it was the bomb
aimer's dream. The result was that the
Royal Air Force came over that part
of Germany and eliminated these plants
in their entirety. By either a mere accident or by a feat of uncanny precision
they left head office where it was. And
this produced a fascinating phenomenon. Somewhere about 150 plants, heavy
industrial plants, had been wiped out
flat. They weren't producing anything
at all, and as soon as they did start producing anything they were bombed
again. Head office remained majestically
in the center of its empire with a staff
of 2,000. The directors then observed
in practice what I have explained in
theory; the 2,000 were just as busy as

before. I, myself, have suspected that
these conditions might have left them
more busy than before, but this apparently was not proved. But it did prove a
theory that I have been playing with, that
any organization with a head office staff
of 1,000, (and Friedrich Krupp was double that figure), is administratively self sufficient. In other words, it can keep
busy by reading its own internal memoranda. It can live upon the paper it
produces.
Well, this was proved and I may say
that in the example of that rather extraordinary firm of Friedrich Krupp, a
very efficient firm too, that they reduced that head office staff to 250 executives. They have a total number, I
think, of about 750 but the remainder
are for research and so on. The actual
executives are 250, the payroll now covers a staff of 200,000, and the policy of
the company is to keep the number on
the payroll. They are building a new
Head Office and the directors, in their
enlightened way, are providing office
space for that number and no more.
Another Illustration
I recite finally the example of British
hospitals. I am being very careful not
to say American hospitals, which I am
sure are different in every way. British
hospitals are peculiar institutions in
which two traditions are combined, that
of the convent with the British army.
The monastic tradition (which involved
the original idea that the sisters and
nurses weren't paid —they all being
ladies who are doing this as a matter of
idealism, or if they were paid, certainly
no economic wage) was crossed with the
British army's passion for the rectitude
of accounts and the checking of stores.
Some who read this will have served
in the armed forces and will know that
you must either have the object or a
signature. This is the first rule of war.
Well, you get this army tradition of
checking the stores super - imposed on
the traditions of the convent. This
means that nobody has until very recently tried to cost the nurse's time. As
for the patients, they can bleed to death
while the staff are all busy counting the
blankets and the chamber -pots.
The discovery that the nurses' time
spent in counting the equipment is
worth more than the missing chamber pot is a very recent one indeed in hospital practice. They will eventually discover that it is better to have an agreed
pilfering rate, any departure from which
will of course be harshly criticized.
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This is only one of the ways in which
Before long the absenteeism statistics
section will need more clerks as well as these various factors are related. You
more filing cabinets and more space for can see that paper breeds and, in doing
I have dealt with different factors in filing cabinets, and the statistics required so, affects the quality of management.
paper work, but I must now try to em- will become more elaborate. "Is absenOnce a business organization has bephasize that these factors are interre- teeism," they ask each other, "more char- gun to reveal the symptoms of strain,
lated. The attempt to centralize control acteristic of male or female, old or the lights burning into the night, the
must kill all initiative on the circumferyoung, married or single, Protestant or bad relations between the production
ence of the organization, but it also Catholic, Free - masons or Elks? Is it re- and sales departments, the dreadful food
kills all leisure at the center. The paper lated to climate or latitude, or height in the works canteen, and the continual
arrives in a quantity directly related to above sea level ?" There can be no end friction over the parking facilities, the
the degree of centralization being at- to this process once you start it, and moment has come to call in a consultant,
tempted. The office staff must be large inquiry into absenteeism. "Is it affected or more probably, a firm of consultants.
enough to cope with the flood (if only by the moon or the tide, or the baseball There are some ambiguous figures in
to file it) and reports have a known
this recently established profession but
results ?"
tendency to breed and multiply.
The possibilities ramify but nothing is the advisory business has come to stay,
It all starts off with someone saying — done to abolish absenteeism. Nothing at and it is more valuable when something
"Now we want a report —yes, we want all. Why, if you abolished it, you would other than mere advice is offered.
to know how many towels we used in kill the section, which has by now beBut I mustn't disguise from you the
the firm's lavatories last month" —and come a department.
fact that the consultants may often be
out goes the decree. But the man who
The paper flood has still another ef- called in too late. In instances such as
asks for that doesn't say —"I just want fect. The manager or the managing di- these, there is little we can do. We
it for last month" and finish. He just rector, the boss, the number one, is gently cover the corporation with a sheet
says —"I want a report." Twenty years pinned to his desk by the mere weight and tiptoe from the room.
later this report will still be coming in, of correspondence. He has no opportuAs we leave the premises we meet the
no-one will know what it is for, no-one nities to discover what is going on. He undertaker or mortician on his way in,
will have looked at it, but it is so much is defeated by his own office routine, and the sight reminding us that while the
easier to start the thing than to stop it. it is this paper flow which prevents the individual corporation may die, business
This is, of course, one aspect of arti- manager discovering how little of the itself goes on forever. Listen to the unficially making work in a slack period. paper is really necessary. He has not even dertaker's cheerful song as he goes about
The sort of procedure which I have tried had time to think of that. The paper flow his work, singing — "When a body meets
to describe calls for the reports of ab- prevents him even getting sick. He is too a body eomin' through the rye" —and
senteeism throughout the group. You often a man who has been defeated by remember that somewhere at this mostart off saying —"I want the statistics of his job and all he can do is to empty ment, some other company is being
his IN tray before he leaves the office. formed.
absenteeism."

The Paper Flood —More Easily
Started Than Stopped

READERS REACT
Continued from page 6
By use of a night depository bag we
eliminate the need of holding receipts
overnight for trips to the bank during
regular banking hours. Also, where Mr.
Floyd mentions preparation of an envelope for loose checks not submitted
in a church envelope, our counting committee prepares a "special receipt notice" and attaches it to the count record.
Mr. Floyd's article was the first of
this kind noticed by this reader, in a
number of years of reading accounting
literature in various periodicals. In this
respect it was a double pleasure to also
read in the same issue a letter to the
editor by Mr. Herbert Rickert, Jr. under
the title "Union Accountability."
Congratulations again on the timeliness of those two articles in the FebruMAN AG EM EN T A CC OU NTIN G/ NO VE MB ER 19 6 9

ary 1969 issue Of MANAGEMENT ACCOUNTING. Certainly more articles of
this nature would be doing a great service to the needs of our accounting membership doing lay work in the church.
Richard K. Carlson
Office Manager
Magna Corp.
Santa Fe Springs, Calif.

Annual Price Study
To the Editor:
The article, "A Fundamental Appraisal of Profit Planning and Control,"
in the March 1969 issue by Glenn A.
Welsch gave a very clear and informative account of the broad concepts of
profit planning and control.

There was one area which Mr.
Welsch did not discuss which I believe
is extremely important. This is the annual price study. The annual price study
usually takes place nearly three months
ahead of profit plan and involves the
contribution of all major areas of management. It involves such areas as material cost analysis, design change cost,
engineering change analysis, warranty
and policy costs, and labor cost analysis.
Essentially, final company sales prices
for their products in the market place
need to be accurately determined and
baked into the plan of company profits.
Larry Wasserman
Product and Manufacturing
Cost Accountant
R. G. LeTourneau, Inc.
Longview, Tex.
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fit analysis, and the various tools of operations research.
Although PPBS is not without its
critics and problems, there is a general
feeling that it will be applied in an increasing number of areas. From these
applications should come greater acceptance and increased efficiency in planning
and operation, with the desired result of
a more effective use of the resources of
the public sector.
Since PPBS utilizes many of the tools
and techniques of business and relies
heavily on accounting information, the
accounting profession must become involved in its investigation and utilization.
PPBS and Accounting
The realization and implementation
of an ideal system would require more
sophisticated accounting techniques
than are available today. The present application of PPBS, on something less
than an ideal level, requires some modification of the concepts of accounting in,
for example, the public sector. The accounting profession must seek to extend
the dimensions of accounting in an attempt to provide as accurate a measurement or estimate of the relevant factors
as possible.
COST INFORMATION
PPBS requires detailed and accurate
cost information. Elmer B. Staats, Controller General of the United States,'
describes the importance of cost information in the following points:
1. Cost information is necessary for the
development and selection of the
mix of inputs.
2. Cost information is necessary for
control of the programs.
3. Cost information provides some
quantitative basis for evaluation
where the possible benefits cannot
be measured and compared.
4. Cost information is necessary for
tradition fund account purposes.
The cost accounting system must be
complex enough to relate relevant costs
to various alternative programs. Costs
that are relevant to one alternative may
not be relevant to another alternative.
Costs that should be considered at one
decision - making level may not be appropriate for consideration at another
1 U.S. Congress, Senate Committee on Government
Operations, Planning- Programming- Budgeting,
Hearing before Subcommittee, 90th Congress, 2nd
Session, Part 3, March 28, 1988, Government
Printing Office, Washington, 1988, p. 180.
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level. Since combinations of inputs must
be considered, the variation in costs due
to changes in activity or usage must be
accurately reflected.
The difficulties in the cost area are
similar to those which the private sector
has encountered for many years. A great
deal of work has been done in each of
these areas, and more remains to be
done. The procedures which are developed as a result of this work, must be
modified and converted to meet the special requirements of the public sector.
THE MEASUREMENT OF SOCIAL
COSTS
Another problem in the area of costs
is the identification and measurement of
social costs. The ideal of the PPBS system is to compare the total costs of a
program, including the social cost, with
the total benefits derived from the program. Social costs are involved in many
projects of the public sector, but it is extremely difficult to measure social costs
with existing techniques. Examples of
such social costs are: the cost to a community, and the nation of eliminating a
local government facility; the social cost
of rerouting a major highway, or of allowing natural resource pollution. These
types of social costs, although very difficult to quantify, are frequently considerations in public decisions.
THE MEASUREMENT OF
BENEFITS
The benefits to be derived from activities of the public sector are generally
more difficult to quantify than in the
private sector. For the private enterprise,
the benefit usually takes the form of increased revenues or decreased expenses
which can be measured or estimated in
dollars. However, the public sector does
provide some benefits which are capable
of this same type of measurement. Government goods and services can sometimes be equated with the amount of
money people would be willing to pay
for the good or service, but the information is not always accurate.
The social problem also complicates
the measurement of benefits. Even if the
market value of the output can be determined, there may be other, sometimes
greater, benefits. For example, the value
of the electrical service from a dam may
be quantifiable; however, the value of
the dam for flood control, in providing
emplovment, etc., for the community
and the nation may not be as easily
measured. The problem of measurement

of social benefits, like social costs is common in the public decisions.
PUBLIC COST OF MONEY
Since the evaluation of programs
involves consideration of the future,
discounting techniques must be employed to equate present and future
flows of cost and benefits. The interest
rate to be used in this discounting is the
cost of capital to the public sector. At
the present time there is considerable
disagreement about the actual cost of
public money and its computation. The
determination of an accurate cost of
public funds is vital to the PPBS process
for two reasons. First, the proper cost of
funds is as crucial a consideration in
the public sector, as the concept of cost
of capital in the private sector in budgeting decisions. Second, the ultimate allocation of resources between the public
and the private sectors should theoretically depend on this cost, and the accurate measurement of this cost is of
utmost importance.
SHORTAGE OF PERSONNEL
Another area of difficulty in the utilization of PPBS is a shortage of qualified
people. The U.S. Civil Service Commission has estimated that the federal government has a need for over 10,000
more employees in the administrative analysis area." In order to fill this need,
the government is recruiting a large
number of college graduates who majored in accounting. Direct opportunity
exists for a rewarding involvement in the
actual implementation of PPBS, of
which many accounting students may be
unaware.
Summary
PPBS seems to offer a number of advantages in the non -profit decision -making process. Because of this, its use and
acceptance will probably become more
widespread in the future. The difficulties
mentioned here do not prevent the limited and sub - optimal application of
PPBS concepts presently, but the solution or mitigation of these problems
could make the process more effective.
Two of the primary problem areas, the
measurement and forecasting of costs
and benefits, are not new to the accountant; however, there are new difficulties
created by their use in the non -profit
area. The entire area of PPBS deserves
the involvement of the accountant.
Hearings on Planning- Programming- Budgeting,
op. cit., Part 3, p. 212.
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Allocation of Equipment Cost
in the
Heavy Construction Industry
OPERATING COSTS SHOULD BE CHARGED DIRECTLY RATHER THAN ALLOCATED
By William H. Rossman
The allocation of equipment cost in the
heavy construction industry is one of the
most controversial aspects of construction accounting. However, it is as important as it is controversial, since equipment is usually the major asset of a
heavy construction contractor, and the
allocation of its cost constitutes a
significant portion of the operating
expenses.
The term "heavy construction industry" as used in this article means the
construction of pipelines and highways,
the excavation of dirt and rock, and similar heavy work.
What Co nstitu tes Equ ipment Cost?

Equipment cost is composed of two basic components: (1) ownership cost and
(2) operating cost.
Ownership cost includes depreciation
of the original purchase price, property
taxes, insurance, interest, storage and
administration. Many companies also include a factor for scheduled maintenance.
Operating cost includes fuel and lubricants, expendable supplies, repair
costs, operator wages, mechanic wages,
tires, and other direct costs related to
the actual use of the equipment.
How Should Ownership Cost
Be Distributed to Operations?
There is general agreement as to the
components of equipment cost but considerable controversy arises in the area
14

of cost allocation. Methods of allocating equipment cost to jobs vary from a
detailed and precise charge per hour of
operation on each machine, intended
to cover all ownership and operating
costs, to an arbitrary annual allocation
based on the whim of the management.
Somewhere between these extremes
lies a method which will give reasonably accurate information without self defeating expense.
STANDARD COST RATES

Inevitably, the allocation of equipment cost to operations must involve
the use of some type of standard cost,
such as a rate per hour, day, week or
month. The first problem is to deter-

mine which costs should be included in
the standard rate.
In heavy construction, no two jobs are
ever alike. The location and conditions
of each job will affect the equipment in
a different manner. An attempt to include all of these variable factors in
standard rates would be most unrealistic. Instead, standard rates should be
limited to fixed, determinable period
costs, which are essentially the ownership costs described above.
If this premise is accepted, what is
to be done with the variable operating
costs? Logically, they should be charged
directly to the job. When this is done,
operations are charged in almost exactly the same manner as if the equipment had been rented.
INTER- PERIOD ALLOCATION

WILLIAM H. ROSSMAN

Birmingham Chapter 1958, is Treasurer and Controller, Harbert Construction Corp., Birmingham, Ala. Mr.
Rossman is also a CPA. He received
a B.A. degree from San Diego State
College and an M.B.A. degree from
the Graduate School of Business, Stanford University.

The determination of the costs to be
included in the standard rates is only
the first part of the answer, however,
and there still is a need to establish the
rates to allocate these costs over the
life of the equipment. There are any
number of ways to do this but the principal goal of any worthwhile method
should be to provide a fair and equitable charge to the jobs.
One recommended method is set
out in the following example for equipment with a five -year life which is expressed as a percentage of cost. (The
percentages, however, would have to be
adjusted to the facts of any given
situation.)
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Cost
Less salvage
Investment to be recovered
Taxes and insurance
Interest
Scheduled maintenance
Administration
Total ownership cost (5 years)

100%
20
80
15
10
16
5
126%

Assuming that the equipment will be
used for nine months each year, the
ownership cost is allocated as follows:
Year
1
2
3
4
5
Total

Percentage
36%
27
27
18
18
126%

The percentage is intentionally higher
during the first years of the equipment
life when repairs and operating costs
tend to be lower, and lower in later
years when operating expenses are
higher. The above percentages are divided by the estimated hours, days or
weeks of usage to arrive at a per hour,
daily or weekly standard rate.
ALLOCATION TO INDIVIDUAL JOBS

The next question then is how do
the costs actually get charged to the individual jobs? This is done through the
use of reports which are prepared when
the equipment is transferred, with copies
to accounting, the receiving job, and
the equipment department.
The standard costs ( i.e. hours, days
or weeks used X standard rate) are inserted on the accounting copy and at
the end of each month an equipment
rental report is prepared showing the
amount of "rent" charged to the job
by each individual piece of equipment.
This report is journalized after copies
are sent to each job to be checked and
returned with corrections, if any. In
addition to serving as an accounting
record this provides a fairly Effective
perpetual inventory of the equipment,
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and picks up changes in location that
may have been missed. The burden of
reporting equipment moves is on the
superintendent, since his job is charged
with the equipment until a transfer order is executed.
Allocation of Operating Costs
If internal rentals are limited to ownership costs, the problem of charging
operating costs still remains. On the theory that operating costs, including wear
and tear, are functions of the job rather
than of the machine, these costs should
be charged directly to the job from the
applicable invoices and payroll journals.
It should be recognized, however,
that no single system of accounting in
any phase of construction will provide
completely definitive answers. The objective, however, is to use a system which
accomplishes the maximum information
for both accounting and operations with
a minimum of costs.
Advantages
The procedures outlined above have
resulted in the following advantages, as
opposed to a system incorporating operating costs into the internal rental
charge:
Allocations are necessarily arbitrary
and uncertain and should be kept to a
minimum in any system, especially in a
job cost system. Only those costs not
capable of being charged directly are
allocated.
All jobs are charged with "rent" for
the basic ownership cost, which does not
change with the type of work. The company is, therefore, forced to recognize
and consider the effect of operating costs
of differences in labor rates, terrain, weather, supervision, etc. for each individual
job.
There is an incentive for superintendents and foremen to use equipment efficiently and to handle repairs as inexpensively as possible, since they will be
charged to the job. Where a standard
rate for repairs is used, and the job is
not charged directly for repairs, it be-

comes attractive to replace engines rather than repair cylinders. There should
also be more cooperation with a preventive maintenance program designed to intercept and eliminate major repairs. In
short, it places the operating costs within the control of the superintendent, rather than charging him at a standard
rate which he cannot control for his
particular job.
Where are the Disadvantages
Many estimators feel at a disadvantage without a set hourly rate, because
it is difficult to estimate the effect of
job conditions on operating costs. This
is granted, but it is better to try than to
rely on a pre -set rate which may be totally inadequate for a particular job.
A superintendent may postpone or
delay needed repairs, especially near the
end of the project, hoping to escape a
charge to his job. This is a real concern
as a practical matter. However, the equipment superintendent becomes a factor
in this situation. When a machine has
a major repair soon after reaching another job, or if the receiving superintendent questions the condition of the machine, the equipment superintendent
should prorate any necessary repairs to
the previous job. A few major charges
like this will impress most superintendents. In addition, the job superintendent would probably receive a black mark
on his record, since his action may cause
a major expense which could have been
avoided with proper maintenance on
his job.
The above arguments are not intended to be all inclusive but nevertheless should give the reader some feel
for the situation.
Conclusion
While it is recognized that there is
no one answer to the allocation of costs
in any industry, it is hoped that this article has pointed out dangers in possibly
sacrificing general accuracy in an attempt to obtain precise standards from
information which cannot be precise.
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Use of Indicators in
Planning for Profits
LIKE A COMPASS, EXTERNAL FACTORS POINT TO THE DIRECTION
IN WHICH BUSINESS DECISIONS SHOULD BE MADE
By Thomas S. Dudick
Planning for profits is an important
management responsibility which often
is not fulfilled with the degree of diligence that such responsibility warrants.
Too often planning is done in a vacuum
without regard for important external
and internal factors. An important tool
for planning profits is the indicator or
index which serves:

activity because it is too broad, then
refinements must be introduced.
Sometimes an appropriate indicator is
not available. In such a circumstance it
may be necessary to find a relationship
with some other available indicator.
Major and Minor Indicators
Indicators vary in importance depending upon the individual using them. The

1. To relate various aspects of the business to external forces
2. Provide a common denominator of
progress, so that various areas of a
business can be more readily monitored against a plan
Indicators used in business are not as
precise as the details on a road map are
to the driver of a car. They are more
like compasses pointing in the general
directions from which more detailed
judgments must be made. To achieve
maximum precision, consistent with
economy of application, the indicator
selected should be the one which best
relates the activity to be measured with
the external force to which it relates.
Population growth, for example, is a
generally accepted indicator for projecting volume of construction. However, in
planning for particular segments of construction— school construction, for
example —a more precise indicator is required. In this instance, population
statistics by age group and density would
be used. The same approach similarly
applies to business. If an existing indicator is not sufficiently representative of
16
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president of a company, for example, in
stating his expectations for the coming
year, will frequently express his company's goals in terms of profit per share
of stock or as a certain percentage return
on investment. These are major indicators to this level of management.
The sales manager would be more
concerned with the dollar sales volume
by product line required to meet such a
goal. The manufacturing manager would
be more concerned with such factors as
production efficiency, utilization of
equipment and amount of scrap or rework. The methods engineer would be
interested in number of setups and
changeovers while in the personnel department a more meaningful measure
would be the number of employees in
the various classifications to be hired so
that production volume goals may be
achieved. The quality control manager
would be the least of all interested directly in the return on investment goals
since his mission is to maintain a high
quality level.
In short, even though every level of
management may be striving toward
achieving the same end goal, the indicators for each level must necessarily be
different even though their end purpose
is to attain a common goal. What is a
major indicator for one segment of management will frequently be of minor significance to others.
NARRATIVE INDICATORS
Progress against goals in some en-

deavors cannot always be expressed
conveniently by an all- encompassing
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DOLLARS NOT ALWAYS THE MOST
SIGNIFICANT DENOMINATOR

just as numerical data do not always
fulfill the requirements of a good indicator, the use of dollars sometimes falls
short of presenting the facts in the most
meaningful manner. Although certain
types of financial data can never be reported in other than dollar denominators, the underlying information making
up the dollars is often much more actionable if reported in units. Number of
employees, units of product, labor hours,
machine hours, months of inventory or
number of days' receivables are some
examples.
NUMBER OF EMPLOYEES
VERSUS PAYROLL

Accountability by number of employees in the various segments of manage-

2/ 16
2/23
3/1
3/ 8
3/15
3/22
3/29
4/ 5
4/12
4/19
4/26
5/ 3
5/10
Target 5 31

$

ment is an important control figure. In
many businesses payrolls account for approximately two - thirds to three - quarters
of the total indirect costs of operating
the business. While knowledge of the
total payroll cost in dollars is an essential figure to have, it does not provide
management with a sufficiently actionable figure, except on a broad basis.
One company faced with a quickly
deteriorating profit picture found it
helpful to receive a manning report on a
week -to -week basis. It had consolidated
two operations under one roof for purposes of cost reduction. Accordingly, a
personnel reduction goal was established
in each department of the company.
The number of employees on the payroll
in each of these departments was reported weekly, with the preceding
weeks' figures reproduced so that progress over the weeks could be readily
monitored. How this was done is shown
in Table 1.
A report such as the above quickly
highlights progress against the plan.
While emphasis is given to number of
people rather than to payroll dollars, it
is not always desirable to limit reporting
to number of employees alone.
Let us use the maintenance department as a case in point. Although the
number of men had been reduced from
36 to 27 with a good possibility that the
goal of 24 men would be attained by the
target date, the overtime dollars showed
a different trend. For the weeks included
in the above report the payments were:

/

numerical indicator. Research and development projects are an example of
how numerical indicators are not always
an appropriate yardstick. The progress
of an engineer on a research project is
hard to evaluate and express in terms of
a statistic. For that reason, a verbal or
narrative type of indicator relates the
goal to be achieved, what has been
achieved to date, how far away the goal
might be, what problems are being encountered, and possibly revised estimates of target accomplishment dates.
This does not, however, rule out the use
of numerical data to support a verbal or
narrative indicator.

492
480
478
510
533
629
617
605
595
653
618
626
737
250

The overtime, which at 2/16 had
been about double the target of $250
per week, was now, at 5/10, almost
three times as great as the plan. While
this might raise the question as to
whether the cuts in personnel were
made too deeply, investigation revealed
that an unusual amount of overhauling
of equipment was being performed during that period in order to catch up
with long neglected maintenance.
Further cuts in maintenance personnel were suspended until the overhaul
program was finished —in order to avoid
the extra cost of premium payments for
overtime. This study also pointed out to
management that certain types of equipment being overhauled were being superseded in the market by more advanced
equipment. In such instances the older
and slower machines were scrapped.
Staffing of the maintenance department
was adjusted accordingly.

Table 1
BREAKDOW N OF INDIRECT EMPLOYEES
General
W eek

m anager's

Ma i n te n -

Ma n u fa c -

Pro du c tion

Pur-

en di ng

of f i c e

an ce

tu rin g ad m .

cont rol

c h as in g

Quality
cont rol

To t a l

2/16

7

36

50

12 8

46

20

287

2/23

7

36

49

12 6

45

19

282

3/1

7

36

49

12 5

43

19

279

3/8

7

33

48

11 8

42

19

26 7

3/15

7

32

46

116

41

18

260

3/22

6

29

40

116

39

18

248

3/29

6

29

39

11 6

38

18

246

4/5

6

29

39

11 3

38

18

243

4/12

6

28

38

112

38

18

240

4/19

6

28

38

11 1

37

18

238

4/26

5

28

37

110

37

18

235

5/3

5

28

36

10 8

36

17

230

5/10

5

27

35

10 8

35

17

22 7

5

24

28

98

35

16

206

5/17
5/24
TA R G E ' r
FOR 5/31
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term through use of a mathematical formula developed from short -range projections.

Exhibit 1
COMPARISON OF SALES, NET INCOME AND SHARE OF MARKET

Utilization of Equipment

1200

aZ

As our technology advances and use of
high -cost automated equipment increases, the degree to which such equipment is utilized becomes more and more
important. The percentage of available
hours that machines are productively
employed becomes an important indicator which must be communicated to
the department head responsible for
profitable operation of the equipment.
The airlines recognize the dynamic
nature of utilization because they have
determined that a jet plane loses $3,000
in revenue for every hour that it is idle.
Also, the break -even point becomes a
very important indicator. One of the
overseas airlines finds that its break -even
point is represented by approximately
40- percent seat occupancy. Another airline which is entirely domestic and
therefore has shorter runs finds that its
break -even point is closer to 55 percent.
And so it is in the other segments of
industry where investment in equipment
is high. Management must be well informed as to what its break -even point
is, so that its planned or desired level of
operations can be established. Then,
through regular reports, the actual level
would be compared with the planned
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Analysis of Indicators
Through Graphic Analysis
Gr a p h s ca n fr e qu e n t l y b e e m p lo y e d t o

advantage for the purpose of comparing
actual happenings with some related indicator. Consider Exhibit 1, for example. Although the figures for sales and
net income have been disguised, the
trends are accurately depicted and the
share of market is correctly shown. The
key item is net income which is compared with two indicators: sales and
share of market.
Past history indicates that this com-
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pany loses money when its share of market begins to drop below a three percent
level. The three percent does not always
represent the same dollar volume of
sales, however. Note, for example, that
between the third and fourth year, three
percent is represented by a sales volume
slightly in excess of $400,000 while between the eleventh and twelfth years, a
three percent share is closer to $1,000,-

000.
This observation may be somewhat
surprising to those who attempt to develop break -even analyses for the long

Conclusion
This article was intended, among
other things, to point out the importance of linking the activities within a
business with some external economic
force which will act as a bellwether.
Once the relationship with the most appropriate indicators has been established,
the business will have the assurance that
planning is tied to a logical reference
point.
In addition, this article has attempted
to highlight the value of various statistical indicators which are often as important to management, if not more,
than the conventional accounting reports. Accountants would do well to utilize the available indicators in their periodic communications with management.
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Purchased Goodwill
Is an Investment:
Treat It as Such
ACCOUNTING PRESENTATION OF GOODWILL MUST BE CONSISTENT WITH THE MEASUREMENT
TECHNIQUE USED IN VALUING THE GOODWILL
By Alan F. Smith
Goodwill has been one of the most difficult subjects that accountants have had
to contend with over the years, and, if
we judge by a recent publication and
reaction to it,' the problem is still with
us. The authors of this publication concluded that goodwill should be eliminated from the income statement and
the balance sheet; in effect they advocated "a non- accounting for goodwill. " =
By contrast the conclusion of this
paper is that purchased goodwill entries
are correctly shown on the financial
statements. Such a conclusion is supported by the adoption of an accounting
concept, commonly called discounted
cash flow and henceforth called the investment concept. This concept is consistent with the basic nature and the
basic method of measuring purchased
goodwill.

a well known accounting text to illustrate that mode of thinking:
"[Goodwill] is a thing very easy to
describe, very difficult to define. It is
the benefit and advantage of the good
name, reputation and connection of a
business. It is the attractive force which
brings in custom. It is the one thing
which distinguishes an old established
business from a new business at its first
start.... Goodwill is composed of a
variety of elements. It differs in its com-

ALAN F. SMITH

The Nature of Goodwill

Indianapolis Chapter 1967, is Assistant

Until recently, many accounting practices seemed to be dominated by legal
requirements and pronouncements.
Goodwill was no exception, and a
British judicial definition is taken from

Professor of Accounting, School of
Business, Indiana University, Bloomington, Ind. He attended The City of
London College and The Polytechnic
College both in London, England.
Mr. Smith received an M.B.A. degree from The University of California
and a D.B.A. degree from the University of Colorado.

I See

George R. Catlet t and N orman O. Olson, Accounting for Goodwill, Accounting Research Study
No. 10, AICPA, New York, 1968.
r Description used by Philip L. Defliese in a criticism publishe d wit h t he Catle tt and Olson study,
op. ci t., P. 118.
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position in different trades and in different businesses in the same trade. One
element may preponderate here, and another there" (Lord Macnaughten in
Commissioners of Inland Revenue v.

Muller (1901), A.C. 217) . 3
This definition has a certain validity,
but is stultifying to rational thinking
required for the measuring of goodwill.
Instead the investment description, related to future earning power, and
quoted by Catlett and Olson is a much
more useful statement:
"By definition, goodwill has no accounting significance except in terms
of an earning capacity which is estimated to be above normal ... the payment for the expected stream of income
in excess of a normal return is a payment
for goodwill, and that the payment for
the expected stream of income equal
to a normal return is a payment for the
other assets. " 4
Emphasis must be given to the fact
that the reason for the excess profit, and
hence excess value, cannot be identified
with specific causes such as specific research, patents, organization or other
factors. If such a cause could be identis W. W. Bigg, H. A. R. I. Wil son and A. E. Langton, Spicer and Peeler s Book - keeping and Accounts, X I V e d, H. F. L. (publishers) Lt d., London, 1956, p. 139.
1 George T . Walker, "W h y Purchased Goodwill
Should be Amortized on a Systematic Basis"
Journal at Accountancy February 1953, p. 21d
quoted by Cat le tt and 61son, op. cit., pp. 11 -12.
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fied, then an asset account, appropriately
labelled, should be established and all
or part of the excess assigned to it.
Perhaps, as Professor Paton suggests
in a criticism published with the Catlett
and Olson study,' we too readily assume

that the excess cannot be identified with
specific assets, nevertheless when considering the accounting treatment for
goodwill there must be a presupposition
that such an identification cannot be
made. The excess profit is considered
to be a consequence of a combination
of factors which together have some
uniqueness over a period of time. This
joint profit of several factors cannot be
allocated to the individual factors except as a meaningless exercise.
Accounting by the
Investment Method
In order to provide a background for
the discussion of the proposed method
of accounting for goodwill, the method
of accounting proposed in the Catlett
and Olson study will first be reviewed.
The following example will be used to
illustrate both treatments.
Let us consider a hypothetical company, Company C, formed by the issue
of stock for $100,000 cash for the purpose of acquiring an existing Business
B. Business B has tangible assets of
6

O p . c it ., p. 145.

Exhibit 1
BUSINESS B
TANGIBLE ASSETS AND EXPECTED INCOME
Tangible Assets

$100, 000

Expected Incomes
Normal Earnings
Excess Earnings

1969

1970

1971

$10,000
400

$10, 000
400

$10, 000
400

Present W orth of Excess Earnings capitalized at 10% is $995 (400 X A-�

$100,000, and a $995 value for its
goodwill. This is the present value obtained by applying a 10 percent discount rate to the expected three years
excess earnings of $400 per annum (see
Exhibit 1) . Company C makes a cash
payment of $100,000 for the tangible
assets, and the goodwill is purchased by
the acceptance of a $995 10 percent
note payable, which must be paid off
Nvith interest by three annual payments

of $400. Identical amounts, rate of interest, and time periods are used for the
goodwill asset and the note payable to
aid in comprehension of the example
(see Exhibit 2) .

From the Catlett and
Olson Study
At the time of the formation of the
corporation, Catlett and Olson would
presumably recognize the definite liability of $995 for notes payable, but in-

10 )

stead of creating an asset account of an
equal amount, thev would make a deduction from the stockholders' equity.
Accordingly, shareholders who have
contributed $100,000 are reported in
the owners' equity section as having a
$99,005 balance.
Does such a presentation imply that
the owners have made a bad bargain,
or arc they to be pacified by being told
that the stockholders' equity does not
mean anything? s
Whereas it is unlikely that the reported stockholders' equity represents
anything like a market value, surely it
is implicit in our accounting practices
that a deduction from the stockholders'
equity implies either (1) that an event
has occurred which has caused a diminution in value; e.g., payment of dividends, or (2) tha t it is impossible to
Ca t le t t a n d Ols o n su g ge st th a t " . . . t h e fin an c ia l
st a te m e n t s , in effect, in f o r m th e o w n e r s th at p a r t
of th eir in v e s tm e n t is in go o d w ill . . . " o p . cit .,
P. 83.
"

Exhibit 2
COMPANY C
BALANCE SHEETS AND INCOME STATEMENTS
BALA N C E SH E ET S - D EC E MBER 31
Investm ent Concept

Catlett and Olson Study
1968

1969

1970

1971

1968

1969

1970

1971

Tangible Assets
Goodwi ll

$100, 000
--- --------

$100, 000

$100,000

$100, 000

$100, 000
364

$100,000

---- -- - -----$100, 000

$100, 000
695

Total Assets

----- -- -----$100, 000

$100, 000
995

$100, 000

--- --- - -----$100,000

$100, 995

$100,695

$100, 364

$

$

$

364
99,636

$------- - - - - -100, 000

$

$

$

$100, 000

$100, 000

$100, 995

Notes Payable
Owner s' Equity

995
99,005

$100,000

695
99, 305

$100, 000

995
100, 000

695
100, 000

- ------ --- --$100, 000

364
100, 000

$------- - - - - -100, 000

$100,695

$100,364

$100, 000

IN C O ME ST AT EME N T S AN D ST AT E MEN T S O F R ET A IN ED EA R N IN G S
1969

1970

1971

1969

1970

1971

$ 10,400
(100)

$ 10,400
(69)

$ 10,400
(36)

-------�-�-�-�-�-•
------- - - - - -$ 10, 331
10, 000

------- - - - - -------- - - - - -$ 10,364
10, 000

$ 10, 400
(69)
(400)
69

$ 10,400
(36)
(400)
36

Net Income
Dividends Paid

------- - - - - -------- - - - - -$ 10, 300
10, 000

$ 10,400
(100)
(400)
100
$ 10, 000
10, 000

$ 10, 000
10,000

$ 10, 000
10, 000

Addition to Ret ained Earnings

$

$

$

$------- - - - - --

$------- - - - - --

$ ------- - - - - --

Operating Income
Interest Paid
Goodwill- Excess Earnings
Inter est on Invest ment

300

331

364

In practice one could expect the interest on the notes to be less than the discount rate used in calculating the value of the goodwill.
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measure the benefit which has passed
to future periods; e.g., payments for research. The purchase of goodwill does
not seem to fit either category, for
something valuable and measurable has
been received— goodwill.
Further presentation problems arise
in the periods when payments on the
note payable must be made. The principal amount of the liability will be decreased. Should the interest on the outstanding balance be debited to the
income statement or should it follow
the direct debit to the stockholders'
equity account? It seems more reasonable to treat the note payable like any
other borrowing; i.e., unconnected with
any specific asset subsequent to the
time of the borrowing event. The interest payments would then be debited
to the income statement. However, this
method recognizes a liability, the note
payable, without the corresponding entry for the asset, the goodwill, at the
time of the borrowing.7
An Investment Concept
A payment for goodwill is conceptually different from payments for operating expenses. The latter are assumed to
contribute in the earning of periodic
operating revenues, while the former is
not directly associated with the operating revenues.
A payment for goodwill is an investment in future excess earnings. As Catlett and Olson pointed out, this purchased goodwill does not contribute to
the production of revenue,8 instead it
is a valuation of the residual part of
net income in excess of a normal rate
of return on the tangible assets.
Whereas some goodwill may have been
derived from past expenditures associated with operations,9 the purchase of
goodwill takes on the nature of a purchase of an annuity investment. The
treatment in the financial statements
must be consistent with the concept of
an investment rather than that of an
operating asset or expenditure.
Under the investment concept the
value of the goodwill asset is equal to
the sum of the discounted future excess earnings. Thus at December 31,
1968, in Exhibit 2, the goodwill is
shown as being $995 which is the present value of three year annuity of $400
1

Some might be tempted to ignore both on the
balance sheet, and make a charge to the income
statement equalling the cash payment in any period; this is sometimes done in a partnership after
a partner has retired. This is unacceptable as it
means offsetting an asset against a liability.
° Op. cit., p. 21.
° Op. cit., p. 20.
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Table 1
COMPOSITE JOURNAL ENTRIES FOR GOODWILL

Excess earnings
Interest income
Goodwill

1969
$400
$100
$300

1970
$400
$ 69
$331

1971
$400
$ 36
$364

using a 10 percent discount rate. The
owners' equity is shown as the $100,000
contributed by the shareholders, and,
since there has been no impairment of
capital, this is preferable to showing
$99,005 as recommended in the Catlett
and Olson Study.
At the end of 1969 the value of the
goodwill asset is $695, being the present
value of a two year annuity of $400
using a 10 percent discount rate. Then
the end of 1970 there is only one more
year of the $400 of excess earnings and
the goodwill value at this time becomes
$364. A zero amount for goodwill at
December 31, 1971, indicates that no
more excess earnings were originally
purchased.
The income statements have two
items related to goodwill, one being the
$400 excess earnings, and the other being interest earned on the investment in
the excess earnings. Composite journal
entries for goodwill are as in Table 1.
In effect the $400 is partly a return
of principal on an annuity investment
and partly interest earned on that investment. A goodwill purchase, by its
basic nature, is treated as a financial arrangement with resulting entries to the
income statement being shown in the
non - operating section of the income
statement.
In this example the notes payable
have a repayment schedule which is
identical to the recovery of the goodwill
investment. Consequently, the amount
of interest expense on the notes payable
is always the same as the interest earned
on the goodwill investment, and the
value of the liability is always the same
as the value of the goodwill. The liability and interest expense are the same
in both presentations and require no
further comment.
By paying all income, as computed
by the investment concept, to the shareholders it is possible to obtain a constant owners' equity balance of $100,000. The reported net income is always
$10,000 or 10 percent of the original
contribution of the shareholders.10 The
difference between the $10,000 net in-

come and the $10,400 operating income
arises because of, and is disclosed according to, the assumptions used in
valuing the goodwill for its purchase.
Comparisons of the 1969 -71 operating
incomes of Company C with the operating incomes of the other companies and
of Company C in subsequent years can
be made without being disturbed by
goodwill entries.

10
In practice, differences from expectation will result in a higher or lower reported return which will
reflect on the wisdom of the purchase decision.

11
Diran Bodenhorn, "An Economist Looks at Industrial Accounting and Depreciation," The Accounting Review, XXXVI, October 1981, p. 5 87 .

Basic Elements of the
Investment Concept
Accounting presentation of goodwill
must be consistent with the measurement technique used in valuing the
goodwill. An appreciation of this technique is obtained from an example borrowed from Bodenhorn.11 If the expected earnings are El, E 2
E then
... , a,of the
the asset value at the beginning
year is:
E2. +
)2
+r— +(1 + r

Al1 = 1

+

En
0 +*n

where:
r = Cost of capital (or rate of discount used in
computing goodwill)
The asset value at the end of the year is:
A
2

E2
+r +
1

E3r) + , , +
2

(1 +

En
r)n-1

(1 +

=A1 (1 +r) -El
The depreciation is:
A1- A2= E1 -Alr
The net change in asset value is due
to the operation of two factors. The asset increases in value by the amount of
the interest (Air) because all of the
expected future cash flows are one year
nearer. At the same time the asset decreases in value because the cash flows
(E 7 ) of the current year have been generated and are no longer available to add
value to the asset. The difference between the beginning and ending asset
value (A7-A2 ) is a consequence of these
two factors which should be separately
disclosed; this difference is not depreciation consumed in producing revenues
as Bodenhorn infers.
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After determining the basic elements with a limited life and not an annuity
of the investment concept, it is now in perpetuity. Accounting for purchased
appropriate to evaluate the investment goodwill should recognize this limited
method by considering some of the life by an appropriate deduction so that
practical and theoretical difficulties the initial recorded payment does not
which caused Catlett and Olson to avoid remain unchanged for an indefinite
any kind of presentation of goodwill.
period. If new goodwill is created then
Purchased goodwill is an investment this is another asset, and while practical
which is different in concept from ex- accounting expediencies may require
penditures made by an operating unit that this new asset be ignored, there is
in the expectation of obtaining future no reason why the old asset, obtained
benefits. The purchase of goodwill estab- under different conditions, should be
lishes a relationship between the pur- ignored.
chase price and the expected future excess earnings. This relationship is based Positive and Negative Goodwill
Catlett and Olson appeared to proon the probability of excess earnings
being received for a specific time period. duce a consistent treatment for positive
By contrast, no relationship has been and negative goodwill, the former being
established between goodwill creating subtracted and the latter added to the
expenditures and the expected excess stockholders' equity?= They pointed
earnings of future periods. Goodwill out that negative goodwill should be a
creating expenditures cannot be identi- rare occurrence because in most cases
fied with measurable future benefits, it would seem more sensible for the
otherwise an asset account should be seller to maximize the sale price by
opened for these expenditures. They selling the assets individually. Consemust be treated like other operating ex- quently the treatment of negative goodpenditures, which in the absence of a will is not crucial to any argument but
measurable future benefit, are immedi- is a means of showing the consistency
ately expensed in the operating section of the suggested presentations.
To appear to be consistent with the
of the income statement. Entries related
to purchased goodwill should be shown investment concept's presentations of
a positive asset, if the value of the net
in the non - operating section.
In a dynamic environment, the pur- identifiable assets exceeds the purchase
chasing of goodwill gives a temporary price a deferred credit or negative asset
advantageous position which may be should be raised. However, it is not oberoded or enhanced through managerial vious that "negative goodwill" is the
actions or through unforeseeable ex- opposite of "positive goodwill," for it
ternal influences. Thus, market position may arise from different kinds of facobtained by the payment for goodwill tors. If negative goodwill arises because
provides an opportunity to make further of the inconvenience of selling the ingoodwill, but there is no assurance that dividual assets or because of an imperfect market, then a measurable benefit
this will occur.
Capitalization rates used in comput- has occurred on the purchase of gooding goodwill suggest that a payment for will and the stockholders' equity should
goodwill is a purchase of an annuity 11 Op. cit., P. 99 -100.
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be credited accordingly. Similarly, a
credit arising on the purchase of treasury stock may be regarded as due to an
imperfection in the market and the
amount can be added to the stockholder's equity.
Perhaps only where there is a history
of below average earnings, which are
likely to persist for a period of time,
might a showing of a negative asset be
acceptable.

Concluding Observations
Critics have been quick to point out
the shortcomings of the Catlett and
Olson study, but each critic seems to
have a different, usually incomplete, and
internally inconsistent idea. To a large
extent their difficulty stems from accounting reports which are primarily
based on events of the past, whereas
goodwill looks to the future and is not
easily incorporated into this system.
Perhaps it is time to reconsider the
framework of current financial reports.
Until such a new framework has been
developed, the forward looking investment concept developed in this paper
should serve as the rationale for dealing
with purchased goodwill. This would
result in showing goodwill on the balance sheet with an unamortized original
cost, or more correctly the unrecovered
original investment, equal to the present
value of the discounted future excess
earnings. On the income statement, the
recovery of the original investment and
the interest earned on that investment
would be clearly indicated. These presentations would be consistent with the
basic elements considered in measuring
goodwill at the time of acquisition, and,
also, these presentations could be reconciled with accounting practices in other
related situations.
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Computerized Communication and
Control of Backlog Commitments: The
`Lifeblood' of an Organization's Survival
BACKLOG IN BUSINESS REPRESENTS A RESERVOIR OF UNDELIVERED COMMITMENTS THAT ARE BILLABLE

By Michael R. Tyran
The capacity for survival, growth and
improvement of an organization's operations is often determined or measured
by the volume of its backlog. Backlog
can be viewed as the vitality or life -giving force that perpetuates a going enterprise. It represents the balance of undelivered sales or services at a given
point in time. As such, it is an important determinant in establishing evaluation parameters relative to the following issues:
1. Company's strength and growth
2. Acceptance of its products and services by customers
3. Reputation and reliability in its field
4. Collateral aspect for borrowing funds
5. Decision for expanding or contracting
an organization's resources
6. Indicator to the need for new product development
7. Return on investment planning
8. Requirement for improved marketing
techniques
9. Development of new markets through
acquisitions and foreign trade
All functional activities and management decisions of an organization are
either directly or indirectly influenced
in one way or another by the amount of
undelivered business on hand as well as
by anticipated sales delivery volume
MANAGEMENT ACCOUNTING/ NOVEMBER 1969

and new business for a given period(s).
This article will consider and discuss
backlog classifications, manual processing and its inadequacies, the mechanical system and its advantages, computerized control of the data, its analysis, significance and projection for short and
long range planning, online communications and utilization of graphic displays. Although this material will be

Fti

MICHAEL R. TYRAN
Pomona Valley Chapter (Los Angeles
1955), is Chief, Controller Systems
Planning, of the Pomona Division of
General Dynamics Corp. He graduated from Rider College with a B.S.
degree and holds an M.B.A. degree
from the University of Southern California. Mr. Tyran is a previous contributor to MANAGEMENTACCOUNTING. He was awarded a Lybrand Gold
Medal (in 1965.66) and three NAA
Certificates of Merit (in 1966 -67,
1967 -68 and for this article, in 196869).

Aerospace oriented, nonetheless, it is applicable in general to all organizations
concerned with this important subject.

Backlog Classifications
The inventory of undelivered commitments or backlog can be expressed in
terms of products or services to a customer. It can represent "firm" business
on hand which is supported by documentation (sales order, contract, letter of intent), or pending business which may
have been negotiated but for which the
documentation has not been issued.
Based on past and anticipated negotiations and needs of customers, backlog
could also include the "probable" type
of new business for planning purposes.
A combination of these three classifications then represents the basis for planning the amount of effort, organization
direction, production, and resources necessary to meet and fulfill customer requirements and commitments.
Undelivered products or services values are computed by adding new business volume (classified as new orders
booked, sign -ups, negotiated sales, etc.)
to a beginning balance and reducing this
amount by the sales or deliveries actually
made or planned in the case of projections. The ending backlog balance value
is also influenced by any plus or minus
adjustments made to the initial balance,
new business volume or sales amounts.
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The adjustments may represent changes
or re- direction to the contract conditions
or agreements in terms of quantities to
be delivered, costs and fees, funding
contract limitations or holdbacks. Adjustments can also be the result of internal accounting recordkeeping requirements, errors or management decisions.
Exhibit 1 illustrates the computations
involved.
In order to control and identify backlog data properly for analysis and planning, code numbers are assigned for a
specific accounting work order, contract,
product line, functional organization,
customer and type of contract. These
classifications assist the organization in
their detailed assessment of backlog
status from the standpoint of identifying a problem or need to a specific area
of concentration such as contract, product line or customer.
Manual Reporting Process

Exhibit 1
COMPUTING BACKLOG BALANCE
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FEB 1

the original agreement. The appropriate
adjusting entries are prepared by the
Accounting Department and posted to
the New Orders Booked Ledger.
Sales and /or deliveries are entered
into the system via data contained on
the customer invoices which are prepared
by the billing function of the Accounting Department. The invoice is identified to a customer and contract. In the
case of Fixed Price Contracts, it reports
deliveries of end products, spares and
progress payments and, for the CPFF
type contract, reflects sales in terms of
costs incurred and level of effort. The
appropriate details are extracted from
these invoices and posted to the register.
The register record contains the date,
product line, contract description, cost,
fee, sales, funded and unfunded backlog
balance and profit. The Accounting Department summarizes the data at month end and computes the Backlog Outstanding. This data is then used in various financial reports.

FEB 21

FEB TRANS

(NEW ORDERSSALESI

As shown in Exhibit 2, the manual
procedure consists of recording awards,
sales orders, agreements, adjustments
and sale delivery invoices. The customer initiates the appropriate documentation signifying an award, sign -up, purchase commitment or a new order. This
documentation represents definitive contracts negotiated or the agreed -upon
terms informally arrived at with the
contractor, a letter of intent, or a letter
of contract.
As soon as the "go ahead" is given by
the customer, the contractor proceeds
with the various steps involved in initiating activity to meet the requirements.
The concerned functional areas of responsibility are advised — Program Manager, Engineering, Manufacturing, Quality Assurance, etc. so that their planning
and effort can commence.
Documentation is also forwarded to Inadequacies of Manual Approach
the Accounting Department where their
There are a number of obvious disadactivity consists primarily of review, vantages to manual recordkeeping and
code number assignments and posting reporting and these are summarized as
of the descriptive data and price in a follows:
New Orders Booked Register. The dollar amounts, where appropriate, are seg- M A G N I T U D E O F R E P O R T I N G . With the
regated into costs, fees and total award volume of contracts in an Aerospace orand identified to a customer, product ganization generally running into the
line, contract, etc.
hundreds, it is prohibitive manually to
During the course of activity on a report the detail for each contract, cuscontract, certain adjustments or changes tomer, etc. Therefore, the reporting
generally occur due to either a customer is usually restricted to special selective
or contractor requirement which may summaries and the financial schedules.
necessitate changes either to the orders
booked or sales amounts. These types of T I M E L I N E S S I S A P R O B L E M . The task is
adjustments or changes may be attribu- performed at critical accounting month ted to overruns on the contract, under - end closing and must take its appropriruns, changes, additions or deletions to ate place in the priority schedule. Sum24

SALES,
DE

NEW ORDERS
BOOKED

NEW ORDERS/SALES, ADJ

marized data in various combinations
can only be prepared monthly except for
selective data when requested by Management. Manual maintenance of register updating on a daily basis is also prohibitive.
Due to a mvriad of
detail involved and the classifications
and summations required, clerical errors are always a probability, particularly
when the pressure is on at month -end.
Corrections and reconciliations are
time - consuming and costly in terms of
labor.
S UB J E C T TO ERROR.

SA TI S FYI N G

M UL TI - O R G A N I ZA TI O N

RE-

It is impossible to satisfy
multi- organization requirements without premium clerical effort to perform
the task. The manual system was not designed to provide this capability.
Q UIR EM EN TS .

I N A D E Q UA TE

C O N TR O L

OF

INPUT

AND

Maintaining uniformity of
data identification to accounting work
order, contract, product line or customer is difficult due to the detailed comparisons required to make sure each entry is properly classified. Too much
clerical effort is involved and, therefore,
data control is inadequate.
OUTPUT.

MANAGEMENT

C O N TR O L

AND

DE C I S IO N -

The attention needed for
exception reporting, zero and negative
backlog balance segregations and small
miscellaneous contract details is prohibitive in the manual process. Management,
planners and operating personnel must
do their best with limited information.
M A K I N G D A TA .

Computerized Control of Data
General Dynamics, Pomona Division,
developed and implemented a mechaniMANAGEMENT ACCOUNTING/ NOVEMBER 1969

Exhibit 3
COMPUTERIZED DEVELOPMENT/ CONTROL OF BACKLOG DATA

OR '
T

NEW
F S B OO KE D
lA 1 T 10 N

AL S
DE L I VER I E S

ADJ USTME NTS

PR O G R AM
MAS TE R
F I L ES

.

-'

SOURCE
D O C UM E NT AT I O N

I NVO I C ES
REF ERE NCE
TAB L E S

C O NT R AC T
ID
MAS T E R

I NP UT

DEVI CE

MI SC
C O NT R AC T S

TAPE

PUNCHED
CARDS

04
SAL ES

PR OF I T

B AC K L O G

COMPUTOR
PROCESSI NG

DI SK
STO RAGE
SOR TED
BY
PROD UCT
CODE

UP D AT E D
MAS TE R
F I L ES
CO MP UTO R
PROCESSI NG

OUTPUT
K.,

COMBINE MO . T RANSACT IONS
NEW
ORDERS
BO O KE D
D E T AI L

MISC
CO NT RAC T
BACK L O G
D E T AI L

BAC KL O G
BY C O NT R AC T
D E T AI L

W ITH APPROP. MAST ER FILES
PERFO RM "SORT S" FO R RECORD
REOMT S
ELIMIN AT E Z ER O BA LAN CE
BACKLOG RECORDS
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CO N TRA C TS

REPORTS

W ITH

ZE R O

BA C K L O G

BA L -

This report displays the contracts
that have been deleted from the backlog
report because of their zero balance condition which signifies that the award or
booked order commitment has been met
at a point in time. They are not deleted
from the master file records, however,
until Accounting submits a "delete"
transaction because of possible need for
future reference or activity. This report represents selective reporting for
Management review and eliminates unnecessary completed contract data from
the report —thus controlling report
size.
AN C E.

There are approximately eight formal
reports or listings of output from this
system as compared to the two previously generated in the manual process.
As discussed above, clerical effort to
achieve these additional report requirements would be prohibitive from the
standpoint of timely availability and cost.
A listing of the various reports are shown
in Exhibit 3. A brief description of each
report and their purpose is as follows:

put for satisfying multi - organization
requirements, aid to decision - making,
and isolating immediate problem areas
for attention.
Online Communication

Having successfully completed the
mechanization of this system, the
next project was to establish an online
application. As shown in Exhibit 4, a
disk master file was created which stores
all of the data that would be necessary
for online retrieval. This master file was
necessary in order that the batch reporting file be maintained as a separate enN E W O R D E R S BO O K E D D E T A I L . This retity and updated and used for routine
port, as the title implies, displays and
reporting. Record storage location codes
details the new business or work received
during current period and year -to -date. N E W O R D E R S B O O K E D . This is a top Man- were established for ease of access to
The data is summarized by customer, agement summary report that displays specific data. These file codes are incurrent month and year -to -date new cluded in each message to the computer
product line and contract type.
business by product line. It also includes teleprocessing monitor for identification
explanatory notes. When compared to to the data location.
M I S C E L L A N E O U S C O N T R A C T BA C K L O G D E prior year's data and current budget, it
Codes are also assigned to each conT A I L . This is a separate section of the
provides
Management
with
the
new
busitract,
product line, customer and type of
backlog report which groups the small
ness
status
by
contract
and
product
line.
contract
in order to compress input and
contracts under $2 500 by a product code
achieve
proper
and unique identification
within customer. They have a unique
A
N
A
L
YS
I
S
O
F
BA
C
K
L
O
G
.
to
specific
data
stored. The coding can
This
report
recode assignment and work order for
identification. As a result of this segre- flects the detail of the backlog balances be varied to meet any organization's spegation, the major contracts are given by product line. In addition, it reports cific environment. The coding for this
more emphasis and it simplifies the the beginning of the year backlog and program is a three -digit number.
A table was constructed which inother reports for Management analysis. current budget for comparative purposes. The data is classified into govern- cludes codes for the "extent of data mament and commercial categories with nipulation or retrieval" and "transacBA C K L O G B Y C O N T R A C T D E T A I L . This report shows the contract backlog detail subcontract effort shown separately. This tion" instructions. The "extent of dafor a series of months so that a review is a top Management report for perform- ta" signifies that with an "X" Code all
by months can be achieved quite rapidly. ance analvsis, control and decision - information is being affected in the transaction; the "Y" Code represents a partial An analysis of any one contract will in- making.
record effect. The transaction codes used
dicate its improvement or deficiencies
Significance of the
in this program are described in Table 1.
in awards or sales as reflected in the
Computerized System
backlog balance.
Exhibit 4 indicates that all messages
The benefits of the mechanical procBA C K L O G S UA I N I A R Y B Y C U S T O M E R A N D
ess are many in terms of management to the computer must contain: file refcontrol, available information, decreased erence /location, data code, extent of reP R O D U C T L I N E . This report is an immediate indicator as to "how we are do- clerical effort, timeliness of reporting, trieval (X or Y) and a transaction code.
ing" specifically by customer and prod- sophistication of reporting as repre- If message is not complete, it will be reuct line with respect to awards, sales sented by selective and exception out- jected and the online station so advised.
and backlog balances. It aids in the
summary analysis of backlog status.
Ta bl e 1
N E G A TI V E

TR A N S A C TIO N C OD E S

BA C K L O G

B A L A N C E . This listing summarizes in a
separate section of the backlog report
those contracts which have a negative
value. This situation occurs when there
is an overrun on contract costs or unfunded sales commitments. This selective reporting "pinpoints" to the evaluator, contracts requiring immediate attention due to their "negative balance"
situation. Another important feature
of this report is that it identifies for immediate reference the page of the overall report that contains the detail of the
specific contract being researched.
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Code
A

Definition

In s t ru c t i o n
Create

Th i s c o d e i s u s e d t o i n d i c a t e t h e c r e a t i o n o f a n e w r e c o r d
-

W ITH

repr es e nts in iti al inp ut.
g

Add

Th i s c o d e d e s i g n a t e s t h a t d a t a i s b e i n g a d d e d t o a n e xi s t i n g r e c o r d
w hic h w a s l ac k i ng w hen the in itia l r ec or d w a s c reat ed.

C

Change

Th i s c o d e i n s t r u c t s t h e c o m p u t e r m o n i t o r t h a t c e r t a i n d a t a i s t o
be c hang ed in t he rec o rd.

D

Del ete

it can be

Th i s c o d e i n d i c a t e s a r e m o va l o f d a t a f r o m t h e r e c o r d
-

CO N TR A C TS

pa rt ia l or c o m p le te .
E

R e t r i e va l

Th i s t r a n s a c t i o n i n d i c a t e s t h a t a n o n l i n e i n q u i r y i s b e i n g m a d e
w it h its a tte nd ant r es p on s e re qui re m en t.
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A partial extent transaction would further require, in the cases of "add, change
or delete ", the specific data input to be
manipulated.

manner required for retrieval through
an online command. When invalid information is entered into the system,
there is an audit capability for rejecting
erroneous data at the time submitted.
Speci fic and selective data for a particular purpose or Lfor decision- making can
be retrieved by the online system and reported instantly. Historical data can be
retrieved in the form of graphic displays
which greatly assist in analyzing trends
and making projections. Another important advantage is the online availability of backlog information for various
authorized users within an organization.
This eliminates telephone calls, worksheets, printed reports, and meetings.
Planned for the future is a Divisional
hookup of resident files with the Corporate Office communicator devices that
would permit direct access by Corporate
to Division files on a "when and as
needed" basis. A data retrieval inquiry

Benefits of Online Communication
The advantages of having an online
capability for backlog data particularly
is multifold because of its significant importance in the operation of an enterprise. The information must be timely
at any point of need and this is easily
accomplished within the time span it
takes to "keyboard" a direct inquiry to
the computer with a resulting instantaneous response. Some critical records,
wherein problems exist, should be updated to the minute and this situation
is achieved through online inputs and
processing. The data could be available
in detail and summary for an analysis of
a given situation since the disk file has
capability for storing information in the
Exhibit 4
BACKLOG DATA PROCESSING AND

COMMUNICATION ON —LINE APPLICATION
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would be directed from the home headquarters to the Division location. At the
same time, the message would activate
the Division accounting station device
with the inquiry context as well as display the data response. This will keep
the Accounting Management apprised
of the information flow between the Corporate Office and the Division. A step
further will be to have the Corporate
computer program retrieve pertinent division data for top Management consolidations and summaries at their location. This would eliminate the flow of
paper and provide top Management with
the capability to obtain various type data
summaries and trends in minimal time
spans.
Gra ph ic Di sp la ys
A computer capability exists today
which can be used to graphically display
data contained within its files. Exhibit 5
illustrates the type of charts that can be
produced mechanically. All of the backlog balance data residing in the computer is displayed "on call" at the station device. The projected budget backlog balance is all shown as well as sales
and new bookings. A quick glance at this
display indicates the trend of your unfinished backlog balance at any point in
time relative to the starting point as well
as the planned or budgeted position. Information is available by specific program, contract or in total for the organization.
Analysis of Exhibit 5 indicates that
the drop in the backlog balance is due
to the fact that no new orders were
booked in January and February. The
peak points on that chart reflect that the
new business volume exceeded the sales
for those periods. Reference to further
detail will identify the problem to a contract, customer or functional area of responsibility which was responsible for
delays in awards, funding, manpower
activity, or recordkeeping.
Periodic or "on demand" graphic displays can simplify the work of the Analyst, Planner and Management in their
review and evaluation of backlog status.
The displayed trend lines are a clue to
future operations, to the validity of an
organization's projections and to specific
problem areas by program or in total.

Development of Projected
Backlog Mechanically
For purposes of budget and financial
forecasting, backlog balances must be
developed in order to complete the cycle
of the financial plan. As indicated preMANAGEMENT ACCOUNTING/ NOVEMBER 1969

Exhibit 5
GRAPH It; DISPLAYS
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SALES PROJECTIONS
The sales /deliveries can be mechanically developed through the establishment of a reliable correlation with a set
of independent data that will provide
parameters for computing sales trends
and volume. Exhibit 6 is an example of
how this is accomplished. Direct manpower effort or total direct costs are generally considered a reliable correlation
to sales volume (this determination,
however, may vary for different individual organizations).
From t he plotted association„ a statistical formula is developed using the
"least squares" approach. As noted on
this chart, a series of actual plot points
were made. The computer then makes
the necessary calculations to compute
a formula which, when applied to a
projection of effort or costs, will provide the sales volume values. Along with
this formula, however, it is also necessary to interject judgment and experience
factors into the formula. The growth of
the organization, overall organization
plans and other pertinent factors can be
mathematically reflected in the mechanical formula.
The mechanical plotting of points and
data as shown on Exhibit 6 can be disMANAGEMENT ACCOUNTING/ NOVEMBER 1969
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viously, the backlog is one of the main
considerations in establishing the level
of effort, cash flow, resources, new product development, market penetration
and expansion, etc. In order to compute
the backlog mechanically, we must have
the basic data in terms of sales and new
orders booked by period.
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the line would indicate a sales volume
of "110."

played on the communication device for
review and assessment. Points 1 and 2
shown on the chart represent calculated
statistical values for locating the connecting line which can be used as an aid
to visual projections. For example, if
manpower effort was established at a
"100," then the point that it intercepts

NEW BUSINESS PROJECTION
The projection of new business mechanically is a more difficult proposition,
particularly, in the Aerospace Industry.
As shown on Exhibit 7, the observation

Exhibit 6
MECHANICAL PROJECTION OF SALES VOLUME
Least Squares Computed Formula
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Conclusion
Backlog balances symbolize the "life
blood" of any operating organization.
Without its consideration in an organization's planning process, no valid or
concrete objectives can be determined
or projected. It is a governing factor in
all phases of an organization's operation
and it affects all functional areas. A
"healthy" backlog generally indicates the
soundness of a company's operations and
the acceptance of its products. The trend
of the backlog is an indicator to an organization as to whether it must develop
new products or obtain additional business from current customers or seek new
markets in order to sustain or increase
its level of activity. Backlog is a dynamic
and decisive criteria of a company's
strength, vitality and growth.
Mechanization of the backlog detail
should be a "must" in all organizations
regardless of their size because of the
critical nature of the information. The
detail required to meet the various reporting needs is voluminous, but neces-
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Exhibit 7
MECHANICAL PROJECTION OF NEW BUSINESS
Least Square Method
Formula Plot Points
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points represent a two -year month's average by period of new business correlated
to sales. You will note that the points are
scattered all over the chart. New business
is generally predicated on the availability
of funding, contract terms and conditions, changes in delivery schedules, the
defense budget, etc. There are many
variables, but analysis of historical data,
properly maintained and manipulated in
the computer, can yield at least the initial data for further refinement.
The major consideration to be incorporated into the formula would cover
period adjusting factors reflecting peak
and valley points, orders under negotiation and approximate receipt dates, projected needs of the customer derived
through customer contact and discussion. Here again, experience with past
performance and judgment are two very
important considerations that must be
reflected in any formula to arrive at
realistic new business projections.
When the projected sales and new
business have been determined, then the
computer performs the computations by
period to generate the anticipated backlog balance at each period end. The
mechanical process is not only a sophisticated technique for forecasting, but also,
it provides the capability to generate the
necessary detail by contract, product line,
customer, type contracts and other major
summaries.
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SALES /DELIVERY BASE

sary, and the computer has the capability status and the planning for the future.
to perform the various manipulations in
In summary, Computerized Commuvery abbreviated time spans. The transi- nication and Control of Backlog provides
tion from manual to mechanical process- the following capabilities:
ing, as described in this article, is not
difficult to achieve.
1. The data is timely, detailed and sumThe benefits to be gained cannot be
marized— instant response to inmeasured in terms of clerical time - saving
quiries capability is available.
but rather as a sophisticated technique 2. Selective reporting of specific data is
or tool available for measuring performavailable.
ance, assessing trends, isolating problem 3. The program is flexible and readily
areas for correction before trouble starts,
adaptable to provide new requiremaking budget comparisons, projecting
ments with minimum modifications
future backlog status and as the means
to the program.
to communicate directly with the com- 4. Exception reporting is automatic,
puter through the online application.
thus reducing redundant and voluOne of the most important aspects of
minous reporting requirements and
mechanization is the control achieved
isolates problem areas.
with respect to input, processing, storage 5. Recordkeeping is at a minimum
and output of information. Data audit
with source documents being the
and audit trails make this control possibasis for computer program input
ble throughout the program processing
and processing.
cycle. Also, the selective and exception 6. Clerical effort is reduced and /or
mechanical reporting capability relieves
eliminated with the emphasis redithe users of many hours of clerical effort
rected to analysis and meaning of the
in the analysis of their current backlog
reported data.
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Setting and Controlling Budgets
With Regression Analysis
CONTROL CHARTS PREPARED FROM REGRESSION ANALYSIS DATA HELP SPOT DEVIATIONS FROM BUDGET

By Hugh E.. Bradley
Regression analysis has a long history. In
the 1800's Sir Francis Galton, studying
the heights of children and their parents,
plotted the average heights of the children against the average heights of their
parents. He found that the children of
tall parents tend to be shorter than their
parents and vice versa, thus concluding
that human height tends to "regress"
back to type. Since that time, a line
which shows how the mean of one variable is associated with given values of
another variable has been called a regression line. Regression analysis is the process of finding such a line and determining its significance. When more than
two variables are involved, this process
is frequently called multiple regression
analysis.
It is possible to consider setting and
controlling budgets using regression
analysis. Because they are two separate
though related tasks, we will consider
them one at a time.

direct expense to those variables which
influence it. Regression analysis is a
straightforward statistical tool for developing such a model. The variable we are
predicting (e.g., direct expense) is called
the dependent variable (D.V. for short)
while the influencing variables are called
independent variables (I.V.). The steps
involved are:
1. Identify all the I.V. which might
conceivably influence the D.V.
2. Sort them by statistical analysis of
the historical data to determine
which have significant predictive
value. This step may involve consid-

Forecasting for Budget Setting

is Head of Mathematical Services, The

A budget, to be realistic, must be a
forecast of the future. While it may be
desirable to set a budget above or below
a forecast for incentive purposes, the
forecast provides a starting point. In the
long run, if the forecast is based on acceptable historical performance, the
budget and the forecast will differ little.
How then can we forecast, say, direct
expense? By developing a model relating

Upjohn Company, Kalamazoo, Mich.
Previously he was Assistant Professor
of Industrial Engineering at The University of Michigan. He holds B.S. and
M.S. degrees from M.I.T. and a Ph.D.
degree from Johns Hopkins University.
His prior publications have appeared in
statistics and operations research journals.
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ering several different forms for the
model.
3. Construct the best model using only
the significant I.V. and test its predictive ability with current data
which was not used in the model development phase.
If the final model proves to be an adequate predictor, it can be used as the
basis for setting budgets in future periods. Two examples of this are described below.
Detecting Deviations from the
Budget
Suppose we have been successful in
our search for a predictive model and
have used this to set a budget. As the
years rolls by, how do we know if the
budget is being met? If the situation we
have budgeted for actually develops ( i.e.,
if the I.V. take on the values we anticipated) we simply compare the budget
figures (spread across the year) to the
actual values as they develop. However,
it is rather unlikely that the situation we
envisioned when we budgeted actually
comes to pass.
For example, based on an estimated
work force of 200 men we have budgeted 1.6 million dollars for direct expense; our actual work force turns out
to be 190 men and direct expense is being incurred at the annualized rate of
1.5 million dollars: are we meeting the
direct expense budget? The answer depends on two factors: (I ) the relation31

ship between direct expense and work
force size; and (2) the normal statistical
variability in this relationship.
What we are proposing is that budgets be controlled much like quality is
controlled in a production process. At
the end of each month (or whatever
period is of interest), the values for the
I.V. are known. With these values we
use our predictive model to determine
what the value of the D.V. (e.g., direct

expense) should have been. The percent difference between this value and
the actual value is plotted on a quality control chart which shows whether the
difference is inconsequential or significant. If inconsequential, no action is
taken. If significant, the budget is not
being met and the probable cause of
this deviation should be determined.
The following two examples illustrate
this method of control:

Exhibit 1
COMBINATIONS OF INDEPENDENT VARIABLES EXAMINED
FOR DISTRIBUTION CENTER MODEL

Example 1:
Distribution Center Analysis
This example applies regression analysis to direct expense budgeting for
each of 21 distribution centers. The
set of independent variables chosen
was:
1. Dollar sales processed through the
center
2. Number of orders processed
3. Number of lines processed
4. "Standard units" processed, where
a standard unit is a specified combination of lines and orders
5. Number of employees
6. Value of a regional wage index

Combination number
Variable

1

2

3

Sales

X

X

X

4

5

6

7

Orders

X

X

Lines

x

x
X

X

Wageindex

x
x

x

x

x
x

x

x
x

Correlation

.9941

.9919

.9911

.9936

.9917

.9921

.959

Standard
deviation
of errors

156

178

175

149

169

165

362

Standard units
Employees

X

8

9

10

X
X

X

X

x

X

12

13

X

x

X

11

X
X

X

x

x

.966

.9915

.990

.883

.955

.968

330

166

178

583

371

313

X

We are interested in the direct expense incurred every two months, but
to begin with we used yearly data (for
1967) to average out any seasonal effects. Thirteen combinations of the
independent variables were .examined
as shown in Exhibit 1. Of these combinations, number 4 gives the minimum
value of the error standard deviation.
We therefore choose number of orders,
number of employees, and wage index
to be the independent variables for
the model.
We then computed the regression
equation, relating direct expense to
number of orders processed bimonthly,
number of employee- months charged
to each distribution center bimonthly,
and the regional wage index. We used
as data the six bimonthly sets of figures
for each distribution center in 1967.
The error standard deviation was 56.57
which, when annualized (56.57 times
equals 139) compares well with
the yearly figure of 149 previously obtained in combination 4 of Exhibit 1.
This indicates that we are doing as well
or better with the bimonthly model as
the best yearly model. Further analysis
showed that the number of employees
was highly correlated with the number
of lines processed (correlation coefficient
= 0.945).
At this point, our bimonthly mode],
based on 1967 data, is:
D= a + b( 0) +c(E) + d(WI)
where D is bimonthly direct expense,
a, b, c, d are parameters estimated by
the multiple linear regression computer
program. O, E, an d W I a re the bimonthly figures for orders, employees,
and wage index. To make forecasts for
1968, it will be necessary to include two
inflation factors, one for salaries and the
other for everything else. Calling these

32
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f and g respectively, the forecasting
model becomes:
D = fc(E) + g[a +b(0) + d(W I)]
A procedure for setting the direct
expense budget for 1968 would be to
forecast "orders" and "lines" by distribution center for each of the six
bimonthly periods in 1968 using time
series analysis. From the regression of
"employees" on "lines," forecast "employees." Adjust the "employee" fii, uc
by managerial decision to take account
of other factors (e.g. round off to integers or smooth over time) . Then use
"employees," "orders," and "wage index" in the model above to prcclict
bimonthly direct expense for each distribution center.
To use the model for control purposes, we prepare a control chart for
each distribution center as illustrated
in Exhibit 2. The 1967 percent deviations (actual direct expense less that
estimated by the model as a percent
of the estimate) are shown for sake of
reference. These are followed by the
1968 percent deviations from the model
that are available to date. It is clear
from Exhibit 2 that the direct expense
incurred by this distribution center in
the May -June 1968 period is significantly high, which warrants management's attention.
As a measure of the model's overall
accuracy, we compared the total direct
expense for all distribution centers
against the sum of the forecasts for
each bimonthly period in 1968 through
June. The errors were minus 2.23 percent, plus 3.04 percent, and plus 1.68
percent respectively. Clearly, the model
is a very accurate predictor.

linear relationship between the two
variables (correlation coefficient =
0.842) . The straight line shown is the
regression line and we will use it to
predict monthly direct expense for
each sales area given the number of
salesmen.
Turning now to sales, we expect that
sales in each sales area will be somewhat proportional to direct expense.
Exhibit 4 shows yearly sales and direct
expense for each of the sales areas ( i.e.,
24 points) . Again, we find a strong

linear relationship (correlation coefficient = 0.826) .
This relationship, however, does not
hold when we examine monthly sales
vs. monthly direct expense. This is so
for two reasons. First, our sales are
seasonal and direct expense is not. Second, sales are somewhat proportional
to the number of working days in a
month and direct expense is not. So we
assumed the following model:
S► = a + b;W,D

Example 2:
Sales Area Analysis
This example illustrates the use of
regression analysis for setting and controlling direct expense and sales budgets
for each of 24 sales areas in the United
States. The number of salesmen in each
sales area ranges from about 20 to about
75 and varies from month to month.
Thus it is reasonable to begin by looking for a relationship between monthly
direct expense and number of salesmen
per sales area.
Exhibit 3 shows the monthly direct
expense and number of salesmen for
each sales area for four months in 1967.
(Although 96 points were used in
determining the regression line, only 35,
chosen at random, are plotted for sake
of clarity.) Clearly, there is a strong
MANAGEMENT ACCOUNTING/ NOVEMBER 1969
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where:
Si = Sales in month i, i = 1 through 12
W, = Num ber of working days in
month i
D = Monthly direct expense
and a and b, are coefficients. Further
examination of the monthly data
showed that the sales areas could be
categorized according to whether sales
were consistently above the regression
line, around it, or below it. Eight sales
areas were placed in each of these
categories. The model was modified
accordingly:
S,i = a j + b,W,D
where j is the category number and can
take on the values 1, 2 and 3.
Monthly sales and direct expense data
for four years (1964 through 1967)
were used to estimate the parameters
of the model. Details are given in the
Appendix. In brief, the aj coefficients
were assumed to be independent of
time and were estimated from the 1967
data. Using these, a time series of b;
estimates was constructed, one for each
month of the years 1964 -1967. A time
series forecaster was used to project
these into 1968, giving a value of b;
for each month. The final model is:
S,i = a j + b,W,D
where:
i = 1, .. ., 12;
j = 1,2,3.
To predict sales for a particular sales
area in a particular month, we use the
anticipated number of salesmen and
the regression line of Exhibit 3 to estimate direct expense, D. Multiply D by
the number of working days in the
month and by the value of bi for that
month and add the value of a; corresponding to the category of sales area.
The result is an estimate of sales for
that month.
We have thus developed models to
predict direct expense and sales for each
sales area each month of 1968, (see
Exhibit 4) . To use these models for
control purposes we plot the percent
difference between the predicted values
and actual values on a control chart for
each sales area. Exhibit 5 shows an example of direct expense for one sales
area for January through August 1968.
Clearly, direct expense is now in control. In June, it was unusually high,
but July and August show that control
has been reestablished.
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Exhibit 6 shows the percentage forecasting error in total direct expense and
total sales for January through August
1968. The direct expense model is quite
accurate. The sales model shows several
large deviations (greater than 10) indicating that perhaps there is another
significant predictor variable which we
have not yet isolated. Work is continuing on this model.
Conclusion
The excellent predictive ability shown
by the models in both examples demonstrates that it is possible to predict
costs and sales in terms of other variables (independent variables) by using
regression -based models. These forecasts
provide a basis for setting budgets. As
illustrated, control charts can be used
to alert management to significant
deviations from the budget (or the
model or both if they are different).
Models such as illustrated here can
require substantial effort to develop.
However, once developed and verified,
they may be incorporated easily into
a computer -based cost and sales report-

EXHIBIT 6
PERCENT FORECASTING ERROR

January
February
March
April
May
June
July
August

Direct Expense Sales
3.5
10.4
-1.6
-10.4
-1.0
1.4
3.3
-3.0
-1.3
-6.0
-2.7
-1.4
-6.4
-2.2
-2.7
13.3

ing system to provide exception reports
whenever significant deviations occur.
Such a system could also use the models
to generate projections of costs and
sales updated each time new data is
received. We have no doubt that the
day will come when "budget time" in
a company will cease to be an annual
ritual and become instead a continuous
year -long activity wherein proposed
courses of action can be routinely projected to future earnings by computerized models and decisions made on the
basis of these projections.
Continued on page 40
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Charting Schedule Performance
A UNIQUE CHART THAT PROVIDES MAXIMUM VISIBILITY OF DELIVERY PERFORMANCE AND REQUIRES
ONLY THREE INFORMATIONAL FACTORS

you

Are you responsible for meeting schedules in producing, receiving, or delivering items? Have you ever been delayed
in meeting your schedules because others have failed to meet theirs? Have
ever tried to show visually how good or
how poor past schedule performance has
been? Items delivered ahead of schedule have a tendency to balance out items
delivered behind schedule when summarized on charts; hence schedule deviations by individual items are not always visible.
In assessing the schedule position of
any given item only three factors of importance are needed:

maximum visibility as well as provide
information for promptness in taking
action.
Charting System
In establishing such a system a simple
card file can be set
with one card
for each item that is undelivered containing the three pertinent factors noted
as they become available on each item.
The card file can be a very informal
one, as only three factors of consequence
are needed. Exhibit 1 shows how a
typical card might be arranged. It illustrates the appearance of the card as
initially filed, after March 1, showing
computations resulting in 54 days beup

By James A. Broadston

1. Its identification
2. Its scheduled delivery time
3. Its actual delivery time
As these factors become available,
the information can be systematically
arranged in a time oriented matrix that
will provide, at any point in time, the
visibility necessary to properly assess
past performance and to predict probable future performance. Such a system
will also provide answers to pertinent
questions on future performance by
identifying performance trends and
showing which items need special attention.
The purpose of this paper is to show
how such a chart can be constructed
routinely from the three basic factors
about an item and to demonstrate how
such a chart can clearly depict delivery
performance over a time period for
MANAGEMENT ACCOUNTING/ NOVEMBER 1969
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hind schedule, and after the delivery of
a typical item showing it as being 105
days late at time of shipment.
The next step is to determine from
the deck of cards on undelivered items
what the delivery requirements are for
the next month. From the tabulations
made on the cards, the items already
behind schedule, those which justify
more than normal delivery effort, and
those items which, if expedited, stand a
good chance of being delivered on
schedule, can be identified. As deliveries
are made during a month, the cards
for the delivered items are removed from
the deck and the shipping dates and
total days delinquent at time of shipment are entered. These cards are then
held separate from the others until the
end of the month. They are then arranged in descending order by their delinquencies and the results plotted on a
bar chart as shown in Exhibit 2.
Of the 25 new items scheduled for delivery in January and the 34 delinquent
items carried over from December, only
9 items, each identified by a three letter code, were delivered. For the purpose of evaluating later trends the values
of 9, 25, and 34 are entered on the chart
as shown on Exhibit 2. The schedule
position at time of delivery for each of
the 9 items delivered is plotted. Since
only 9 of the 59 items due were delivered, 50 remain to be carried over.
This 50 value is entered in the lower
right circle, to show at a glance the trend
in carryover quantities from month to
month.
The 50 -card deck of undelivered items
may now have its item - delinquency
35

totals revised by adding January's 31
days of additional delinquency to each
card. Also, the difference between the
due date and the end of month should
be added on those cards for items which
should have been delivered in January.
These 50 carryover delinquent item
cards are then arranged in descending
order of their delinquencies. A listing of
these items and a bar chart, Exhibit 3,
is prepared showing the actual delinquencies of these items. Each vertical
bar on the chart represents a specific
item and shows how far behind schedule
it is. This is taken from the calculations

on each card, and is entered on a summary that should accompany the chart,
for expediting delivery and followup action. By adding the individual number
of item -days, it is found that the 50 delinquent items generate a total of 2829
item -days behind schedule. These two
totals are added to Exhibit 2, in the
locations shown for establishing trend
visibility.
Back -up summaries should be prepared from the card file each month so
that management can be informed of
the specific items referred to on the
chart and be able to take whatever ac-

Exhibit 1
TYPICAL FILE CARD
Initial card at time of filing:
Date Due

ITEM NAME OR IDENTIFICATION:

Order No.

7 715- 1Quantity

200

Day No.

Date Delivered

Day No.

6

r- F -9 6 8 0106

Code to File
Schedule position on:

D el i ver y dat e

Date:
Days in previous
month
Due date or
delinquency
Schedule position:
Card after March I entries showing 54 days behind schedule:
Date Delivered

Date Due

ITEM NAME OR IDENTIFICATION:
.4 VOrder No.

77 15 1 Quantity

ZOO

F F 42 6 8

Code to File

Day No.

(p

Day No

0106

Schedule position on:

Del i ver y dat e

Date:

Schedule position:

31

-

Days in previous
month
Due date or
delinquency

f

6

—2-5

—5 9

Card after delivery of FFD 105 days behind schedule:
ITEM NAME OR IDENTIFICATION:

Date Due

Date Delivered

Code to File

F F

Day No.

6

Day No.

D 6 8 O/ o 6 6 8 0 y 2.0

Schedule position on:

Del i ver y dat e

/

1 0 0

/

715 1 Quantity

/

Order No.

%

.

2, 0/

S

Date:

Schedule position:

—
3

—2 q

_3

t

—2$

—
54

2 o

VA yS LATE
A r/M,-OF

_S5

7ELlVE/Zy

/

Days in previous
month
Due date or
delinquency

—
95

—/05

tion is necessary to expedite their delivery.
In transferring the monthly data to
the summary chart, the horizontal scales
are stretched or shortened to match the
chart calibration of Exhibit 4 which
allows direct compar ison bet ween
months.' This trend chart shows a bar
for each item. However, it is the position of the irregular trend line, the number of items, and the total delinquency
figures that are important.
Management's Information
and Uses
The Summary chart, Exhibit 4, gives
management a graphic picture of trends
as well as the following information:
1. The total number of new items
scheduled for delivery each month
(circles at the top upper left of the
chart for a given month) . New requirements for January(25),March
(33), and September (17) are the
largest shown. Review of past performance and comparison with future requirements will give management a feel for whether the delivery
requirements are increasing or decreasing.
2. The number of items actually delivered each month are shown in the
line of circles within each month's
plot. These show that shipment rates
increased from nine in January and
twenty-eight in February to a maximum of forty-nine in March. A reduction then occurred in the number of deliveries each month, with
major effort being expended on
badly delinquent items, so that by
June the majority of shipments (70
percent) were being made ahead of
schedule.
>. The graphic plots of actual deliveries made each month, indicated by
"Days Ahead of Schedule" and
"Days Behind Schedule," shows how
well delivery schedules are being
met or missed. The position of the
zig -zag line through the plotted
points or ends of the bar charts
shows at a glance how well the organization is performing and
whether performance is improving.
A total of fifty units having a delinquency of 2829 item -days were
carried over from the month of January into February. This backlog
decreased but slightly to 2739 item days by the end of February, although the actual number of endClearprint Graph Paper No. C417, one year by
days by 150 divisions is ideal for this purpose.

I
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of- the -month items behind schedule
dropped from fifty to thirty -six.
The graph shows results of delivery
trends from month to month, and
extra efforts made during the months
of February, March, April, and May
to catch up on items that were far
behind and which were carried forward from January, February, and
March. The steady reduction in total
item -days, delinquent, from 2829 at
the end of January, down to zero at
the end of September, shows the
benefit of more than normal effort
toward on -time delivery.

that customers will not object to deliveries being made 25 days or less ahead
of schedule, management might, dependent upon the criticality of delivery
performance, choose to not tolerate deliveries more than 25 days behind schedule. It is possible that tolerance limits,
as shown in October, could be set at
about !-'25 days, so that special action
will be taken immediately if deliveries
are made beyond those limits. Management might also establish a maximum
limit for the number of items as well
as the number of total item -days delinquency allowed at the end of each
period. This would assure that delivery
problems would receive special attention
whenever these maximums were exceeded, using the management-by-exception principle.

Each monthly portion of the chart is
backed up by a summary tabulation
which identifies each item due for delivery and its present schedule status
which may justify extra efforts to expedite its delivery.
Reference has been made to allowable
tolerance limits for delivery performance
with respect to time. If i t is assumed

Basic Questions to Be Answered
In preparing such a chart for management use it is proposed that if it is to
be of more than casual value it should

be capable of answering certain basic
questions. Typical questions that might
be asked on April 1, and their answers,
taken directly from Exhibit 4:
1. Are any items potentially behind
schedule?
Yes — Delivery performance during
months of January, February, and
March indicates that very few items
have been delivered ahead of schedule. At the beginning of April a
backlog of 2 5 items existed, totaling
2164 item -days behind schedule. At
the beginning of April it is reason-

able, therefore, to expect that many
of the sixteen new items due for the
month are also potentially behind
schedule.
2. Are any items now behind schedule?
Yes —All those shown at the bottom of the March plot.
>. How many items are behind schedule now?
Twenty-five items behind schedule.

Exhibit 2

Exhibit 3

CH AR T O F D ELIVER ED IT EMS

CHART OF UNDELIVERED ITEMS

J A NU AR Y

,,5

14

New Items For
Delivery This Month

New Items
For Delivery
Next Month

I 00

75

0
4

a

q
Namber Of Items
IY.livered This Month

i

2829

0

25
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entry can be used. Hence, 0.2, 0.50, or
0.75 might be used as chart totals on
accomplished shipments, the remainders
of 0.8, 0.50, and 0.25 respectively, would
refer to undelivered quantities. These
latter decimal totals, times the number
of days each might be behind schedule,
would provide the total item -days behind schedule. This number is then
added to the others to indicate the total
delinquency item -days entered at the
bottom of each monthly chart, hence
the total might have a decimal value.
Although the sample computations

delivered has been counted as a single
unit. The charting system can also be
used to report the status of spares, etc.,
by calling each line item a unit. If, for
example, a line item of a spares contract
calls for delivery of 800 valve seats, the
entire line item would normally be
graphically shown as one unit for delivery charting purposes. If partial shipments should occur, such as expediting
deliveries of say 160, 400, or 600 pieces
to meet urgent delivery demands, then,
in showing delivery performance on the
chart or backup summaries, a decimal
Exhibit 5

TYPICAL COMPUTER PREPARED HISTOGRAMS
Performance can be displayed in graphical form, as shown here for a typical month.
PLOT FEBRUARY 68

Toward Computerization of
Delivery Performance

DELIVERY AND STATUS REPORT
14 NEW ITEMS SCHEDULED THIS MONTH
28 ITEMS DELIVERED

00
00

for January show deliveries of only those
items scheduled for shipment in January
or prior months (hence the 34 +259=50 balances out), it is possible, as in
June, for deliveries (6) to be made more
than a month ahead of schedule. In
this case, the total shipments made are
charted as usual, and the new shipping
requirement shown on the chart for the
subsequent month is then reduced. In
some cases, schedule relief may be
granted by a customer where need is not
as urgent as originally expected. This
demonstration model does not include
an example of such a condition but since
situations are common, an item which
may have been plotted as delinquent
might have its due date revised and
then show up later as having been delivered ahead of schedule.
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This computer plotted
histogram shows items
shipped during the month
of February. For the case
shown there were two
items shipped ahead of
schedule, two shipped on
schedule, and 24 items
shipped behind schedule.
The oldest was about 170
days behind schedule.
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000666DOOOODOOOOOODO❑ ❑ ❑❑ 0
000000000000 0000000
000000 0000 13000000
0000000 0000 00110
❑ 0O0❑ ❑ O000000
013MOD0000
00000DC9313

1 10
1 20
1 30

1 40
1 50
1 60
I 70
1 80
I 90
I 100
1 110
0 1313110 000 1 120
0 0 0 0 0 0 0 1 130
0000000 1 140

11013000 1 150
0 00000 1 160
1313000 1 170

TOTAL DAYS DELINQUENT = 2739
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❑ 0 1 180
0 1 190
❑ 1 200
0 1 210
0 I 220
❑ 1 230
0 1 240

This second histogram
shows delinquent items
carried over from
February into March. In
this example there were
36 items carried over. The
oldest was about 240 days
delinquent on March 1.
The total item -days
delinquency is shown as
2739.

With the advent of time - sharing, i.e.,
multiple users concurrently engaging in
conversation with a computer via a typewriter terminal, a new dimension has
been added to the use of computers.
This dimension, time, makes it possible
for answers to be available in minutes
rather than the traditional 8 to 24 hours
experienced with batch systems run
through a captive computer. One of the
most advanced time- sharing systems
available today is APL (A Programming
Language), a concise, powerful language suitable for almost all scientific
or business problems. This system and
language were chosen to illustrate the
methods in this paper largely because
it was easily available and as it will handle such matters with a minimum of
programming complexity.
The delivery performance system consists of a group of programs written in
APL which performs the function of
searching the delivery performance data
for items which meet certain delivery
criteria (such as more than 100 days
behind schedule, or less than 7 days behind schedule for example), and listing
the items. Additionally there is also a
group of programs which present the results of these searches in a graphical
form.
Histograms can be printed out to the
nearest 10 days which should be sufficiently accurate for most applications
( see Exhibit 5) .
It is emphasized that a rapid management visual appraisal of conditions prevailing at any cut-off point in time can
be accomplished without a knowledge
of the details by noting the position and
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Conclusion
This method of charting schedule
performance adapts to other time orient:ed performance evaluations. If the
basic concepts are kept much the same
as in this presentation, similar systems
could become widely understood, useful,
and acceptable worldwide. They could
fill a universal need by providing management with information quickly for
appraisal and comparison purposes, as
well as identifying which items require
extra expediting attention.
This method has been found very effective in showing both .good and bad
performance and has provided tangible
motivational incentive that has encouraged better performance by those whose
performance has been marginal. It has
also provided a means for justifying rewards to those whose schedule performance has been outstanding. While the
original hand -tab or manual method
described may be adequate for many
applications where the volume is not too
great, the use and adaptability of the
time -share computer, with its fantastic
speed and accuracy, can facilitate the
adoption of the system for large volume
applications. It is a new and somewhat
unique approach to delivery performance evaluation.

Exhibit 6
INTERPRETATIONOFCHARTSFORRAPIDPERFORMANCEAPPRAISAL

x

shape of the irregular trend lines that
delineate overall conditions during any
reporting period as indicated in Exhibit
6. The actual amount of work involved
in updating the overall performance
chart each month, from the card deck
or computer printouts, is minimal.

Some
carryover
items

Many
— badly
delinquent
carryover
items

schedule

+
I

® OUT OF
CONTROL

u

Many early
and many
late deliveries

I. If all items are being delivered ahead of schedule the trend line is completely above the on -time, zero -day base
line as in a.
2. If some of the items are delivered ahead of schedule and some behind schedule, the trend line cuts the base line
proportionately, b.
3. If there are many items delivered the line will have many small steps in it, as in a. If a few - - only a few steps, as in
b. The numbers on the Exhibit 4 chart, show new items delivered, and items carried over, plus item -day
delinquency totals.
4. If all items are delivered exactly on time and there are no carry -overs at period end, hence perfect performance,
there would be no lines of deviance at all, c.
S. I( all items are delivered behind schedule the irregular line lies below the on -time, zero-day base line, as in d.
6. I( no items are delinquent at month end no carry -overs will show, as in e.
7. If carryover items are only slightly behind schedule the slope of the trend line is low, as in f, depending, of
course, on chart calibration.
8. If carry -over items (undelivered, delinquent) are badly behind schedule the slope of the trend line is steep, S.
9. If there are a few items that have been delivered far ahead of schedule or far behind schedule compared with
most, the trend line will extend high or low at its ends, as in h.
10. Variance in the chart numbers of Exhibit 4 gives management a rapid appreciation of volume change trends
from month to month.

The author has prepare d a source data fi le of 240
hypothetical items with due dates and delivery
dates, which were used in preparing this article.
If these are plotted by either the hand -tab card -file
method or by your computer program, they will
serve, by comparing with the computer checked

results plotted in Exhibits 2, 3 and 4, to verify
the accuracy of your method. A limited supply
of the source data, along with the comple te APL
computer program, is available. Individual copies
will be forwarded to interested members of NAA
upon writte n reque st.

SETTING AND CONTROLLING BUDGETS WITH REGRESSION ANALYSIS
Continued from page 34
Appendix

To estimate the three values of ai
in the sales models we computed a
regression line for yearly sales vs. direct
expense for each of the three sales area
categories. This was done in such a way
that the slopes of the three lines were
identical. Then the intercept of each
line divided by 12 is an estimate of the
corresponding ai. To find the coefficient
bi, we can rewrite the model as:
Si) - a) _
W,D
bi
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Having already estimated the a I , the
left -hand side can be calculated for each
sales area each month giving us 24
estimates of each bi (i.e., 24 estimates
of the slope b each month) . The average of these gives us a single estimate
for each bi. Examining earlier data this
way showed that there is a trend
present, so we used four years of historical data to develop a time series of
slopes, i.e., we calculated b for each
month of each of the four years. We
then used an adaptive time series forecaster to estimate each bi for 1968.
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Bridging Communications Gap
between
accountants and Managers
VARIANCES FROM GROSS PROFITS SERVE TO PINPOINT AREAS REQUIRING INVESTIGATION
By Raymond L. Kelso and
Robert R. Elliott
A set of internal comments can be a
valuable asset for both the sales manager
and the production manager of any
company. However, the normal types of
financial statements, such as the balance
sheet and the profit or loss statements
are practically useless to either manager
if he is expected to manage a complex
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of various types of diversified industries
and products. Thus, a need exists for internal comments, in each manager's own
language, to pinpoint the variances from
the profit pian in each of their respective
areas of responsibility. These comments
should be prepared as soon as possible
after the close of the interim accounting
period so that immediate action may be
initiated where necessary.
The gross profits analysis by products
which will be discussed in this article
provides such comments and are based
on the following:
1. Products grouped under each class
are individual products and are sold
only in bulk, except Class I which is
distributed in various forms and
package sizes.
2. Class I product sales and cost are not
segregated into the numerous types
of forms and pack sizes, but are accumulated into the accounts as averages.
>. Accounting is maintained by the
standard cost method.
The Internal Statement
The procedure for determining the
causes of the variations affecting the
gross profit is outlined below and is
shown in Exhibit 1.

Variation in gross profit due to Sales:
a. Volume — Multiply the net increase or decrease in units sold by
the budgeted selling price per
unit.
b. Price — Multiply the net increase
or decrease in the selling price by
the actual units sold.
c. Total —The sum of (a) and (b)
reflects the net amount of the sales
variance from the budget.
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Exhibit 1
GROSS PROFIT VARIATION FOR THE MONTH OF JANUARY 19
(Dollars in thousands)
Ne t Sa l e s
Per
Units

lb.

Vol.

Per

Pr i c e

lb.

Gr os s P r of i t

D u e To
Am t.

Vol.

Per

Cost

lb.

Pric e/
Amt

Vol.

Cost
$

$

$

$

$

$

$

$

$

$

$

Sold

Am t.

$

Produc t Clas s *

Co s t o f S a l e s
D u e To

Clas s A
Actual

40,000

5. 00

200

3. 75

15 0

1. 25

50

Bu dg et
Di f fe ren c e

30,000
10 , 0 0 0

6.00
(1 . 0 0 )

18 0

4. 5 0

125
(1 5 )

1. 5 0
(. 25 )

45
5

20

60

(40) a

.75

(45)

30

15

(1 0 )

(14)

24

Class B
Actual

50,000

7. 0 0

350

3. 9 0

195

3.10

155

Bu dg et
Di f f e re n c e

55,000
(5 , 0 0 0 )

5. 9 0

325

145

25

55b

18 0
(15)

2.63

1.10

3. 27
(. 63 )

.47

10

Actual

20,000

2. 5 0

50

1. 50

30

1. 0 0

20

Bu dg et

15,000

3. 0 0
(. 50 )

45

35

.67

10

(10)c

2. 3 3
.8 3

.33

10

(30)

16

(3 1 )

Class C

Di f fe ren c e

5,000

5

15

5

(12)

17

3

7

4

21

To t a l ( A , B , C )
Actual

110,000

600

375

Bu dg et

10 0 , 0 0 0

550

350

10,000

50

Di f fe ren c e

5d

45

(25)

225
200
(4 1 )

16

20

-

.50
(.5 0)

(15)

.3 6

45

25

1. 00
(. 64 )

25

Class D
Bud get

30,000
(30,000)

1.17
35
( 1 . 1 7 15
( 3) e

(35)

.67

20

.67

20

15
(1 5 )
-

-

Di f fe ren c e

_

-

--

-

-

-

-

Actual

Class E
Actual

125,000

Bud get
Di f fe ren c e

70,000
55,000

1.16

145

.8 0

10 0

2. 0 0
(. 8 4 )

14 0
5f

1.00

70

11 0

(105)

.20

(3 0 )

(55)

70
(2 5 )

(55)

(80)

(1 8 )

(2 )

Class F ( c o n t r a c t )
Actual

125,000

.84

105

.60

Bu dg et
Di f fe ren c e

200,000

.75

(75,000)

.09

15 0
(4 5 )

.5 0
(.1 0)

(56)

11 9

75

.24

10 0

.2 5
(.0 1)

25

38

(13)

30
50
(20)

To t a l ( D , E , F )
Actual

250,000

250

175

75

Bu dg et
Di ff e re nc e

300,000

325
(7 5 )

19 0

135
(60)

(50,000)

19

(9 4 )

15

3

12

22

(82)

15

(5 )

18

(33)

Class G
Actual

50,000

1.50

75

1.00

50

.50

Bu d ge t

25,000

45

1.20

Di f fe ren c e

25,000

1.80
(. 30 )

30
(2 0 )

.60
(. 10 )

30

45

(15)

.2 0

(3 0 )

10

25
15
10

Clas s H
Actual
Bu d ge t

150,000
125,000

Di f fe ren c e

25,000

I

1.07
1.20

16 0
150

(. 13 )

.57
.48

10

30

(20)

85

.5 0

75

(.0 9)

60
(25)

.72
(. 22 )

90
(15)

(12)

(13)

Class I
Actual

200,000

.6 3

125

.3 3

65

.30

60

Bu dg et
Di f fe ren c e

200,000

.73
(. 1 0 )

14 5
(20)

.3 5

70

.02

5

.3 8
(. 0 8 )

75
(15)

5

(1 5 )
-

-

-

-

(20)

To t a l : G , i
Actual

400,000

360

200

Bu d ge t
Di f fe ren c e

350,000
50,000

340

16 0
(4 0 )

*P roduc t Lines (A pex

75

(55)

(42)

2

180
(20)

33

(53)

G, H , 1 )

D , E, F) ( A r c o
-

-

-

A, B, C) (Penc o

20

16 0

-

(a) (c) A f t e r b u d g e t w a s p r e p a r e d , m a n a g e m e n t d e c i d e d t o s e l l p r o d u c t t h r o u g h a d i s t r i b u t o r i n s t e a d o f d i r e c t s e l l i n g .
(b)
A f t e r b u d g e t w a s p r e p a r e d , p r i c e i n c r e a s e d 10 %. B u d g e t b a s e d o n 1 0 , 0 0 0 l b . p r i c e b r a c k e t , a c t u a l i n l e s s t h a n 5 , 0 0 0 l b . p r i c e b r a c k e t
$6. 40/ 1b.
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( g ) B i l l e d c u s t o m e r f o r a p p r o x i m a t e l y all u n f a v o r a b l e c o s t .

(

A f t e r b u d g e t w a s p r e p a r e d , p r i c e s i n c r e a s e d a p p r o xi m a t e l y 10 %.
In d u s t r y o n s t r i k e .
N o b u d g e t e d s a l e s s o l d . A c t u a l s a l e s e xp o r t b i d p r i c e r i o t b u d g e t e d .
-

(e )
(f )

1 In d i c a t e s u n f a vo r a b l e c o n d i t i o n .

-

(d )
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Exhibit 2
MANUFACTURING COST VARIANCE FOR THE MONTH OF JANUARY 19
(Dollars in thousands)
Pro duc t A pex
Cla ss A Class B

Pro du c t P en c o

Class C

Ra w M a te ri a l

Clas s D Class E

Pro du ct Arco

Clas s F

Raw Material

Pric e

(a)

A

(4)

B
C
D
E
F

(8)
(6)
(2)
(2)

12
Raw Material Usage
3b
A
1
B
C
D
E
F
4

(1)
(1)
(1)
1 1 L
(4)

(18)

(a)
(5)
(2)
(3)

(2)
(2)
(4)
(8)

10

Pric e

(a)

K

(2)
(3 )

L

(2)

(2)

(3 )

M

(1 )

N

(4)

O

(2 )
(4)

(5)

(10)

(! � _

Raw M aterial U sage

Raw Material Usage
G
H
I
J

11)
1
11)

1

Clas s I

Ra w M a te ria l

Price
G
H
1
J

(8)

Clas s G Clas s H

2
2
1

1
1
2
4

5

K

2

L

1

M

1
(1)

11)
11)

1

3

(3 )

3

4 b

(3) b

(2) b

(4) c

(2)

N
O

1

(1)

1

13) c
11)
2
1A d
2
(2)c
12
10

(5) c
3
(1)
1
2
1
11 d . (10)e
(2)
2
4
1
(1)
8
Production 'Vol. 3 0 _
(15) f
Wages
Benefits
Utili ties
Maintenance
Supplies
Anal yt ic al

Sp en d in g

Sp en d in g
W ages

Spending

Benefits
Utili ties
Maintenance
Supplies
Analytic al
Product ion Vol.

7

(8 )

8

2
1
3
1
1
(15)
(15)a

(2)
(2)
3
(3)
(3 )
(15)
45

2
2
1
2
1
16
(25

W ages
Ben efi ts
Ut i li t ie s
Ma in t en a nc e
Supp lies

1
3
(1)

Analytical
Produ ction Vol.

8

(7)

4

7

(5)
-

-

15

Variation in
Average S
(Due to pa c k ag ing ) -

T otal

30

(33)

'17

T otal

25

(13)

s
�
�
(a) All raw materials have increased since
preparation of budget.
(b) No pr oduct produced due to high
inventories.
(c) Due to rec eiving export order, 250,000
lbs. production had to be increased to
meet shipping date.
(d) Due to high inventory and cut back in
contract requirements.

(a) All prices were increased after budgets
were prepared.
(b) Usage 10% below budget.
(c) Due to increase in production volume.
(d) Maintenance deferred due to increase
in volume.
(e) Rebuild 3 Crushing Machines.
(f) Due to Crushing Machine being
rebuilt.
( ) I ndicates unfavorable condition.

1

li n e

Qu an ti ty
Actual

Bu d ge t

Apex

110,000

100,000

Penco

250,000

300,000

Arco

400,000

350,000

To t a l s

Ne t Sa l e s

Co s t o f S a l e s

Gr os s P r of i t

Actual

Bu d ge t Ac tu al Bu dget A ct u al Bud ge t

$

$

600
250

%
Va r.

550

$375

$350

$225

$200

325

17 5

190

75

13 5

12.5
(4 4 . 4 )

360

340

200

160

160

180

(1 1 . 1 )

$1,210

$1,215

$750

$700

$460

$515

(1 0 . 7 )

2. Variation in gross profit due to Cost
of Sales:
d. Volume — Multiply the net increase or decrease in units sold by
the standard cost per unit.
e. Cost — Multiply the net increase
or decrease in cost by the actual
units scld.
f. Total —The sum of (d) and (e)
reflects the net amount of the cost
of sales variance from the budget.
3. Variation in Gross Profit due to:
g. Sales Volume —The net difference
between (a) and (d) above.
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10

(13)

5

( a ) A l l p r i c e s h a ve i n c r e a s e d a f t e r b u d g e t s
w ere pr epar ed.
(b ) E m p l o ye e s tr a ns fe r re d t o ot h er d e pa rt m en ts.
(c ) E xt r a or d i na r y re p a i rs o n B l e nd i n g
Ma ch i ne .
( 1 In d i c a t e s u n f a v o r a b l e c o n d i t i o n .

) In d i c a t e s u n f a v o r a b l e c o n d i t i o n .

Exhibit 3
GROSS PROFIT SUMMARY FOR THE MONTH OF JANUARY 19
(Dollars in thousands)
Product

To t a l

Ii. Price and Cost —The sum or net
of (b) and (e) above.
i. Total Variation —The sum or net
of (g) and (h) above.
The above procedure should not be
calculated by product line, bu t by t he
individual product class. Then the results of each product class should be
combined to give the total effect of what
caused the variations in gross profit as
shown in Exhibits 1 and 2.
From these exhibits, the managers are
in for m ed of th e e ffe c ts of a c la ss n li x o n
th e g r oss p r o fi t . T a k e a s a n e x a m pl e t h e

Penco Line —the sales volume should
have a $22,000 favorable effect on the
gross profit; however, the price reduction
more than offset the gain in volume, resulting in a very unfavorable variance in
the gross profit. Favorable cost was of
little help in reducing the total gross
profit variance.
After all product lines have been anaIyzed, the Gross Profit Sunti»arv, Exhibit 3, should be prepared by taking the
totals from each analysis. The suntnlary
provides a panoramic view which helps
to spot the areas needing investigation.
Cost variances can be and usually are
a trouble area for any manufacturer. The
manufacturing cost variance ntav include
price changes of raw materials, usage
variances and or spending variances. In
addition, a change in volume of production has an effect too, if these cost variances are expended rather than capitalized. This portion of the internal
continents could be used to tip off a
C o n t i n u e d o n page 47
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Management Accounting
Control by Remote Output
MACRO DATA PROCESSING CAN BE PROGRAMMED TO PROVIDE INSTANT INFORMATION
TO ANY LEVEL OF MANAGEMENT
By Jack H. Korf
Management Accounting Control by
Remote Output ( MACRO) is the systems identification for a reporting technique that is the answer to the quest
of management since that day not too
long ago when it was discovered that
that golden era of replacing bookkeepers with punched cards had ended. The
mechanization of the bookkeeper resulted in a file of data, the summarization of which equaled a payroll, a report,
a status, et cetera. But after the immediate objective of the automation was accomplished, i.e., the weekly payroll,
there remained one further goal. The
one thing uppermost in the minds of
the automated accountants was to prove
to themselves, and more importantly to
the auditors, that the machinery did indeed add and subtract correctly.
Since the advent of the computer,
and even through the first, second,
third, and fourth generation, all but the
most advanced companies found that
the utilization of data by management
has changed little. The cost accumulation systems and data banks have become more integrated and with integration the interest of managers has
been aroused to the fact that they might
indeed be able to draw upon the bank
for aid in meeting their obligations.
It has been our experience, however,
that the new world of data, with or
without random remote and the marvels
of "conversation mode," is just more
44

of the old shotgun approach with a
bigger and more costly noise. To top
management that has spent millions of
dollars in the production of data that
has become more remote and costly to
manipulate, this continuing inability of
the computer and /or the systems analysts to serve the needs of the manager
as well as the payroll clerk has produced
a monumental feeling of distrust, disbelief, and disenchantment in the computer and those that feed and care for
it.
The Macro System
The MACRO system may be considered to be a technique as well as a
system. It consists of three functional
areas.

t
JACK H. KORF

San Jose Chapter 1965, is a Management Systems Specialist at Lockheed
Missiles 6 Space Co., Sunnyvale,
Calif. Mr. Korf holds a B.A. degree
in Economics and an M.S. degree in
Business Administration from San
Jose State College, San Jose, Calif.

1. The extract
2. The hierarchical data base
3. The variable parameter report generator
Extraction of Data to
Form a Base
We must first extract from the existing system to form our new data base.
Although it may be true that your existing data base is perfect, you may still
need the extract procedure. For the one
thing that is constant in data processing is change. You must be able to interface with systems, terminals, and formats that are not now in existence.
Aside from future needs and aside
from the sophistication of your existing
data bank, any one of three things can
make it unusable. First, if it was designed for one user, no one else in the
company is able to use it to any effective extent. Second, if it satisfies the
bookkeeper /auditor use, it must go to
such detail that it is of little use in integrated summation. Third, when it is a
bookkeeper /auditor who wants to use
the base, the intended use will utilize
only a portion of the available data.
With our all- purpose extract we can
interface with so called "black boxes."
We can use the most advanced techniques in reporting with little or no
knowledge of the internal black box
mechanism. Thus, the old systems take
on new life, and the resources needed
to upgrade them can be used for more
profitable projects.
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Therefore, whether the data is in a
multi - million dollar common bucket or
in a hundred antique magnetic tapes,
we must extract from the mass the type
and level of data that will be usable
to those that must make the decisions.
The extract program must interface with
any source with great ease and be easily
changeable.
Hierarchical Data Base
Although the extract routine may offer some interesting challenges, its only
purpose is to establish the data base.
Let us state the case simply. Let us take
the group we wish to serve and find out
what they need to know to do their job.
Let us leave some space for growth, and
let us find where their data is kept. Let
us also determine how they usually need
the information. By that we mean, if
they had one listing of this data that
they would use most of the time what
would be the sequence major to minor?
For example:
Company total
Division total
Major project total
Minor project total
Responsible organization

The record level beneath the company
record will contain all information for
the division. That is, there will be more
than one division record and the total
of all their values will be shown in the
company record.
Perhaps the various summary levels
could be explained by looking at the
lowest level first. Let's assume we accumulate cost at the detail level, and
that we have 1,000 active authorizations. Thus, there would be 1,000 records at the lowest level. Let's assume
there are 500 contracts, ten programs,
all operating under three divisions of
the company. Thus, the file will have:
1 Company record
3 Division records
10 Program records
500 Contract records
1,000 Work Order records
1,514 Total records
Cost, or other data, will always enter
the hierarchy at the lowest level and
cascade up. That is, if $1,000 of cost is
added to the particular detail record,
$1,000 will be added to the contract

record that Work Order relates to;
$1,000 will be added to the program
summary the contract relates to; et
cetera. You will see that eventually the
entire pyramid has increased by $1,000
in each level. By cascading in this manner during the update program, and by
having the hierarchical file resident on
disc, we thereby have a continuous real time statement of status. Whenever we
inquire against the hierarchy we are instantly given information that is only
as old as the last update.
Hierarchical File
Use and Function
The analogy of Exhibit 1 is a dramatic representation of the summation
of magnitudes in a continuing real -time
manner. A weight placed on one scale
of the lowest rank is immediately accumulated in the combined value of
each higher rank in turn. The total of
all affixed weights culminate in the total
value of the highest rank.
In a real world sense we can visualize
what is meant by the values "Cascading
up the hierarchy," by the instant recog-

This preference would indicate the
data base was for use by what is referred
to as upper management. Perhaps, management a little lower down would want
to start where they left off. For example:
Responsible organization
Performing organization
Contract
job authorization
Detail work assignment
The major -minor sequence selected is
then organized in the manner of a hierarchy. That is, summary records of the
data are arranged in the order of a
pyramid with the only differentiation
of the records being in the key. Thus,
in the first example, the top summary
record would have in the key only the
symbols for the company; the next lower
would have the key symbols for company and division, et cetera. To repeat, all records have the same format —
except for the key. All records in the
hierarchy must relate to a summary record that is higher in the hierarchy.
Let us look for a moment at the hierarchical file exhibit again. The first summarization, i.e., Company, will contain
the total information for the company.
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Exhibit 2
TEST HIERARCHY PRINTOUT

CT

COMPANY�TOTAL�—+ $21,000

CT Al

CAPITAL�ACCOUNT—+$21,000

CT Al DVI

DIVISION ONE

CT Al DVI
CL11
ITEM -A
CT AI DVI
CL I I
CT AI DVI / / CCL LI I1 2 / ITEM -B
CT Al DV V
CT Al D V I / C L 12
ITEM -C
CT A / DVI
CL13
CT Al D V I / C L 1 3
ITEM- � D
CT AVDV I
CTIIA l py Ij

CL13
CL13

—IT�II
ITEM -F

351,000
- 285,000

+$21,000

141,000

0
0

L ASSIFICATION 11
BUILDING ADDITION
BUILDING FIXTURE

26,000
25,000

51,000

0

CLASSIFICATION 12
MACHINERY

24,000

24,000

� T ECLASSIFICATION�13—�+$21,000
ST
EQUIPMENT
FURN AND FIX
0
+$21,000
AUTOMOTIVE
_DVI

CT Al DV2

66,000
23,000
22,000
21,000

TWO

105,000

0
0

CLASSIFICAJION I
BUILDINJG ADDITION
BUILDING FIXTURE

20,000
19,000

ITEM -1
ITEM-J

0
0

CLASSIFICATION 22
MACHINERY
EQUIPMENT

18,000
17,000

ITEM -K

0
0

CLASSIFICATI
FURN AND
AUT

CT Al DV2
CT Al DV2
CT Al DV2

CL21
CL21
CL21

ITEM -G
ITEM -H

CT Al DV2
CT AI DV2
CT A I DV2

CL22
CL22
CL22
L23

39,000

35,000
31,000

To "Diary"
Historical record
of all transactions
in chronological order

6 000

Exhibit 3
REAL -TIME BATCH SYSTEM
.@--Status ResPonse
Real Time UP. d e t e � �

46

;

MANAGEMENT ACCOUNTING /NOVEMBER 1969

nition of the value of the total and its
components. We can also visualize what
would occur if the topmost scale indicated an unwanted condition. A search
throughout the path of adverse conditions leading to that scale will eventually lead to the combination of detail
weights that produced the "tilt." The
scales also show that weights, i.e., costs,
budgets, etc. are additive to the lowest
level of detail and that all higher level
totals are summary values only.
Exhibit 2 is a printout of a test hierarchy showing the item as the lowest
detail relating to the bottom rank of
scales. The "classification" is the next
highest, with "division," and "account"
adding to the company total that relates
to the topmost scale. The record keys
are to the left, the description and balances to the right. With appropriate
headings the status of all relationships
is immediately available. Inquiry may
be made for any individual item, or
groups of items, or through automated
techniques of search, management can
find the exceptional condition, and thus
apply the principles of "management
by exception."
Exhibit 3 illustrates the updating /response activity. It shows the vast number of detail records and blocks of
information, and the relationships of
these various blocks of information

which provide the unique reports
needed by management.
Variable Parameter
Report Generator
There are many variable parameter
report generators advertised. They are
seldom seen to work and, when a few
do work, they are so costly everyone
wonders if it was all worth the trouble.
However, management's great need has
led to the breakthrough of the barrier
that stands between the manager and
the information that he needs to manage with.
The author knows of a variable parameter report generator in operation
that will allow you to call out, use, lock
out, range, or what ever, any or all of
31 fields in a particular data base. The
output can be paper, cards, or both.
The data can be presented in any of
five different formats. The selected data
can be sorted in any of ten different sort
sequences. This procedure has been in
production use since 1966, and it was
recently upgraded by adding the
capability of inputing the desired parameters via remote terminal, thus
eliminating the paper shuffling and keypunching. There is nothing magic about
this report generator —it just satisfies
the users. But the more variability you
have, the more expensive it gets.

A birds eye view of the variable parameter report generator, by a nontechnical bird, would disclose a program
composed of many "IF" statements
where each field of the record is accepted or rejected. For the fields that
survive, they are arranged in logic modules that are used to process each record
of data. The results of the action of
the logic modules are written out for
assemblage into those custom made reports the manager has asked for. It is
really all very simple once you have
seen it done.
Summary
The primary problem management
faces in relation to data processing is
its inability to use the data except by
further manual manipulation. Of course
that leaves management information
only a little advanced from the precomputer era.
Techniques are now available to give
management a MACRO -istic view of
their operation through proven computer procedures. The combination of
a generalized extract routine, a hierarchically organized file accessible on
disc with commensurate input /output
capability, coupled with a variable parameter report generator, gives the manager today the information he needs
today.

BRIDGING THE COMMUNICATIONS GAP BETW EEN ACCOUNTANTS AND MANAGERS

Continued from page 43
sales manager of substantial price increases in raw materials which would
provide a sound basis for increasing the
selling price of his product.
Present day managers lack the crystal
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ball to read between the lines of the normal type of financial statements furnished by the accounting department in
the usual accounting language. A desperate need for a useful tool from accounting for sales and production managers does exist. As accountants, we have

an obligation to the people responsible
for the gross profit to give them usable
information concerning the gross profit
variances. We feel that the value of such
reports is a valuable asset that can bridge
the communications gap between accountants and managers.
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Linear Programming:
Some Implications for
Management Accounting
A FEW POINTERS ON EFFECTIVE USE OF LINEAR PROGRAMMING

By Ronald V. Hartley
This article is intended to be a liaison
between the scholars of quantitative
methods (both accountants and operations researchers) and management accountants, concerning the practical implications of linear programming (LP).
The purpose here will be to interpret
and define: (1) the data needed for LP,
(2) the sensitivity of the data and the
value of such knowledge, (3) LP and its
value in variance analyses and (4) the
use of LP in joint costing procedures.
Accounting Data Needed for LP
Linear programming requires three
basic kinds of data:
1. Coefficients for the objective equation
2. Coefficients of substitution (for the
constraining equations)
3. The capacities or requirements (for
the constraining equations)
Most frequently the accountant will
be requested to supply objective equation coefficients— revenues, costs or
"profits." Although obvious when examining the nature of the LP model, it is
nevertheless important to point out that
the revenue and costs which are necessary for the objective equation must be
those that are variable (and, of course,
linear) .
48

In addition to the above requirement,
the data must be relevant (future data
that differ among the alternatives) and
reliable (more to be said about this
later). In some cases, the data must include more than conventional accounting data. Specifically, accountants need
to consider opportunity costs and their
orderly collection within an information
system. LP itself generates opportunity
costs which are useful for various purposes, some of which are discussed later.
It should be emphasized that in the
classification of revenue and cost data,
the primary factor of consideration
should be their behavior rather than
their functional relationships. The cost
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accounting system and reports should be
designed with this requirement in mind
if they are to be of any value to linear
programming and other quantitative
methods.
Sensitivity of Data
Sensitivity analyses are investigations
dealing with changes in data and the
effect of these changes on the optimal
solution to a problem. A sensitivity anal N'sis can be made of the three parameters
used in a LP model —the objective
equation coefficients, the constraining
equation constants and the constraining
equation coefficients. An analysis of the
first will be discussed here since these
coefficients are the parameters of greatest concern to the management accountant. In other words, the accountant
should be concerned in knowing how
much a cost or contribution margin figure can vary from the estimate without
changing the optimal solution. A simple
example will now be introduced to illustrate sensitivity analysis with respect to
the objective equation coefficients.
EXAMPLE
Let us assume that there are three
products (X„ X. and X,) that can be
produced and that each of them uses
the same facilities. According to the best
estimates, these products yield a per unit
contribution margin of $90, $100 and
$80 respectively. Assume there are only
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two limiting factors -labor hours and
machine hours. There are 26 units of
labor time and 38 units of machine
time available per day, Product X t requires 2.7 units of labor time per unit
of product and 0.9 units of machine
time. Product X. requires 2.0 units of
each and X, requires 0.8 of labor and
3.2 of machine time.
The initial and optimal LP tableaus,
are given in Tables 1 and 2. (S, and S_
are the slack variables.)
The first thing to note is the significance of the implicit values associated
with the slack variables (tile last row of
the optimal matrix) . The $33.33 (ignore the sign) means that if another
unit of labor time was available, the
total contribution margin could be increased by $33.33. Conversely, if there
was one less unit, the profits would be
reduced by $33.33.
Tables 3 and 4 show this via the simplex method. A comparison of Table 4
with Table 2 indicates that the profit is
increased from $1,500 to $1,533.33 and
that the solution is 11.667 of X. and
4.583 of X,. The related value of machine time is $16.67.
The implicit value of the restraints is
also an indication of the maximum premium per unit that one would be willing
to pay to reduce the bottleneck. This
value is only valid over a limited range
of additions however. At a certain point
an additional unit will not be worth as
much as before because the relationship
of the constraints to each other will
change or there may even cease to be a
bottleneck with respect to the given resource.
Next to be considered is the sensitivity of the contribution margin estimates
for the product(s) not in the optimal
product mix. In other words, assuming
all other factors constant, what must
the contribution margin be on such a
product before it will enter the optimal
product mix.
The key to the answer is found in the
last row of the optimal tableau (Table
2) for product X t. The - $15.00 figure
indicates that the opportunity cost of
introducing X t (the lost profits resulting
from reallocation of resources) exceeds
1 The reader is referred to Frederick S. Hiller and
Gerald 1. Lieberman, Introduction to Operations
Research, ( Holden Day, Inc., 1967) for a discussion of the LP simplex method. In the format used
here the first column is the per unit contribution
margin of the products in the solution, column two
is the name of the products in the solution, column
three is the solution and the resulting profit. The
remaining columns contain the per unit contribution margin, the name, the coefficients of substitution ( 2 each), the per unit opportunity cost and
the difference between the contribution margin
( pi ) and opportunity cost (zj ) for each of the
orodducts and slack variables.
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T abl e 1
ORIGINAL PROBLEM- INIT IAL T ABLEAU

0.0
0.0

S(1)
S(2)

26.0
38.0
0.0

90.00
X(1)

100.00
X(2)

80.00
X(3)

0.0
S(1)

0.0
S(2)

2.7
0.9

2.0
2.0

8.0
3.2

1.0
0.0

0.0
1.0

0.0
80.00

0.0
0.0

0.0
0.0

80.00
X(3)

0.0
S(1)

0.0
S(2)

0.0
1.0

0.667
-0.417

-0.167
0.417

0.0
90.00

0.0
100.00

T able 2
OR IG INAL PR OBLEM- OPT IMAL T ABLEAU
90.00
X(1)
100.00
80.00

X(2)
X(3)

11.0
5.0
1,500.00

100.00
X(2)
1.0
0.0

1.650
-0.750
105.00
-15.00

100.00
0.0

80.00
0.0

33.33
-33.33

16.67
-16.67

Table 3
ONE AD DIT ION AL UNIT OF LABOR- INIT IAL T ABLEAU
90.00
X(1)
0.00
0.00

S(1)
S(2)

27.0
38.0
0.0

100.00
X(2)
2.0
2.0

2.7
0.9
0.0
90.00

0.0
100.00

80.00
X(3)

0.0
S(1)

0.0
S(2)

0.8
3.2

1.0
0.0

0.0
1.0

0.0
80.00

0.0
0.0

0.0
0.0

Table 4
ONE ADDIT IONAL UNIT O F LA BO R - OPT IMAL T ABLEAU
0.0
80.00
90.00
100.00
S(1)
X(3)
X(2)
X(1)
100.00
80.00

X(2)
X(3)

11.667
4.583
1,533.33

1.0
0.0

0.0
1.0

100.00
0.0

80.00
0.0

1.650
-0.750
105.00
-15.00

its unit contribution margin.
The opportunity cost is computed as
follows. If one unit of X, was to be
added, the coefficients of substitution
from Table 2, the column for X,, indicate that X., would have to be decreased
by 1.65 units and X, increased by .75
units ( the negative sign indicates an increase).
Thus, the lost profit on X. is $165
(1.65 x $100) and the increased profit
from X, is $60 (.75 x $80), so that
the net opportunity cost is 105 ($165
-$60) . Hence, if the contribution margin was greater than $105 ($90 + $15),
product X t would enter the solution. It
would enter because the opportunity
cost would still be $105 since the profits
on X_ and X„ from which the previous
calculation was made, remain the same.
Therefore, with a new profit greater
than $105 and the same opportunity
cost the p j - z j value would be positive
indicating the optimal solution had not
been found.

0.667
-0.417
33.33
-33.33

0.0
S(2)
-0.167
0.417
16.67
16.67

Tables 5 and 6 show the optimal results when the contribution of X t is
$104 and then $106. Thus, the accountant should be statistically certain that
there is not a $15 understatement of
product X t's contribution margin. Reliability statistics will be discussed later.
Next to be considered is an analysis
of the sensitivity of the contribution
margins for the products in the optimal
mix. It can be shown that the optimal
mix will not change if all other factors
are constant and if the change in the
contribution margin, dpk, of product Xk
is confined between the upper and lower
limits given by the following relationship:
maximum overall positive hkj and j not in
the mix pj - zj < dpk <
hkj
minimum overall negative hkj and j not in
the mix pj -zj.
hkj
where:
2 See Saul I. Gass, Linear Programming, McGrawHill Book Co., New York, 1964, pp. 132 -133.
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p; = profit on the jth product
z i = opportunity cost of the jth product
hkJ =: coefficient of substitution from the
optimal matrix using the row representing the kth product, j representing
the column.
Product X. in the original problem
has its base in the first row of the optimal tableau (see Table 2). Thus:

Table 5
CONTRIBUTION MARGIN OF X, = $104- OPTIMAL TABLEAU

100.00
80.00

0 667 3 )

`

106.00
80.00

105.00
-1. 00

100.00
0.0

80.00
0.0

0.0
S(1)
0.667
-0.417
33.33
-3 3 . 3 3

0.0
S(2)
-0.167
0.417
16.67
-1 6 . 6 7

106.00
0.0

100.61
-0.61

80.00
0.0

33.74
-3 3 .7 4

0.0
S(2)
-0.101
0.341
16.57
-1 6 . 5 7

Table 7

91.00
80.00

( - 0. 167 )

CONTRIBUTION MARGIN
90.00
X(1)
X(2)
11.0
1.650
X(3)
5.0
-0.750
1,401.00

( -9.09, - 50.00)<dp2< -(100)
- 9.09 < dp2 < 100
The contribution margin of product
X2 could be reduced to $90.91 ($100.00
- $9.09) or increased to $200 ($100
+ $100) and the optimal solution would
still be X 2 = 11 and X, = 5. The profit
would obviously change but not the
mix. Thus, if the $100 estimate for X2
was in error and if the true contribution
was between $90.91 and $200, the optimal action would still have been taken.
Tables 7 and 8 show this relationship
by changing the contribution on X 2 to
$91 and then to $90. Note the product
mix in Table 7 is equal to the one in
Table 2.
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80.00
X(3)
0.0
1.0

CONTRIBUTION MARGIN OF X, = $106- OPTIMAL TABLEAU
106.00
100.00
80.00
0.0
X(1)
X(2)
X(3)
S(1)
X(1)
6.667
1.0
0.606
0.0
0.404
X(3)
10.000
0.0
0.455
1.0
-0 . 11 4
1,506.67

dp

90.15
-0.15

OF X= $91- OPTIMAL TABLEAU
91.00
80.00
0.0
X(2)
X(3)
SO)
1.0
0.0
0.667
0.0
1.0
-0 . 4 1 7
91.00
0.0

80.00
0.0

27.33
-2 7 . 3 3

0.0
S(2)
-0 . 1 6 7
0.417
18.17
-1 8 . 1 7

CONTRIBUTION MARGIN OF X =$90- OPTIMAL TABLEAU

90.00
80.00

X(1)
X(3)

6.667
10.000
1,400.00

90.00
X(1)
1.0
0.0
90.00
0.0

90.00
X(2)
0.606
0.455
90.91
-0.91

80.00
X(3)
0.0
1.0
80.00
0.0

0.0
S(1)
0.404
-0.114
27.27
-2 7 .2 7

0.0
S(2)
-0.101
0.341
18.18
-1 8 .1 8

Table 9

104.00
80.00

CM of X, = $104, CM of
104.00
X(1)
6.667
1.0
10.000
0.0

X(1)
X(3)

1,493.33

104.00
0.0

X:= $91- OPTIMAL TABLEAU
91.00
80.00
0.0
X(2)
X(3)
SO)
0.606
0.0
0.404
0.455
1.0
-0.114
99.39
-8.39

The analysis for X3 is as follows
(

LIMITATIONS
A major limitation with this analysis
is that it fails when the contribution
figures for the products change simultaneously. For example, if the payoff for
below its entry point) and XD's payoff
was changed to $91 (which is above its
exit point), the mix does change (see
table 9) . Nevertheless, this analysis indicates the sensitivity of the data and may
suggest areas in which the adequacy of
the data might want to be carefully
considered.
Should it be desired to study the
effect of simultaneous changes of the
parameters, parametric programming
can be used. Parametric programming
involves the orderly changing of parameter values while observing the effects
on the optimal solution.

100.00
X(2)
1.0
0.0

Table 6

The limits for dp 21 maximum to minimum, are:
1 . 0 0- 0- '

11.0
5.0
1,500.00

h2i = 1.650
p, - z i _ - 1 5 . 0 0
h22 = 1.0
P2 -Z2 = 0.00
(X2 in the solution)
h23 = 0.0
P 3 - Z3= 0.00
(X3 in the solution)
h24 = 0.667
P4 - z 4 = 33.33
h25 = - 0.167
P 5 - z5 = - 16.67

(

X(2)
X(3)

104.00
X(1)
1.650
-0.750

0.417)
16.67 < dp, -< ( - 0.15.00
750

- 33.33
0.417

- 40.00 < dp3 < 20.00

IMPLICATIONS

What are the implications of sensitivity analyses for the cost accountant?
Primarily he should be sure that the
risk of the actual data falling outside
the range of values determined by
sensitivity analysis is low. In fact, it
would be useful to a study of this type
if the reliability of the data be established as part of the original estimates.
For example, the contribution margin
for product X, might be communicated

80.00
0.0

32.93
-3 2 .9 3

0.0
S(2)
-0.101
0.341
16.77
-1 6 .7 7

as follows: "95% of the time it will be
between $85 and $95 with a mean of
$90." If these were the reliability statistics for the original problem the risk
would be nil that product X,'s contribution would exceed $105. It should be
noted that the data for this problem
were randomly chosen and may not be
as sensitive as real world data.
How does one arrive at the reliability
estimates suggested above? This depends
upon the conditions under which the
cost estimates are made. If, (1) the
conditions of the recent past have been
relatively constant and (2) if it is
reasonable that such conditions will
prevail into the near future, then classiMANAGEMENT ACCOUNTING/NOVEMBER 1969

Recent Publications
A FR A M EW O R K F O R
FI N A N C I AL R E P O RT I N G B Y
DI V E R S I F I E D C O M P A N I E S
Alfred Rappaport and
Eugene M. Lerner
National Association of Accountants,
505 Park Ave., New York, N.Y. 10022,
1969, 76 pp., $2.00 (nonmembers
$3.50).
Prepared as a follow -up to the NAA research report External Reporting for
Segments of a Business, published in
April 1968, this study explores possible
answers to questions concerning the
problems of how to segment a diversified business in a manner which would
provide data having maximum relevance
to users of a company's financial reports.
Closely associated with these, are questions as to content and presentation of
segment operating data.
Employing logical analysis and synthesis as their research methodology, the
authors of this report have drawn reasoned conclusions to guide the development of methods for segment reporting
which can provide data relevant to report users' information needs. Well
known valuation models widely employed by investors constitute the basis
for their reasoning. Techniques described in this report should have interest to management, not only for reporting to investors and creditors, but also
for internal decisions allocating available
capital within a company.
Although the authors examine the
problem of financial reporting by diversified firms from the standpoint of the
investor, many of the recommendations
that emerge from this study will serve
the information needs of groups beyond
investors. In line with this thinking,
the study develops a framework which
shares with the SEC amendments the
basic objective of serving the informational requirements of investors.
Some of the interesting questions
which the study brings to light in terms
of "sources and applications of funds"
are: "Where is a company committing
its funds ?" "W h i c h segments are
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sources and which are users of funds ?"
and "Will the company require additional financing in the future, and will
dividend payments be increased ?"
INCREASING THE
PRODUCTIVITY OF
CO M PANY CASH
Alfred M. King

A book on basic accounting concepts.
The material is confined to those topics
usually associated with financial accounting, as contrasted with managerial accounting.

A C C O U N T I N G FO R
B U SI NE SS
John R. Cerepak and George J. Geier

Prentice -Hall Inc., Englewood Cliffs,
N. J. 07632, 1969, 173 pp., $19.95.

Charles E. Merrill Books, Inc., 1300
Alum Creek Dr., Columbus, Ohio 43216,
1968, 678 pp., $9.75.

The most satisfactory method for management to balance the conflicting demands for funds is to analyze each use
of funds within a business and determine whether the right amount of
money is tied up in relation to the cost
of funds. This book shows how to
measure the benefits of each type of
investment and to determine which uses
of funds are going to be most productive.

An introductory text on accounting,
geared to the needs of the student at
undergraduate level.

INTRO DUCTIO N TO
MO DERN A C C O U N T I N G
Norton M. Bedford
The Ronald Press Co., 79 Madison Ave.,
New York, N. Y. 10016, 1968, 744 pp.,
$9.50.
Designed for the introductory course in
accounting, this book presents modern
accounting as a broad information system based more on conceptual foundations than upon procedural techniques.
The concepts treated range from the
acquisition and investment of money
resources, through utilization of acquired
goods and services, disposition of product, and distribution or return of money
resources to investors and creditors.
PRINCIPLES OF
FINANCIAL ACCOUNT ING
A Conceptua l Approach
H. A. Finney and Herbert E. Miller
Prentice -Hall, Inc., Englewood Cliffs,
N. J. 07632, 1968, 449 pp., $8.95.

COST ACCOUNT ING
W. Asquith Howe
International Textbook Co., Box 30,
College Dept., Scranton, Pa. 18515,
1969, 439 pp., $9.25.
Designed for use as a textbook for a first
cost accounting course, this book includes a discussion of the theory of cost
accounting and its uses by management.

ACCOUNTING FOR THE
CO ST OF PENSIO N PLANS
American Institute of Certified Public
Accountants, 666 Fifth Ave., New York,

N. Y. 10019,1968, paperbound, 109 pp.,
$2.50.
This is a text and a collection of five
explanatory comments on APB opinion
No. 8, which appeared previously in the
Journal of Accountancy. It is intended
to familiarize practitioners with the various concepts and problems of this subject matter.

DOING BUSINESS IN
LAT I N AME RI C A
American Management Association,
Inc., 135 W. 50th St., New York, N.Y.
10020, 1968, paperbound, 127 pp.,
$3.00, (nonmembers $4.50).
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READINGS
Essentials of Mana gerial Finance
Eugene F. Brigham and R. Bruce Ricks
Holt, Rinehart and Winston, Inc., 383
Madison Ave., New York, N.Y. 10017,
1968, paperbound, 479 pp., $4.95.
Articles presented in this collection of
readings appeared in many leading professional publications. The authors,
mostly educators and businessmen, resorted to research and practical problems
as the source for their expositions. An
excellent supplement to any finance text
book.
CO LL EG E A N D UN I V E R SI T Y B U S IN E S S
ADMINISTRATION
American Council on Education, 1785
Massachusetts Ave., N.W., Washington, D.C. 20036, 1968, revised edition,
311 pp., $9.00.
This book is the result of updating material of earlier separate volumes. It is
well organized reducing the complex,
technical and difficult task of college
business administrators to a tolerable
level. Accounting principles, legal problems, investment management, are some
of the topics covered. The standards presented are guidelines for business officers
of schools of higher learning.
METHO DS OF ORGANIZATIO NAL RESEARCH
University of Pittsburgh Press, 4200 5th
Ave., Pittsburgh, Pa. 15213, 1967, 211
pp., $3.95.
Edited by Victor H. Vroom, this book
concentrates on methods of studying organizational behavior in contrast to other
books that discuss theory of organizational behavior only. This is a multidisciplinary approach to the study of complex behavioral events.
HANDB OOK OF
INDUSTRIAL RESEARCH
MANAG EMENT
Reinhold Book Corp., 430 Park Ave.,
New York, N.Y. 10022, 1968, second
edition, 562 pp., $15.00.
Edited by Carl Heyel. Thirty-one leading experts have contributed their talents in an effort to couple Research and
Management. Some guidance is offered
in competitive survival, growth and diversification. Suggested are some thoughts
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about organizing, measuring, evaluating
and controlling industrial research. Also
presented are discussions on long range
budgets and effective operating controls.
OPERATIONS RESEARCH
TE CH NI Q U ES F O R C AP IT AL
INVESTMENTS
Fred Hanssmann
John Wiley & Sons, Inc., 605 Third
Ave., New York, N.Y. 10016, 1968, 268
pp., $11.50.
Many problems not solvable by conventional mathematics in the past can now
be handled successfully using operations
research methodology. In the first chapter, the author offers a condensed version of the methodology to the casual
user. The balance of the book deals with
applications to investment decisions enriched with illustrated case studies. Forecasting investment and returns is one
topic covered by this book.
COUPLIN G RE SE ARCH A ND
PRODUCTION
John Wiley & Sons, Inc., 605 Third
Ave., New York, N.Y. 10016, 1967, 283
pp., $12.00.
Edited by George Martin and R. H.
Willens. This book is the result of a
symposium held in Los Angeles on October 5 -7, 1966 with the objective of
coupling science and production in the
materials industry. Many U.S. Government agencies and industrial firms combined their efforts in an attempt to
promote greater efficiency and effectiveness. This book helps bridge the communication gap between researcher and
practitioner.
MANAGE ME NT GLOSSARY
H. Johannsen and A. B. Robertson
Longmans, Green and Co. Ltd., 74
Grosvenor St., London, W. I. England,
1968,146 pp., 301-.
Edited by E. F. L. Brech. Crisp and succinct definitions are rendered not only of
management terms, but also of those
closely allied such as economics, law,
statistics, sociology, and the like.
PRICING POLICY AND
CO ST B EH AVIOR IN TH E
HOSPITAL INDUSTRY
Edward M. Kaitz

Frederick A. Praeger, Inc., 111 Fourth
Ave., New York, N.Y. 10003, 1968, 192
pp., $15.00.
An analysis of the financial decision making process within the hospital industry and the effect of the third -party
payment system upon this process.
AUT O FLE E T
MANAGEMENT
Hermann S. Batzow
John Wiley & Sons, Inc., 605 Third
Ave., New York, N.Y. 10016, 1968, 197
pp., $9.95.
The author claims this book to be "the
only comprehensive treatment in the
field." To the beginner, this book offers
much valuable information regarding
the field of renting and leasing of cars;
to the veteran, "a refresher" in the basic
principles.
MONEY
In the Computer Age
F. P. Thomson
Pergamon Press Inc., 44 -01 21st St.,
Long Island City, N.Y. 11101, 1968,
242 pp., $6.00, (paperbound $4.50).
Our outdated banking systems are being
replaced by computer - centered credit
transfer automation requiring only telephone -line money cards. In place of currency, electric impulses will be used.
LI PS CO M B ' S C PA R EV IE W
P. D. Lipscomb
Prentice -Hall, Inc., Englewood Cliffs,
N.J. 07632, 1968, 601 pp., $24.95.
The author stresses problem interpretation and analysis. The problems used
were adapted from previous CPA examinations. A step -by -step approach demonstrates the solving of a big problem by
reducing it to many little ones.
AN A L Y S IS F O R P U R C H A S E
OR SALE O F A B USINESS
American Institute of Certified Public
Accountants, 666 Fifth Ave., New York,
N.Y. 10019, 1967, paperbound, 167 pp.,
$2.40, (nonmembers $3.00).
Issued as No. 5 in the series of Management Services Technical Study. Although written as a guide for practitioners of small businesses, many important
considerations are included that should
prove valuable to most business advisors. Four case studies are presented in
order of increasing complexity.
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NOW FROM NAA...
A study every member of the financial
community will want to present
to his management...

HOW EFFECTIVELY IS
MANAGEMENT
USING COMPUTERS?.
This question was one of the
reasons behind the detailed
study of 12 corporations.
The answer on the present
use of computers is one that
management will want to think
about very carefully. It is found
that while the computer was
paying for itself by taking over
the duties of clerical work, it is
by no means used effectively
in most industries. Discover this
valuable information:

What effect computers play
in changing the authority and
structure of management. Will
it eliminate middle management
or not?

How much computer
equipment and computer
personnel should cost in a
small, middle -sized company

ElW
Who
h o is responsible for the
lag in more efficient deployment
of computers throughout the
entire corporate
structure.
P

What differences are among
first, second and third
generations of computers.
How time - sharing within
companies is lowering costs
and speeding availability of
information.

NEIL C . CHUR CHIL L
Ph. D. . Uni ve rs i t y o f Mi c hi ga n,
Pro f e s s or o f Bus i ne s s
Admi n i s t ra t i o n,
Ha rv a rd Gra dua t e Sc ho ol o f
Bus i ne s s Admi ni s t ra t i o n.
J OHN H. KEMPST ER
M. B. A., Univ e rs it y o f
1939,
Se ni o r Re s e a rch As s oc i a t e ,
Na t i o na l As s o c i a t i o n o f
Ac c o unt a nt s .
MYRON URET SKY
Ph . D , Oh i o S t a t e
University 1965.
As so c ia te Prof e ss or,
Gra duat e Sc ho o l of Bus ine s s .
Co lumbi a Uni v e rs i t y .

You don't have to be a computer expert to
understand the potential use of computers
in areas such as:
F o r y o u r c o p y , c o mp l e t e a n d ma i l to
-

Sales — forecasting and establishing
distribution centers
Marketing — market analysis, pricing and
competition
Production — planning and control
Engineering — design, testing and cost
analysis
R &D — physical structure, investigation and
monitoring
Financial & Accounting — logistics, billing,
accounting credit, collection and
inventory
Management — control, coordination and
decision making
54

-

-

-

-

11

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

D

I
I
I
I
I
I

-

NATIONAL ASSOCIATION OF ACCOUNTANTS
505 Park Avenue, New York, N.Y. 10022
Dept. MA

I
I

NAME

I
I
I
I
I
I

TITLE

ADDRESS

CITY

I
I
I

STATE

I-

-

ZIP

Price: $4.50 Members
-

-

t

-

-

-

-

-

...
- -

$7.50 Non - members
-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

j

MANAGEMENT ACCOUNTING/ NOVEMBER 1969

Harry Waggoner, chairman of the Fort Wayne United Fund
Campaign, watc hes volunteer auditors during 1968 -69 drive.

Chapter president a year after his term becomes co- chairman
and then chairman of the audit. This was 13th year for audit.

Behind the Fund Raisers
HUNDREDS OF NAA VOLUNTEERS ANNUALLY SUPPORT THEIR COMMUNITIES' FUND DRIVES
Everyone has seen one of those huge
thermometers with the red column
whose growth toward a designated mark
at the top is recorded at regular intervals. Indeed, community fund drives
with the annual appeal for contributions
to worthy causes are a major part of the
American system of private initiative and
voluntary action.
Although many give varying amounts
of money to such campaigns, usually
the exhibit, and perhaps an item on a
television news show, are the only contacts most people have with the community drives after their donation. As
accountants, NAA members have found
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that they can contribute something else
to such programs.
Members are donating both time and
money. In most cases, their time is spent
in auditing the pledges and monies received during and at the end of campaigns.
No one knows just when this service
was first offered to a community by
NAA chapters, but they have been volunteering their help in fund drives for
many years. At least 40 chapters participated in fund campaigns and other community activities during 1968 -69, according to NAA records. The chapters
chose the projects to gain credit in the

special activity category of the competition between chapters.
"NAA has been doing the audit for
about 25 years," in his area, according to
David J. Finnecy, who directed the
project for the Erie (Pa.) Chapter in
1968 -69.
The United Fund audit was accomplished by Chairman Finnecy and some
of his co- workers during October 7 -16,
1968. The volunteer work was conducted
between 11:00 p.m. and 2:30 p.m. "It
breaks up the day a little," Mr. Finnecy
says. As chairman, he helped to coordinate the volunteer auditors and arrange
time schedules. Erie Chapter's volunteer
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work is received well in the community;
the local newspaper published a photograph showing chapter members at work.
The Fort Wayne Chapter again successfully completed an audit of the
United Fund Campaign of United Community Services. It marked the 13th
consecutive year that the chapter had
volunteered to audit contributions.
Harry Waggoner, a past president of the
chapter who scn•ed as chairman, said
that the chapter's effort helped to assure
United Fund contributors that every
penny of the OF contributions is accounted for and verified. By utilizing
these volunteers, Fund officials estimated that it saved the United Fund
approximately $5,000 for auditing costs.
In five separate audit sessions, nearly
50 volunteers from local firms spent 456
hours in accounting and reconciling

pledges and monies received by the various campaign units, and verified progress reports and final results. The
amount audited was $2,005,700, which
put the drive over its announced goal of
$2,000,000. Another past president of
Fort Wayne, Donald L. Summers,
served as co- chairman. This was the
largest community project undertaken
by the chapter, according to Mr. Waggoner.
It was a little different type of community drive that Springfield Chapter
members participated in. The chapter
was requested by the local unit of the
March of Dimes to tabulate pledges received during the course of a 20 -hour
telethon drive. Fourteen of the chapter
members helped out in this worthy
cause, according to H. James Law, president of Springfield. There was no prob-

Members of Tippecanoe Chapter count the cash at the annual Home Hospital Fair in
Lafayette. The Fair has netted $167,334.48 in the last eight years. See story.
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lem in staffing the project, he said, and
everyone was willing to go back. The
March of Dimes Telerama broadcast
was seen and heard throughout Western Massachusetts and Southern Vermont and drew more than $60,000 in
contributions for the fight against
disease.
In Lafayette, Ind., the Tippecanoe
Chapter (formerly Northwestern Indiana) volunteers its members every year
to act as "bankers" for the local Home
Hospital Fair. The fair is held during
September to raise funds for special
equipment at the Home Hospital. During the three -day fair, chapter members
make change, collect and record cash
receipts. At the end of each day, they
balance the cash receipts to the ledgers
set up in advance and prepare the bank
deposit.
Tippecanoe members not only enjoy
the color and excitement of the fair, but
get a sense of satisfaction from donating
their time to the hospital fund.
A committee of three was organized
to direct the activity. This committee
held several meetings to arrange with
the bank for change funds and night deposit arrangements; to obtain coin sorting, counting and adding machines; and
to set up the necessary ledgers.
Funds collected are used to purchase
capital equipment for the hospital. Two
of the acting treasurers for Fair have been
NAA members.
Numerous other examples could be
cited of ways in which chapter members contribute their time to help local
communities. Members of the Grand
Rai ds Chapter, for example, audited
the Miss Michigan Junior College pageant. Baton Rouge Chapter recorded
a question and answer radio panel show
on Louisiana state income taxes earlier
this year. An audit of the Wayside Cross
Rescue Missions Annual Fund raising
committee was made by members of
the Fox River Valley Chapter.
Other audits conducted by NAA
chapters have ranged from volunteer
fire departments to church - related
groups. Often their contributions go unrecognized, but chapter members are
content with the personal gratification
of a task undertaken on behalf of the
community. The fact is that in addition
to being units of the National Association of Accountants, NAA chapters are
also an integral part of their local communities. Chapter support of community programs helps to assure the
success of such projects and the continued vitality of the community.
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Making It on Wall Street
'THE MONEY GAME' DESCRIBES THE GAME, THE PLAYERS, THE RULES AND THE SYSTEMS FOR BEATING IT
If you turn to the financial pages of your
newspaper every morning instead of the
crossword puzzle, then you, like millions
of others, are probably an aficionado of
the money game. Buying and selling on
the stock market to many is a deadly
serious business but to someone who
knows Wall Street as a gambler knows
the odds at I,as Vegas, it's one of the
games people play for fun and profit.
The author's pseudonym is Adam
Smith and his highly successful book is
titled The Money Game. The book was
recently re- published as a paperback by
Dell Publishing Co.
Mr. Smith's intention is to describe
"The Street" and its denizens as they
really are. He does so in the argot of the
money managers and wryly captures the
humor of the men who religiously watch
the ticker tapes. From Poor Grenville
to the Gnome of Zurich, it is a fascinating, and educational, tour.
Quoting the old master John Maynard Keynes, Adam Smith shows why
playing the stock market was dubbed a
game. He recounts anecdotes of men and
women who have made fortunes and
vet continue to call their stockbrokers
every trading day. Theirs is not the avarice of the miser, but the sporting blood
of the true gambler.
The Money Game is not a forbidding
book written by a statistician and only
decipherable by a fellow statistician. In
deceptively simple language, the author
explains the science of chartology and
contrasts it with the new "system" —
the random -walk. Defined by the author,
random -walk means "Prices have no
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memory, and yesterday has nothing to
do with tomorrow." The obvious conclusion is that "If the random -walk people are right, the Chartists are out of
business and all the security analysts are
in trouble."
There seems to be no fixed rules to
the game. Some investors manage to
get on top of the tiger and ride it to a
fortune —only to lose the fortune later.
The story of Harry, who made a million
and then lost it, is an apocryphal one
and there are always other Harrys who
will play the same role next month or
next year.
The real money is made, however, not
by the fast - moving, young money managers or the canny old brokers, but by
the inside stockholders of a company.
The story of Scientific Data Systems
serves as a case in point. When this
midget competitor of IBM went public,
the stock was capitalized at a price
which made the founders millionaires
overnight. The scheme works so well,
says the author, a number of brokerage
firms are awaiting the day when they
can go public and sell their own stock.
Security analysts certainly can't depend on accountants for clues as to
whether a stock will take off or not. The
author matter- of- factly states that "there
is not a company anywhere whose income statement and profits cannot be
changed, by the management and the
accountants, by counting things one
way instead of another." He does give
accountants credit for trying "to thread
some consistencies, but there is genuine confusion among these accountants

as to what earnings really are."
Charts and computers may fail, but
many investors have one rule they say
never fails: watch the little people and
whatever they do, do the opposite, because they're always wrong. But even this
maxim turns out to be disastrous at
times and one is left with the equally
worn adage that the market is a woman,
mysterious and unpredictable. Just how
fast things change on The Street is illustrated by a footnote in the paperback
edition. In the earlier edition, Mr. Smith
distinguishes young money managers by
their wearing of button -down shirts.
Now, he notes, it means middle -aged
managements. "The young ones are
wearing flashy color shirts with French
cuffs."
It's a fast -paced game and only the
nimble can stay in it without losing their
shirts. Young fund managers blithely
buy and sell millions of dollars worth of
stock every day while others agonize over
a drop of one point.
The computers, only recently enlisted
in the game, spew out analyses, trend
lines and historical performances. But it
is still, the author suggests, mainly intuition backed by years of experience on
the Street that enables a broker to consistently bat a high average.
The success of this book might lead
one to believe that it is easier to make a
fortune writing about the Game than it
is playing it. The original Adam Smith,
the one taught in schools of economics,
would have been fascinated by it all. His
theories, remember, furnish the foundation for The Money Game.
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Close -up
WELCOME GRANT MEYER
I "

DA U aftesketwe ------__ !`_- DES AND

Pres dent Grant U. Meyers (left) and Executive Director Rawn
Brinkley (center) were given a royal welcome when they ar-

rived in Greenville, S.C., to present the Stevenson T rophy to
Western Carolinas Chapter. Right, President Charles T. Smith.

After day of radio -TV interviews, President Meyers and Mr.
Brinkley pose with Mr. Smith, current President Don G. Kern (r.).

Highlight of c eremonies oc curred when Greenville Mayor -elect
R. Cooper White (left) presented a plaque to NAA President.
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To publicize NAA and the financial profession ... and to "brag
a little," Butler Area Chapter is displaying the Warner Trophy in

local banks. The winner of the 1968 -69 competition for the
trophy also plans to offer above exhibit to local companies.

New Chapters Chartered
EXECUTIVE COMMITTEE GRANTS CHARTERS TO THREE CHAPTERS IN SOUTH AMERICA, FIVE IN U.S.
NAA's worldwide network of chapters
increased to 245 when the Executive
Committee and National Board recently
granted charters to five U.S. chapters and
three chapters located in South America.
With a charter date of July 1, Ithaca Cortland (N.Y.), Sioux City (Iowa),
Bogota (Colombia), Rio de Janeiro
(Brazil), and Santiago (Chile) came
into being. On September 1, Spokane
Area (Wash.), Stockton Area (Calif.),
and Valley Forge (Pa.) were chartered.
Ithaca - Cortland Chapter, a spin -off
from Elmira Area and Syracuse, is the
18th to be chartered in the Empire
State. Thomas F. Murphy, who served
as organizing chairman, was elected first
MANAGEMENT ACCOUNTING/ NOVEMBER 1969

president of the chapter. John M. Newberg, organizing chairman of Sioux City
Chapter, was elected first president. The
chapter is a spin -off from Omaha Chapter.
Luis E. Viatela was organizing chairman for Bogota Chapter, Luis V. M.
Vianna for Rio de Janeiro and Robert
B. Kern for Santiago. Mr. Kern was subsequently elected president of the
Chilean chapter. Arrangements will be
made for an NAA officer or member of
the national staff to present charters to
the new South American chapters as
soon as possible.
Spokane Area Chapter, a spin -off
from Washington Tri- Cities, received

assistance and advice from chapter past
president and current National Director
Harold E. Little. Co- chairmen of the
new chapter were W. Clark Benson and
Will D. Gibson.
Stockton Area Chapter received assistance from its sister chapters, Sacramento
and Oakland -East Bay. E. A. Harris, organizing committee chairman, was elected president. A spin -off from North
Penn and Philadelphia chapters, Valley
Forge Chapter carries a historic name,
Frank Bampton, Jr., served as organizing
chairman of t he new chapter and was
elected first president. Charters were
presented this Fall by national officers
and members of the national staff.
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Emeritus Life Associates
THOMAS A. A N D E R S O N , Youngstown.
CLAYTON P. BAILEY, Ann Arbor past

HERMAN C. SEEBOHM, Columbus.
ALTON E. SENFT, York.

LLOYD R. S H I V L E Y , Cleveland.
J. ROLAND STOTT, Philadelphia.
president.
OSCAR T . SWANSON, Raleigh- Durham
ANDOR BERETVAS, Chicago.
Area.
HARVEY J.BRANDT, Saginaw Valley.
HERBERT SWEFMFR,
Rochester.
CHARLES N. BURTON, Milwaukee.
THOMAS J. SWICKER, East Bergen -RockCURTIS H. CADENHEAD, Dallas.
land.
FRANK S. CALKINS, Richmond.
CARL R. S W I T Z G A B L E , Bridgeport.
WILLIAM A. CAMERON, Houston.
ARTHUR E. TOY, Detroit.
ROBERT W. CHERRY, Washington.
Z. E. VOSE, New York.
THOMAS H. DERDIODY, Raritan Valley.
JOSEPHO. WAYMIRE, Indianapolis past
SIDNEY T. DORRINGTON, Springfield.
president. Stuart Cameron McLeod SoA. C. EGGERT, Minneapolis.
ciety.
DOROTHY B. EIGHMEY, Rochester.
FRANKLIN C. WEBER, Rochester.
EMILE E. ENSCH, Indianapolis.
DONALD M. WELLS, Mohawk Valley
RICHARD M. ELKINS, Florida Nest Cen- past president.
tral past president.
KENNETH B. WHITE, Dallas past presiHAROLD W. ELLIS, Boston.
dent; Stuart Cameron McLeod Society.
AARON F A R B E R , New York.
ROBERT WISE, Chicago.
WILLIAM R. FORSYTHE, Columbus.
J. CURRAN FREEMAN, Dallas. Milwaukee past president. Stuart Cameron Mc- Promotions and New Positions
Leod Society.
MRS. Lois RININGER, Akron, is the asHUGH H. GILMOUR, Los Angeles.
sistant treasurer of General Tire's Credit
HOWARD L. GUYETT, New York.
Union.. . . JACKSON R. WAGNER has
ERIC G. GABRIELSON, Waterbury past joined Morgan Adhesives Co. as assistpresident; Stuart Cameron McLeod So- ant manager of the Consumer Products
ciety.
Div.
EDWARD J. HANLEY, Pittsburgh past
president; Albany past president. Stuart Two Bangor- Waterville members were
recently named by Husson College.
Cameron McLeod Society.
FIRnIAN H. HASS, Detroit past president. LAWRENCE S. TIBBETTS is now contI01Past national president. Stuart Cameron ler, and LAWRENCE STANCHFIELD, JR.,
has been promoted to treasurer.... LEO
McLeod Society.
LOISELLE was named associate professor,
WALTER M. HERZOG, San Antonio.
MILTON HUDDERs, Brooklyn past presi- Beal Business College.
dent. Past Rational vice president. Stuart
Cameron McLeod Society.
D. CLAYTON JENKINS, Dayton.
CARL A. J O H N S O N , Chicago.
J. E m m F T JUDGE, Detroit.
EVERETT M. KENNEDY, New Haven.
VICTOR C. KING, Dayton.
MICHAEL C. KOPELCHECK, Baltimore.
EDWARD W . KRUEGER, Chicago past
HARSHFIELD
BRADY
president; Stuart Cameron McLeod SoLong Island
Los Angeles
ciety.
RUFUS L. KUHNS, Peoria.
JAMES W. PATTILLO, Baton Rouge, has
RAYMOND W. LARUE, Youngstown.
been appointed editor of the Louisiana
EDWARD B. LEE, JR., Pittsburgh.
Certified Public Accountant, the quarWILLIAM A. LEWIS, Lancaster.
terly magazine of the Society of LouisiHARRY LUCE, Rockford.
ana CPA's.
EDWARD J. MCDEVITT, Boston.
CURTIS G. JAMES, Binghamton, has
JOHN E . MEAD, Oakland County.
been named a partner in Lybrand Ross
ELMER E. NORTHUP, Providence.
Bros.
& Montgomery's Binghamton ofO
D
E
L
L
,
DEWITT H.
Syracuse.
fice.
Roy H. OLSON, Minneapolis.
ARNOLD B. PETERSCHAiIDT, Portland CLYDE F. JOSLYN, JR., Boston, has
joined Kirsch Real Estate & Insurance
past president.
WILFRED REETZ, Chicago.
Co. as comptroller and office manager.
...RICHARD NEWELL was promoted to
JAMES REGAN, JR.,Birmingham.
CHARLES F. RODICAN, New York.
manager of internal auditing, Dennison
FREDERICK W. SCHULZ, Philadelphia.
Mfg. Co.
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GEORGE E. KENOYER, Buffalo, has been

appointed manager of financial education at Westinghouse Electric Corp.,
Pittsburgh, Pa.
EARL E. FREDERICK, Butler Area, has
been named assistant to the controller,
cost development and analysis, at Pullman Standard.
ROY G. OLIVER, JR.,Calumet, has been
named vice president and secretary- treasurer at S. G. Taylor Chain Co. He was
also elected to the board of directors.
SHELDON I. DORENFEST, Chicago, is

now president of Compucare, In c . . . .
ROBERT H. Fix has been appointed
business manager of Wight & Co....
ROBERT W. M U L L E R has been elected
treasurer, Great Lakes Dredge & Dock Co.
Three Cincinnati members were recently named at Mosler Safe Co. PAUL

FUERSICH is now corporate controller,
NELSON CONRAD was named assistant to
the executive vice president, and WIL-

LIAM WELSH IS now division controller.
...WILLIAM LARSON was recently appointed executive vice president of
Drackett C o . . . . JAMES TOPMILLER
was promoted to controller of the Cincinnati Metal Div., National Lead Co.
Two Dayton members have been named
by Tait Mfg. Co. LARRY M I L L E R was
appointed finance manager, and ROGER
HAGERMAN, controllers.... PAUL R.
JENNINGS has been named corporate systems analyst of Dayco Corp.

ROBERT KIRCHEIS, Des Moines, has
been named plant controller for North
American Rockwell Corp.'s Grenada,
Miss. plant.
JEAN C A R M I C H A E L , Detroit, was recently

elected a corporate secretary of Meridian
Industries, Inc.... ROBERT E. TAYLOR

is now controller of Hiram Walker &
Sons, Inc.
GEORGE R. ROACHE, East Jersey past
president, was recently appointed treasurer of Pioneer Industries.
JAMES J. TUCKER, East Tennessee, has

been named controller for Raytheon
Company's Electro- Magnetics System
Div.
JESSE S T A F F O R D , Florida West Central,

has been admitted to partnership in the
firm of Fisher, Morrison & Co., CPA's.
ROBERT WESTRATE, Grand Rapids, has

joined Interstate Motor Freight System
as director of accounting.
DONALD H. WOODWARD, Harrisburg,
has been appointed vice president for
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finance /administration,
G . T H O M A S FI E LD S,

Ae ro s e a l

Corp.

Indianapolis,

has

b e e n n a m e d m a n a g e r of a d m i n i s t r a t i o n
se rvice s fo r t h e P u e r t o R i c a n b r a n c h of

Eli Lilly

S.A. in San Ju an.

KE I T H BAL CO M ,

Kalamazoo,

has b e e n

e l e c t e d vice p r e s i d e n t , I n d u s t r i a l S t a t e
Bank & T rust
F.

Co.
Kansas City,

DAV ID FO W L E R ,

been admi tted

& Co. .. . ROBE RT J.
CCC C o m p u t e r

Marwick, Mitchell
QU A D E
Corp.

has
as

has

to part n ers hi p at Peat,

joined

consultant .... DUANE

WIL-

LIAMS w a s p r o m o t e d t o a s s i s t a n t t r e a s ur er an d ass is t an t con tr o ll er of Gate way
Sporting Goods
M I C HA E L R .

Co.
Lehigh Valley,

MI LLE R,

has been admitted to partnership in the
fi rm

C o n c a n n o n , Fr on h ei se r & Gal-

of

l a gh e r, C P A 's .

E.

G.

be e n

Long Island, h a s
of f i n a n c e

HARSHFI E LD ,
named

vice p r e s i d e n t

an d ad m i n i s t rat i o n , Lease Pl an Int ern ati on al C orp.

Two Los Angeles

membe rs were named

J. M ACKI N ,

b y A l u m t r e a t , I n c . HOWARD

past chapter presid c n t , is vi c e pr e si d e n t a n d ge n e r a l
m a n a g e r ,

a n d

GE O RG E HOLLAND ER, a s s i s t a n t se c r e tary an d o ffi ce m an a g e r . . . . PATRICK
RUTTER
Los Angeles

BRADY w a s n a m e d
s e n i or vice pres ident,

Ke lly

Se rvice s,

Inc.... JACK

GA RD I N E R ha s j o i n e d H y d r i l

D.

Co. a s

cont r o l l e r . . . . E U G E N E L . MUE LLE R is n o w

Bewar e the sudden, unexpected blow. An important customer's insolvency or delinquency could demolish your working capital ... smash your profit to smithereens. Before that
happens, take cover. Get the broad, low -cost
coverage of American Credit Insurance®. It
guarantees the value of your receivables. If
you'd welcome such a storm cellar, remember: We've been building them since 1893.

vi c e p r e s i d e n t of f i n a n c e w i t h T r a v c o .
JO HN L . o'LE AR Y is v ic e pr e s id e n t of

...
ad mi n is t rat io n

an d finance at W al l i ch s

M u s k C i t y , I n c . . . . A L L A N A . RU T T E R
has b ee n n am e d a v i ce p re si d e n t
Am er ican Ap pr ai sal

of

The

Co.

JOHN J . 1'LANAGAN, Mass. Route 128,
h a s b e e n a p p o i n t e d c o n t r o l l e r of t h e El-

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

l i ot t Busi ne ss M a c h i n e s , I n c .

S. SCHOFI E LD , Merrimack Val-

D ON ALD

r

ley, has b ee n pr omo te d to e xecut iv e vi ce
presi dent, Ge ne ral Inve st me nt & D evel opment

'

Co.

Ame rican
Cre dit I nde mni ty Company of New York
Dept. M, 201 N. Charles St., Baltimore, Md. 21201
I want to know more about American Credit Insurance before

PLAY;I
I
[SAFE
WITH
A C'
'

—— t

Minneapolis, p a s t
n a t i o n a l di r e c t o r , h a s b e e n e l e c t e d vice

'

it ' I
With

presi dent for finance, M a ck e

'

Name .. -

'

Address -- - - ---- ----- ...---- - - - - -- ----- - - - - --

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

City

State - ------ -- --- ----- _-- -- --- --- --_---- - -- - Zip Code----------- ---

JArm ,s A . D E V I L L E ,

Co.

FRE D BE AT TY , Morristown, h a s b e e n
n a m e d cont rol l e r of t h e B o r d e n M e t a l
Prod u ct s

Co....

PAU L KI T CHE LL is now

accounting manager

with

S. E. &

M.
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late. Please send your free
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Vernon.... PAUL SCHEAIPP, past chapter president, has joined Elizabeth Arden, Inc., as plant controller.
WILLIAM T. CURLEY, Nashville, has
been named vice president at the Commerce Union Bank.... STACY S. TODD
is now acting director of finance at Vanderbilt Hospital.
DONALD L. SYLVESTER, Newark, has
been appointed controller of Worthington Machinery Systems International.
JAMES N. DINWOODIE, New Hampshire,
was recently elected treasurer of Data roval, Inc., a subsidiary of Roval Business Forms.
Two New Orleans members have been
named by Two -R- Drilling Co. REUBIN
COLWART was named controller and
DEWITT JOHNSON, assistant controller.
MICHAEL D. HAYEs, New York, has
joined Colt Industries, Inc., as corporate
accounting supervisor.... JOHN LABIAK
has been appointed assistant treasurer
for Perfect Film & Chemical Corp....
ROBERT LIEBERMAN was recently appointed finance administrator for Inter boro General Hospital.... ROBERT E.
PATERSON, chapter president, has been
named director of marketing services for
stamp operations of the Sperry & Hutchinson CO....JAMES D. PHILLIPS was
appointed controller of the Pigments
Div., American Cyanamid C o . . . .
WARREN I. REICH was admitted to partnership in the firm of Laventhol, Krekatum, Horwath & Horwath.... Lours E.
SHAPIRO is now senior auditor with the
U.S. Dept. of Health, Education & Welfare.... JOHN J. SPEZZO has been appointed controller for Monticello Carpet Mills and Charm Tred Mills divisions of Burlington Industries, Inc.

JOHN SWEENEY, North Central Ohio,
was recently promoted to treasurer of
Ingersoll - Humphryes Div., Borg - Warner
Corp.
ROBERT YHNARELL, North Penn, has
been promoted to division controller for
U.S. Gauge Div., Ametek, Inc.
Three Oakland County members have
been named at Kelly Services, Inc. ANGELo A. AGNELLO was promoted to executive vice president, JERRY JORISSEN
is now vice president and controller, and
ROBERT STONER was named treasurer.
ROBERT E. BRAND, Oklahoma City, has
been promoted to controller of Kerr McGee Nuclear Division.
Two Omaha members have been named
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by Northern Natural Gas Co. F. H.
ROBERTS has been appointed vice president and controller, and ROBERT L.
LIENEMANN was named manager of the
operational planning department.
Three Orange County Chapter members were named by Arthur Young & Co.
KEITH NORBY is now a principal, E. F.
MORRILL was promoted to managing
associate, and KARL HAUSHALTER is now
manager.

-0

DeVILLE
Minneapolis

ROBERTS
Omaha

Aluminum Industry Corp.... JOHN F.
WALSH is now vice president- finance of
Bloom Engineering Co.
LOUIS R. JORDAN, Portland, is now fiancial vice president with Northwest
Pacific Corp.... ROBERT M. THOMPSON
has been promoted to treasurer for
United Grocers. He is also corporate
controller.
KEVIN ROCHE, Princeton, was appointed
general accounting manager at Dow
Jones.
HOWARD J. OSWALD, Reading, has been
promoted to assistant vice president in
the auditing department, American Bank
& Trust Co.... LEONARD L. SHEARER
was named accounting manager, TMW
Div., North American Rockwell Corp.
PHILIP C. DESPAIN, Salt Lake Area, has
been promoted to administrative accountant at Utah Copper Div., Kennecott Copper Corp.... KARL J. STOTT
has been elected to controller at Utah
Power & Light Co.
JAMES LEMON, Scottsdale Area president, has joined Omnitec Corp. as
corporate controller.

Two Peninsula -Palo Alto members have
been named at Ampex Corp. JOHN
MURRAY was promoted to group controller of the Audio -Video Communications Group, and JOHN PORTER has been
promoted to corporate vice president
and general manager of the Magnetic
Tape Div.... RAY DOWLING has joined Two Seattle members have been named
Plastronics as controller,...NICK JONES by Sicks' Rainier Brewing Co. GEORGE
has been promoted to cost accounting AULD was promoted to controller -brewsupervisor at Lenkurt.... KENNETH E. ery operations, and HAROLD SMITH
MCMULLIN was appointed a vice named chief accountant.... P. STEN
president of Lockheed Calif. C o . . . . JESSEN is now comptroller for Ray GunWILLIAM POOR has joined Caelus ning Dental Supplies, Inc.... FRED
Memories, Inc. as manager of cost ac- BROWNE was named comptroller for
counting.... CARL WISE has joined West Coast Machinery Co.
Schulte - Blackwell Development Co. as
HOWARD DICKE, SiouxCity, was recently
controller.
elected treasurer of McCracken Concrete
Two Pensacola members have been Products Co.... GAYLORD SMITH is now
named by St. Regis Kraft Center. vice president of the Security National
ROBERT COFFIELD has been promoted Bank.
to assistant comptroller, in Pensacola,
and LOWELL ELMORE will be plant E. DOWNEY, JR., South Jersey president,
has been appointed controller of Langscomptroller in Jacksonville.
ton CO....WILLIAM B. SMITH Was
Three Pittsburgh members were re- promoted to senior financial accountant
cently named by U.S. Steel Corp. in the Products Div., Atlantic RichDALE D. HUGHES was appointed man- field Co.
ager- accounting at Clairton Works,
CHARLES L. MILLER Is now staff Super - JOHN FRISCH, Southwest Los Angeles,
visor, cost and statistics, Universal Atlas has been promoted to manager of the
Cement Div., and WILLIAM L. THOMAS Contracts and Financial Analysis Dept.,
has been named manager- accounting of in the Los Angeles headquarters of
the Texas Works.... RICHARD BALD- Planning Research Corp.... R. E.
WIN, JR., has been appointed cost ac- WELTEE has joined Shareholders Mancounting manager for Calgon Corp.... agement Corp. as budget manager.
JOHN R. CHIDLOw has been appointed JOHN W . OAKES, Springfield, is now
supervisor- budget and financial analysis staff auditor with Arthur Andersen &
division, and J. C. ROSSER was named CO....PAUL A. KOWAL has been procontroller of Cleveland Works at Jones moted to accounts control manager at
& Laughlin.... PHILIP P. QUATTRONE Chartpak.... RAYMOND LACASSE was
was appointed controller of Crown named inventory and order manager at
MANAGEMENT ACCOUNTING/ NOVEMBER 1969

Buxton's, Inc.... new assistant comptrollers at Massachusetts Mutual are
WILLIAM E. PARTELO, NORMAN LYONS,

GEORGE R. MORGAN, and ROBERT A.
BOUCHARD.
JAMES TAYLOR, Tri- Cities, was recently
promoted to systems engineer in the
data processing division, Alcoa Davenport Works.
Four Union County members were recently named by Peat, Marwick, Mitchell
& CO. JOHN KIRKPATRICK, past chapter
president, is now partner, PATRICK

DOLAN was named audit manager, JOHN
RIORDAN, audit supervisor, and PETER
BARNA, audit supervisor.
Two Youngstown members have been
named at Republic Steel Corp. JOHN
M. O'LEARY and ALLEN W. SICK have
been named coordinators of standard
costs for the manufacturing division.
WILLIAM J. SULLIVAN has joined
...
Youngstown State University as budget
officer.
Organization Service

"...Run those letters down to the mailbox when they're finished, Miss Links...."

JOSEPH L. KOFSKY, New York, has been
elected president of the Federal Government Accountants Assn. of New York.

Expense Voucher Guidelines

In Memorianl
EVA L. BERGMAN, 38, Indiana East,

1967.
A. BRAUN, 74, Milwaukee, 1932.
Emeritus Life Associate.
JOHN A. DAWSON, 63, West Bergen Passaic County, 1949.
HOWARD F. FARRINGTON, 78, Northern
New York, 1923. Emeritus Life Associate.

ANTON

ERLING J. HOCKSTAD, 65, Chicago past
president, 1938. Emeritus Life Associate.
GLEN R. HUFFORD, 63, Indianapolis,

1958.
W. F.
1958.

K uusi STO ,

57, Lake Superior,

WARREN E. LANGDON, 87, Columbus,

1920. Emeritus Life Associate.
MATTHEW M. MAGUIRE, 77, Member at- Large, 1930. Emeritus Life Associate.
ROBERT D. MONTJOY, 51, Boston,
1965.
RAYMOND J. NELSON, 60, Milwaukee,
1956.
CLARENCE F. REIMER, 53, Des Moines,
1944.
CHARLES E. Ross, 60, Olean-Bradford

Area, 1958.
JOHN STIRLING, 62, Toledo, 1958.
`VILBOUR D. TRIPP, 76, New York,

1922.

Mike Reynolds of Denver Chapter
sent along these company guidelines
for preparing expense vouchers. It
was published in "Tid Bits," a
Honeywell, Inc., Test Instruments
Division publication.
Guidelines:
In the preparation of vouchers, it
is understood that only expenses incurred in the actual performance of
work for the Company will be listed.
Each expense must be definitely associated with Company work and the
Company should benefit, not the individual, from each expense. Listed
below are a few guides that may be
of assistance in determining the extent of expense. It should be remembered that the following rules are liberal and therefore should be considered as maximum allowances
...
1. Hotel Accommodations—Normally $2.50 will be adequate to cover
hotel expenses per night. A hotel
room is justified only if used and slept
in for at least seven hours. Prior to
registration at a hotel, a comparative
study should be taken in at least ten
nearby hotels, motels, rooming
houses, etc., to determine lowest
possible cost.

2. Transportation —If traveling on
Company time between eight and
five, use quickest means available
such as plane, etc. After 5:00 p.m.
and during weekends while on your
own time, travel by bus or other inexpensive means. Taxi cabs —it is expected that employees will walk if
the distance is less than l V2 miles.
The only exception to this is that if
you are carrying luggage (3 pieces or
more totaling over 80 lbs.) , you are
permitted to take a taxi, if the distance is more than one mile. Limousine Service —if you should be unfortunate as to require limousine service from the airport, it is expected
that you will bargain with the driver
and reduce the fare by at least 20 %.
3. Service Tips — Normally we do
not approve of this silly custom.
However, rather than appear conspicuous, the following guide should
be observed:
Maximum tips -9 3/4 % only for outstanding service.
Average tips--4Y8%. This should
constitute the bulk of your tipping.
Below average service —No tips. Argue with the manager for reduction
of bill.

THOMAS E. VICTORY, Shreveport.
JOHN L. WARD, 62, Elmira Area, 1954.
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PRESIDENT'S PERSPECTIVE

Meeting a Critical Need
This is the first in a series of monthly
messages from your national officers,
to acquaint you with the programs
planned and put into effect by your Association. The Executive Committee
and National Board have long recognized that because of the mass of information disseminated to you every day,
you may not be fully aware of the important programs your Association is
developing. Many are designed to be of
immediate benefit, others have a long range value; still others — directed toward contributions to the socio -economic life, of the nation —will help to
improve the general conditions of employment and better living standards for
all.
In the months to come we will be talking about the new Management Accounting Practices Committee, the development of courses and seminars for
chapters, NAA's cooperation with federal agencies, and other topics of importance to you. This month we want
to describe one of the most potentially
useful programs ever developed by the
Association and how you can help.
In the October Issue Of MANAGEMENT
ACCOUNTING, there was an account of a
unique program adopted by the Washington Chapter to help small businessmen prosper. Organized by Charles W.
Tucker, an Emeritus Life Associate of
NAA, the program brought together the
knowledge and experiences of NAA
members who volunteered their services
to help struggling small businessmen in
the area. These members help by offering accounting and financial management advice to entrepreneurs who need
assistance.
The success of this locally - sponsored
project prompted the Executive Committee to consider adoption of a similar
nationwide program. To go back a bit,
the Executive Committee appointed an
Ad Hoc Committee on Socio- Economic
Programs last June. This special committee was charged with the responsibility to develop appropriate plans by
which NAA may immediately begin to
contribute to the alleviation of pressing
socio - economic problems. Almost simultaneously, impetus and muscle were
supplied in the form of a gift of $100,000 by an anonymous donor, for administration of the national program.
Meeting twice in August, the Ad Hoc
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Committee reviewed the Washington
Chapter program and thoroughly discussed its implementation on a national
level. As a result, the committee recommended to the Executive Committee
that NAA chapters be furnished immediately with a model of a tested and
proven plan for rendering free accounting and other financial management advisory services to disadvantaged small
businesses and others engaged in improving undesirable urban conditions.
The Executive Committee approved
the recommendations and urged that
such a program be implemented immediately. Every chapter president was
then furnished with a detailed procedure
and explanation of the program, supplemented by a letter from me. I urged
every chapter to consider the establish-

ment of such a program in its area.
The members of the Executive Committee are convinced that one of the
largest and finest storehouses of accounting and other financial management talent in the world is represented in our
members. They are also convinced that
a portion of that talent is available for
free, unselfish service to the needy, simply for the asking.
Your chapter president will describe
the program to you in the near future
if he has not already done so. As a member of the community-at -large and a
member of the Association, you can help
by helping others in the areas where you
are an expert. We urge you to carefully
consider this program.
Grant U. Meyers
President, 1969 -70

President Nixon Appoints
Rawn Brinkley to
Advisory Council
Rawn Brinkley, Executive Director of the National Association
of Accountants, has been appointed by President Richard M.
Nixon to the newly- created Advisory Council for Minority
Business Enterprise.
The Council was created to work with the Office of Minority
Business Enterprise which was authorized by the President
last March. Its purpose is to serve as a source Of knowledge,
information and advice on developments in different fields of
economic and social life which affect minority business enterprise.
Named to the 63- member Council were an impressive array
of outstanding leaders from industry and labor, business and
the professions, education, and religion. In addition to Mr.
Brinkley, NAA member Robert Beyer, managing partner of
Touche, Ross, Bailey & Smart, was named to the Council. A
past national vice president of NAA, Mr. Beyer is currently
serving as a national director.
Others named to the Council include James M. Roche,
chairman of the board, General Motors; Arthur M. Wood,
president of Sears, Roebuck & Co.; John Lawler, administrative
vice president, American Institute of CPA's; G. William Miller,
president, Textron, Inc.; Robert D. Stuart, Jr., president,
Quaker Oats Co., and H. Bruce Palmer, president, National
Industrial Conference Board.
NAA is currently working with the Office of Minority
Business Enterprise to develop programs to aid new minority
entrepreneurs.
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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.
r - - - - - - - - - - - - - - - - - - - - I
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One Park Avenue
New York, N.Y. 10016
Attention: Marketing Services
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Please send information on the P -203
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Name /Title
Firm
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Address
City

State

Zip

A business can be no better than the
combined abilities of its personnel.
When a company hires the wrong
person... when an employee selects
the wrong position. , both are harmed.
We can assist you in avoiding misfit
situations in the Financial and EDP fields.
We concentrate all of our energies in this
specialization. We believe that the
R -H System makes the most placements of
Financial and EDP personnel. It's the
largest source of its kind in the world.
For the most efficient service in the
Financial and EDP field... contact your
Robert Half specialist,

ROME

Atlanta: 235 Peachtree St., NE ...... (404) 688 -2300
Baltimore: One Charles Center...... (301) 837 -0313
Boston: 140 Federal St............ (617) 423 -6440
Chicago: 333 N. Michigan Ave....... (312) 782 -6930
Cincinnati: 606 Terrace Hilton ...... (513) 621.7711
Cleveland: 1367 East 6th St......... (216) 621 -0670
Dallas: 1170 Hartford Bldg......... (214) 742 -9171
Detroit: 1114 Guardian Bldg........ (313) 961 -5430
Garden City, N.Y. 585 Stewart Ave... (516) 248.1234
Hartford, Conn: 75 Pearl St......... (203) 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 Locust St.......... (314) 231 -0114
Son Francisco: 111 Pine St......... (415) 434 -1900
Son Jose: 675 N. First St........... (408) 293.9040
Stamford, Conn: 111 Prospect St.... (203) 325 -4158

T HALF PERSONNEL AGENCIES

