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INTE RIM RE PORT ING ON FINANCIAL ST AT EME NT S
By John V. van Pelt, III

9

Substantial progress is needed in this area of financial communication. Possible uses of interim reports by the investor are of paramount significance.
UPDATE YOUR COST ACCOUNT ING SYST EM
14
By Robert W. Holmes
A review of a cost accounting system might indicate a need for changes to the
system. Described here are some of the factors that should be considered.
CONTROL VS. COST OF CONTROL
17
By Forrest L. Heuser
Information systems in the future will contribute toward obtaining for the
taxpayer the greatest value for his dollar. In the interim, an attempt to force
new technological developments may inflict an additional high cost burden
on an already high tax base.
COST REPORTING FOR T HE SMALL AND ME DIUM SIZE
JOB-SHOP OPERATION
20
By Ronald L. Wise
The cornerstone of the printing industry is the small or medium size shop
chained to job cost accounting. In this article a technique for cost reporting
is described, suggesting the manual application of the same principles that
may later be used with data mechanization.
COST CONT ROL AT A NE W PLANT
23
By Jack R. Leach
Putting up a new facility can be the starting point for initiating new "cost
awareness" programs. The author describes several distinct phases from construction of the facility to production in it, and offers an insight into some of
the problems encountered.
COMPUT ING PRODUCT COST S AT A MANUFACT URING FIRM
25
By Jon P. Baird
A computerized Engineering Specifications System containing manufacturing
records which are used for internal reporting and direct costing.
THE SAVINGS GAME
28
By Philip Philo
Along with the genuine cost reduction programs, there are quite a few varieties
that lead to fictitious savings.
CRE WLOADING: A WORK CONT ROL T E CHNIQUE
FOR MODE RN MANAGE ME NT
31
By C. Gilbert Evans
Crew loading is a computerized technique for work measurement control of
direct labor, combining manufacturing schedules and cost objectives into a
single manufacturing plan. It provides a tool by which management can monitor and control performance and cost to complete.
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W h e n manufacturers produce to blanket release orders, the balance-out
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A convenient way of including uncertainty considerations in our estimates of
possible outcomes.
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by today's banks and to take a close look at one of commercial banking's primary services to industry, the granting of commercial loans.
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By G. Kenneth Dye
On the premise that depreciation follows mathematical discipline, the author
shows how to construct an ordered display for use in forecasting, and analyzing
depreciation trends.
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planning and scheduling the workload so as to ensure filing or payment of
the many returns when due.
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To disseminate news of the Association as its official organ
To publish news of member activities in order to strengthen the
bonds of fellowship essential to an organization combining both educational and social objectives
To publish news of the business world relevant to members and their
careers
MANAGEMENT ACCOUNTING solicits and accepts advertisements but reserves the right to refuse to publish advertisements due to questions of
policy, space considerations, or taste.
Technical material published in the magazine 'consists principally of
manuscripts submitted through the NAA chapter competition. Equal consideration, however, is given to nonsolicited manuscripts submitted directly to the editors by their authors. The editors also from time to time
may solicit manuscripts from nonmembers or from members of the NAA
staff, or contract for articles covering areas which they feel have not been
covered adequately by papers sent through the regular channel of the
chapter competition. In addition, alternative means may be used to supplement member-written articles on a single topic and designed to be
printed in a single, special issue.
Subject to the judgment of the editors, the magazine's columns are open
to members who have differing viewpoints and who wish to express them
through a letter to the editor or through an article. Nothing printed in the
publication, however, may be construed as reflecting the official policy of
the Association unless so stated.
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almost 10% in 1968--the highest annual increase in at least 15 years—according
to the latest survey by McKinsey and Company,
Meeting in Scottsdale, Ariz., late last
year, the Accounting Principles Board ten- management consultants. Covering 530 large
companies in 28 industries, the survey
tatively decided that so-called "pooling
also found compensation raises for other
of interest" accounting for mergers would
henceforth be allowed only on a "restricted members of the top management team keeping
basis." Under its compromise proposal, most pace with that of the chief executive officer.
Inflation was the primary factor in the
business combinations would be accounted
salary gains, but rising sales and profits
for as purchases. A draft report will be
also
contributed to the boost. The average
prepared by the Board for broad exposure to
chief
executive earned $177,600 in total
interested financial groups, industry and
compensation in 1968 as compared with
individuals. Asked to comment on the issue,
$161,700 in 1967. Pay gains were greatest
I. Wayne Keller, chairman of the NAA Committee on Management Accounting Practices, in the auto industry.
said "Pooling of interests accounting based
Se c r e t a r y S t a n s Ur g e s I n vol ve me n t
on historical costs should be continued,
"If
we do not concern ourselves with more
but with specific limitations." He pointed
than products and profits, the competitive
out that NAA and the AICPA seem to be in subenterprise system by which this country
stantial agreement on the merger principle
thrives could be destroyed by those who hold
issue but noted that "The Management Acit in contempt." This is how Secretary of
counting Practices Committee would like to
Commerce Maurice H. Stans warned the Nasee the full details of the Accounting
tional
Assn. of Manufacturers at its 74th
Principles Board statement on merger prinCongress.
In urging American industry to get
ciples before making further comment on
involved,
Secretary Stans suggested that
their findings."
an American Enterprise University be
Manufac tur e r s Cr i ti c i z e G AO Re por t
created. Endowed and staffed by business,
O n C os t A c c oun ti ng S t an da r d s
the university would teach "every aspect of
In a 11-page letter to the General Accounting the system by which this country grew to
Office, the National Assn. of Manufacturers greatness."
recently outlined its objections to a GAO
draft report on the feasibility of applying
Ame r i c an B oar d P l ans C ost M anual
uniform cost accounting standards on defense A manual of planning and cost control syscontracts of $100,000 or more. The NAM
tems for the brokerage industry will be
charged that the agency had not proved its
published by the American Stock Exchange,
case for uniform accounting standards and Ralph S. Saul, president, recently announced.
that proposed standards in the report "are
Can ad a Se e k s Di sc l osur e L aw
largely theoretical and impractical." The
Financial
disclosure is now an issue beNAM said that the report "does not properly
fore the Canadian House of Commons. The
recognize the present cost accounting
environment in which industry now operates Government is pushing a bill that would
require disclosure of financial information
or the generally accepted accounting prinby large private corporations for the
ciples now in existence." Summing up,
the letter concluded: "We believe much
first time.
further study is needed before any recommendation can be made. In fact, industry is Pl a nt, Eq ui p me n t E xpe ndi tur e s
concerned that unless the report is modified To R i se Dur i n g Fi r st 6 M on ths
considerably Congress may take precipitous Business expenditures for new plant and
equipment are expected to rise in the current
action and perhaps set unrealistic deadquarter and during the first half of 1970,
lines for the establishment of standards."
according to the latest survey of the DeCh i e f Exe c ut i ve s G e t B i g R a i s e s
partment of Commerce and the Securities &
Exchange Commission.
Compensation for chief executives jumped

AICP A Pl ans to L i mi t
'Pool i ng of Inte r e st'
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in property records, change is a continuum
Obsolete property records can cost a company more than
obsolete machinery, this is why modern industrial
managers call on professional counsel to develop
continuous programs of property control—providing
the data necessary to optimize and sustain depreciation
provisions . . . to assure adequate insurance placement . . .
to make the existence, capability and condition of property
a matter of continuous record.
Assisting corporate decision-makers is our business.
Write for more information about its application
in property control.
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Readers React
Back to the Fundamentals
To the Editor:
As an ex-Manager of Financial Planning in my company, I was pleased to
see an accounting student writing on
an aspect of budgeting. Ronald Beddingfield's article in the September
1969 issue entitled "Human Behavior:
The Key to Success in Budgeting" was
an excellent summary for budget analysts.
Many of us who, over the years, have
tried to help plan and control a company's operations have found a budget
or annual plan essential. Too often,
however, I've seen this powerful tool
relegated to the back room in favor of
something "new and different." Furthermore, I've felt there has been too
little interest in budgeting on the part
of our future controllers and financial
vice presidents. Mr. Beddingfield's
words were refreshing in this respect.
As exciting as the new mathematically-oriented techniques can be, they
must hang upon a solid planning and
control framework. Without this framework first, too many of today's management accountants will be shooting
in the dark and wondering why their
ideas do not sell. Most top executives
I have worked with appreciate seeing
that things fit together.
An individual like coach Vince Lombardi is a winner because, periodically,
his teams get back to the fundamentals.
More discipline with the dirty old
basics can likewise give accountants a
better foundation for success with the
occasional razzle-dazzle play.
Robert A. fameyson
Staff Administrator
for Financial Management
The Upjoh n Company
Kalamazoo, Mich.

Proposal to Computerize the Accounting
System" (September 1969) is quite interesting and informative. I would like
to make the following comment, however, from my own observations.
The expense of the computer installation, rental, service and operation is
usually compiled for certain basic equipment—say a total of $30,000 per month.
Immediate justification of such an expenditure is based partly on savings
related to mechanization of several manual or other machine accounting operations, such as payroll, accounts payable,
billing, etc.—say $20,000. Since the
computer is only used on half of available
time, the justification also includes the
argument that "for only $10,000 more
per month, we can put many other
operations on the computer."
Great!
Meanwhile the pulses of the business
enterprise—sales order inputs, backlogs,
costing, estimates of "profitable" selling
prices, inventory analysis, production
and inventory controls, yield analysis,
variance analysis, etc., continue to be
developed in the same old way—perhaps
manually—with the necessary information and results always lagging behind
the need.
Question—When are the accounting
people, who are the usual contacts with
computer hardware firms, going to recognize the fact that the computer is a
fast supplier of data to permit management to make critical decisions on a
more timely basis; rather than treating
the computer as a substitute for accounting clerks?
John F. Bopp

To the Editor:
Mr. David R. Slutzker's article "A
6

other subjective audit conclusions.
Herman Eisen
Advanced Audit Techniques
Program Manager
Defense Contract Audit Agency
Philadelphia, Pa.

Manager Profit Planning and Analysis
General Instrument Corp.
Newark, N. J.

The Contribution Margin Concept
To the Editor:
Statistical Sampling and
Stratification

Our New Bookkeeper—
The Computer

rightful place for statistical sampling in
an audit environment.
Mr. Mallery writes mainly of population stratification by dollar amount,
which is often referred to as horizontal
stratification. If the auditor, based on
previous experience with the company,
knows where certain error conditions are
likely to occur in specific accounts, departments, or for specific system attributes or functions, then the population
can be further stratified by these areas
on what is often termed as vertical
stratification.
Vertically stratified known problem
areas can either be audited 100% or, as
is more likely, can be randomly sampled
and statistically evaluated separately
from those segments of the population
where the auditor has no preconceived
judgment on the existence of error
conditions.
Vertical stratification combines the
auditor's judgment and experience about
certain segments of the total population
with random sample selection and statistical evaluation and helps to assure the
adequacy of sampling results, including
the representativeness of the sample.
Sampling plans should always remain
flexible enough to allow for changes to
initial stratification selections during the
conduct of the audit in order to accommodate patterns of error conditions and

To the Editor:
The article "Statistical Sampling and
Auditing" by Mr. Gary Mallery (August
1969) goes a long way to describe the

In reviewing Mr. Bruce L. Milligan's
article concerning "Contribution Margin
in Decision Making" (October 1969),
I felt a necessity to add my support to
his disclosures of the importance of contribution margin concepts in assisting
Continued on page 13
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O f c o u r se y o u r b u s i n e ss i s wo r t h s o m e t h i n g . B u t wh a t i s i t
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2 W eeks Intensive Program on

Tntegrated
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Jointly sponsored by:

National Association of Accountants and The University of Texas

Attendance
Limited
Apply
Now!

To be held April 19 through May 1, 1970

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:
E] Develop an awareness of
the economic environment
in which a business operates
and its significance for business
management.
Develop an ability and
perspective to think about and
identify the information needs of
management in all functional areas.
Develop a thorough knowledge
of the recent developments in
management accounting concepts
and techniques and how they
are related.
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Ei 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
... annual profit planning ... cost
behavior patterns ... standards
for costs and revenues ... direct
costing ... scientific inventory
management ... quantitative
techniques for planning and
decision making ... management
information systems.
An unusual opportunity for
management accountants to
upgrade their skills and to improve
their effectiveness in the vital role
they play in business management.

For brochure giving full details write to:
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Interim Reporting on
Financial Statements
TIME PRESSURES ARE BUILDING TO FORCE A MAJOR DEVELOPMENT IN THE AREA OF INTERIM REPORTING

Pronouncements on generally accepted

Published data is clearly a responsibility of the corporate management,
whether or not accompanied by an

accounting principles issued by the Ac-

opinion of an independent public ac-

treating substantially all items on a cash

counting Principles Board of the American Institute of Certified Public
Accountants, are almost exclusively directed toward year-end financial statements. Although the subject of interim
financial statements and reporting has
been on its list of research projects for
several years, to date no substantial research has been undertaken on the subject.
This is a natural situation since the
public practitioners generally limit their
Opinions to annual financial statements.
It is only in rare situations that reviews
are made by independent public accountants for operating periods of less
than a year.
This attention to the annual statements at the expense of the interim reports may not be in the best interest of
the investors. They are making their investment decisions throughout the year.
To the extent that these decisions are
based upon latest reported interim earnings of a corporation, as opposed to prior
annual data, it could be possible that the
investors are being misled, particularly
if the accounting principles that are applied in interim statements are not consistent with those used at year-end. The
basic objective must be to design generally accepted accounting principles
that can be utilized in interim statements as well as year-end statements.

countant. This implies that the interim
statements are prepared on a basis that
will be consistent with the year-end
statements. Considering the use of reported data in making investment decisions, it would appear that management must then satisfy itself as to the
question of consistency between annual
and interim statements.

basis? Does it require a new look at
some of our heretofore accepted practices, with the thought that both quarterly and annual closings are unrealistic
as such, and that we should be updating
our best estimates continually? These
possibilities and other alternatives should
be investigated so that the data, when
released, will best serve the public.
Time pressures are building to force
a solution to the problems of interim
reporting. Representatives of the AICPA
have been working with Francis M.
Wheat, a Commissioner of the Securities and Exchange Commission in the
development of a special disclosure
study. Particularly, the AICPA members
have been developing a quarterly reporting format for listed companies and
other companies subject to SEC jurisdiction.
These comments are intended to
make two points clear. First, the business community is under a definite time
pressure to undertake and complete a
study of the extent to which accounting
rules dealing specifically with interim
reporting are required. Failure to move
with adequate speed may result in the
adoption of rules by the SEC, and there
is reason to believe that a government
agency is not in a position to comprehend the magnitude of some of the problems involved. Second, it is appropriate

By John V. van Pelt, HI
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JOHN V. van PELT, III
Birmingham Chapter (Boston 1948),
is Vice President—Finance, of Vulcan
Materials Co., Birmingham, Ala. He is
a graduate of Columbia College and
Columbia Law School and is a CPA.
Mr. van Pelt served in the Navy during
World War II with the rank of Lieutenant Commander. Prior to his present position, he was affiliated with
Arthur Andersen
Company, the
Chesapeake and Ohio Railroad, and
the Kendall Company. Mr. van Pelt
is also a previous contributor to MANAGEMENTACCOUNTING.

The problem is to define consistency.
Does this mean estimating annual results and dividing by four? Does it mean
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that the study be made by an organization that is not wedded to the concept
of the formal, annual "closing of accounts" and the ritual of year-end adjustments. Such an approach is one that
would almost certainly be taken by the
American Institute whose professional
members are geared to the philosophy
of the annual examination.
Under the circumstances, it is most
opportune that the initial research on
interim financial statements and reporting is now being undertaken by the National Association of Accountants. In
accordance with the recently adopted
policy of coordinated research programs
in various areas of financial reporting,
NAA maintains close contacts with the
APB Sub-Committee for interim reporting. Inter-Association discussions between NAA and the Financial Executives Institute are being held to exchange
information.

Underlying Concepts
The purpose of this paper is to set
forth the objectives, as viewed by the
writer, that should form the basis upon
which the study of interim reporting
and financial statements should be
structured.
The basic external purpose of financial
reporting is to make available information upon which the investing public
can base buy or sell decisions. Substantially all investment decisions are based

upon current earnings information and
related data, rather than historical information contained in annual reports
and statistical services.
Granted that creditors need financial data in order to establish the credit
rating of the debtor, and to check and
review its continued financial health.
However, creditors are usually privy to

concentrating upon the development of
annual figures, unless annual figures
represent the true economic cycle of the
business. As to this latter point, it is
rare that such is the case. Organizations
that comprise more than one line of
business rarely have a single natural
business year. Investments in research,
major production facilities or marketing
campaigns are not ordinarily designed to
serve the needs of the business for a
single year. Seasonal fluctuations in expenditure levels for vacation shutdowns
or maintenance programs vary from one
product line to another. In other words,
the heavy accent on annual accounting
is not appropriate for the majority of
manufacturing and multi-line corporations.
Obviously, corporations of this type
represent a major segment of the listed
companies that attract investor interest.
To be useful, the publicly issued information must be designed to give a reliable indication of progress throughout the
year and must not be constantly qualified as being subject to future adjustments. In other words, interim results
should stand on their own.
Problems in Interim Accounting as
They Relate to Public Reporting
One problem is the determination of
costs that can only be made on a fiscal
year basis. The most obvious of these is
the computation of income taxes. As a
related item, LIFO costed inventories
must be valued on estimates at interim
periods. Many procurement and sales
contracts are based upon operations encompassing a twelve-month period,
though all such contracts might not
necessarily conform to any one company's fiscal year. Royalty and commission contracts are often computed on the

months of the year, costs at quarries in
northern sections are such that those
quarries tend to operate at a loss. However, over a full year profits at most, but
not all, of the quarries will be high
enough so that percentage depletion will
not be income limited. How should tax
accruals in early months reflect the
limitation factor? Should investment
tax credits be accrued when the projects
go on-stream, as the expenditure is
made or on some estimated annual basis,
if flow through accounting is followed?
The lower of cost or market rule as
set forth in Accounting Research Bulletin #43 is so worded as to be useful in
computing interim results.1 However, in
applying the rule, the tests made by
independent public accountants are invariably applied against year-end costs,
except in the rare instances when an
opinion is required as to the financial
condition of a corporation at an interim
date because of an SEC registration.
As presently worded, Opinion # 9
of the Accounting Principles Board2 is
clearly designed to deal only with annual
statements, but use of such terms as
"prior periods" can apply equally well
to earlier quarters in the same fiscal year.
The Opinion requires that adjustments
related to prior periods be excluded from
the results of the current period, and
stated as corrections of the related prior
period. However, when adjustments
were required they would probably tend

to confuse the reader of the statements.
Additionally, the Opinion provides for
the exclusion from income before extraordinary items of "extraordinary
items." While there is no clear definition as to what an "extraordinary item"
might be, materiality is the primary test.
The fact that the term materiality has
not been defined further complicates

special information, often compiled un-

basis of annual minimums or sliding

the problem. It is possible that there

der special rules governed by covenants
which are tailor made for a specific loan
agreement. While many tax assessing
bodies rely on financial information
either reported by the taxpayer or
gleaned from his records, here again special rules generally apply.
Quite obviously with the current
widespread interest in equity securities
and the consequent activity in the financial markets, there is a continuing demand for rapid dissemination of up-todate financial information which will
accurately portray the progress of a company. Accounting principles should be
so designed as to properly serve this
need.
In fact, there is little justification for

scales. Many companies allocate overhead costs to inventories on a basis of
annual production with the result that
any interim pricing would be based on
forecasts of both projected volume and
expenditures.
Interim accounting for income taxes
does involve a controversial area. Should
tax accruals for a seasonal business be
based on an assumed effective tax rate
for the year, which may well produce
substantial year-end adjustments, or
should the accruals be based upon the
actual occurrence of events?
For example, consider a business operating on a calendar year which sells
crushed stone produced at quarries in
various sections of the country. In early

would be instances in which an item
would be extraordinary for interim purposes and yet small enough to be included in income before extraordinary
items for a full year. Again this would
create a confusing situation for the investor or analyst.
While the preceding paragraphs deal
with problem areas peculiar to interim
accounting, some problems that apply
to any cutoff may serve to bring these
into perspective:
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1. Practically no multi-line company Executives Research Foundation has
operates on a natural business year tended to be a scorekeeping of industry
for all of its lines, so that arbitrary practice based upon studies of writings
assumptions or estimates are as essen- by the researcher or, more recently, by
tial in computing annual results as circularization of and interviews with
for interim calculations.
representatives of industry.
2. Managements of major corporations
The development of accounting data
rarely know the exact amount of in- used as the basis for public release apcome taxes applicable to a taxable pears to have a real impact on security
year by the date their annual reports prices, and for this reason the first obare released, partly because of the jective of a study should be to investi"automatic" 90-day extension of gate the uses that will be made of the
time to file granted corporations, if data by the investing public, financial
properly requested.
analysts and governmental agencies. In
3. The annual closing often results in other words, if it turns out that interim
arbitrary cutoffs of such items as information is the basis on which the
maintenance equalization provisions, bulk of investment decisions are made,
proration of advertising costs, or ac- it would seem to be essential that accrual or deferral of start-up costs. counting practices should be refined in
Concentrating on quarterly or such a way that the information remonthly figures and the refinement leased to the public at any date would
of allocation techniques might serve represent a true report of operations for
to produce a better matching of op- the period covered. The extent to which
erating costs with revenues for all Opinions of independent accountants
periods.
are needed to lend credibility to interim
4. It is generally admitted that the an- data, as well as the necessity for furnishnual accounting period does not re- ing explanatory notations, should be
solve the question of how to account covered with users of the information.
for research and development exIt is this area of public impact that
has been neglected in many earlier rependitures.
5. Contracts accounted for on a basis of search studies. This is particularly true
percentage of completion are rarely of the bulk of the research studies issued
completed coincident with the close up to this time by the American Institute
of any particular fiscal year, and for of CPA's and the exploration of various
this reason require the same element theories by individual researchers workof estimate for both interim and an- ing for other organizations. It is well
nual accounting.
that we expound new theories, but ac6. Depreciation is no easier to deter- counting research differs from research
mine, with any degree of ultimate in other fields because all too often it is
accuracy, on an annual basis than it not supported by clinical testing.
is for some interim period.
It is relatively easy to find uses that
are made of accounting data produced
Research of the Public Use
for internal consumption. For this reaAccounting research has, in the past, son, internally used data can be conbeen sort of a self-serving mechanism. structed to fit specific needs. It is not so
Research studies completed under the easy to determine the uses that are made
auspices of the Accounting Principles of publicly issued financial data, but efBoard have usually concentrated on a forts should be made in this area in
review of prior Board Opinions, SEC order to have a basis upon which to
accounting releases and earlier research determine the underlying principles
studies, with a limited examination of that should be applied and the suppleindustry practices—all of which have mentary data to be included. Granted
been melded to produce a series of rec- that the public consists of many levels
ommendations by the researcher. Ac- of sophistication; nevertheless, some efcounting research supported by the Na- fort should be made to base findings
tional Association of Accountants has upon an appraisal of the probability that
consisted of either a review of industry the released data will produce a proper
practices or the development of highly reaction from an adequate segment of
theoretical propositions designed to knowledgeable members of the public.
reduce management planning to a for'While not conducted as a research
mula. In the latter instance, the pro- project, a group discussion on financial
posals are rarely tested for practicability reporting was conducted in New Jersey
or acceptance by industry. Accounting in November 1968. This session has
research sponsored by the Financial been referred to as the Seaview SympoMANAGEMENT ACCOUNTING/FEBRUARY 1970

sium. Members of the American Institute of Certified Public Accountants,
the Financial Analysts Federation, the
Financial Executives Institute and the
Robert Morris Associates participated.
Papers were prepared beforehand, together with formal critiques. The meeting was devoted almost entirely to discussion. The Conference proceedings
have been published.3 This type of

session is of great value, representing an
exchange of views between those who
prepare and those who use financial
data.
A research study by the National Association of Accountants—soon to be
released under the title "Financial Reporting for Security Investment and
Credit Decisions" has attempted to
evaluate the extent to which security
analysts and bankers use reported accounting information, and their reactions to alternative accounting treatment in common situations. This type
of study should be used to evaluate the
utility of one accounting approach as
opposed to another, because it determines that which is meaningful in a
practical sense. 'While the above-mentioned study will touch briefly upon
interim reporting, in no sense was it in-

tended to explore the area in sufficient
depth to make interim reporting a more
worthwhile tool. However, it is this type
of study that is needed as a base from
which accounting thinking should develop.
The study on interim reporting
should include interviews with a sufficiently broad segment of analysts, financial writers, fund managers and heads of
financial institutions to determine the
extent to which they rely, in making
decisions for their own institutions or in
making public recommendations, on the
material available to the public. Obviously, additional information not contained in financial statements is available
to such people. Many institutions and
analysts follow individual companies and
by personal contact further supplement
their knowledge as to developments. It
is possible that a thorough review of
these factors might lead to the conclusion that supporting data beyond the
usual financial figures should accompany
releases of information.
An interesting comparison can be
made with interim statistical information which has been devised to report
on sporting events. Such information
, Corporate Financial Reporting: "Conflicts and
Ch a ll e ng e s ," Ed i t ed by J oh n C. B u r to n , Th e A me r ic an I n s t it u te o f Cer ti f ie d P ub li c A cc ou n ta nt s , Ne w
Yor k, 1 9 6 9 .
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goes a long way toward furnishing background material which will permit the
enthusiast to appraise the quality of the
performance of his favorite in the field.
Possibly, we need something like a form
chart for corporate reporting, which
would compare to the charts the bettors
have available in the "Daily Racing
Form."
The thrust of these comments is that
the user of the information is all important. Money has been spent in the
past on accounting research, but too
much of it has been inbred spending or
has gone to support pet doctoral candidates of some schools which actively
search out such funds. This is not the
best use of the funds, most of which
come from industry.

A Critical Review of the
Application of Accounting
Principles
A Study of problems of interim reporting should also bring into proper
perspective the accuracy of year-end
figures as compared to the purported
levels of inaccuracy which are inherent
in interim closings. This phase of the
study would require discussions with
corporations, both with respect to current practices and what, if any, practicable changes in procedures would be
required to improve interim closings to
some more acceptable level of accuracy,
if necessary.
It is difficult to draw a clear outline
of the limits that a study of interim
closings should cover insofar as the matter of accounting theory is concerned.
As previously indicated, annual closings
do not accomplish the objective of
matching costs with related revenues in
many very significant areas. While many
accounting practices attempt cost distribution within a fiscal year, such cost
distributions are meaningful only when
a sharply defined seasonal pattern coincides with the fiscal year. Many costs
apply to cyclical periods that are not
coincident with a fiscal year, and yet in
most instances accountants do not consider it wise to carry heavy deferred
costs over from one annual period to
another.
Possibly the accountants recollect
abuses of earlier periods when deferral
of expenses was a favorite ploy of those
who desired to manipulate results of operations. A tendency to get burdensome
charges behind them, which is the approach on the part of many managements today, tends to abet this conservative bent. In addition, creditors will
12

generally treat deferred items as inadmissible assets in determining possible
limits of term debt.
In other words, the study of interim
closings is deeply involved in the whole
question of accounting theory, and the
application of such theory is closely tied
to the uses that are made of the ,resultant
statements. Had earlier studies and subsequent opinions of the Accounting
Principles Board or the earlier Accounting Research Bulletins explored all the
facets of the problems involved, rather
than attempting to resolve problems in
relation to annual statements, the question of interim closings as a separate
field of study need never have come up.
In at least two situations a study of
interim financial statements would have
to cope with existing edicts by the Accounting Principles Board. It is quite
possible that the portion of Opinion #9
dealing with prior period adjustments
was ill conceived.4 Carrying back significant adjustment of taxes, other costs or
revenues does not necessarily produce a
proper restatement of the earlier period,
since other factors related to the restated
items may be difficult to isolate.
Classification as "extraordinary items"
of those items which qualify for such
treatment might require different handling in interim reports from that which
is accorded to them as part of the fiscal
year financial data. Of course, this is due
to the tendency of the Accounting
Principles Board to relate everything to
the undefined term "material."
Suggestions have been raised that for
interim reporting it might be possible to
recognize portions (or none) of the
item. Suggestions of this nature are
predicated on the annual closing concept.
It might be better to define "extraordinary items" in terms related to proportions of operating earnings, net earnings
before extraordinary items or some other
base, averaged over a period of several
\ e a r s . This would tend to make accounting consistent from year to year for a
given company. To carry the averaging
base to some earlier point in the statement of income, such as profit from operation, would tend to produce better
comparability between companies.
An industrial accountant, whose function is to run a business, tends to amortize over or under accruals over periods
of months spreading into the future, designed to avoid distortions of any given
month's operations. The industrial ac'Opinions of the Accounting Principles Board—#9—
ibid.

countant recognizes that most items to
which accrual accounting is applied are
not subject to an exact determination,
and for this reason any major adjustment
made in a single stroke, or spread over a
short span of months, will not produce
an exact and positive answer upon completion of the adjustment entry. It is far
better to maintain the validity of the
monthly accounting and to avoid confusion of the internal management. The
same principle applies to information released to the public at interim intervals.
The broad field of accrual accounting
should be carefully reviewed to determine the extent to which fiscal year accounting should be considered a proper
period for review and adjustment as opposed to some other program providing
for reviews of various segments of a business at various dates conforming to
natural business years for various product
lines. While income tax accruals come
to mind as an example of one item accorded accrual accounting on a fiscal
year basis, even in this area there may be
significant questions. As was previously
mentioned, few major corporations
know what tax treatment will be accorded to all items at the time the
books are closed for a particular fiscal
year. Obviously no one knows what adjustments will be made for the year
upon final audit. Deferred tax accounting tends to minimize some of the interim accounting problems, whether in
terms of the fiscal year or some shorter
period, except for permanent differences,
such as computations of percentage
depletion or investment credit.
It is hardly necessary to review in detail all of the other areas in which the
so-called annual closing affects the interim accounting. It is only necessary to
say that above all the researcher should
operate with an open mind, assuming
that no individual item that is accrued
on an annual basis is necessarily cor-

rectly accrued.
Supplementary Information
Interim reports historically are not
supplemented with the full spread of
footnotes and the same detail in accompanying letters from the president that
is found in annual reports. This factor
must be studied with care.
In the first place, the lack of information which is part of the annual report
may make the interim report deficient as
a means of making sound investment
decisions. Perhaps there should be more,
rather than less, supporting explanation
to clarify the impact of seasonal factors.
MANAG EM E NT AC CO U NT I NG ! F EB R UAR Y 1 97 0

The second thing to be considered
is the availability of information to
everyone on a common basis. Corporations are now examining information
releases with great care in order to ascertain that no individual obtains a material
advantage over the general public in
terms of information received. However,
analysts who follow an individual company closely supplement the publicly released information on the basis of
conversations with company officials.
Possibly this means that the annual report, with its art work and expensive
editorial review, should be abandoned
and replaced with four concise reports
that deal with conditions that have
taken place in each quarter.
From time to time, discussion of
interim results brings up the matter of
comparisons with budgets. Undoubtedly
a researcher should explore this. Analysts
might favor it.
Corporate executives may cringe at
the thought of such an idea. A budget
is the enumeration of operating plans,

as opposed to a forecast of results. As
actual results during a year deviate from
the budget, changes in the plans for the
remainder of the budgeted period are
made. The budgets in some companies
may then be revised to reflect the
changes in plans. If not revised, and
many other companies make revisions,
the comparison would not be meaningful. Moreover, if the base of comparison
changes during the year, the analyst will
become thoroughly confused. However,
to explain revisions in plans, without
which the comparisons would be meaningless, would represent a disclosure to
the world that substantially all operating
managements would fight to the death.
While a purpose might be served in
devising a statement format for interim
results, it appears that this is not the
time to make recommendations along
this line. There are too many areas of
far greater significance that need exploration and concurrence before an intelligent approach to statement construction
could be meaningful.

The various approaches that might be
taken to develop accounting theory
should be looked at critically if we are
to obtain a sound answer to problems
in interim reporting. Under the circumstances, it is well that the National
Association of Accountants is moving
ahead with a research study on interim
reporting. The timeliness of the project
is excellent, though there are time
pressures to get it completed as soon
as possible because of the forward movement of others. Too much delay could
solidify already rigid positions.
Nothing in this paper suggests how
reactions of the public can be soundly
disclosed and weighed. It is in this area
that imagination will have to be employed. However, through the use of
questionnaires, in depth interviews and
further symposiums, the means are available to make a major contribution to
thinking in this important area of financial communication.

that the practice of taking a simple
multiplier of contribution margin per
unit times increased number of units
produced (in his increasing of capacity
evaluation), and declaring increased contribution margin could be misleading
and, in some cases, disastrous. Any
scheme to increase the number of "widgets" in a marketplace must give consideration to the effects on price when
they are introduced. Given static demand, the price will surely fall and,
therefore, contribution margin could be

lower than projected.
The effectiveness of utilizing the contribution margin concept has been thoroughly demonstrated in many successful
companies today, but in order for it to
be of maximum value, it must be thoroughly understood by all managers and
every effort possible must be expended
to assure this point.
Ray E. Wright
Controller and Purchasing Director
Fiberfil Division, Rexall Chemical Co.
Evansville, Ind.

Conclusion

Readers React
Continued from page 6
the day-to-day and long-range decisions
of management. I would add that a
thorough knowledge (understood by all)
of the contribution margin concept can
also be an important tool for line managers in better understanding their
operations and better judging their
efficiency, or lack of it—whichever is
the case.
In criticism of one point concerning
his article, I feel it should be considered
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Update Your
Cost Accounting System
DOES YOUR COST ACCOUNTING SYSTEM NEED A FACE LIFT—OR AN OVERHAUL?
By Robert W. Holmes
Regardless of the condition and effectiveness of any cost accounting system
at any time, we must all admit that there
is always room for improvement. A review of the system might indicate the
need for only a face lift or it might need
a complete overhaul, with a new chart
of accounts, new department structure,
and new expense classifications.
Cost problems are much deeper
rooted than just within the cost accounting system. They are only a symptom or
the effect of other business difficulties—
a flashing of the yellow or perhaps the
red light.
Basic causes underlying cost problems
are usually most complex and seem to
defy analysis, let alone corrective action.
To start, let us focus these general broad
causes of cost problems.
Basic Factors
The very first common cause of cost
problems is the absence of a complete
and well-defined organization. The particular management structure is not important as long as it is complete and
satisfies the needs of the business. Following this, there should be written job
descriptions and organization charts.
This all probably sounds entirely too
idealogical, but if managers do not
clearly understand what they are to do
with no overlapping responsibilities,
then the company just cannot move aggressively forward. A well-defined or14

ganization must therefore come first.
Cost accounting systems of the soundest
and most effective technical design can
fail completely when interposed upon a
weak organization.
Tightly integrated into the establishment of an organization is the matter
of setting objectives for the company.
Without objectives—without goals—
the company will get almost nowhere.
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Without over-all objectives, attempts to
set up detailed measures of performance
cannot be effective.
It is usually necessary in any sizeable
company to set up a separate group
charged with the responsibility of bringing together objectives and keeping the
matter of forward planning from becoming an orphan. Managers with specific responsibilities tend to get too involved in everyday problems to pay
attention to planning and objectives.
In setting objectives, a third general
cause of cost problems must be considered—the lack of attention to basic

problem formulation, problem identification and the related problem solving.
An objective could be set to increase
Product line C sales by 20 percent and
bring the 10 percent loss, as presently
experienced, to a breakeven. Such problem solving might include a decision,
after a complete study of the economics
of various alternatives, to obtain new
facilities, combine operating units, or
eliminate low margin items from the
line. In other circumstances, studies
might disclose that a whole segment of
the company should be liquidated. The
important point is that the economics
of the problem should be completely
examined and then appropriate action
courageously taken—all this before the
accountants endeavor to fool around with
the cost accounting system. Routine examination of low-level cost problems
certainly would not result in satisfactory
treatment here.
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Problem solving is one of the most so that identification is simple and imcritical areas of management. Difficulties plications become automatic.
range from an attitude of do nothing to
plunging ahead before the problem has RE L A TI N G CO S T TO S O M E M E A S U R E O F
been properly definitized. A carefully P E R F O R M A N CE . For direct production
prepared program stipulates specific activities, variations from labor and macourses of action to produce measurable terial standards should be summarized
results. Any program must be opera- by operation, operator, production line
tional in the sense that it describes ac- or product, whichever is appropriate for
tions in terms of things people actually control. Actual overhead expenses by
can do. General terms such as "improved natural classification should be set up
results" are not problem solving—prob- against budgeted amounts, preferably
lem; solving must be in depth. A sound using flexible budgets to adjust for volprogram states that certain results must ume fluctuations. Spoiled or defective
be obtained, what those results are and work should be recorded and valued and
exactly what will be done to achieve compared to standards set up. Expense
them. Good intentions are not enough related to other than direct production,
to produce results.
such as services, selling and administraA fourth basic cause of cost problems tive activities should be related to spendis a failure to provide financial skills to ing budgets for control.
analyze statistics and data developed by
the system, isolate problem areas, report F I X I N G CO S T R E S P O N S I B I L I T Y . Responthe unfavorable conditions to appro- sibility accounting is an absolute must
priate responsibility heads and secure for effective control. Without responcorrective management action. Without sibility you do not get attainment. Each
management action to obtain improve- responsibility head must be made to feel
ment, the whole process, discussed to that any measures of performance set are
this point, will end in failure.
his measures of performance. They are
Analysis must be hard bitting. It must his working tools by which he can
be timely, attack specific problem areas, measure himself.
be completely factual yet fair in its appraisals. The matter of analysis and re- Continual Revisions
It is surprising to find in today's comporting should cover the whole gamut of
the business, not just a comparison of petitive environment many small companies and some larger companies still
recorded costs with budgets.
clinging to job order accounting with
General Requirements
almost no measures of performance.
As we go about revitalizing our cost Technical advancements, new product
accounting system, let's be sure we are breakthroughs and the managerial skills
supporting it with complete analysis of of long service, devoted employees, have
results made in such a manner that man- served to bold profits up in some of these
agement action is automatic. Attain- companies. However, in many instances
ment of this is an opportunity wide open scientific control measures have had to
to all of us.
be injected on a desperation basis. This
At this point we can start to examine is a great deal more than just revitalizing
the cost system itself. How well is the the system. Don't let your company be
system serving a well-defined manage- caught in this.
ment, operating with solidly conceived
Any basic cost accounting system
objectives, and due attention given to should be reviewed continually in the
major basic problems?
light of securing new and meaningful
For effective budgeting and control, control data from information already
the accounting system should meet these in the system or from information that
general requirements:
can be added without significant added
cost. In addition to budget versus actual
RE CO RD I N G O F CO S T A T T H E CO S T- I N spending comparisons, other control
CU R R E D P O I N T . How many times have
reporting to be considered here should
you found that accountants have given include the following, as examples:
factory management highly developed
statements of actual end product cost,
Finished inventory turnover by actionincluding allocations of all kinds, only
able subdivisions
to find that the manager has no idea of
Raw material inventory supply versus
where his problems lie or where to take
requirements
corrective action. Cost recordings should
The level of quality-necessity for rebe summarized by natural classification
work
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Labor efficiency, absenteeism and
turnover
Performance in making schedules delivery
Order receipts and sales backlog
Cost of selling versus sales value and
other sales analysis by meaningful
breakdowns
Product or product line profit contribution
Cost of servicing product
Will it readily provide data for such
special studies as: (1) Special price
quotations, (2) Additions to or deletions from product lines, ( 3)
Combine or divide production facilities, (4) Make or buy, and ( 5)
Utilize new facilities?
As you update the system, attention
should be given to the needs and desires
of any new management members and
to new needs of the old members. Perhaps new attention is being focused on
asset turnover or on customer service as
examples.
Today almost every business utilizes
computers. Computers facilitate the employment of sophisticated management
information systems. Such systems
utilize basic data already being processed within the system on a routine
basis. A management information system can only be successful if all members of management specify exactly the
data, statistics or reports which would
assist them in their overall responsibility.
A senior systems analyst should be
assigned to the task of extracting from
data stored in the computer the end
management reports. This requires special systems skills and the ability to direct programmers to assure a sound system in a reasonable length of time. This
is not an attainment easy to come by.
Human Relations Aspects
In revising a system or in making any
significant change in work habits, human
relations become most important. It has
very realistically been stated that problems involved in change are five percent
technical problems and ninety-five percent people problems.
Financial communications service to
all levels of management is the one overriding essential of any accounting system. In this service philosophy the human element is most important. One
essential factor is the necessity of establishing with the other members of
management confidence in the controller and his department's capability in
financial communications service. Per15

sons receiving the service must be persuaded to believe that any system when
installed is one of their own working
tools and that it exists only to help them
to manage more effectively.
In the development of any control
System for operating managers, the controller representative must use the philosophy that he is only an advisor or
consultant to the operating manager.
Humbleness in approach (team effort
approach) and patience with the operating manager are most helpful for proper
acceptance and follow-through action.
In the issuance and analysis of operating reports, human relations aspects are
most important. Of course, reports must
be timely, accurate, informative and
actionable, but above all, they must be
completely fair and representative to assure effective follow-through and action.
Without management action there is no
payoff from controls, systems or reports.
Along with the human element, the
matter of training and education in the
best use of a cost accounting system is
many times overlooked. I'm not referring
to educating just management itself—
I'm referring to those employees involved in the system up and down the
line. Timekeepers, production control
clerks, store clerks and accounting clerks
have a tremendous influence upon the
use and effectiveness of a cost accounting system through the manner in which
they handle their responsibilities.
Formal training sessions offered to the
clerical people will enable them to better
understand the reason for the system,
how their specific work ties in and what
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can happen if their work has inaccuracies. You will find that these clerical
people will take an intense interest in
your endeavors, that errors will almost
disappear and the accountant's problems
will be tremendously simplified.

Additional Considerations
Consideration should be given to the
latest trends in cost accounting and related techniques as follows:
1. More emphasis on before-the-fact
accounting—prevention of troubles.
2. More attention given to what information is used for—what decision
is to be made before information is
given.
3. More a case of cost men and controllers telling (as opposed to asking) management what they need to
control.
4. Report more finely divided costs,
overhead costs in particular. In addition, provide profits by product
line or other product segment.
5. Special consideration given to absorbing variable costs only. Previously, such consideration was given
to major chunks of business only,
now this is being carried down to
smaller opportunities. The real danger here is that eventually, no part
of the business would be bearing the
fixed cost.
6. In general, there is a strong trend for
smaller companies to give greater
recognition to the use of scientific
control tools and computer services
for faster, more complete reporting.

7. Reporting to all levels of management continues to be more dramatic
in the never-ending struggle to encourage management to make greater
use of the reports. Financial representatives are carefully trained in the
techniques of "soft sell" and "sexing
up" reporting. In making presentations, slides are used and charts and
graphs are used extensively. Wherever possible, non-financial terminology is used. In any case, accounting jargon is taboo.
Summary
In summary, it is clear that in the updating of a cost accounting system, there
are many strictly nontechnical considerations. These would include clarification
of organizational lines and company objectives as well as due attention given
problem solving to major issues.
A clear statement of what is desired
from the system is needed before proceeding. The requirements of present
management for updated operating reports and statistics must be dealt with.
Your updating, therefore, must be carefully planned.
In the updating process, maximum
use of computers must be included and
due attention given to sophisticated
management information systems with
the computer. Finally, and a major key
to the success in any systems change, is
the people problem. Include the people

affected all the way through the change
process. A system or indeed a whole
business is people—don't try to go it
without them.
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Control vs. Cost of Control
WHEN THE SOLUTION TO A PROBLEM IS AN ADDITIONAL REPORT, AN ADDITIONAL CONTROL
SYSTEM, OR ADDITIONAL INFORMATION, THE BURDEN PASSES ON TO THE TAXPAYER
By Forrest L. Heuser
The advent of the Department of
Defense instructions on Management
Control Systems 7000.2 entitled "Cost
and Schedule Control Systems" raises

unwieldy work order systems that tended
to bog down of their own weight. It also
generated a whole bevy of cost accountants and clerks whose basic cost sometimes exceeded the benefits received.
As a net result many managers and

however, sufficiently accurate for most
purposes and offsets most disadvantages
through economy of administration.
To further pursue the problem it is
important to review the genesis of control.

t h e q u e st i o n " W h a t p r i c e c o n t r o l ? "

pr o p r i e t o r s r e a c t e d wi t h a b a c k l a sh t h a t

T h e e a r l y p a rt o f t h i s c e nt u r y sa w t h e

Generally the document is well
worded and as a guideline to management control it is well intentioned.
However, it may well have gone too far
in the assumption that management can
and will control in an identical manner.
The basic assumption appears to result
in an axiom that in effect says: ''The
more information—the better the control."

probably set the development of cost
accounting back by several years. Notable among this group was Henry Ford,
Senior, who allegedly fired all of his cost
accountants and returned to controlling
his business on a cash in—cash out basis.
This undoubtedly contributed to
modern cost accounting practice where
in effect direct cost is defined as those
significant elements precisely identifiable to an end unit of product, and all
other costs are treated as indirect. This
does not provide as precise a product
cost as other attempted systems. It is,

development of industrial engineering
techniques, techniques which in effect
said "management cannot afford to wait
for a financial statement three to six
weeks after the fact to tell them how
they did." The industrial engineer said
"Forecast the future and measure performance against it." These are good
concepts. However, the basic data of
"where you have been" was available
only through the books of account. The
industrial engineer, therefore, had to
operate in a vacuum until he could
measure his projected data against actual
results.
It was not until a wedding took place
between the industrial engineers and the
accountants that cost control could be
truly effective. The modern concept of
controllership is, of course, the offspring.
It is probable that the General Motors
system of control is the most noteworthy
development of the period and it was
based on certain fundamentals:

Genesis of Financial Control
There is no doubt that information
systems are in a development phase and
will tend to assume greater importance
in our future. Peter Drucker forecasts
that one of the four new industries to
be prominent in the next several decades
will be "information."1
By its nature, the information industry may be subject to false starts, diversions and setbacks. It is, therefore,
important to anticipate some of these
through an examination of the development of financial control practices.
In the late teens and early twenties
of this century, cost accounting went
through a very similar genesis. At the
inception of modern cost accounting
techniques the attempt was made to
directly identify every element of cost to
a specific product. This generated huge
P e t e r F . D r u c ke r , The Age of
Ha rp er & Ro w, 1 9 6 9 , p . 2 4 .

Dis co nt inu it y,
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1. A flexible, but extremely detailed
chart of accounts that assured isolation of each element of cost and
further tied itself in to the basic
personnel classification of the corporation
2. A daily report of the most volatile
elements of cost, actual labor and
overhead versus budget
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3. A financial reporting system where
variances in labor and overhead had
a direct effect on the P & L measured
from the estimates included in the
price of the product
4. A philosophy of financial management embodied in "Pricing Policy in
Relation to Financial Control" 2
It appears that Donaldson Brown may
have been 30 years ahead of his time.
He refers to return on assets, the cost
of capital, etc., in a manner that is
remarkably similar to financial literature
that first received prominence in the
fifties.
Management Control
Takes Many Forms
Thus genesis of financial control is
spread over 50 years and in many companies has not yet achieved the maturity
justified by its development.
Modern financial control is a highly
individualized activity tailored both to
the enterprise and the personalities of
the management. This approach simply
recognizes that "management" is much
more of an art than a science. Accordingly, it is most desirable to provide the
"artist" with those tools that permit
him to be most creative.
For example, an excellent case can be
made for the concept of exercising control through only one element in a
machine shop to assure the control of all
others. This master control item is the
cutting edge of every tool. (A sharp cutting edge permits faster operation of the
machine with high labor productivity.)
Conversely another manager may well
require detailed schedule information,
detailed reports on scrap, overhead, etc.,
in order to control his operation.
The important aspect of this is not
whether one means of control is good

management control are cited because
one rests almost entirely on physical
control of the tools and the other on
information flow.
The Information Approach
Today's emphasis on management
control through information appears to
be based on two factors:

What Is Wrong?
Wi th these concepts in mind, the
Defense Department's instructions
appear to be subject to the following
objections:

1. Mr. Robert Anthony has done an
excellent job of laying down general
criteria in his first memorandum
dated December 22, 1967. This
required that the existing or proposed Management Control System
of a contractor be approved by the
appropriate defense agencies. However, in spite of an exchange of
countless thousands of pieces of
correspondence, audits, systems review, etc., only one system applied
to a specific program has been
approved to date.s
True there is some concern as to what
constitutes "significant" information, 2. It appears self-evident that no control system can preclude either poor
but this has not in itself been defined
management
or deliberate evasions.
because as demonstrated above what is
considered "significant" by one man- 3. It is probable that specific agencies
may, as in the case of other instrucager may be almost cast aside by
tions in the past, utilize this inanother. However, the really good manstruction to implement their own
agers will have quite unconsciously
objectives beyond its intended scope.
employed Pareto's Law, which can be
summarized as follows:
4. One of the requirements of the
instruction is that the approved
system must also be that employed
"Pareto's Law states, in essence, that
by the contractor for his own manthe significant items in a given group
agement of the project. It is most
normally constitute a relatively small
difficult to understand the need
portion of the total items in the group.
for forcing a competent managerial
Thus, a majority of the items in the total
group
to utilize a system largely
will, even in the aggregate, be of relaimposed
by exterior agencies in place
tively minor significance. In terms of
of
the
methodology
which has prereturn on the investment of our time
viously been effectively employed.
and effort the uniform control approach
is not sound. Efficient management 5. It is equally difficult to understand
why existing management practices
exists when the amount of management
in well-run companies where trial
effort applied varies in direct relation-

1. That if all information relative to
product configuration, production
status, cost, etc., is available in
infinite detail even a dolt can manage
the business
2. That all information required above
can be assembled, correlated and
compressed into computer storage
devices in a manner which will
permit instantaneous display of any
area that may •be subject to the
probing concern of management

or bad, but whether it works. If both

ship to the importance of the item being

work equally well for the respective
managers then they must be considered
equally valid control mechanisms.
The next question is how much do
they cost, and the answer is probably
that they are equally costly. In the one
case the cost of policing the cutting edge
of a tool requires personnel on the floor
of the plant, in the other analytical and
clerical personnel are necessary to prepare the reports. However, where one
approach is substantially more costly
than the other, with only a marginal
improvement in effectivity, it should be
challenged.
These two contrasting methods of

managed."

' D o n al d s o n B r ow n , "P r ic in g P oli cy in Relation to
F inan cial Con trol," Ma na ge m e nt and Adm i nist ratio n, F ebr uar y, Marc h & Ap ril 1 9 2 4 .

must, of necessity, contain substantial
waste effort.

and error have produced excellent

This appr oach is s u pp le me nt ed with a mini mal
amount of machine loading schedules and related

control devices should be modified
to fit the mold that has been
preconceived by DOD.
6. Without maligning the very competent, conscientious, and intelligent
staff personnel of the defense agencies, can they really know more
about the management control requirements of every type of business
entity in the United States than
those managers who are charged with
day-to-day operating responsibilities.
7. The application of a uniform management control system implies that
all contracts, products, etc., will be
treated alike in order to conform to

data.
' J. C. Sla yb oug h, "P areto's L a w " Ma na g em en t
Servi ces, March-April 1967, P . 53.

Source Aeros pace Indus tries As s o ciat ion res p ons e
to D OD 6 /13/ 69.
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The proper application of Pareto's
Law to information would necessarily
restrict a universal application to all
products, all companies and all levels of
effort. Thus the information system for
each prime contractor, subcontractors
and sub-subcontractor, contributing to a
defense program would and should be
substantially different in terms of the
significant items on which information
was to be supplied. Conversely, a systern that attempts complete uniformity
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the disciplines imposed by a comfixed price basis which had an aggreputerized environment. However,
gate of less than $5 million was
DOD has agreed that substantial
asked to introduce specific controls.
problems will be involved in the
He estimated that the cost of these
handling of classified delivery schedwould double the cost of the hardules and other data inasmuch as
ware.
"DCAAS installations do not have 3. A recent fixed price contract for less
provisions for classified information
than $100,000 for the modification
storage and processing."6 Accordof specific units from one configuraingly, it can only be assumed that
tion to a later configuration, after
classified programs would require
its complete negotiation and award,
additional costly special handling.
generated a meeting on the part of
8. Perhaps the final indictment of the
government personnel requiring the
proposed system is that it imposes
attendance of 15 government experts
rigidity on managers. In our current
and an equal number of the conperiod of technological explosion it
tractor's people. Further, it was eswould appear more important than
timated that some 40 percent of the
ever before to increase the opportucontract value represented the cost
nity of management for innovation
of management control reports and
rather than to stricture management
other documentation.
with a series of imposed requireThe above instances demonstrate the
ments.
costly nature of management information systems as currently interpreted. It
Cost of the Defense System
must
be recognized that there is no reThere are a host of other detailed
luctance
to furnish information—it is
objections advanced in current literamerely
a
question
of the cost of supplyture. However, the primary problem is
ing the information.
cost.
So long as the accepted solution to
Three instances of what appear to be
a mis-application of information control

systems have occurred recently:
1. In quoting a contract for an aggregate of less than $20 million extending over several years, for design, development, tooling and hardware, the
subcontractor found that the additional requirements for specific management control, reports information
and specific control systems imposed
by the prime contractor would require an additional expenditure in
excess of all other items in the
program.
2. In another instance, a subcontractor
quoting a hardware program on a
Aerospace Industries Association—MILSCAP Task
Committee Minutes 7/ 2 3 / 6 9 .
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any problem in the weapons acquisition
process is an additional report, an additional control system or additional information, the cost of the defense effort
will continue to increase both from the
standpoint of added personnel required
in government agencies and the added
personnel required within the industrial
sector needed to respond to these requirements.

What's the Solution
Recommended actions to decrease the
cost of supplying necessary information
to the defense industry are as follows:
1. Develop a complete systems analysis
of all aspects of the current reporting
and regulatory processes, directing
primary attention to cost as compared to benefits derived.

2. Design a new system that is defined,
integrated, simple and economical.
3. Establish substantial reliance upon
the existing industrial management
teams which have previously displayed competence.
4. Recognize that no management
team has the capacity to fully estimate and anticipate the cost of a
product that has not yet been designed, developed or tested. Accordingly, segregate weapon systems contracts into two phases: (a) an
incentive type contract for the design, development and testing phase
and (b) a fixed price contract to be
entered into after this phase for the
procurement of hardware. To the extent that there is a need for hardware before development and testing

are complete, it may be necessary to
include some preliminary units in
the incentive contract.
5. To avert the problem of excess profits on any given contract, rely on the
current renegotiation act or an intensive annual review by internal revenue with specific tax levels to apply
in the event of excess profits on any
given contract. This would eliminate

the substantial effort that currently
goes into the specific contracts by
government representatives and industrial personnel whenever a witch
hunt is occasioned.
In the final analysis, the taxpayer is
nterested in obtaining the greatest value
or his dollar and the industry is dedcated to fulfilling this objective. There
s no doubt that information systems will
ontribute to this in the future when
nformation technology has improved
ubstantially. In the interim, an attempt
o force these technological developents can inflict an additional high cost
urden on the already beleaguered tax
ase. It is most understandable if the
taxpayer mutters "What price control?"
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Cost Reporting for the Small and
Medium Size Job-Shop Operation
A REVISION OF MANUAL PROCEDURES TODAY WILL MINIMIZE THE PAINS OF
CONVERSION AND TRANSITION TO EDP
By Ronald L. Wise
Pressures of competition and constantly
rising costs in industry have provoked a
great need for cost-awareness and cost
control in both large and small manufacturing operations. New equipment
and production techniques have sharpened the keen edge of competition and
focused attention on the area of cost
accounting.
Accumulation and reporting of accounting data on a manual basis is time
consuming and expensive. Timeliness of
reporting for management decisions is
often sacrificed in a manual system to
the extent that the use of the available
data is minimized as a management tool.
The use of process costing and standard costing in conjunction with automated data processing has solved many
such impending problems for the larger
manufacturing operation. However,
many small and medium size manufacturers, particularly those, which by nature of their operation, report costs on
a job order system, have not taken advantage of the opportunities to improve
their operation through the utilization
of data processing equipment.
It is the intent of this article to provide a basic theoretical approach to the
mechanization of accounting data for
what is commonly termed the "jobshop" operation. The printing industry
provides a classic example of job order
processing and is used to illustrate the
principles of this approach.
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A Classic Example—
The Printing Industry
Well-managed printing plants from
the backstreet one-press operations to
the giants of the publishing industry
have in common the awesome problem
of timely and accurate cost reporting.
The notoriously low profit margin of
the printing industry as a whole is compelling every addict of printers ink to
remove the guesswork from price/cost
relationships.
The large printing house whose investment and volume warrant an adequate cost accounting staff and an onpremise data processing installation is
the exception in the industry. The

cornerstone of the printing industry is
the small and medium size commercial
or specialty printing business which due
to the nature of its work is chained to
job cost accounting as a means of determining and controlling manufacturing
costs. In pricing, the manager of the
smaller shop usually relies on material
and time estimates which of course
prove reliable in proportion to his knowledge of the operational requirements.
His failure usually lies in three areas:
use of inaccurate conversion rates (labor
and overhead manufacturing costs), lack
of historical cost data, omission of comparative analysis of actual and estimated
costs.
A basic approach to the solution of
the problem of cost reporting for the
small and medium size printing opera-

tion through automated data processing
can be applied in a simple, practical and
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economic manner. A manual application
of the same principles will prove just
as adequate and will at the same time
provide the installation of internal systems discipline and organization for
ease of data mechanization as business
growth may warrant.
Conversion Rates
Correct conversion rates whether they
be departmental rates or machine rates
are the essential cornerstones of accurate estimating or cost reporting. Although printing houses have problems
in common, it must be recognized that
their businesses can be significantly difMAN AG E ME N T ACC O UN T IN G /F E BR U AR Y 19 70

ferent in financial construction and in
operational objectives.
Two common horrendous practices of
many small printers are: (1) the use
of machine rates published by local
printing associations, for pricing or cost
data and (2) the establishment of plantwide burden or overhead rate for all
departments or machines. This form of
self-deception usually results in an unreliable cost/pricing structure, over-pricing in the face of competition, and undisclosed unprofitable operational segments. In any case, under either method
profitability of operations, if attained, is
accidental rather than the result of
management planning and control.
The development of accurate conversion rates, of course, requires adequate
analysis of conversion costs. The time
spent in this area is most essential. There
is no substitute for adequate accounting
data on payroll and overhead expenses;
however, statistical estimates can be
used, although less successfully.
The objective in developing conversion rates is the conventional full absorption of labor and overhead manufacturing costs. In other words, direct
production machine hours, or direct
production man hours expended in the
production of saleable goods, when extended by labor and overhead conversion rates, will approximately equal the
total of labor and factory overhead costs
incurred during a given accounting period, usually one year.
Cost Centers
The first step is the simple determination and definition of cost centers
whether they be single machines, individuals or departments. Combinations
of characteristics peculiar to each individual printing operation are too numerous to consider for this discussion.
The quantity and variety of equipment,
the physical plant layout, the nature of
the operation, and predominance of machine versus hand operations must be
considered.
The single most reliable factor for
consideration in deciding whether to
use machine hour rates or man hour rates
is predictability. To answer the question, "which can be most accurately forecast, machine utilization or labor hours,"
should provide the key to this decision.
Labor hours are generally more easily
anticipated and consequently will be
used for further discussion.
Labor Rates
Labor rates for each cost center may
MAN AG E M EN T AC C O UN T I NG / F EB R U AR Y 19 7 0

in the most basic application be the
specific straight-time hourly rate paid
a single worker. In a cost center consisting of more than one worker the average
of the actual straight hourly rates paid
serves adequately for this purpose as long
as the range of rates is relatively small
and the personnel of the cost center
work approximately the same number
of hours per year.
If wage rates and/or labor hours have
a range of more than 10 percent within
a cost center, a more accurate labor rate
can be calculated by extending each individual's rate by the workers anticipated
annual labor hours. This product when
divided by the total projected annual
labor hours of the cost center will result
in a more reliable rate.
Overtime premium a n d / or night
shift premium should be segregated in
the accounts as overhead charges; however, many small printers who can
project these items with some degree
of accuracy may prefer to include them
in the labor rate computation for simplification of accounting procedure, as
long as they are identifiable and wellcontrolled.
Overhead Rates
Once cost centers are defined and
labor rates are calculated, the development of the overhead conversion rate is
reduced to steps of factory expense analysis and distribution. At this point, it
becomes increasingly clear that a production budget is preferable, if not necessary, to provide proper rate calculations.
Nevertheless, cost center distribution of
historical expenses provides an initial
start, if budgeted expenses are not available. In the case of a historical expense
base, historical hours must also be used
as the divisor for rate computation.
Before cost center conversion rates
are used in job cost computations, they
should be tested simply by extension of
projected labor hours to determine if
budgeted manufacturing labor and overhead will be fully absorbed through their
use. The application of rates is made to
work tickets submitted by employees
covering each operation performed on
each job daily. Such time reported must
include all non-chargeable or indirect
labor operations for determination of
indirect labor costs to be included in
overhead computations.
Routine daily oiling, cleaning and
inking operations of necessity consume
much (6 to 13 percent or more) of the
printer's otherwise productive time. The
importance of allowance for this labor

as a reduction of projected productive
labor hours, as well as a factor in cost
center overhead expense, cannot be overemphasized. The concept is a basic approach, but one often overlooked in the
printer's conversion rate computations.
Mechanical Processing
The processing of labor hours, for
extension by cost center rates, and for
distribution to job orders, is most easily accomplished by data processing
through the creation and processing of
punched cards. The major volume of
document processing, in printing-related
cost accumulation and distribution, is
in work operations. To provide for the
unlimited possibilities of report requirements, the following listed items are
needed:
Date of work
Department or Cost Center number
Employee number
Machine number
Work order number
Operation performed
Quantity of production
Start time or elapsed time
Stop time
Assuming that all alphabetic items
have been numerically coded by the employee and reported on daily work tickets, the next step of creating punched
cards is greatly facilitated. A preliminary
departmental, or cost center distribution
of cards provides the occasion for extension by departmental conversion rates.
Depending upon the type of EDP
equipment available, rates and extensions may, or may not, be punched into
the cards at this point.
Departmental Reports
Reports available at this stage are an
infinite variety of departmental reports
with specific information at the employee and departmental level. Departmental units of production, labor hours,
labor cost and burden absorption, supplemented with control data for comparison, i.e., paid hours, payroll costs,
actual expenses and production quotas
or standards, can prove the most useful
type of reporting for production control.
One predominant advantage of mechanical processing at this level, is the
ease of reconciliation to paid hours. Labor hour discrepancies between reported
hours and paid work hours, beyond a
tolerable variance, can be detected and
corrected before further processing.
Such reports can be prepared as frequently as needed.
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Job Order Reports
After daily or weekly labor departmental or cost center reports are reconciled, punched cards are distributed to
job orders via operational codes within
work order numbers. A suspense file of
such cards represents work entered into
process for the day, or week, to be
merged with the accumulating work in
process file.
On a monthly basis, nonchargeable or
indirect labor operations, which normally bear no job order number, can be
sorted from the work deck and listed
with departmental totals for a critically
useful management report on indirect
labor. At month's end, a punched card
deck composed of the prior month's
work in process, merged with the current
month's work entered into process, constitutes all work available. Since most
job-shop operations bill orders upon
completion, closing cards bearing the
order number may be punched and collated against the work deck, to sort out
completed orders. The two resulting
decks, one, representing labor and overhead cost of goods sold during the
month, and the other, work in process,
are listed and tabulated for the proper
reports. Total of elapsed time, labor cost
and overhead cost columns, are sources
for ledger entry, reconciliation to control
accounts, and determination of capacity

process cost status. It is certainly the
preferable method when audit requirements are a consideration.
Comparison of actual, and estimated
costs, is vital to management control of
job costing. The programming of a
single card bearing estimated costs prepared at the entering of the work order
simplifies the comparison function when
the card is read into the job cost report
for computing the variance in actual cost
versus estimated cost.
An easier method is to capture in the
closing card, the sales dollar amount,
and compute gross profit or loss dollars,
and gross profit or loss percent of sales,
which can be summary punched for simplified print-out. An exception report of
deviations from the profit objective provides the manager a more comprehensive means of analysis of low-margin as
well as high-margin work.
The inclusion in the closing card of
product and customer codes enables additional reports on profitability analysis
by product and by customer.
It is easily seen, at this point, that a
complete sales journal is available in
punched card form, after some refinement and expansion of the closing card.
With the addition of accounts receivable credits in punched card form, automated accounts receivable can be accomplished, including aging, if desired.
With material credits available, the

and budget variances if desired.
Material cards—punched from requisitions or worksheets and coded by type
of material and order number, as well
as contractual or outside work cards, can
be merged with the deck to facilitate a
complete report of cost of goods sold.
Material and outside work cards, sorted
separately by kind, provide reports of
material usage by classifications for inventory credits. The option is available,
in this system, to enter materials in

addition of material debits or purchases
provides the requirements for a mechanized perpetual inventory. Once purchases of materials are key punched, a
voucher register and expense distribution are logical subsequent applications
through the creation of punched cards
for all purchases, coded by vendor numbers and distribution accounts.

process at the time of issue, or to apply
materials to closed orders at completion.
The former method provides a true in

simplified by omission of procedural de-
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Summary
This sequence of applications is overtail, and by omission of conversion technique and processing costs. This over-

simplification is intentional as encouragement to any accountant, engaged in
the printing industry, who has lost sight
of his cost control objectives in attempting to process his cost data manually, or
to the printing manager who has never
attempted statistical control of his operation, thinking that such application
has no cost justification.
Undoubtedly, there are exceptional
printing operations which have successful manual procedures for data accumulation and reporting. A suggestion for
them is to attempt revision of manual
procedures where necessary for ease of
mechanization. EDP at some future date
will be desirable, if not necessary, and
the problems of conversion and the pains
of transition will be minimized by the
planning of today.
Automated data processing is the
solution to needs which will express
themselves in terms of what one might
call symptoms. The more common
symptoms are: increases in document
processing to overflow proportions, the
need for additional accounting personnel, late management reports, and a reduction in the effectiveness of management control. These symptoms cannot
be ignored.
The addition of personnel may seem
to be the most economic solution to
such problems. However, a practical application similar to the approach offered
in the preceding discussion is not an
expensive one. Depending on the size
of the operation, an entire cost accounting system and related applications can
be accomplished with on-premise equipment for little more than the cost of
two qualified experienced accounting
clerks. It behooves the far-sighted manager to consider the adaption of an electronic data processing system which will
not only provide solutions for his immediate needs but will also equip his
operation to meet the demands of data
accumulation and reporting for future
years.
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Cost Control at a New Plant
COST AWARENESS AND EMPLOYEE PARTICIPATION MUST BE INSTITUTED
FROM THE VERY BEGINNING IF COST REDUCTION IS TO BE EFFECTIVE

By Jack R. Leach
One of the prime concerns of all businesses is the effective controlling of
costs. Vigilance is needed to cope with
changes taking place continually.
This continuing effort has been pursued by our company through a number
of programs designed to develop a "cost
awareness" at all levels of operation and
encourage more employee participation.
Some of the specific programs are:
Profit Improvement Program—This
was an overall program formulated to
maximize profits and encompassed cost
reduction features.
Zero Defects Program—This program
was implemented to upgrade the general
quality level and to instill a pride in
workmanship.
Value Analysis Program—This program was implemented to encourage additional employee participation in cost
savings projects.
The information presented here centers around the activity of a ball-bearing
manufacturing plant in Greensburg, Indiana. This plant was constructed several years ago because continuous sales
growth had strained the existing divisional capacity.
Most new manufacturing facilities encounter many difficulties which require
unusual management skills. As this plant
struggled through the start-up phase and
progressed into a smoothly functioning
facility, it appeared to pass through several distinct stages of primary emphasis.
A brief look at each of these points of
emphasis provides an insight into the
problems encountered, and indicates
the corrective action taken. Most of the
observations are made from an accountMANAGEMENT ACCOUNTING/FEBRUARY 1970

ing viewpoint, citing some specific problems and relating contributions toward
the solution of those problems.
Construction and Start-Up Phase
During this phase the primary emphasis was, of course, on the construction of the facility itself. However, a
considerable amount of attention had to
be given to matters that were going to
occur after construction, if the facility
were to be used effectively.
As the construction phase progressed,
the accounting problems became a little
more intensified. Since the Accounting
Department was temporarily located in
the Division Headquarters over 600
miles from the construction site, the
timely receipt of accurate receiving documents was necessary to effect an orderly payment for merchandise.

Of prime concern was the large volume of our equipment and supplies arriving at the plant at this time, while at
the same time the sub-contractors were
also bringing large amounts of material
into the plant. The problem was solved
by instructing supervisors at the plant
site to fill out the receiving documents,
while designating certain areas where

the plant items were to be received. The
receiving documents were sent to the
Accounting Department periodically to
support vendor invoices.
The construction progress was monitored closely for several reasons. It was
necessary to verify the periodic progress
payments requested by the contractor,
and to ensure that the construction contract was being adhered to. The construction progress was traced by a series
of progress reports submitted by an architectural engineering firm engaged by
our company to coordinate the plant
construction. These written reports were
supplemented by observations of staff
personnel visiting the construction site
periodically, and by photographs depicting the construction progress.
Production Increase Phase
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After the manufacturing plant had
been constructed, most of the equipment had been put in place, and a work
force had been secured, the primary at-

tention turned to effecting a higher production level. While the major emphasis
had turned to the increased production
levels, the staff functions had encountered a difficult transitional phase. As in
most new operations, many individuals
in the staff departments had to function
in more than one capacity until the plant
profitability reached a point where addi23

tional personnel were justified. Each staff
function became more effective with additional personnel.
The accounting function was typical
of several of the other staff functions in
that it then had to blend a number of
new employees into an effective unit.
Because of limited staffing, the initial
financial reporting consisted mainly of
information to fulfill minimal reporting
requirements.
Since the production level was still
relatively small, it was felt that a data
processing unit could not be supported
in the early stages of the operation.
Therefore, the payroll was processed by
hand while the operational data was
captured on tape at this plant and transmitted periodically to the divisional offices for processing.
As the operating data was processed,
it was returned to the manufacturing
plant in summary form. This arrangement gave the plant an advantage over
many new operations which must process their accounting data manually.
However, it did have limitations due to
the lack of timeliness and the amount of
available analytical information. These
limitations were overcome in the early
stages by maintaining additional manual
control reports on production and scrap
performance.
Quality Improvement Phase
The next item of primary attention
was the matter of quality improvement.
It was during this stage of primary emphasis that significant reductions in
scrap and rework costs were effected.
A Zero Defects Program was instituted in the hopes of reducing the percentage of production scrapped, as well
as upgrading the general quality of the
products. The program was very comprehensive and designed to instill a
pride of workmanship in each employee,
something which is often lacking in this
era of mass production.
At this stage of the operation, it was
determined that the productive level
could now support a plant data processing unit. This installation was accomplished very quickly and smoothly, since
many of the programs relevant to the
plant operation were already in existence
at the divisional level. Thus, these added
capabilities provided the means of intensifying the reporting, in addition to
improving the timeliness. This added
ability to analyze the operation more
thoroughly provided the basis for several significant cost reductions.
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periodically to discuss possible areas of
cost reduction, and specific assignments
The controlling of costs was emphawere made to follow up on such prosized from the beginning, but was now
posals. Through their efforts, coupled
given more impetus. Several instances of
with suggestions of other concerned
cost reduction, through more effective
employees, ways were found to reduce
reporting, are noted below:
costs. Briefly, some of the cost reductions were: adjustment of manpower reSCRAP COSTS
quirements; the utilization of less expenScrap costs were showing a significant sive supplies and services; a reduction in
increase. This, in itself, was not so the amount of supplies and inventory
alarming since the productive levels required; and reductions in handling
were increasing. However, the primary and storage costs.
concern was that a higher percentage
A report summarizing the results ot
of the production was being scrapped.
each meeting of the Value Analysis
A detail review was made of the scrap Committee was sent to the divisional
data and reporting. It was noted that and corporate offices. Thus, the higher
much of the scrap was being discovered levels of managemtnt were kept apat the latter stages of the productive prised of cost reductions at this manucycle. All of the material cost had thus facturing plant, and were thus able to
been lost in the scrapped parts, plus a pass along many of these suggestions to
large portion of the direct labor and other segments of the company.
burden content.
The proper controlling of supply costs
A concerted follow-up program was was of particular concern in the early
launched to pinpoint the prime contrib- stages of the plant. This was accomutors to this trend. Disciplinary action plished by making each supply category
was taken where negligence was found subject to a staff supervisor's control.
to be the principal reason for scrap. Commitment reports were published by
Scrap attributable to mechanical defects the Purchasing Department periodically
was quickly pinpointed and corrective during the month, denoting the status of
action taken. A significant point to each category, compared to its budget.
make at this time is that as the operator Any budgetary exposure had to be juswas held more responsible for the gen- tified and approved by the responsible
eration of scrap, he became more con- staff supervisor. All purchase requisitions
cerned about the mechanical problems had to be approved by a staff supervisor,
of his machine and the related quality or one of his designated representatives.
equipment.
As additional analytical data became
Our review of scrap re-emphasized the available, and additional personnel beneed of machining accuracy in the ear- came available to effectively utilize this
lier stages of production. Deviations on data, many reports, charts and graphs
certain critical dimensions often caused were compiled to effectively control and
the scrapping of parts in the latter measure the progress of the plant. In
stages of production. Blueprint deviaaddition to the conventional financial
tions and quality standards were re- statements and basic operating reports,
viewed for consistency throughout the some of the other more useful informaproduction cycle.
tion generated included a measurement
Cost Reduction Phase

REWORK COSTS

Rework costs were also reviewed
closely at this time since many of the
same factors which caused some parts
to be scrapped, accounted for other parts
being reworked. As a result of this review, guidelines were established as to
when it was economically feasible to rework certain lots of parts.
OTHER COSTS

Many other cost reductions were effected through a Value Analysis Program. This program functioned through
a committee which was selected from
a cross-section of the staff functions and
line supervision. This committee met

of the return on investment, the calculation of the inventory turns, the measurement of the efficiency and utilization
of both manpower and equipment, and
a more effective follow up of the administrative and plant operating budgets.

Conclusion
Cost control at a new plant requires
employee participation. As it is obtained, the cost reduction programs become effective, and many side benefits
are derived. These side benefits are evi.
deuced by such things as pride in worlo,
matiship, a cleaner and more attractive
looking facility, a good attendance record, a good safety record, and a high
level of quality.
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Computing Product Costs
at a Manufacturing Firm
AUTOMATED PROCESS REDUCES COMPUTER TIME AND PERMITS MORE FREQUENT RECOSTING
By Jon P. Baird
A great deal has been written and discussed in recent years regarding integrated manufacturing systems, integrated financial systems, and ultimate
management information systems.
The Coleman Company, being a manufacturing concern producing approximately 5,000 heating, air conditioning,
camping, and outdoor recreational products and accessories, has concentrated its
systems effort over the past four years in
the manufacturing area. With a fully integrated manufacturing and production
control system in the final design and
implementation phase, recent systems effort has been focused on the processing
and reporting of financial and administrative information.
A number of integration points have
been defined which will in effect tie the
systems together to form a management
information system. One such integration point is the computation and utilization of product costs.
Bill of Material Processor
To understand the computation of
product costs, it will be necessary to
understand a few of the basic fundamentals underlying the Coleman manufacturing systems. More specifically, it will be
necessary to understand in general terms
the Bill of Material Processor, an I.B.M.
software package used as the malor computer file organization and chaining component in the Coleman Engineering
Specifications System.
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The Engineering Specifications System contains the essential data and is the
most vital element of the Manufacturing and Production Control System. The
basic data file in the Engineering Specifications System, referred to as the Part
Number Master File, contains a single
record for every part number in current
production.
Chained to the Part Number Master
File is a file on the direct labor operations
required to produce the parts, referred to
as the Routing File. In addition to the
Routing File, the Product Structure File
is chained to the Part Number Master.
This is a pointer file, addressing component parts in the Part Number Master
File. An example of the record layouts
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for each file and the data fields used for
Product Costing appears in Exhibit 1.
Address chains are maintained in the
manufacturing maintenance programs
and internally by the Bill of Material Processor.
The routing file can be accessed directly from the part number master record for all direct labor operations in the
sequence performed on the particular
part. Likewise, the structure file can be
accessed directly from the part number
master record and in turn can access
directly the part number master records
for all the first level components of the
particular part. A typical product tree
showing direct labor operations and first
level components appears in Exhibit 2.
In Exhibit 2, the chaining technique
allows the access of operations LIA
through LNA for part number A. It also
allows the access of the structure records
which in turn allow the access of part
numbers B, C and D in the part number
master file, the first level components of
A. If so desired, part number A can be
fully exploded by accessing the labor operations and the components of B, C
and D, and the labor operations and
components of B, C and D's components, and so on.
Our products include many with certain component parts that are identical.
Several different air conditioning models
may have a common sub-assembly composed of 50 or 100 components. Rather
than fully exploding each final product
to compute its product cost, a more efficient method is being used. For in25

Exhibit 1
ENGINEERING SPECIFICATION RECORDS
PART NUMBER MASTER RECORD
Direct
address

Part
number

Material
cost

Labor and
overhead cost

Low level
code

Address of
1st routing

Address of
1st structure

To component -.56—w
Part number
Master records

ROUTING FILE RECORDS
Direct
address

Address of
next routing

Department

PRODUCT STRUCTURE RECORDS
Operation
no.

Man
hours

Direct
address

Address of
next structure

Times used in
parent part

Address of
component

-

LH
End of
chain

stance, to fully explode product A in
Exhibit 2, part number B must be exploded twice. This redundancy is avoided
in the method that follows.
A field is maintained
in each part number master record referred to as the low level code. This number corresponds to the lowest level that
the part number appears in any product
component tree. An example of low level
coding can be seen in Exhibit 2.
Part number B appears in level 1 and
also in level 2. Since the low level code
in the master record corresponds to the
part number's lowest level, the field in
the B's master record would carry a 2.
If part number B appears as a 10th level
component of some other product, the
field in B's master record carries a 10.
L OW L E V E L CODING.

New material costs
and material cost changes for raw materials and purchased items are updated
in the part number master records prior
to the recosting cycle.
M A TE R IA L

COSTS.

Product Cost Computation
With the file organization, record
chaining, and low level coding fundamentals in mind, the product costing
procedure can be easily understood in
the following program steps (Exhibit 3) :
PROGRAM 1.

The part number master file
is scanned sequentially and a routing explosion is performed on each part number accessed. The standard man-hours
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End of
chain

Exhibit 2
PRODUCT TREE
Low level
coding

Components and
labor operations

— Li
— L2

B, C, and D
are first level
components of A

o

Li

—L

—12
E and B are

first level
components of D

0

— Li

L2

1

L2

0

2
12

L1-LN are direct
labor operations

3

F, G, and E are purchased
items with no direct
labor operations

performed on each labor operation are
multiplied by the labor and overhead
rate for the department in which the
operation is performed. An output file
is generated. It contains the part number, the direct address of the part number, the low level code of the part num-

4

ber, and the accumulated labor cost of
the direct labor operations performed
on the part.
2. The output file from Program 1 is sorted into descending low
level code sequence.
PROGRAM
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PROGRAM 3. Using the sorted output
from Program 2 as input, each part number is direct accessed in the Part Number Master File. A single-level structure
explosion is performed for each pirt, accessing all the first-level components of
the part. The accumulated labor cost
computed in Program 1 is added to the
labor and overhead cost field in the master record. The costs of material, labor
and overhead in each component record
are multiplied by the "times used in
parent part number" in the component
structure record and added to the Material Cost and Labor and Overhead Cost
Fields in the master record.
A series of single-level explosions has
been performed, lowest levels being exploded first. By exploding in descending
low level code sequence, the cost will
have been computed for each part number that is encountered as a component
in the structure explosion program. In
effect, final product costs are "built up"
by adding costs from the lowest levels of
the product trees upward to the top level
final products. Each part number is exploded and costs are computed only one
time, regardless how many final products
the part is used on.
Duplication of effort and costly computer time is avoided in this stacked job
environment. The end result is an accumulated labor cost and an accumulated
material cost in the record for each part
number in the part number master file.
The next step in the process is to
transfer the costs from the part number
master file to the inventory files and revalue the inventories. At Coleman, this
is a simple disk-to-disk process, generating a report to the Accounting Department showing the inventory cost adjustments.
Reports and Controls
The manufacturing files used to compute product costs are extremely volatile
in nature and are subject in a limited
degree to manufacturing input errors.
Therefore, a number of edit programs
are run in advance of the recosting cycle
to report to Cost Accounting the error
conditions that should be corrected.
These error conditions are then corrected
through the Manufacturing Engineering
Departments prior to the recosting.
All conceivable error conditions, carefully defined, are tested in the recosting
explosion programs. Should an error be
detected during the explosion of a part,
the master record is immediately flagged
as an error. When the part number is
encountered as a component, the master
MANAGEMENT ACCOUNTING/FEBRUARY 1970

Exhibit 3
RECOSTING PROCEDURE

Output
Routing
Program I
Routing
explosion

Part
number
master

Program 2
Sort by
level code

Output

Structure
Program 3
Structure
explosion

record of the part it is used in is flagged
as an error. A report showing the error
conditions and the reasons for the conditions is printed for correction by the
Cost Accounting Department. Costs
that are in error and have not been corrected by the end of the accounting period are not transferred to the inventory
files.
Additional reference reports are generated with each recosting cycle for the
Cost Accounting Department. Reports
include all cost changes and reasons for
the changes, as well as a listing of all the
final costs. A report, referred to as the
Standard Cost Breakdown, shows the
final material and labor costs of each
part number immediately preceded by
the detailed costs of the direct labor operations performed on the part and the
material and labor costs of each of the
first-level components going into the
part.

Part
number
master

Additional Benefits
We have for many years costed numerous documents for accounting entries
entirely by hand. In addition, Cost Accounting Department has been responsible for pricing in-process physical inventory tickets after the annual physical
inventory.
With the explosion capabilities of the
Engineering Specifications Files and the
maintenance of material and labor and
overhead costs in each part number's
master record, programs have been written that have virtually eliminated the
clerical costing effort of years past. The
results of Coleman's latest physical inventory were reported to management
17 working days earlier than before.
Since recosting has become an entirely
automated process requiring one-eighth
the computer time of our previous system, the frequency of recosting has inContinued on page 30
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The Savings Game
HOW TO SAVE A DOLLAR INSTEAD OF TWENTY-FIVE CENTS
By Philip Philo
The small son of a corporation president
was instructed to restrict his spending
habits. The next day, the young man
proudly told his father that he had run
to school alongside the school bus instead of riding, and had saved twenty-five
cents. His father told him that was
admirable, but the following day, he
should run alongside a taxicab and save
a dollar. The father is obviously a master player of the "savings" game.
The reporting of "savings" tends to
become a game which managements
play. It becomes most intense where
there is emphasis on cost reduction,
coupled with the measurement of lower
level management on how much cost
reduction they can report. For those who
have not mastered the game, this article
will describe some of the more promising
moves.
The novice player should understand
that, as in most games, the greedy player
loses out early, and any outright dishonest move forfeits both the move and
the game. The goal is to gain acceptance
of savings from one's peers and superiors.
The payoffs in the game are prestige,
recognition and, possibly, advancement.
The payoff differs markedly among
players. The least enthusiastic players
will say that "we should have been doing
this all along, and I'm not going to make
a fool of myself by admitting that we
didn't think of it before." Less inhibited
players often make impressive scores in
the game.
With these preliminary instructions,
28

This paper is published under a pen name, for the
author does not wish to be deemed disrespectful of
any of his present or previous business associates,
not knowing whether all are blessed with a sense
of humor.

we are ready to examine the first move,
called "we were gonna."
WE WERE GONNA

The potential for "we were gonna"
savings has no practical limit. It could be
said that the company had planned to
buy a new machine, but decided that
it could get along with what it had.
Therefore, there was a savings of X number of dollars. Or, that the company had
planned to erect a new plant but further
studies indicated it would result in a loss.
The loss had thus turned into a profit
because the decision was not to proceed.
PICK A NUMBER

Those who don't have much time for
the game can use the "pick a number"
move. Whenever a change is made, it is
possible to assert that a cost savings was
effected.
In one company with an employee
suggestion system, a suggestion was
adopted to do something differently, an
award was made and savings were reported. About a year later, somebody
made a suggestion that the company revert to its previous practice. That suggestion was adopted and an award was
made. Again savings were reported.
It can be conjectured that somebody
said "Joe, how much do you think we
would save if we did this?" And Joe
said, "ten dollars," or "ten thousand

doll ars" depending on whether he
thought small or thought big.
THE DOG MOVE

Some moves are a little tricky, like the
$50,000 dog move. Just about everybody
is familiar with the story of the boy who
traded a fifty thousand dollar dog for
two twenty-five thousand dollar cats.
The business parallel to this is the "intangible savings" move. It is not uncommon to read a justification for a proposal
which includes the phrase "intangible
savings are estimated to be $ ." In the
absence of other redeeming qualities,
this usually means that the project is a
real dog, but it has to be made to look
good.
As in the "we were gonna" move, the
possibilities are limitless. Explanations
are usually accompanied by believable
phrases such as "Improvement in customer goodwill." "Potential for future
expansion," or "Better management
information."
PARTIAL PEOPLE

A popular move is "partial people."
This is a favorite of systems and procedure people who somehow seem to have
the uncanny ability to slice people into
fractional parts and save "11/2" persons
or "23/4" clerical people.
The move is most convincing when
applying percentages to large numbers.
For example, if a study indicates that a
thousand people were spending ten
minutes a day on extraneous activities,
the elimination of such activity would
result in the saving of X-dollars.
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Such reasoning usually only holds true
on paper. As a practical matter, life may
be a little easier for the thousand people,
but the chances are that they have just
that much more time to go to the coffee
machine, or take off an extra ten minutes
for lunch.
As a case in point, it is easy to prove
that it costs more to have a clerk sharpen
a pencil than it does to buy the pencil to
begin with. It would be easy to say that
money would be saved by buying presharpened pencils and throwing them
away when they needed sharpening. A
good "savings" player should be able to
get an impressive cost saving report out
of this. The only problem is that the
same number of people would continue
to sharpen their pencils, the same number would take them home to their kids,
and the corporate profit picture would
be unchanged.
THE JARGON JITNEY

Experienced players frequently use the
"Jargon Jitney" move where it previously
proved effective. This involves wrapping
up the cost saving package in technical
jargon in the hope that nobody will ask
what it is all about. If a report is made
that a million dollars were saved by
"interchanging the snailpuller with the
undersludge on the reverse antiwheel of
the current model," it is unlikely that it
would be questioned by a mere mortal
who doesn't know the difference between a sailpuller and an undersludge.
DISAPPEARING JOBS

In some companies, a lucrative move
is the "disappearing job." To make this
move, it is necessary that there be a service organization which has an open
ended budget and where technical
achievement is rated higher than cost
effectiveness. If a supervisor has a
troublesome clerical problem and can
enlist the services of a computer programmer who thinks it would be a
challenging opportunity, it is possible to
move the problem to the Service Organization and claim some large savings,
even though the Service Organization
may spend more money to do the job.
PAIR UP

As in other games, combination moves
can provide additional gains. A convincing combination is "pair up." Assuming
that a supervisor has effected a real coup
and has made a valid cost reduction of
a demonstrable amount, he can parlay
it into a larger saving by packaging it
with other examples of dubious value.
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For example, he could say that total
savings for the period totaled a zillion
dollars, of which forty percent was attributable to the valid savings case, thirty
percent to the "we were gonna" variety,
twenty-five percent to the 150,000 dog
trick," and so on. The presence of the
recognized and accepted case goes far
toward making the other items believable and above question.
SAVINGS ARE FOREVER

Moves in the game can also be varied
in intensity. A variation of any move is
"savings are forever." There is always a
legitimate question as to how far in the
future savings should be projected. Many
people would say that after a couple of
years, it becomes a new game and you
should stop keeping score on the old
game. A determined player, however,
can compute savings up to twenty or
thirty years or more, and lump them
under the description of "future years."
Another variation is to compute cumulative savings and report them as "savings from prior years."
CURVE RIDER
More experienced players manage to
make a good showing from even the
most inept examples. These ambitious
executives take advantage of the "curve
ride" move.
It is a well-known principle in mass
production of a new product that when
the quantity manufactured increases, the
unit cost is reduced by some percentage.
Some people call this the learning curve.
There is nothing mysterious about this.
People, being thinking creatures, devise
better methods as they gain experience.
Tangible savings result, but they should
be expected.
Managers who make a big issue of
"savings" which result from this scientifically proved principle are only effecting real savings and contributing to the
prosperity of their companies when they
exceed the learning curve experience
which would normally be expected of
them. Many of the reported cost savings
fall in this category. In those companies
where management attributes the savings from learning to the astuteness of
their supervisors, there is an opportunity
for brilliant moves in the "savings game."
LOOKING GOOD
Major expenditures are seldom authorized by modern corporations unless
there is some preliminary study which
shows a favorable return on the contemplated investment. If the proposal

has genuine merit, there is no contest
and the players hardly need even flex
their muscles. But if it is a sub-marginal
case, these cost evaluations bring out the
most competitive spirits in the "looking
good" move. This move is frequently
made in highly technical areas in which
the management has little experience.
The tendency is to rely on "expert opinion," which may be composed of expert
"saving game" players.
In this move, the current situation is
placed in the worst possible light by including every imaginable abnormal condition in the cost computation such as
overtime, scrap, cost of employee turnover due to obsolete equipment, the
effect on company insurance costs, etc.
The new proposal will be framed in the
best possible light. The savings are commonly reported as "anticipated" because
the word inspires confidence and, in the
absence of any follow-up, savings figures
are preserved for posterity.
It is usually difficult to make a before
and after comparison of costs. Projects
which effect cost savings (or losses)
commonly take place over a period of at
least a year. During this time, the volume
of activity changes, the initial activity
may not have been measured properly,
the level of business may have changed,
reorganizations may have occurred, and
the situation is no longer comparable.
All kinds of rationalizations are possible, should it ever be necessary to justify
"looking good." Unless the project is a
complete fiasco, the management will
probably continue to bask in the glory
of the anticipated cost savings, however
erroneous.
LIVE IT UP

Rapid technological changes in recent
years have made possible impressive savings both in factories and in offices.
Frequently, these savings seem to burn
a hole in the collective management
pocket and do not immediately end up
in the profit column of financial reports.
The phenomenal growth in recent
years of companies which produce copying equipment can be attributed in some
measure to the "savings" game. Managements which previously paid twenty-five
or thirty cents for the reproduction of a
letter now are saving quite a bit by getting a much better copy for two or three
cents. Simultaneously, these savings
have been dissipated by the growth in
volume of reproduced copies.
Other reproduction methods such as
microfilm offer promise of savings ranging up to 50 percent to 75 percent of the
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previous cost of printing and distributing
instruction manuals and parts books. If
books were previously printed in sections, with a complete reprint cycle once
a year, the introduction of a new method
usually prompts the response that they
should be printed complete six times a
year to provide more current information. Savings from the new process disappear into "better service."
Computer leasing is another example.
Many companies which have taken advantage of the lower costs offered by
computer leasing have proceeded to obtain more powerful computing equipment which is made available by the
"savings" which otherwise would have
gone into surplus.
BOOMERANG

As in most games, plays sometime result in immediate penalties. In football,
it is a five-yard penalty. In the savings
game, it is the "boomerang" move.
An analyst in a company with overseas subsidiaries determined that savings
would be made by eliminating the word
"REGARDS" from all cabled communications. Accordingly, a memorandum

was issued by a Vice President which directed that "all communications should
end with no regards." Thinking that this
was a code to authenticate communications, just about everybody followed the
instruction to the letter and proceeded
to upset the savings projection by ending
their cables "With No Regards."
Another company with a plant in a
sparsely populated area owned adjacent
land for future expansion. It was determined that by leasing the land to a
farmer, maintenance costs would be
eliminated, and some income would be
realized. The farmer who occupied the
house on the leased farm became the
only resident voter on the company's
land. Deciding he wanted his children
to attend a city school, he succeeded in
having all of the company property
annexed to a school district with a tax
rate just about double what the company
had been paying. This more than wiped
out the "savings" from the land lease.
Summary
It is not the purpose of this article to
demean in any way the genuine cost
reductions which are being made by

American businesses. The relatively
stable price level of manufactured products in the face of monetary inflation
gives ample evidence that costs are continually being reduced for products of
improved quality. At the same time, it
is possible that if all the cost reductions
reported to managements and to the
public were reflected in corporate profits
and governmental appropriations, the
balance sheets of corporations would
look much different than they do today.
Where the "savings" game is played
to the fullest extent and everyone involved recognizes cost savings reports
as a game in which there are a number of
possible misleading moves, perhaps everyone is entertained and nobody is hurt.
But the uninitiated who take the game
seriously would be well-advised to find
out about the possible moves. The company controller who permits corporate
decisions to invest money in changed
systems and equipment based on loose
estimates of their results may be replaced
by one who establishes some ground
rules for making "savings game" estimates, and a practice of following up
on them.

COMPUTING PRODUCT COSTS AT A MANUFACTURING FIRM
Continued from page 27
creased from one to six times a year.
Departmental labor and overhead rate
changes, raw material spoilage and
shrinkage rate changes, purchased part
and raw material price changes, and engineering changes are incorporated into
product cost with no loss of time.
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Conclusion
As a result of this flexibility, our management receives more current cost data
for the establishment of product prices.
In addition, internal inventory and cost
of sale figures more nearly approach current economic conditions.
The Coleman Company employs a
direct costing system for internal report-

ing which has been in effect for approximately three years. The computer system
described has worked exceptionally well
for us and should work equally well for
manufacturing firms with absorption
costing. The prerequisites, of course, are
to have manufacturing records maintained on files similar to those of our
Engineering Specifications System.
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Crew loading:
A Work Control Technique
for Modern Management
A REPORTING SYSTEM THAT THE FACTORY SUPERVISOR UNDERSTANDS, ACCEPTS AND EFFECTIVELY
UTILIZES
By C. Gilbert Evans
Crew loading is a computerized technique for work and measurement control
of direct labor, combining manufacturing
schedules and cost objectives into a single manufacturing plan. It is used to sequence and control assembly and installation tasks for each major production
program. The system provides a tool by
which management can monitor and
control performance, position to schedule and cost to complete.
This plan provides each assigned crew
with specific pre-planned tasks, arranged
in the most efficient work sequence, (see
Exhibit 1) . The computerized system
enables line supervision to:
1. Assign each worker under his supervision to a specifically sequenced and
preplanned task
2. Exercise control over the accomplishment of the tasks by milestone
3. Identify problems of tomorrow as
evidenced by current activities and
solutions to same by actions and decisions of today

Objectives
The Crewload Performance Reporting System offers management the following benefits:
1. A realistic picture of manpower reMAN AG E M EN T AC C O UN T I NG / F EB R U AR Y 19 7 0

2.

3.

4.
5.

6.

quirements and its relationship to
schedule, production and cost
Increased accuracy in the matching
of actual cost against pre-established
budget/targets
Labor hours accumulations in concert with cost ledgers and labor journals
Projection of cost-to-complete data
based on current efficiency
Flexibility of data rearrangement,
with an ability for scheduling or rescheduling additional tasks
An accurate index or realization to
cost and schedule

C. GILBERT EVANS

San Diego Chapter 1959, is General
Supervisor in Charge of Labor Accounting for Convair Division of General Dynamics Corp., San Diego,
Calif. Mr. Evans holds a B.S.B.A. degree from the University of Denver,
Denver, Co/o., and has also done graduate work in the field of accounting.

7. Inter-departmental comparison of ag-

gregate cost and status in relation to
a particular task
8. A tool for status evaluation, analyzation and rectification of a problematic area and its effect on the aggregate
9. Factory participation and involvement with the reporting media

Data Input
The primary documentation introduced into the system includes:
1.
2.
3.
4.
5.

Target Hours Assigned
Target Hours Scheduled Complete
Target Hours Earned
Labor Hours Worked
Department, Cost Center and Crew
Table
6. Work Order, Lot and Ship or Cost
Identification Number

All target hour inputs into the electronic data processing system are processed via the Labor Accounting-Performance Reporting Section. The prime
responsibility for the development of the
source data that feeds the system rests
with the Factory Methods and Work
Measurement Group and Factory Line
Supervision. The detail labor charges,
by employee, are automatically fed into
the data processing system through the
Labor Accounting-Timekeeping Section
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by the weekly input of the employee
Time Distribution Card.
Refers to the
negotiated Factory Method/Factory
Line Supervision estimate of hours necessary to accomplish a given task. The
target hours may be changed or deleted
due to changes in the task at any period
before actual completion. This information is supplied to Performance Reporting by Factory Method and includes the
target hour-identity by work order, ship
or cost identification number, crew number, department, and cost center.

TA R G E T HO U R S ASS IG NE D.

TA R G E T

HO U R S

SCHE D U L E D

cific types of work and first line supervisor's area of responsibility. A "crew
station" is the integration of sequenced
manufacturing work stations for efficient
work flow and uniform span time. A
"crew number" covers an employee or
group of employees assigned to do a
particular task. Performance Reporting
initiates, maintains and processes this information to Data Processing.
WO RK

OR D E R ,

L OT

AND

S HI P

OR

CO S T

The "work
order" is a ten digit number identifying
the contract, the product code and the
standard job code. The "lot" covers the
I D E N TI F I CA TI O N

breakdown of the total number of missiles, airplanes, etc. to be manufactured
under the contract into identifiable
groupings, usually by production span
time. The "cost identification number"
identifies the end item, missile, airplane,
etc. to which the direct labor hours and
schedules apply. Performance Reporting
initiates, maintains and processes this
information into the Data Processing
performance reporting system.
Reports

NUMBER.

The electronic data processing system
provides four basic reports which are designed to enable management to watch

COM P L E TE .

Refers to the target hours (span time
and work flow) completed according to
a pre-determined schedule. This data is
supplied weekly by Factory Line Supervision to Performance Reporting and includes task identity by work order, ship
or cost identification number, crew number and department.
HO U R S E A R N E D . Refers to the
tasks actually completed in terms of
target hours translated from shop planning, with reference to the target hours
assigned and scheduled hours completed.
This information is supplied weekly to
Performance Reporting by Factory Line
Supervision and includes work order,
ship or cost identification number and
department.

Exhibit 1
CREWLOAD SYSTEM

PROGRAM

TA R G E T

As each task is
worked, daily detail labor entries are
made by the employees on their time
distribution cards. The cards are submitted to Labor Accounting-Timekeeping at the end of the work week for
input into data processing. The labor accounting accuracy is a responsibility of
Line Supervision, but detailed floorchecks are performed daily by Labor
Accounting-Timekeeping. The task information posted to the time distribution card in addition to the hours worked
includes the work order, ship or cost
identification number and crew number,
(see Exhibit 2).
LA BO R HO U R S WO R K E D .

DE P A R TM E N T,

CO S T CE N T E R A N D C R E W

The "department" is defined as
the work department accomplishing the
task and which assumes the labor charge
for the task. The "cost center" is a two
digit number which identifies a subdivision of a manufacturing or other operations department. Cost centers are composed of one or more work stations established for the assignment of the speTA B L E .
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individual jobs, end items, programs
and/or departments in relationship to
schedule, production, cost and manpower utilization. These are:
1.
2.
3.
4.
S.

Crew load Performance Report
Contract Lot Summary Report
Ship (GIN) Status Inquiry Report
Department Summary Report
Data Audit Report

The first two reports are produced automatically each week for use by division
management and line supervision while
the other two reports are provided on an
inquiry basis as needed for more definitive reporting and review.
These reports contain the following
columnar headings: Target Hours (Total
assigned, Scheduled Complete and Total
Earned); Labor Hours Expended (Current and Cumulative to Date); Performance Index; Percent Complete (Scheduled and Actual); Open Target Hours;
Estimated Hours at Completion; and
Over/Under Target.

The data sort and columnar total
sequence for the report is as follows:

The data sort and columnar total
sequence for the report is as follows:

Data Sort Sequence
I. Department Number
2. Cost Center
3. Crew Number
4. Lot Number
5. Ship or GIN
Columnar Total Sequence
1. Department—Major
2. Cost Center—Intermediate
3. Crew—Minor
4. Lot—Sub Minor
5. Miscellaneous—(Labor only)

Data Sort Sequence
1. Contract
2. Department
3. Lot
4. Cost Center
Colunmar Total Sequence
1. Contract—Major
2. Department—Intermediate
3. Lot—Minor
4. Miscellaneous—( Labor only)

The system additionally provides the
capability of identifying miscellaneous
non-targeted tasks, such as modification,
rework, repair and overhaul, to the per-

forming department without influencing
the status and measurement of the crew.
The labor charges for these tasks appear
under the Departmental Miscellaneous
Total with columnar information for
Title and Labor Hours Expended only.
With this capability the "age-old" cry
that the subsidiary performance reporting system does not tie into the cost

The
Crew load Performance Report is a detail
report designed to reflect all activity associated with a major production program within a department. It is primarily
a management tool used by the first line
supervisor to relate the assigned task to
a cost center, crew, lot or ship level. Additional columnar headings peculiar to
this report are Cost Center; Crew, Title,
Lot; and Ship or Cost Identification
Number.
CR E WL O A D P E R F O R M A N C E R E P O R T.

ledger is dispelled.

S HI P ( C I N ) STA TU S I N Q U I R Y R E P O R T.
A
significant feature of this report is it
permits management to follow the production learning curve for ship (airplane,
missile, etc.) as they go through the
production cycle to final completion.

The report also reflects the departmental

performance-to-target for each ship.
Since the report reflects a ship breakdown by contract, it offers an opportunity to analyze production over a long
span-time, initial production vs. followon contract. The report may be produced
weekly or as required and is primarily a
management tool for department beads
and staff management.
The data sort and columnar total

sequence for the report is as follows:
This
report provides management with the
data needed to analyze by contract the
performance-to-target for each production department with crewloaded tasks.
This evaluation is related to the lot and
cost center level by department.
CO N TR A CT L O T, S U M M A R Y R E P O R T.

Data Sort Sequence
1. Ship
2. Department
3. Contract
Columnar Total Sequence
1. Ship

Exhibit 2
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S U M M A R Y R E P O R T . This
report permits management to analyze a
department's total performance by contract to the lot, ship and crew levels. The
report is also produced on an "as required" basis and is primarily for performance evaluation by department
heads and staff management.
The data sort and columnar total
sequence for the report is as follows:
DEP ARTM ENT

Data Sort Sequence
1. Contract
2. Lot
3. Ship
4. Cost Center
5. Crew
Columnar Total Sequence
1. Department—Major
2. Contract—Sub Major
3. Lot—Intermediate
4. Ship—Minor
5. Cost Center—Sub Minor
6. Miscellaneous—(Labor only)
The weekly Crewload Master File Print Report is produced for use by the Labor Accounting-Performance Reporting Analysts.
The computer print-out presents a record image of the input data which may
be used as an audit trail to analyze the
gross totals that appear on the reports.
DA TA A U D I T R E P O R T.

Report Computation Index
The report computations are developed by computer application of the
following formulas:
Performance Index—is derived from
dividing target earned to date by cumulative labor hours expended to date.
Percent Complete to Schedule—is derived from dividing target hours scheduled complete by target hours assigned.
Percent Complete to Actual—is derived
from dividing target hours earned by
target hours assigned.
Open Target Hours—is derived from
subtracting target hours earned from
target hours assigned.
Estimated Hours at Completion—is
derived from dividing labor hours expended to date by percent complete to
actual.

Over!Under Target—is derived from
subtracting estimated hours at completion from target hours assigned.
Reporting Cycle
Since all reports are produced by the
electronic data processing system, definite input cycles and schedules must be
followed. All target hour inputs covering the transactions for the previous
week must be available to Data Processing from Performance Reporting by
8:00 A.M. on Tuesday. With a Sunday
night labor cut-off, the time distribution
card input (Exhibit 2) must be in
Data Processing from Labor Accounting-Timekeeping by 5:00 P.M. on
Monday. With this input cycle the
computerized reports are available for
distribution to line and staff management by 8:00 A.M. on Wednesday.
Stored Program
In order to minimize the opportunity
for employee error in recording the labor
transactions to the time distribution
card, the use of computer stored program information has been developed.
Under the present program the worker
is not required to record the department
number, cost center and lot number to
the time card. The program will be
modified in the future to allow for the
recording of a task document number
only on the time distribution card with
the computer tables to convert for
reporting purposes to work order, department, crew, lot, ship and cost center.
Edit Error
Provisions have been made in the
reporting cycle to handle employee labor
recording errors and late input of table
information, such as work order, lot and
cost center, by Performance Reporting
which result in a mismatch or computer
edit error situation. So that the labor
hours worked and any new target
information may not be lost to the
reports, a holding work order (e. g. 1008888-888) will be automatically charged
by the computer with the transactions
to appear on the reports to contract (e.g.
100). In the following week when the
edit error corrections are processed by

Labor Accounting-Time Audit, the reports will reflect the correct distribution and the contract 100 entry will be
deleted.
Realignments and Roll-Ups
Under normal production cycles the
condition sometime arises where all or
part of the labor hours worked to a
contract lot are to be aligned from one
contract to another. By transaction
input from Industrial Accounting-Cost
Accounting, a computer program will
align the labor hours in both the cost
ledger and crewload performance reporting programs. Since the target hour
information is not part of the labor
input program, Performance Reporting
will input by manual adjustment into
the computer, the necessary information
to align the target hours.
The system also provides for the rollup in total all the activity related to the
ships that make up the lot. This situation would come up when all the ships
have been manufactured and the detail
breakdown on the reports is no longer
required by management. Input data
from Performance Reporting is required
to accomplish with a synthetic ship
number used as an identifier.
Conclusion
In evaluating the effectiveness of a
reporting system many things are to be
considered but perhaps two items are
of paramount importance: (1) Is it
accepted by the user and (2) is it
considered a good management tool?
Our experience has shown that by this
criteria crewloading for sub-assembly and
final assembly tasks has proven successful.
Many first line factory supervisors
who at first were reluctant or even disagreed with the crewload approach today
are its loudest advocates. In fact, these
supervisors would most strongly resist
the elimination or substitution for the
present crewload controls. In addition,
it has been adjudged successful as a
management tool as the labor hours
worked on all the program activity to
date have come in under their assigned
target.

MA N A G E M E N T A C C O UN TIN G / F E B R U A R Y 1970

A Procedure to Find
Optimal Overrun Quantity
HOW T O DETERMINE THE LOWEST-COST ALTERNATIVE
By Walter Jones
For manufacturers who produce to blanket release quantities, the production
balance-out period presents a production
ordering problem. The balance-out period is the time during which a production item is being phased out either because it is being replaced by another item
or is being discontinued altogether.
The first balance-out release from the
customer authorizes production of and
guarantees payment for a specified number of units. If the customer underestimates his final requirements, he will issue
a second balance-out release authorizing
the production of some number of additional units, say x.
If the manufacturer produced only the
specified number of units on his "last"
run, then he must set up and produce an
additional x units. In many situations the
manufacturer does not charge the customer for the additional setup. Some manufacturers who supply the automotive industry are examples.
The manufacturer must decide when
he receives the first balance-out release
whether or not to produce extra units
and, if so, how many.
Solution
This problem will be analyzed using
Decision Theory techniques in order to
choose an alternative that has the smallest expected cost associated with it. We
define the following variables:
MA N A G E M EN T A C C OU N TIN G /F E B R U A RY 1 9 7 0

x = Num ber of ext ra uni ts demanded by the customer
y = Number of extra units produced by the manufacturer
S = Set-up cost
c = Unit cost of item less the unit
scrap value of item, i.e., the
cost incurred by the manufacturer for each unit produced
but not required by the customer
d 1 = Maximum possible number of
extra units the customer will require
C(
Expected cost if y units are produced.

)=

The decision variable is y, since y is
determined by the manufacturer. The
extra demand, x, is a random variable.

The actual cost of alternative y will be
(y - x) c when x is less than y, zero when
x equals y, and S (the set-up cost) when
x is greater than y.
Now assume that any extra demand
between zero and d - 1 units is equally
likely. Then the probability that the extra demand will be x units is 1 /d for any
x between zero and d - 1.
The expected cost, C(y), is computed
by summing for all x the product of the
probability that x will occur and the cost
when x does occur. Hence,
(1)
C( y) = 1 ( 1 / d ) ( y- x ) c
x=0
d- 1
(1/d)S
x= y+ 1

WALTER JONES
is on the Management Consulting
Services staff in the Grand Rapids,
Michigan, office of Ernst 6 Ernst. He
received his B.A. degree from the
University of Notre Dame, and his
B.S.E. and M.S. degrees from the University of Michigan. Mr. /ones has also
had several years of industrial experience in operations research, systems
analysis, and industrial engineering.

for all y greater than or equal to zero and
less than d-1. Formula (1) then gives
(2)

C( y) =
(c/2d)y2+ (c/2-S) (y/d) +S-S/d

Formula (2) gives the expected or
average cost to the manufacturer if y extra parts are produced. What y will result
in the smallest C(y)?
Following the procedure in Appendix,
the optimal v, or the y that will minimize C(y) is found to be:
35

(3) S / c - 1

y

S/c (see Note 1).

This result is somewhat intuitive since
the cost to scrap S/c units is the same as
the cost of a set-up.
Example One
Let d=200 units, S=$100.00, and
c=$1.00 per unit. S/c=100 units is the
number of units that could be scrapped
for the same cost of a set-up.
Formula (3) indicates that either 99
or 100 extra units should be produced
since these alternatives have the lowest
expected cost. The expected costs for
various alternatives, are given below:
Units

Expected cost
C(y)

25
50
75
99
100
125
150
175
199

$99.50
88.62
80.87
76.25
74.75
74.75
76.37
81.12
89.00
99.50

Restrictions
Formulas (2) and (3) are valid only
when S/c is less than d - 1, the maximum
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possible demand. When S/c is greater
than or equal to d - 1, the optimal overrun quantity is y=d - 1. Obviously, it is
unwise to produce more than d - 1 extra units.
Formulas (2) and (3) are also restricted to those cases where it is reasonable to assume that any extra demand is
equally probable from zero to some maximum number of units.
Example Two
Let d=400 units, S=$100.00, and
c=$0.20. S/c= 500 units is greater than
d-1, so 399 extra units should be produced.
The expected costs for various alternatives, as computed from Formula (2),
are given below:
Units
0
50
100
150
200
250
300
350
399

Expected cost
C(y)
$99.75
87.89
77.27
67.89
59.75
52.88
47.26
42.89
39.90

NOTE 1: < means less than or equal to. A < B
means that A is less than or equal to B.

APPENDIX
C(y) is given by Formula (2). For the
optimal y, two conditions hold:
(Al)
(A2)

C(y+ 1) C(y), and
C(y-1) _C(y) (see Note 2).

Formulas (Al) ) and (A2) merely state
that if one more or one less than the optimal number of extra units are produced
then the expected cost will be greater
than or equal to the minimum expected
cost:
Using formulas (2) and (Al),
(c/2d)(y+1) 2+(c/2-S)(y+1)/d+S-S/d
is greater than or equal to
(c/2d)y2+(c/2-S) (y/d) +S-S/d
or: (A3)y>S/c-1
Using formulas (2) and (A2),
(c/2d) (y - 1) 2+(c/2-S) (y -1)/d+S-S/d
is greater than or equal to
(c/2d)y2+(c/2-S) (y/d) +S-S/d
or: (A4)y<S/c.
Formulas (A3) and (A4) give
(A5) S/c - 1 <y<S/c.
NOTE 2: > means greater than or equal bp.
A>B me ans A i s gre at e r t han or equal to B.
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ROI Simulations for
Investment Decisions
RETURN-ON-INVESTMENT DISTRIBUTIONS ARE CLOSER TO REALITY THAN SINGLE ESTIMATES
By Richard A. Elnicki
Return on investment (ROI) measures
based on discounted cash flows are generally recognized as being theoretically

superior to accounting rate of return and
payoff period for making investment decisions. However, the first-look and frequently the most important ranking index for many firms is the payoff period.
This may be attributable to the lack of
exposure to the discounting methods
and the basic simplicity of the payoff period calculation. But these reasons beg
the actual question. It is the uncertainty

in real-world investment decisions that
is primarily responsible for the relegation
of the discounting methods to classroom
or secondary status.

sideration directly via an analysis method
that reflects the risk attitudes inherent in
the "high liquidity" investment preferences held by most managements. The
theoretical analysis of uncertainty can
quickly become very complex and buried
in mathematical notation. This discussion will avoid the complexities when
possible.
Possible Outcomes
Given certainty, an alternative will be
rejected if the outcome is undesirable
according to some objective. Given uncertainty, an alternative will be rejected
if the chances of undesirable outcomes
outweigh the chances of desirable out-

Uncertainty
Uncertainty considerations lead to the
conclusion that the discounting methods
impute spurious or false accuracy to the
indexes of preference generated by the
internal rate or profitability index. The
usual applications of the discounting
methods do not reflect the uncertainty
inherent in the predictions of cash flows.
Requiring a high internal rate or using
high costs of capital for profitability indexes to reflect uncertainty further imputes false accuracy. Hence, it is to be
expected that firms are reluctant to spend
the time and effort necessary to use the
discounted methods; the accuracy of the
ranking indexes does not merit the cost.
Uncertainty can be taken into conMANAGEMENT ACCOUNTING/FEBRUARY 1970
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comes where an objective defines desirable and undesirable and an attitude toward risk gives weights to the outcomes.
Hence, if return is the organization objective, the decision maker will reflect
ROI's and risk attitudes toward possible

outcomes.
The decision maker must have some
idea of the sequences of events that will
lead to possible undesirable outcomes.
This assertion presumes that the decision
maker is in his position because he has
some knowledge of the interrelationships
of events related to his position in the
firm.
It follows that the decision maker
can: (1) give estimates of events and
sequences that will lead to outcomes and
(2) specify most likely, optimistic and
pessimistic amounts on events and sequences of events. The most likely, optimistic, and pessimistic events can be
assigned chances of occurring as is done
with PERT (Program Evaluation and
Review Technique) . The events can
then be combined to show possible outcomes and the chances of the possible
outcomes.
Assume a decision maker estimates
that Alternative A will require a cash
investment at time zero of $95, $100 or
$105, with the chances of occurrence being 10 percent, 80 percent and 10 percent, respectively. He estimates that he
will receive $105, $110 or $115 at the
end of one year with the chances of occurrence being 20 percent, 70 percent
and 10 percent, respectively.
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The most pessimistic outcome is a
combination of the two most pessimistic
events:
Investment: $105
Receipts:
$105
Outcome: $105/$105 = 1.00
or 0 percent
Ta bl e 1
INVE S TM ENT A:
POSSIBLE R O I O U T C O M E S
Re ce i pt s

In v es t men t s

$95

$105

$110

$115

10.5%

15.8%

21.0%

1 0 . 0 %•

15.0%

4.9%

9.5%

$100

5.0%

$105

.0%

• 1 0 . 0 % = $ 1 1 0 / $ 1 0 0 = 1. 10 or 1 0 %

Ta b le 2
INV E S T M E NT A:
CH ANC E S OF P OS SI B LE OUT C OM E S
Re c e ip t s

I nv es t me nt s
.20

.70

.10

.10

.02
.1 6

.0 7
.56•

.0 1

.8 0
.1 0

.02

.0 7

.01

.0 8

• .56 = . 7 0 ( . 8 0 )

Tabl e 3

The most optimistic outcome is 21.0 cent ROI, he is risk averse by definition.
Real-world business investments, howpercent, a combination of the two most
optimistic events: Investment $95, Re- ever, have many relevant decision factors
ceipts $115 ($115/$95 = 1.2105 or 21.0 and they will be in a time sequence.
Given estimates of events under each
percent).
The pessimistic outcome, 0 percent, relevant decision factor, the tables of
will occur if both pessimistic events oc- possible outcomes and chances of poscur; the chances of both occurring is the sible outcomes can quickly approach the
chance of the investment, .10 times the capacity of a large computer. Further, if
chance of the receipts, .20, or .10(.20) continuous distributions are abstracted
which equals .02. Hence, assuming the from the most likely, optimistic and
investment and receipts amounts do not pessimistic events on each relevant facaffect one another, the 0 percent ROI tor, as with PERT methods, it is frequently impossible to combine them
has only a .02 chance of occurring.
All possible outcomes and the chances mathematically. But, the desired inforof all possible outcomes are shown in mation is a distribution of possible outcomes. The distribution of possible outTables 1 and 2.
If the decision maker wants to make comes can be estimated by the numeric
money ( the objective), he should con- analysis method known as simulation.
sider all the alternatives available. As- There is nothing profound or complisume he can earn 6 percent on a one- cated about simulating ROI distribuyear savings account he considers risk tions; it is simply a work saver.
free, i.e., 6 percent is a certainty for all
ROI Simulation
practical purposes. There is a .25 chance
The objective of simulation in this
he will do better with the savings account
than with A since the outcomes of 0 per- case is to get an estimate of the chances
cent, 4.8 percent, and 5.0 percent have various ROI's will occur. Therefore, the
a total chance of occurring equal to .02 method should give a distribution
plus .07 plus .16 or .25. If he chooses the "close" to the actual distribution.
Investment A, discussed above, had
savings account over A because there is
nine
possible outcomes. Table 3 shows
a .25 chance he will earn less than 6 perthe ROrs, and the chances of the ROI's,
P(ROI ), in an array and an interval
order; the array observations correspond
to the entries in Tables 1 and 2.
To estimate the distribution of ROI's

IN V E S T M E NT A: ROI DI S TR I BU T IO N
Ar r ay or de r
P(R01)

ROI

for Investment A, the initial estimates

In t er v a l o rd e r
P( R OI )

ROI

0.0%

.02

-2.5% -

-2.4%

.0 2

4.8%

.07

2.5% -

7.4%

.23

5.0%

.16

9.5%

.01

10.0%
10.5%

.5 6
.02

7.5% - 12.4%

.5 9

15.0%

.0 8

12.5% - 17.4%

.15

15.8%

.07

21.0%

.0 1
Total

trials, fall into the RN "slots" in Table
4 in proportion to the chances of the

.01

17.5% - 22.4%
Total

1. 0 0

1. 0 0

Ta b le 4
INVESTMENT A: SIMULATION FORMAT
Re ce i pt s

I nv e s t me n t
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are assigned numbers, RN Slot, from 00
to 99, corresponding to the chances of
the events. In Table 4, for example, the
event receipts of $105 had a .20 chance
of occurring and this event is assigned
a twenty-number interval, 00 to 19.
A table to two-place random numbers
is then used to get "trial" outcomes.
Pairs of random numbers will, over many

Ev e n t

Chan ces

RN Slot

Ev ent

Cha nc es

RN Slot

$ 95
$100

.10

00 - 09

$105

.20

00 - 19

.80

10 - 89

$110

.70

20 - 89

$105

.10

90 - 99

$115

.10

90 - 99

events on relevant decision factors.
The simulation of Investment A's
ROI distribution was started by the random numbers 77 and 54. The 77 falls in
the $110 receipt slot and the 54 falls in
the $100 investment slot. Thus the first
"trial" outcome was 10 percent ($110/
$100 = 1.10). The first five trials had
the outcomes shown on Table 5.
Fifty trials were performed in this
manner. They are shown in Table 6 by
proportions for comparison with the actual distribution of returns.
The simulation proportions are an
estimate of the distribution of returns
under Investment A; as the number of
MANAGEMENT ACCOUNTING/FEBRUARY 1970

Ta b l e 5

Ta b l e 6
IN V E S TME N T A :

S IM UL A TIO N TR IA LS

IN V E S TME N T A :
A CTU A L A ND S IM ULA TE D

Ra n u o m n u m b e r - For:
Tr i a l

E ve n t

Tr i a l o u t c o m e

In ve s t m e n t

Receipts

In ve s t m e n t

Receipts

ROI

54

77

$100

$110

10%

2

96

02

$105

$105

0%

3

73

76

$100

$110

10%

4

56

98

$100

15%

5

68

05

$100

$115
$105

5%

ROI D I S TR I B U TIO N S

ROI
- - 2. 4%

Simulation
prop orti ons

.02

.0 4

7.4%

.23

.26

7 . 5 % - 12. 4%

.59

.56

1 2 . 5 % - 17. 4%

.15
.0 1

.1 4
.00

1.00

1.00

2.5% -

17.5% - 22.4%
Ta b l e 7

Actual
P(R 01)

C O N T R A C T B: DE C IS IO N F A C T O R S

In ve s t m e n t
E ve n t
Ch a nc e s

$ 90
$100
$115

An nu al Cas h
flo w ch an ge

C a s h F l o w Ye a r 1

.10
.7 0
.2 0

Event

Ch a nc e s

E ve n t

Ch a nc e s

$2 4
$25
$26

.3 0

- $2

.3 0

.40

-0+$2

.30

.30

trials increases, the simulation distribution will get closer to the actual distribution. The trials are stopped when the
proportions stop shifting between class
intervals; pragmatically, this means when
the proportions change by one percent
or less after rounding.
Realistic investments will have sequences of events through time where
the event in a year is in part dependent
on the event of the previous year. This is

.4 0

demonstrated by the following simulation. Assume the decision maker can
take Contract B for 5 years. He analyzes
all available data on the relevant factors
-pr ice, market share, size of market,
growth in market, labor rates, produclivity, raw material prices and requirements, investment requirements, etc.and concludes that net positive cash
flows will be $24, $25 or $26 during the
first year and $2 more, the same or $2

Exhibit 1
CONTRACT B: CASH FLOW SEQUENCES

Optimistic
r = 19%

$34

$30
Trial 1
r = 8%
$26
x Modal
r= 8%
$22

$18

Pessimistic
r= 5%

1

2

MAN AG EME NT AC C OU N TIN G/ F EB R UA R Y 1970

3

4

5

Year

less any following year. The investment
is to be made at time zero. No event affects other events except as stated for
cash-flow changes. The relevant decision
factors and events are shown in Table 7.
The most pessimistic outcome is a return of - 5 % investment, $115; cash
flow sequence, $24, $22, $20, $18, $16.
The most optimistic outcome is a return
of 19%: investment $90; cash flow sequence, $26, $28, $30, $32, $34. The
most likely outcome (modal) is a return
of 8%: investment, $100; cash flow sequence, $25 each year for 5 years. These
sequences are shown in Exhibit 1.
All outcomes will be between those
shown for the optimistic and pessimistic
flow sequences plotted in Exhibit 1. The
fan pattern reflects normal expectations
on future events, viz., as predictions are
made for more distant time periods, the
range of possible outcomes increases.
Finding the actual distribution of returns for Contract B would be cumbersome. Tables similar to 1 and 2 above
would be made but each would have 3
columns and 243 rows. If the decision
maker gave 2-year estimates for each of
the nine factors listed above, with only
3 events for each factor, the tables would
have 3 columns and 59,049 rows. And,
if continuous distributions were abstracted from the three events, it might be
impossible to find the actual distribution
of outcomes mathematically. On the
other hand, simulation is almost trivial
on a computer.
The actual distribution of Contract B
ROI's was estimated by the simulation
method described above. However, each
trial required six two-place random numbers: one for the investment event, one
for the cash-flow event in Year 1, and
one each for the cash-flow change event
the following four years. The 50-trial
estimated distribution of Contract B is
shown in Exhibit 2. The optimistic and
pessimistic outcomes are not shown,
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Exhibit 3
CASE 1: ALTERNATIVES C AN D

Exhibit 2
CONTRACT B: ESTIMATED ROI DISTRIBUTION
Percent of
Outcomes

P(r)

30%

AA

26%
24%

25%

Td

20%
16%
15%

Exhibit 4
CASE 2: ALTERNATIVES C, E, AND F
10%

10%
6%
5%

6%

6%

4%
2%

CI%

l

-4%

-2%

0%

2%

4%

6%

8%

l

l

10%

I

I

12%

I

I

I

14%

ROI Outcomes

since they have only a .00000243 and
.00000486 chance, respectively, of occurring.
Alternative Choices

Preference
Ranking
1
2
3

Alternative

It is assumed that the decision makers make logical choices given their attiIn case 3 we assume that the risk
tudes toward risk. This assumption pro- averse decision maker must choose bevides the basis for using ROI distribu- tween C and G as shown in Exhibit 5.
tions for decisions.
In this case, the average returns are the
Assume two alternatives involving in- same: 7, =
vestments of similar magnitudes are
The risk averse decision maker will
available and only one can be taken: C or prefer G to C: the chances of lower
D. The ROI distributions are as shown returns under C as compared to G
on Exhibit 3; 7,, and I'd are the respec- receive more weight in his risk attitive average returns:
tudes than the chances of higher returns
In Case 1, the risk averse decision under C as compared to G. G is less
maker will prefer D to C. For, the risky to him. The spread of chances in
chances of getting an ROI equal to any the distributions can be measured by s,
amount or more are always greater with where s increases as the distribution beD than with C.
comes flatter.'
In Case 2, the choice is between C,
Note that the distribution of C is flatE and F as shown on Exhibit 4. The risk ter than that of G. It follows that the s
averse decision maker will prefer C to of C will be greater than the s of G, and
E: the chances of getting an ROI equal since C is more risky because of the
to any amount or more are always spread s can be used as a measure of riskigreater with C than with E. And, he ness.2 Using s as a measure, it can be aswill always prefer F to C because the serted that the risk averse decision maker
small chances of getting a higher return will always prefer the alternative with
with C than with F are greatly out' T h e s in th es e cas es is t h e s t a n d a r d d e v ia t io n . If
weighed in his risk attitudes by the th e dis tr ib u t io n s a r e s k e w e d a th ir d m e a s u r e is
e d e d . S k e w e d d is t r ib u t io n s a r e n o t d is c u s s e d h e r e
chances of getting a lower return with ne
b e c a u s e t h e y o n l y c o m p li c a t e t h e d i s c u s s io n o f t h e
tr
a
d e - o f f s in v o lv e d in c h o ic e s .
C than with F. F will be preferred to
T h e a n a ly s is h e r e is q u i t e s i m il a r t o t h e p o r t f o lio
E since the chances of any return are ris k a n a ly s is m o d el w h e r e in v e s t o r s s p e c if y s e c u r it y
m b in at io n s w it h e s t im a t e d va r ia n c e s , s2's. H o w always higher under F. The three alterna- co
e ve r , t h i s a n a ly s i s is n o t a t t e m p t in g t o d e f i n e a r is k
tives can now be put in an order ranking. m in im iz in g f r o n t ie r lin e .
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Exhibit 5

CASE 3: ALTERNATIVES C AND G

P(r)

Exhibit 6
CASE 4: ALTERNATIVE G BECOMES E
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the lowest ,s given that the average returns are edbal.
Assume that the spread on G is equal
to the spread on E. The risk averse decision maker will prefer G to C when
their average returns are equal, but if
G slides down td E keeping its spread,
as shown on Exhibit 6, he will prefer C
to G when G is on top of E.
Why the change? The chances of C
giving a better return becomes greater as
G approaches E. At some point as G is
approaching E, the decision maker will
become indifferent between G and C:
He will consider them equal bets! At
that point, the trade-off in averages balances the trade-off in spreads. This situation is depicted on txhibit 7, comparing C and H:
The presumed indifference point between C and H has the following characteristic: The small chances of returns
with C being under H's (on C's left tail)
are exactly offset by the larger chances of
returns with C being greater than H's
(on C's right tail).
In those cases where the alternative
with the lower mean also has the lower
spread measure, the decision maker must
c o n si d e r h o w important the tails are in
stating his preferences, i.e., he must focus on the issue at question—risk. It is
not necessary to determine one indifference point as a benchmark, e.g., a given
ratio of s to -F. In fact, it may be incorrect to do so. Attitudes toward risk
change through time and as a result of
previous actual outcomes. Hence, the
indifference point will change.
Risk attitudes also vary with the
amount of money at risk. The president

MA N A G E M EN T A C C OU N TIN G /F E B R U A RY 1 9 7 0

Exhibit 7
CASE 5: ALTERNATIVES C AND H
P(r)

Th Tc

of a large corporation is likely to take a
.25 chance of losing $5,000 to have a .25
chance of making an RO I of 30 percent
or more. The effect of a $5,000 loss will
be negligible. On the other hand, he is
not likely to take a .25 chance of bankruptcy to have a .25 chance of earning
an RO I of 30 percent or more.
Internal Rates vs.

Profitability Indexes
The internal rate of return vs. profitability index question on ranking loses
meaning with the analysis method described above. Given single estimates of
cash flows for each year, if the expected
lives of two alternatives differ, the internal rate of return criteria can lead to
one choice while the profitability index
criteria can lead to the other. However,
since the range of possible events increases as the time perspective increases,
the distribution of outcomes becomes
flatter (s becomes larger) whether the

outcomes are in terms of internal rates
or profitability indexes.
It is as easy to estimate a distribution
of profitability indexes as it is to estimate a distribution of internal rates! If
alternatives with different lives are being
compared, the distribution of internal
rates or profitability indexes on the alternative with the greater life will have
the greater spread—risk measure—under
normal expectations of future events.
Therefore, reflecting possible outcomes makes the two decision bases have
the same effect on decisions. This leads
to the conclusion that the internal rate
of return vs. profitability index question
on rankings is moot—it is raised by the
completely unrealistic implicit assumption that single estimates for each year
are accurate!

Conclusion
The use of ROI distributions is superior to the usual discounting methods
and payoff: It eliminates the spurious
accuracy inherent in single estimates
since it forces the decision maker to
consider possible outcomes. It reflects
the attitudes toward risk held by most
managements while remaining in returnon-investment terminology. And, it gives
order rankings for investment alternatives of similar magnitudes.
Simulating RO I outcome distributions is easy. The hard part is on the
tasts for which the decision maker in
business earns his salary, viz., analyzing
historical data, thinking through relationships on the myriad past and future
investment factors and making best judgments of future events.
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Put Your Banker to Work
TODAY'S MODERN COMMERCIAL BANK IS A FINANCIAL DEPARTMENT STORE
OFFERING A VARIETY OF SERVICES
By John B. Pipkin, II

Many people, even effective financial
managers in small and medium size businesses, tend to think of a commercial
bank as merely a place to maintain their
funds and occasionally, when necessity
requires, to borrow. They fail to think
of today's modern commercial bank as
a financial department store offering a
variety of financial services for the benefit of the customer who is knowledgeable
and informed enough to take advantage
of them. The purpose of this article is
to review some of the numerous services offered by today's banks and to take
a close look at one of commercial banking's primary services to industry, the
granting of commercial loans.
Information for Credit
Granting Purposes
Most of today's commercial loans to
businesses are made on an unsecured
basis, supported by adequate financial
statements to justify the extension of
the credit. To the banker, an adequate
statement is one which is accurately, independently and objectively prepared.
These three criteria are obtained only in
a well-prepared audit report, which has
been prepared and certified to with an
unqualified opinion by an independent
certified public accountant.
It should be borne in mind, however,
that the unqualified or "clean" opinion
desired by the banker is merely that—a
professional opinion. It is not, as some
people would like to believe, an unqualified guarantee of the soundness of the
business, nor is it an insurance against
42

defalcation. In the final analysis, it is the
directors of the corporation, and through
them the management of the firm, who
are responsible for the presentation of
the financial data concerning the condition of the business.
At a minimum, the financial report
submitted to the bank for purposes of
obtaining credit should contain a balance sheet, an income statement, an
analysis of changes in capital and retained
earnings, ample applicable footnotes,
and the CPA's covering opinion. As a
matter of practice, however, most reports
submitted to banks for credit granting
purposes contain an abundance of additional information, including schedules,
such as a summary of financial activity,
a detailed breakdown of cost of sales, a
depreciation schedule, and perhaps even
an aging of receivables and payables.

Maintenance of Deposit Balances
As many people fortunately learned
during the "tight money" days, the
development and maintenance of deposit balances is fundamental to keeping a sound banking relationship. In the
final analysis, only customers who maintain a sound and healthy balance relationship can expect in the future to enjoy any sort of "call" on their banks for
credit accommodations. The maintenance of appropriate supporting balances is the key which unlocks the door
to the consideration of credit requests by
the commercial banker. It is only after
the banker has determined that the customer has maintained the necessary supporting balances to deserve his consideration that he proceeds to the matter of
analyzing the credit worthiness of the
application.
Financial Requirements

JOHN B. PIPKIN, II
Charlotte Chapter 1967, is Vice President-Manager Credit Department,
North Carolina National Bank, Charlotte, N. C. Mr. Pipkin holds a B.A.
degree from Virginia Military Institute, and an M.B.A. degree from the
University of Virginia, Charottesville,
Va.

The type and degree of financial
analysis performed by the banker depends, of course, upon the type of credit
requested by the customer. In general,
borrowings from the bank take two distinct forms and require two unique types
of analytical approaches. Borrowings may
be either short term or "seasonal," or
longer term.
SHORT-TERM CREDIT

In examining an application for short
term or "seasonal" working capital requirements, the banker is primarily concerned with the balance sheet and the
balance sheet accounts. To some extent
the quantity, but primarily the quality,
of the balance sheet items is the matter
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of major emphasis to the banker in appraising this type of request.
In a "seasonal" credit situation, the
banker looks to the ebb and flow of the
trading assets to provide the funds for
his payout. An example of this is the
traditional lending to the retail merchant
in the late fall to pay invoices for Christmas merchandise, which will be sold in
December and billed and collected in
January.
LONGER TERM LOANS

In appraising the financing of a growth
situation where a term loan is involved,
the banker must place primary emphasis
upon the analysis of the income statement and the cash flow projections. The
major emphasis of the analysis must be
to answer the question, "Is it reasonable
to expect the company to produce the
necessary level of future earnings to retire the indebtedness in accordance with
the proposed terms?" Of primary importance in this analysis is an evaluation
of the underlying assumptions which
were made in order to prepare the future
financial projections. The reasonableness
and the validity of these assumptions underlying the projections are of prime importance, as they show the concern's

ability to handle comfortably the proposed debt service.
The Term Loan Agreement

tam n working capital at a predetermined
level, that the company will promptly
discharge all applicable liabilities incurred in the ordinary course of business
and that the company will promptly
pay all taxes and maintain appropriate
insurance coverage.
As can be readily seen, the analysis
and preparation of a term loan request
can be quite complex and time consuming. Depending upon the size of the borrowing and the purpose of the financing,
the analysis of the financial data and the
preparation of the necessary legal documents, including the drafting of the
term loan agreement, can take several
months. The preparation of the term
loan agreement and the terms of the
various covenants are always subject to
negotiation between the bank and the
borrower on the minor points; however,
it must be remembered that the term
loan agreement is drawn for the protection of the bank and, as a general rule,
there are certain "boiler-plate" provisions
which the bank will insist upon and
which are not subject to negotiation.
Of most importance to any financial
managers' consideration, however, is the

Recognizing that financial data is
merely the quantitative expression of the
results of management decisions and external forces at work upon the company,
your banker seeks to answer the questions: Why did these events take place?
Why did inventories increase? What
does this hold for the future? Is this a

fact that the preparation and negotiation

favorable or unfavorable development?

of a term loan is not a simple cut and
dried matter and that no prudent financial manager should expect to approach his bank and have a commitment
for a term loan on a short notice. Needs
for long-term financing should be adequately recognized far enough in the
future so that the necessary analysis and
negotiations can be concluded in time
to ensure that the funds are available for
disbursement when needed. The experienced financial manager will also keep in
mind the fact that it is equally dangerous to "borrow short and invest long";
that is, to borrow against a "seasonal"
working capital line of credit for purposes of investing in plant property and
equipment or other fixed assets.

What do they mean to the bank as a
present or potential creditor?

Another unique aspect of processing
a term loan request is the development
of the term loan agreement, which outlines the primary provisions to be observed during the period in which the
obligation is outstanding. While the degree of complexity, the size of the loan
and the length of the terms involved
all contribute to each individual situation, the term loan agreement covering
a term loan can range from a simple, onepage "letter agreement," merely specifying certain general warranties made by
the company, to a many-paged, bound
volume which will weigh several pounds Financial Analysis
and will include definitions, warranties,
After receiving your financial data,
negative and affirmative covenants.
your banker will want to perform an apExamples of some of the negative cov- propriate financial analysis leading to the
enants which are commonly found in soundly developed conclusion of what
term loan agreements are the stipulations action the bank should take.
that the company will not sell out or
The area of financial analysis generally
merge with another corporation unless includes an internal analysis, which init is the surviving entity, that the com- volves comparing the financial condition
pany will not pay dividends in excess of and operating results of the company
a certain amount, and that the company against its previous performance, and an
will not increase officers' salaries above external analysis, which compares fia specified level.
nancial condition and operating results
Examples of common affirmative cov- of the firm against "industry averages."
enants are that the company will main- In order to facilitate his internal analyMAN AG E M EN T AC C O UN T I NG / F EB R U AR Y 19 7 0

sis, the banker usually prepares a
"spread" of the figures, which involves

presenting the financial data of several
years in a columnar format with consistent treatment of various categories
from year to year and uniform treatment
from company to company. Each bank
generally has its own particular policy
regarding the "spreading" of financial
statements, and the actual handling of
particular items may not necessarily be
in conformity with the treatment shown
on the audit report.
During the course of this analysis, your
banker will be interested in noting what
has happened to the company, have
sales increased or decreased, have earnings responded accordingly, and what
impact have these developments had
upon the financial condition of the
company?

The Two Key Questions
So finally your banker gets down to
the two key questions which are really
the crux of any financial analysis for
bank credit purposes. These questions
are: "Can the loan be repaid?", and
"Will the loan be repaid?"
CAN THE LOAN BE REPAID?

In answering the first question of
"Can the loan be repaid?", the banker
is really dealing with the "capacity" element in the "C's" of credit. To the
banker, "capacity" represents the ability
to repay the loan in accordance with the
original understanding or terms of repayment. Unfortunately, more than one
"seasonal" or short term credit accommodation has become, in fact, a "capital"
accommodation due to an error in accurately appraising the "capacity" element. A comprehensive job of appraising the "capacity" element will include,
in addition to reviewing the past and
projected financial data, consideration of
industry and economic conditions.
WILL THE-LOAN BE REPAID?

The second fundamental credit question of "Will the loan be repaid?" deals
with the element of "character." "Char43

acter" is probably an old-fashioned term
today, and one which we don't hear
much about in the hectic environment
of modern day to day business. Nevertheless, to the banker, "character" is still
an important element for consideration
in the credit granting process.
While to most of us, "character" is a
term which we consider only when
thinking of other individuals, to the
banker it is equally as applicable to considering corporate customers, as well as
individuals. Corporations are, in reality,
nothing more than extensions of the personalities of the individuals who control
and direct them. For this reason, the
banker considers the element of "character" to be equally as significant in appraising corporate credits, as well as individual credit accommodations.
In order to find the answer to the
question of "character" or "Will he
pay?", the banker generally operates on
the assumption that if others have been
paid, he will be equally as fortunate. (Experience seems to indicate, however, that
it is in fact the banker who gets paid
when others may not.) This evaluation
generally takes the form of "credit
checkings" with other creditors, particularly other bankers.
The elements of "character" or "Will
he pay?" are so important to the banker's credit decision-making process that
the Robert Morris Associates, the National Association of Bank Loan and
Credit Officers, has established a comprehensive code of ethics for the interchange of bank credit information among
member banks. Most medium and larger
size banks have separate groups or departments which do nothing but handle
credit investigations across the country
and around the world to determine the
answers to the important questions of
"character."

Beyond the Credit
Granting Function

While the major thrust of this article
has been directed toward the bankers'
credit granting function because this is
an area most commonly associated with
bankers, the astute corporate financial
officer will certainly want to be aware of
other bank services which his banking
relationship should provide for him.
MONEY MANAGEMENT

Today's realistic corporate financial
officer views money as his "product"
just as his counterpart in manufacturing
views raw materials as a "product." Consequently, your banker should be a spe44

cialist in the money business and should
recognize the fact that enhanced availability of funds is a major concern to today's enlightened financial managers.
Many bankers have recognized this current viewpoint and have taken active
steps to assist their corporate customers
in this area through the development of
comprehensive lock box and concentration account programs.

ture plans and programs, and the monetary implications of these, are the major
benefits to be obtained from a "full"
banking relationship. Your banker
makes a good sounding board for proposed policies and programs, and with
a broad overview of many different types
of operations, he should be able to bring
fresh ideas and viewpoints to consideration. As a specialist in the "money business," your banker must keep on top of
CREDIT INTELLIGENCE
current business conditions both in his
Many times, corporate customers "service area" and nationally and be
have the same needs as bankers for credit alert to current and emerging economic
information. Bankers are set up in their trends. Business does not operate in a
day to day activities to provide this in- vacuum, and these factors are, to the
formation, and through their contacts knowledgeable corporate financial offiin the Robert Morris Associates are par- cer, as significant as they are to the
ticularly adapted to developing informa- banker.
tion which might not ordinarily be
By working with and being exposed to
available.
the activities of a broad cross-section of
Therefore, many corporate financial different kinds and types of businesses,
officers, when confronted by complex your banker naturally has an outstanding
problems which require detailed, hard opportunity to become familiar with
to get information, turn to their banker. good business practices. He may have
for assistance. The providing of credit had the opportunity to see programs
information is a service which your bank which you are contemplating work or
account should earn you, and one which fail to work in other applications. Simiyou should be receiving.
larly, by being intimately involved with
a broad cross-section of similar customSPECIALIZED ASSISTANCE
ers, your banker should be able to give
Because of his particular role, which up to the minute advice on industry
is both "specialized" and "confidential," developments.
your banker is also in a unique position
to provide specialized services such as KEEP YOUR BANKER INFORMED
merger and acquisition assistance, and
One word of warning, however, if you
market research information.
expect your banker to become a memIn conjunction with merger and ac- ber of your "team" and to be able to rely
quisition programs, many times the upon him for his financial counsel and
banker is able to develop data and es- ideas, you must keep your banker intablish contacts. He can also make a formed. The cornerstone for building a
better representative for you because of sound customer-bank relationship is the
his special role than you are able to do involvement of your banker in the confor yourself. In the same regard, by con- sideration of "plans." Don't just come
centrating on his particular "service to the bank and inform your banker of
area," your banker should be in a position to give you better assistance in local
marketing research data than you might
otherwise have available.
It should be pointed out, however,
that because of the specialized nature of
these two particular areas, most bankers
today provide these types of services
only on a fee basis.
ADVISORY SERVICES

While bankers may today be alert
and aggressive enough to be charging
fees for some of their specialized services, they are still generally doing business "at the same old stand" and giving
away one of their primary stocks in trade
—financial counsel.
Consultation with your bankers on fu-

"action taken" and expect him to always
react warmly or even favorably. Unnecessary business crises have been precipitated by customers making commitments based on assumptions that the
banker would back them up when he in
fact had no knowledge of the situation.
Summary

In summary, the role of the banker is
a multifaceted Janus with many faces to
many different viewers. It is incumbent
upon the astute financial manager to
know his banker and the many services a
good banker relationship can produce.
With the multitude of demands upon
today's financial officer, it is the wise
man who will take this tip and "put his
banker to work."
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Casting Up a Projection
FORECASTING DEPRECIATION WITH GRAPHS AND CHARTS
By G. Kenneth Dye
An accountant who sets out to predict
depreciation is like a master chess player
who takes on several opponents at the
same time, each of them determined to
outwit him. Untangle the intricate tim-

ing problem between commitments and
the expenditures and an even more
baffling problem crops up in its place,
the reckoning of depreciation on those
assets which were acquired in the past,
are still being depreciated and will continue to be for years ahead.
Consider for a moment the complexities and the pitfalls we are heir to when
we set about a depreciation prediction.
First, depreciation is an effect, not a
force in itself; it is triggered by happenings we call capital expenditures. Further, these capital expenditures are themselves effects, generated by business procedures with legal overtones called
commitments. Underneath the commitments we find the capital processes
labeled appropriations. All of which
creates a problem in timing sufficient to
confound a forecaster.
Normally, the commitments/expenditures problem is just as real in the ordering of a magazine subscription as it is
in ordering a printing press, the interval
between the time of placing the order
and when one becomes a full-fledged
member on the subscription roll may be
lengthy. However, because of the magnitude of the sums of money which are
usually riding in capital ventures, we
would not be inclined to shrug aside
such a commitment. Much is at stake
and we must be concerned with not only
MANAGEMENT ACCOUNTING/FEBRUARY 1970

the depreciation implication, but the
seeing to it that sufficient funds are in
the till at a certain time in the future to
pay for expensive equipment.
Look for a moment at this matter of
predicting capital expenditures, admittedly difficult but not impossible. A
reasonable approach migh t be to conclude that expenditures will follow the
commitments in a measurable interval,
say three months. Therefore we could
safely predict that, after we have made
a careful appraisal of contemplated commitments, 75 percent of them would
materialize into expenditures in the current year. With this starting point, and
with a feel for the overall rate of depreciation that assets will likely fall into,

G. KENNETH DYE

Trenton Chapter 1952, is Administrator of Fixed Assets and Capital Budgets at RCA's David Sarnoff Research
Center, Princeton, N.J. He is a graduate of University of Pennsylvania, Philadelphia, Pa. where he received a
Certificate of Proficiency in Accounting. Mr. Dye is a previous contributor
to MANAGEMENT ACCOUNTING, and
was awarded a Certificate of Merit in
1965-66.

it is a simple matter to have the depreciation in hand.
Forecasting by Least-Squares Trend
The method of determining depreciation by estimating the lead time between capital commitments and expenditures is one that many accountants
employ. Another method, illustrated in
Exhibit 1, is an ordinary line graph upon
which is plotted the ups and downs of
actual capital expenditures over a period
of four years. Its simple appearance is
deceitful. The development of the trend
line and the projection of the trend into
the future is based upon a mathematical
technique, which has been purposefully
sidestepped.
In the illustration the plotted data has
been quartered by a horizontal line (a-b)
and vertical line (c-d ), and the central
point, the average, is pointed out. Cutting upward through the plotted data
there courses another line called the
least-squares trend. There is only one
position that will qualify as a perfect
fit and it must be computed using
mathematical formulae. However, many
users of least-squares trends find that
satisfactory results can be obtained by
merely drawing in the line by eye.
No one expects that a trend will continue indefinitely hence our next step
is to find a discernible pattern where the
actual is likely to veer from the trend.
Recall that the values plotted in Exhibit
I represent quarters of years of actual
capital expenditures. We reason that a
pattern of variations from the trend
should emerge if we make a careful study
of the actual points and the trend line.
45

of actual expenditures away from the
trend which existed in the past will
likely persist, percentage-wise, in the
future. Under this assumption we can
multiply the continuing projection of
the trend line by the seasonal variation
to obtain a forecast of future expenditures.
In actual dealing with capital expenditures with the use of this technique it
is recommended that separate leastsquares projections be made of both normal day-by-day capital expenditures and
those abnormally large ones because it
will likely happen that the seasonal variation will form different configurations
under each of this type of spending. A
sagging normal spending level which is
typical of some seasons will not neces-

The variance between each point and
the trend line at any given time is computed and stated in terms of percentage
of the trend.
These variation percentages are then
assembled in a table which is constructed in such a manner that the data
(quarter year expenditures in this illustration) are in alignment. Thus, all
1st Quarter values are in one column,
2nd Quarter values in another column,
and so on. The totals are then divided
by the number of items in each column,
producing an average variation for each
quarter which we boldly suggest is the
seasonal variation. This provides a recurring movement of data away from
trend which takes place with some regularity. Therefore the seasonal variations

sarily prevail in the spending connected
with the acquisition of extraordinarily
large assets.
The Depreciation Network Analysis
Care should be taken not to lose sight
of those assets which had been acquired
in the past. Depreciation is still continuing on these assets and is probably
the most important part of the forecast.
Also, since depreciation is based on a
mathematical discipline, it is an orderly
process. Therefore it follows that one
should not have difficulty in constructing
an ordered display with which to gain
knowledge about its workings. A display
of this nature for sum-of-the-years digits
depreciation has been constructed in
Exhibit 2. This linear display is a blend-
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ing of depreciation of past acquisitions
and future depreciation of future acquisitions.
In addition to the horizontal and vertical lines, attention is directed to another dimension of the network—corridors leading in two directions. The
downward ones tell the story of the
progress of a given year's depreciation
from the past and into the future and
the horizontal corridors reflect the accumulation of the yearly depreciation
progress, a portion of which is continually assigned to operations year-byyear.
The capital expenditures accountant
can read meaningful signals in these corridors. For example, the downward corridors march at an ordered pace that can
be measured and extrapolated for future
forecasting. Observe that this is also so
in the year 1970 which contains depreciation of the acquisitions over which
we have had close scrutiny since they
were only a trend. The 45-dollar depreciation which was generated as capital
expenditures in the first year (1970) is
pictured as growing to an impressive 86
dollars in the second year (1971). From
this we detect a pattern of the second-

year's depreciation nearly doubling that
of the first. Then a decline sets in with
the third-year's depreciation dropping
off to about 90 percent.
In one respect the network analysis
becomes more than a forecasting tool;
it is a no-nonsense management report
which defies any error of consequence
because any considerable error would, at
the outset, destroy the graph's symmetry, its well-balanced proportions operating as a signal that all is well. One
need not be skilled in depreciation
methods to gain insight into the depreciation structure which this graph represents and it may be examined with a
measure of confidence because it turns
mistakes into improbable, perhaps impossible, patterns.
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Conclusion
We have employed this concept in
"casting up a projection" from historical
data into a reasonable, we hope realistic,
forecast of future financial happenings.
In this illustration we casted with depreciation, but it may have been with
some other form of accounting data as a
previous contributor to M A N A G E M E N T

1971

I l l i g i s i m
1972

v i i i i i n g i m
1973

ACCOUNTING points out: "Accountants
have tended to emphasize accumulating
and reporting historical data. But this
has limited application for the decisionmaking purpose. Using this historical
data to project the future is the key
to providing relevant planning reports." 1
' J a m e s W . Pa t t illo , " C o m m u n ic a t i o n th r o u g h R e p o r t s , " Ma na g e m e nt Acc o u nt in g , O c t o b e r 1 9 6 9 .
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Using Data Processing
in Tax Scheduling
EDP TAX CALENDAR HELPS ANTICIPATE DUE DATE SO THAT DATA CAN BE ACQUIRED ON TIME
By Ronald E. Fink
While an individual may be concerned
only with his U.S. income tax and his
home state taxes, a business corporation's taxes multiply astronomically with
each new area of business transactions.
The use of subsidiaries by national companies increases the complexities of
scheduling the workload. With the
passage of state legislation enabling
cities and counties to levy local taxes,
the number of tax returns required has
substantially increased in the past several
years. Consequently, a national company
operating in all states is subject to over
250 separate taxes, all requiring at least
one return or payment each year and
some as many as two each month.
The function of preparing and filing
tax returns for a large corporation requires a method for planning or scheduling the workload and for ensuring that
the return or payment has been filed
when due. The use of data processing
equipment is one means of accomplishing this task. The mechanization of tax
scheduling minimizes the personnel cost
and the chances of human error.
Numerical Coding System
In order to establish a basis for the
use of data processing, numerical codes
can be established to designate the
classifications required for the preparation of the tax calendar. These codes
then are used to mechanically segregate
and sort the taxes by due dates in order
48

to establish a monthly tabulation of returns and payments due.
The complete tax code consists of
seven digits arranged as follows: 0-0000-00. This code is read from left to
right with the respective segments indicating the following:
0—Corporation
00—State
00—Type of Tax
00—Return Number
The first segment of the code, consisting of one digit, identifies the parent
company and its subsidiaries depending
on total responsibility assigned to the
Tax Department. Each corporation—
parent and subsidiary—will be assigned
a one digit code. In a case where more

than nine codes are needed to account
for all of the subsidiaries, this segment
can be increased to two or three digits
if space is available on the card or by
using letters and numbers.
The second segment of the code, consisting of two digits, identifies the jurisdiction to which the return or payment
is submitted. Each state or country in
which taxes are paid or returns are filed
is so designated.
The third segment of the code, consisting of two digits, segregates the
various types of taxes into general categories. The first digit designates the
major tax groupings or areas of responsibilities, i.e., income and franchise tax
responsibility, payroll tax responsibility,
sales and use tax responsibility. The
se c o n d

RONALD E. FINK
Lancaster Chapter 1968, is General
Manager—Taxes and Insurance, Packaging Products Division, Kerr Class
Manufacturing Corporation, Lancaster, Pa. Mr. Fin k hold s a B.A. d egree
from Gettysburg College, Gettysburg,
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digit

of

this

segment—when

combined with the first digit—designates the more specific types of taxes.
For example, in this section of the code,
11 could be taxes based on income, code
12 could be franchise, capital or annual
report type taxes, 13 could be real and
personal property type taxes and so forth.
The final segment of the tax code,
consisting of two digits, designates the
general location of the filing district and
the specific return and/or payment.
The first digit in this segment designates
the city or county within a particular
state or country in which the specific
taxing authority is located. A zero used
as a first digit indicates a state return
and/or payment. The second digit in this
segment of the coding example is used
MAN AG E ME N T ACC O U N T IN G / F E BR U AR Y 19 70
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to number the returns numerically,
when applied to the same corporation,
the same jurisdiction, the same type of
tax and the same location.
Tax Department Calendar
The Tax Department should receive
periodically a print-out on which all of
the returns and payments are listed numerically. It shows the following data:
return code, date due, state, name of
return. The print-out also contains preprinted columns for entries regarding
preparation, checking and mailing of the
respective returns.
This Annual Report print-out enables
the Department to determine rapidly the
due date of any return or payment. Any
changes made to the tax calendar can be
recorded manually on this report until
such time as it can be updated. The
frequency required for updating the tabulation is dependent upon the number
of changes made during a given period.
In most companies a semiannual updating is sufficient.
A related print-out lists all the returns
due on a specific date. It is revised at the
time the Annual Report is updated.
This report enables the Tax Department to analyze workloads at specific
times. It is used exclusively for scheduling and not for controlling.
The Tax Department receives a
Monthly Report print-out which serves
as the work schedule for the preparing
and filing of the returns and payments
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due during the month. The report is
designed to record whether forms have
been received or requested; it permits
the preparer and checker to indicate that
their part of the work on the return has
been completed. If a check is required,
the date for which it has been requested
can also be recorded. Finally, the date
that the return or payment has been
mailed can be noted. This report allows
anyone in the Tax Department to review the status of any return at any
time.
Exhibit 1 is a schedule used by the
Tax Department to report changes to
the data processing center every month,
This schedule is used to keypunch new
cards and, to inform the data processing
personnel as to which cards should be
removed from the deck. Changes Ivported on this schedule are also recorded
manually on the Annual Report printout, keeping that schedule current.
It is also important to remember that
the accuracy of the tax calendar is dependent upon the premise that all
changes in due dates, addition of new
returns, etc., are recorded promptly. As
forms are received from the various taxing jurisdictions, the due dates should be
checked to ensure that the date on the
tax calendar agrees with the date indicated on the form.
Conclusion
In addition to the tax calendar, the
coding system provides benefit from an

.."

M r -

organizational standpoint. Each return
has its own file folder indicating the code
number on the file tab. These folders,
filed numerically, are a quick reference
from the tax calendar to the actual return. In addition, all correspondence
dealing with a specific return is coded
by the typist in order to facilitate filing.
This permits routine filing. Check requests for tax payments are also coded
and cards are keypunched so that the
tax impact can be recorded in many
ways, such as total income taxes, total
sales and use taxes, total taxes paid to a
specific state or local jurisdiction, total
taxes by responsibility, etc. The type of
report depends on the desires of the Tax
Department.
A tax calendar will not serve its function with maximum effectiveness unless
those persons who use the calendar remember to keep looking ahead and anticipating the necessary time to acquire
and process the material needed for a
particular return. If one merely looks
at the tax calendar on March 15 and sees
that the Federal Income Tax return is
due, it is hardly possible for him to accumulate, process, assemble and submit
the form on the due date. However, obtaining the monthly calendar 15 days
prior to the beginning of the month for
which it is prepared permits a manager
to schedule his workload throughout the
month and gives him adequate notification of returns and payments due during
the first part of the month.
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Recent Publications
ELEMENTARY ACCOUNTIN G : T H E O RY TE C H N I Q U E ,
AND APPLICATIONS
Robert E. Seiler
Charles E. Merrill Publishing Co., 1300
Alum Creek Dr., Columbus, Ohio
43216, 1969, second edition, 845 pp.,
$10.50.
An elementary text which presents a
balanced treatment of basic accounting
concept, their applications in contemporary business environment, and the
techniques currently employed in the
accumulation and reporting of financial
data.
ACCOUNTING PRINCIPLES
C. Rollin Niswonger and Phillip E.
Fess
South-Western Publishing Co., 5101
Madison Rd., Cincinnati, Ohio 45227,
1969, tenth edition, 853 pp., $9.25.

In its tenth edition, this textbook continues to stress basic concepts. Liberal
use is also made of diagrams, charts, and
other illustrative devices.

PRIN CIP LES O F
ACCO UNTING
Walter B. Meigs and E. John Larsen
Richard D. Irwin, Inc., 1818 Ridge Rd.,
Homewood, Ill. 60430, 1969, fourth
edition, 8 5 7 pp., $14.60.

A comprehensive book which reflects
the many changes in public accounting.
Discussed in this fourth edition are
such topics as the importance of professional ethics, the legal liability of accountants, the CPA's role as an expert
witness, and the many operational aspects of accounting which the auditor
must know.

FUNDAM ENTAL
AC C O U N T I N G P R I N C I P L E S
William W. Pyle and John Arch White
Richard D. Irwin, Inc., 1818 Ridge Rd.,
Homewood, Ill. 60430, 1969, fifth edition, 813 pp., $11.95.
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A first-year accounting course at the college level, designed to give an understanding of how accounting data are
accumulated and the ability to use such
data effectively.

IN T ER M E DI A TE P RI N CI P L E S O F AC C O U NT I N G
Donald E. Kieso, R. K. Mautz and C.
A. Moyer
John Wi l ey & Sons, Inc., 605 Third
Ave., New York, N.Y. 10016, 1969,

825 pp., $11.95.
An intermediate text for the accounting
student containing in-depth discussions
of the theory and concepts of accounting. Included are two chapters covering
consolidated statement preparation and
business combination accounting.

CO S T A C C O U N T I N G
Accounting Data for
Management Decisions
Nicholas Dopuch and Jacob G. Birnberg
Harcourt, Brace 6 Wo r l d , Inc., 757
Third Ave., New York, N.Y. 10017,

1969, 527 pp., $10.00.
An introductory text which assumes no
previous exposure to cost accounting.
The book is organized around a conception of the accounting function as the
processing of information, or the collection a n d cl a ssifi c a t i o n o f da t a a c c o rd i n g
to the decision needs of others.

STUDIES IN CO ST ANALY SIS
David Solomons, Editor
Richard D. Irwin, Inc., 1818 Ridge Rd.,
Homewood, Ill. 60430, 1968, second
edition, 561 pp., $13.35.

The papers included in this book discuss the various trends in cost accounting. Two aspects presented are of particular interest. First, the use of
statistical methods for the analysis of
cost data and to show the probabilistic
character of cost estimates. Second, the
relationship between accounting and
operations research.

PRO JE CT C O ST C O N TR O L
USI NG NET WO R K S
C. Stalfurth, Editor
T h e Operational Research Society, 62
Cannon Street, London, E.G. 4, England, and T h e Institute of Cost and
Works Accountants, 63 Portland Place,
London, WIN 4A B, publ ished jointly,
1969, 92 pp., 16 S post paid.

The principles of network-based cost
control are described so there may be
common understanding between those
concerned with operations research and
those concerned with accounting.
STATE TAX HANDBOOK
As of October 1, 1969.
Commerce Clearing House, Inc., 4025
W. Peterson Ave., Chicago, Ill. 60646,
1969, paperbound, 667 pp., $7.50.

Designed for those who have an everyday interest in state taxes, this handy
new book gives the tax systems for all
states and the District of Columbia as of
October 1, 1969. Tax rates and due dates
for reports and payments are emphasized
in the tax outlines. Also included are
easy-to-read charts of state corporate and
personal income tax reporting requirements, tax rates and exemptions, and
special information such as allowance of
net operating losses and federal depreciation and depletion.
TE C H N O LO G I C A L
FORECASTING FOR
INDUSTRY AND
GOVERNM ENT
Methods and Applications
James R. Bright, Editor
Prentice-Hall, Inc., Englewood Cliffs,
N. J. 07632, 1968, 484 pp., $20.50.

This book explains how large industrial
enterprises and government agencies
gathered data, used one method or another, and created technological forecasts to predict where an industry would
be in the future and what society and the
military would be needing.
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AN A L Y S I S FO R
REPLACEMENT OF
FIXE D ASSE TS
Merle M. Gynther
University of Queensland Press, St.
Lucia, Australia, 1968, paperbound, 212
pp., $1.20.
This paper examines the theory and
practice of certain conflicting methods
of analysis used to evaluate proposals to
replace assets such as a delivery truck or
an overhead crane for which there is no
identifiable future income stream.
LEASING IN INDUSTRY
Henry G. Hamel
National Industrial Conference Board,
845 Third Ave., New York, N. Y. 10022,
1968, paperbound, 114 pp., $3.50, (nonassociates $17.50).
A comprehensive report on leasing which
should be of interest to the accountant.
It includes one chapter which reviews
the question of how leases should be
reflected in financial statements.
MODELS AND ANALYSIS
FOR P R O D U C T I O N
MANAG EM ENT
Michael P. Hottenstein
International Textbook Co., Scranton,
Pa. 18515, 1968, paperbound, 646 pp.,
$6.50.
A collection of outstanding analytical
articles relevant to production management. Presented in three parts, the material covers such areas as product and
plant investment models, production system design models, and production system operating models. The reader will
find the level of sophistication in terms
of model development to be somewhat
above that found in most introductory
production textbooks.
MANUFACTURING
Management and Control
Dean S. Ammer
Appleton-Century-Crofts, Division of
Meredith Corp., 440 Park Ave. So., New
York, N. Y. 10016, 1968, paperbound,
218 pp., $2.75.
Although the focus is on solving of practical problems, this book offers neither
questions nor problems to be solved by
the reader. It was designed for use in
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business schools and in company executive training programs. It deals with
industrial environment, acquisition and
management of assets and management
of operations.
MO DERN WAREH O USE
MANAGEMENT
Creed H. Jenkins
McGraw-Hill Book Co., 330 W. 42nd
St., New York, N.Y. 10036, 1968, 319
pp., $11.95.
Treating warehousing as an essentially
separate business with a science of its
own, this book presents a comprehensive
coverage of the subject. Three chapters
dealing with accountability, cost and administrative controls, and data processing may be of special interest to management accountants.
PRO FES SIO NAL
RECO MM ENDATIONS AND
G U I D E LI N E S
Institute of Certified Public Accountants
in Israel, P.O.B. 29281, Tel-Aviv, Israel,
1968, Booklet I, paperbound, 59 pp.,
$2.00.
The first English translation of the history and standards of the relatively young
foreign institute of accountants. Future
translations of research material of general interest to accountants in other
countries are promised.
MOTIO N AND TIM E STUDY
Design and Measurements
of Work
Ralph M. Barnes
John Wiley & Sons, Inc., 605 Third
Ave., New York, N. Y. 10016, 1968,
799 pp., $10.95.
In this sixth edition, the author introduces a new concentration for the industrial engineer, namely that concerning
itself with the motivation-maintenance
theory. Greater emphasis is suggested on
a more effective human work system and
away from the usual professional functions.
1968 CO NFERENCE O F
ACCOUNTANTS
University of Tulsa, Dept. of Accounting, College of Business Administration,
Tulsa, Okla., paperbound, 1968, 85 pp.,
$2.00.

GRAPHIC
COMMUNICATION
William J. Bawman
John Wiley & Sons, Inc., 605 Third
Ave., New York, N. Y. 10016, 1968, 210
PP.,$9.95.
This book integrates different fields of
graphic practice under a common visual
philosophy by identfying the range of
ideas which can be visually presented.

SYSTEMS AND
PR O C E D U R E S
A Handbook for Business and
Industry
Victor Lazzaro, Editor
Prentice-Hall, Inc., Englewood Cliffs,
N. J. 07632, 1968, second edition, 528
pp., $14.00.
A collection of eighteen separate studies
prepared for use in analysis and resolution of business problems. The topics
covered range from cost control and
forms design, to operations research.

SY S T E M S AN A L Y S I S
A Computer Approach to
Decision Models
Claude McMillan and Richard F.
Gonzalez
Richard D. Irwin, Inc., 1818 Ridge Rd.,
Homewood, Ill. 60430, 1968, revised
edition, 520 pp., $12.00.
An introduction to the methodology of
systems analysis via computer simulation. Written as a textbook for students
with modest backgrounds in mathematics and statistics, this book presents
the methodology for building and processing systems models which produce
operationally useful information at a
modest investment of time and effort.

F O R T R A N PRIM ER
for Business and Economics
Gordon L. Nielsen
D. H. Mark Publishing Co., 285 Wood
Rd., Braintree, Mass. 02184, 1968,
paperbound, 161 pp., $4.95.
This straight forward manual written in
the student's language is almost selfteaching. It promises to instill greater
insights into computer workings and reduce the burden of computation.
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CO M M E RC IA L B AN K IN G
ARRANGEM ENTS
Managing the Financial Function
No. 3
Henry G. Hamel and
Francis J. Walsh, Jr.
National Industrial Conference Board,
845 Third Ave., New York, N. Y. 10022,
1968, paperbound, 39 pp., Associates
$1.00, (non-associates $5.00).
FUNDAM E NT AL S O F
ACCO UNTING
William J. Clark and Jack C. Keir
Jack C. Keir, 481 Brookwood Rd.,
Wayne, Pa., 19087, paperbound, 1967,
47 pp., $2.75, (non-members $3.50).
PO RTFO LIO O F A C C O U N T ING SYSTEMS FOR SMALL
AND M ED IUM -SI ZED
B USINESSES
Marjorie D. James, Editor
Prentice-Hall, Inc., Englewood Cliffs,
N. J. 07632, 1968, 1392 pp., 2 volumes,
$35.00.
MANAGEM ENT ACCOUNTING A N D R E P O R T I N G
SYSTEM IN A LI FE
IN S UR A NC E C O M P A N Y
Life Office Management Assoc., 757
Third Ave., New York, N. Y. 10017,
1968, paperbound, 90 pp., $5.00.
SELECTED ST U DI E S I N
M O DERN A C C O U N T I N G
A New Collection of Outstanding
Articles Reprinted from The
Journal of Accountancy
American Institute of Certified Public
Accountants, 666 Fifth Ave., New York,
N. Y. 10019, 1969 edition, paperbound,
95 pp., $2.50, (AICPA members $2.00).
IDEAS FO R MANAGE ME NT
Systems and Procedures Association,
7890 Brookside Dr., Cleveland, Ohio,
44138, 1968, 214 pp., $10.00, (nonmembers $7.00).
AD V E R TI S I N G M E A SU R E MENT AND DECISIO N
MAK ING
Allyn & Bacon, Inc., 470 Atlantic Ave.,
Boston, Mass., 1968, 103 pp., $5.50.
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ANNUAL RE PORT O F T HE
CO M P T R O L L E R G E N E R A L
OF TH E UNITED STATES
Elmer B. Staats
Superintendent of Documents, U. S.
Government Printing Office, Washington, D. C. 20402, 1968, paperbound,
383 pp., $1.75.

INTERNAL CONTROL AND
PROCEDURAL AUDIT
TE S T S
The Canadian Institute of Chartered
Accountants, 250 Bloor St., E., Toronto
5, Canada, paperbound, 1968, 38 pp.,
$2.00.

NOTES TO THE FINANCIAL
STATEMENTS
Frederick Staples
The Courting House Publishing Co.,
Thiensville, Wisc. 53092, 1969, paperbound, 11 pp., $2.00.

PROCE DURES OF FIRST
NATIO NAL INDUSTRIAL
ACCO UNTING
CO NFERENCE
The Pakistan Institute of Industrial Accountants, Kaiachi-3, Pakistan, November 1966, 133 pp., (no charge to members or professional institutes).

DI G I T A L CO M P U T E R
SY STEM PR IN CI PL ES
Herbert Hellerman
McGraw-Hill Book Co., 330 W. 42nd
St., New York, N.Y. 10036, 1967, 424
pp., $13.50.

A G R A D U A T E CO URSE I N
PRO B AB ILITY
Howard G. Tucker
Academic Press, Inc., 111 Fifth Ave.,
New York, N.Y. 10003, 1967, 273 pp.,
$12.00.

TH E USES OF PERSONNEL
RESEARCH
William C. Byham
American Management Association, Inc.
135 W. 50th St., New York, N.Y. 10020,
1968, paperbound, 112 pp., $5.00, (nonmembers $7.50).

O F F I C E SA L A R I E S
DI R E C T O R Y
For Uni ted States and Ca na da
Administrative Management Society, International Headquarters, Willow Grove,
Pa. 19090, 1968, paperbound. 36 pp.,
$24.50.

COST OF FRINGE
BENEFITS
Life Office Management Association,
757 Third Ave., New York, N.Y. 10017,
1968, paperbound, 20 pp., $4.00.

M O R TG AG ES
Borrower, Broker and Lender
Anthony F. Vano
The William-Frederick Press, 55 E. 86th
St., New York, N.Y., 10028, 1968, 204
pp., $25.00.

AMERICAN INDUSTRY IN
DE V E LO P I NG E CO N O M I E S
Wickham Skinner

PR O B A B I L I T Y A N D
MATH EMATICAL
STA TI STI CS
Thomas S. Ferguson
Academic Press, Inc., 111 Fifth Ave.,
New York, N.Y. 10003, 1967, 396 pp.,
$14.50.

John Wiley & Sons, Inc., 605 Third
Ave., New York, N.Y., 10016, 1968,
278 pp., $9.50.

VACATIO N AND H O LIDAY
PR A C T I C ES - 1 9 6 8
Life Office Management Association,
757 Third Ave., New York, N.Y. 10017,
1968, paperbound, 29 pp., $3.00, (nonmembers $5.00 ) .

TRENDS IN PACKAGING
TECHNO LOG Y AND
M ARK E TING
American Management Association, Inc. R E C O R D S R E T E N T I O N
135 W. 50th St., New York, N.Y.10020, William E. Mitchell
1968, paperbound, 24 pp., $2.00, (non- Ellsworth Publishing Co., Box 3162,
members $3.00).
Parcel Post Annex, Evansville, Ind.,
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47710, 1968, paperbound, revised edition, 72 pp., $7.00.
CORPORATE PLANNING
William J. Casey

Institute for Business Planning Inc., 2
W. 13th St., New York, N.Y., 10011,
1968, 900 pp., $39.50.
HOW TO WO RK EFFECTIVELY WITH STATE
LEG IS LAT UR ES
James I. Ritchie

American Society of Association Executives, 201 Eye St., N.W., Washington,
D.C. 20006, 1968, paperbound, 49 pp.,
$2.75, (nonmember $5.00).
PERSO NAL TRUST INVESTMENT MANAGEM ENT
Richard D. Irwin, Inc., 1818 Ridge Rd.,
Homewood, Ill. 60430, 1968, 260 pp.,
$5.00.

STAT:TAB'S
General Ledger
Accounting System
helps you make
more
sense
out of your dollars.
GENERAL
LEDGER

AC C O U N T I N G
SYST EM

Pr epa re d by

ism*
R E A D I N G S I N B USI NESS
POLICY
Edited by Edmund R. Gray

Appleton-Century-Crofts, Division of
Meredith Corp., 440 Park Ave. S., New
York, N.Y. 10016, 1968, paperbound,
507 pp., $4.95.
SYSTEMS ANALYSIS AND
PRO JECT M ANAGEM ENT
David I. Cleland & William R. King

McGraw-Hill Book Co., 330 W. 42nd
St., New York, N.Y. 10036, 1968, 315
pp., $9.95.
COMPUTER APPROXIM A T IO N S
John F. Hart et alii

John Wiley & Sons, 605 Third Ave.,
New York, N.Y. 10016, 1968, 343 pp.,
$17.50.
T H E PROFIT POTENTIAL
OF PURCHASING
NE G O T I AT I O N S
AMA Management Bulletin
No. 124
J. Keith Bagot
American Management Association,
Inc., 135 W. 50th St., New York, N.Y.
10020, 1968, paperbound, 15 pp., $2.00,
(nonmembers $3.00).
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Nothing is more annoying to a hurried
businessman than to have to wade
through columns of figures for
answers to his questions... or to
receive tomorrow the financial reports
that he needs today. W e think there
should be a fast, accurate step
between the books and the
businessman. And now there is.
STAT:TAB's computerized General
Ledger Accounting System provides
management with the financial
answers they need ... fast. Using
your own accounting entries as input
data, the General Ledger Accounting
System generates current,
comprehensive reports that enable
you to control—and understand—
your accounting records.
You receive fast, accurate reports
like: Departmental Expense
Statements, Expenses by Account,
Trial Balance, Balance Sheet, Profit
& Loss Statement, Consolidation of
divisional or subsidiary statements
and Financial Reports by service
and/or product.

It's pretty big service, at a very
sensible price. In addition,
STAT:TAB offers other computerized
systems including: Payroll
Accounting, Inventory Control,
Accounts Receivable, a wide variety
of Financial Reports and a full range
of Data Processing Services. For full
information, call STAT:TAB at
(312) 332-2484.

c/o

STATTAB

A Division of Statistical Tabulating Corporation
The Answer Company • Since 1936
National Headquarters: 104 So. Michigan Ave.
Chicago, Illinois 60603 • (312) 332-2484
Data Service Centers Coast-to-Coast
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NAA MEMBERS ELECTED TO OFFICE

E. F. Patterson
Reading

V.Moore
Wichita

N. L. Smith
North Central
Ohio

R. J. Cannon
New Haven

W.H. Kerlin
Central
Pennsylvania
D. R. Matrone
Battle Creek

R. C. Loux
Wichita

J. S. Howard, Jr.
Roanoke
S. W. Loss
Lancaster

C.H.Kennedy
Beaver Valley

Ira

G. F. Warner
Hartford

F. C. Schevets
PennsylvaniaNortheast

D. Albano

Hartford

NAA Men in Public Office
AT LEAST 30 ASSOCIATION MEMBERS WERE ELECTED TO MUNICIPAL AND STATE OFFICES IN 1969
What does it take to run for a public
office in municipal or state elections?
Stamina, initiative ... and lots of energy. That's what most of the NAA
members who ran in the November 4th,
1969, elections would probably tell you.
At least 30 members of the Association were elected or appointed to municipal and state offices last Fall, according to a poll taken by MANAGEMENT
ACCOUNTING. They won election to
posts ranging from city controller and
tax collector to clerk of the courts. Two
members were re elected as state representative and state senator—both from
Wichita Chapter. (See table on page
55 ) .
Their campaigns for elective office
accentuate the depth of involvement in
54

of record. He notes: "I don't think in
the operations of NAA chapters and af- the history of Lancaster there's ever
filiated members. Campaigning for pub- been a controller with an accounting
lic offices which are often part-time background."
Mr. Loss, a partner in the firm of
positions with a low rate of remuneration, or none at all, they obviously are Loss, Atkinson & Wolpert, CPA's, won
motivated by other than profit incen- in his second try for public office. Runtives. In point of fact, they typify that ning for treasurer a few years ago, he
special breed of Americans—the "join- lost by a very small margin. Although
he has never held a municipal office beers" and the "doers."
Most of the members elected to office fore, he did help write the city charter.
plan to put their financial and account- He described his responsibilities as
ing training to good use—sometimes in "more or less an internal auditor," and
fiscal offices where, surprisingly, no fi- watchdog of city accounts. The city
nancial man has ever sat before. Samuel controller also prepares the budget,
W. Loss, for example, a member of the okays city purchases, and plays a leadLancaster Chapter, triumphed in the city ing role in letting bids for city contracts.
In Roanoke, Va., Jerome S. Howard,
election for controller of Lancaster, Pa.
And his election may have set some kind Jr., was re-elected to office as Commiscommunity affairs which characterizes
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Elected or Appointed to Office November 4, 1969
NAME

OFFICE

Cl IAPTER

Domenico Albano
George A. Aretakis
R. G. Blasiole
Philip Bova
Robert J. Cannon
John A. Davis
John Giegerich
C. Eugene Groff
John 0. Ho 'ter
Jerome S. Howard, Jr.

Alderman, Meriden, Conn.
Commissioner of Finance
Clerk of Courts
Township Trustee
Board of Education Member
City Council Member
Councilman
Borough Councilman
School Board Member
Revenue Commissioner

Hartford
Greenwich-Stamford
Westmoreland County
Youngstown
New I Iaven
Dayton
Dubuque Tri-State
Lancaster
Erie
Roanoke

Lester G. Jones
Charles H. Kennedy
William H. Kerlin
Samuel W. Loss
Richard C. Loux
Donald R. Matrone
David Miller, Jr.
Willis M. Mohn
Vincent Moore
Webster S. Moore

Councilman
Councilman
Tax Collector
City Controller
State Representative
City Commissioner
School Board Member
Township Tax Collector
State Senator
Township Auditor

Williamsport
Beaver Valley
Central Pennsylvania
Lancaster
Wichita
Battle Creek
Southern Maine
Delaware
Wichita
Delaware

Jack C. Nelson
Donald E. Nelson
Earl F. Patterson
Luther Roeth
Frank C. Schevets
Charles F. Sheppard
Norman L. Smith
Charles E. Tothero
Addison H. Verrill
Leonard Vignola, Jr.
George F. Warner

Councilman
Councilman
City Councilman
School Board Member
School Director
School Board Member
Councilman
School Director
Board of Education Member
Board of Finance Member
Board of Finance Member

Canton
Des Moines
Reading
Dayton
Pennsylvania-Northeast
Ohio-Western Reserve
North Central Ohio
Reading
New Haven
Greenwich-Stamford
Hartford

ning, win or lose, it was "a tremendous
experience" running for public office.
Another newcomer in city politics is
Donald R. Matrone, who was appointed
an interim member of the City Commission of Battle Creek, Mich. Mr. Mahone, national accounting manager for
Clark Equipment Co., likes working
with people and can prove it by citing
his current and past community affiliations. In addition to serving as education
director of the Battle Creek Chapter
of NAA, he is vice president of the Clark
Management Club, a member of the
Ambassadors Club of the Battle Creek
Area Chamber of Commerce, and treasurer of the Battle Creek Toastmasters
Club.
On the Pulse
His term expires in April but Mr.
Mahone tentatively plans to run for a
full term on the City Commission. His
financial and accounting background is
"very definitely" a help in the Commission's work. He believes that an accountant can often bring a sharper eye
to programs involving the use of public
funds. The City Commission post is exciting because there is the feeling "you

have your finger on the pulse of the
community."
A veteran in municipal affairs is Earl
F. Patterson of Reading Chapter. Mr.
Patterson created quite a stir during
his term as city controller because of his
zealous concept of the responsibilities
of the office. Last Fall he re-entered the

sioncr of the Revenue for the city. Members of Board of Education
When be won the office originally in
1965, he became the first Republican
Two members of the Hartford Chapelected to that post. Commissioner ter were elected to a local board of edu- fray when he won election as a city counHoward is responsible for the adminis- cation in Hamden, Conn. Robert J. cilman. Vincent Moore, Kansas state
tration of the state income tax and Cannon and Addison H. Verrill will senator, and Richard C. Loux, Kansas
various other state and local taxes. He each serve four-year terms on the non- state representative, are members of the
says about his position, "I like it very salaried board. For Mr. Cannon, an Wichita Chapter.
well. It's rewarding, but not monetar- auditor at the New Haven Savings Bank,
Other members are also serving their
ily."
it was the first time he had run and communities in part-time or full-time
Currently treasurer of the Roanoke been elected to a public office. He has positions. Their experience in handling
Chapter, he was employed by the always been interested in his commu- finances and education in logical thinkRoanoke plant of American Bridge Di- nity's educational system and decided ing will have a substantial impact on
vision of U.S. Steel Corp., as an account- he could make a contribution to the governing bodies.
ing supervisor and cost accountant. He board's work. "My interest, of course,
No one profession or discipline has
sees his position in broad, humanistic will be in the budget."
a monopoly on the art of good governterms. "One of our objectives is to proNot only will his financial background ment, it is true, but the fact that govduce a good public image of the office. be an asset. He pointed out that Ham- ernment budgets have mushroomed in
We're trying to make a warm, friendly den was moving into a major school the last two decades represents a chaltype of office. We're placing service building era, and since he was formerly lenge to accountants. Nurtured in a corahead of everything." He supervises 18 employed in the administrative end of porate atmosphere of cost-consciousemployees in the office.
an architectural engineering firm he ness, they have substantial budget trainMr. Howard figures he must be doing feels he can bring a little knowledge to ing and experience to bring to the work
something right. The first time he ran the construction program being planned of government, whether at the municifor the office he won by a margin of 51 by the community.
pal, state or national levels. And, too,
votes against his opponent who had 15
Both NAA members will spend at the knowledge that an official trained
years of experience on the job. Last year, least two nights a week at meetings of in accounting is handling public monies
he won re-election with a plurality of the board. Mr. Cannon says he enjoyed often inspires confidence on the part of
9,000 ballots.
campaigning and decided in the begin- taxpayers in their elected officials.
MANAGE MENT ACCOU NT! NG / FEB RUARY 1.970
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Donald P. Kirc her (left), pres ident and c hief executive of ficer

of Singer, accepts Financial World's Gold Oscar for best annual
report from Dr. Joseph Taggert, dean of the Graduate School

of Business, New York University. In center, Congressman
Barry Goldwater, Jr., looks on. Singer's vice president and controller, Andrew J. Reinhart (inset) helped prepare winning report.

Why Singer's Annual Report
Is Nal
AWARDED FINANCIAL WORLD'S TOP PRIZE, CORPORATE REPORT IS LAUDED FOR PRODUCT BREAKDOWN
Most accountants emit deep sighs of
relief every year when the corporate
annual report is finally sent to the printers. They don't expect prizes for their
efforts—especially if sales and earnings
are off—just recognition for a job well
done.

But Andrew J. Reinhart, vice president and controller, The Singer Company, was especially happy in 1969. His
company's 1968 annual report was
named "Best-of-All-Industry" by Financial World magazine in the publication's
29th Annual Report Survey. Competing
in a contest involving almost 5,000 annual financial reports, Singer's report was
selected by an independent panel of
judges comprised of members of investment firms and other financial institutions.
The reports were analyzed and graded
under broad guidelines of 50% for information primarily of interest to stockholders, 25% for detail of specific value
to the security analyst and more so56

phisticated investor, and 25% for
graphic arts elements, including design,
layout, photography, paper and printing.
The Singer report received special
praise as "an excellent example of one
that voluntarily provides meaningful
breakdowns of sales and earnings that
the SEC and other critics of financial
statements would like from more companies." Sales and earnings for each of
its five major product groups—consumer
produas, defense and space systems, office equipment, education and training
products, and industrial products—are
provided. In addition, the report features
sections on research and development,
and employee relations, two areas often
neglected in annual reports. A ten-year
financial summary enables the stockholder to get an overview of the company's growth from 1958 to 1968.
Each of the major product groups is
introduced with a full-page photograph.
On the facing page, a summary of the
group's activities is printed in reverse

type, white letters on a black background. A color bar graph is used to
illustrate the comparative yearly growth
in sales of each of the product areas. A
contents page and a summary of the
financial highlights make it easier for
the stockholder to quickly find the sections or data he is most interested in
when he receives the report in the mail.
Singer is something of a pioneer in
respect to its financial statements. As
noted by Mr. Reinhart in an article in
the October 22nd issue of Financial
World, Singer started reporting sales
and earnings by product groupings for
the first time in 1967 as the result of "a
deliberate decision to turn out an Annual Report that would be as complete
and lucid as we could make it." It was
not an easy decision to make, Mr. Reinhart points out, but "On the plus side
was the feeling that Singer's 'open statistics' policy in the post-1958 era had
paid handsome dividends in keeping our
shareholders well informed of the rapid
MA N A G E M E N T A C C O U N TIN G / F E B R U A R Y 1970

changes taking place in the organization."
Disclosure, a bugaboo to some giant
corporations, was particularly to the
advantage of Singer because it helped
the company to show its stockholders
and potential investors that it was in
several lines of business. "When people
think of Singer, they think of sewing
machines," explains Mr. Reinhart. "We
used the annual report to let people
know all about the other products made
by Singer."

Time Off
tiH

A Certain Credibility
The company was well aware of the
dangers of additional disclosure. Even
in the best of companies during healthy
economic periods, earnings do decline,
and once full disclosure was started, it
would be very difficult to reverse the
policy. Even so, Singer decided to go
ahead because it felt that the company
had developed a certain credibility with
the public and "a certain amount of confidence in itself as an organization."
Moreover, shareowners in the past "had
repaid our open form of reportage with

44Acitz
"If everyone is here, we'll proceed with the corporate earnings report."

a great deal of support and confidence

in our organization." As a clincher, Mr.
Reinhart says, the company knew that
with its decentralized operations and

uniform accounting system it could provide earnings breakdowns as a matter of
course.
The annual report at Singer is the
product of many hands, as in most corporations. Work on the report starts in
September when the product groups
turn in their operations summaries to
the public relations department. The
financial data is submitted in January;
meanwhile the public relations department takes photographs and lays out the
report. The operating groups are given
an opportunity to review the report and
offer comments at different stages. Fi-

nally, with copy approved and photographs, graphs and charts selected, the

report is sent to the printer—usually in
March.
Summing up, Mr. Reinhart, an NAA
member affiliated with the New York
Chapter, says "As a consequence of our
decision to give our shareowners an increasing array of financial data, we have
a more difficult task each springtime in
creating an accurate and meaningful report. There is, however, immense satisfaction in knowing that Singer is giving
a yearly summary of its activities and

Accountant's Role Stressed

Six Moon Steps

From a speech delivered by Securities

Businessmen and organizations concerned with attacking community

& Exchange Commissioner James J.
Needham before the Securities Law
Committee of the Federal Bar Assn.:
". . . I recently read a proposed description of the financial condition

of a company and frankly was amazed
at its complexity. In fact, I believe
it was misleading. When I asked our
staff which accounting firrn had been
consulted when the description was
being prepared, I was told that it
had been prepared by the company's
attorneys, without consulting the accountants. Now I am not here to
drum up business for the accounting

profession, but I would like to point
out that it may be helpful for an attorney when preparing the financial
description of a company to obtain
suggestions from accountants. Too
often the lawyer is over-zealous in
trying to protect his client at the cost
of a meaningful presentation. His
basic objective is fine when done in
moderation, but when carried too
far may in fact be harmful, as in this
case, to the average investor."

problems effectively can learn something from the six steps our government took in approaching the problem of how to land a man on the
moon. Here are the steps pointed out
by Arch N. Booth, executive vice
president of the Chamber of Commerce of the United States:
1. Make an exhaustive study of
every aspect of the problem.
2. Agree on what is available to
meet the needs outlined; what can be
done, and by whom.
3. Decide in advance not to be intimidated by the magnitude of the
task, its expense, or the time and effort required to perform it.
4. Set up an adequate organization
of competent people.
5. Resolve to refuse to be stampeded into shortcuts or unrealistic
time schedules.
6. Build into the program the capacity to rebound from failure, and
to analyze and learn from mistakes.
—National Chamber of Commerce

performance that is as complete as that
of any company anywhere."
MANAGE ME N T AC CO U NT IN G/ F EB RU AR Y 1970
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Close-up

At Baton Rouge meeting, Grant U. Meyers presents the Carter
Trophy to 1968-69 chapter president, L. Kenneth Jones.

During celebration of Hagerstown Chapter's 25th Anniversary,
1969-70 chapter President Carl G. Renz (left) and Guy S. Kidwell, first president of the chapter, posed for this photo.

President Meyers (left) presents the Warner Trophy to John
Towns, 1968-69 president of Butler Area (Pa.) Chapter, which

led in W arner competition. Mr. Meyers and other national off icers presented trophies and banners last fall.
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At head tabl e at Hagerstown 25th Anniversary meeting, NAA
Managing Director Robert H. Sommer congratulates the chapter. L.-r., are Mayor Herman L. Mills of Hagerstown; C. Don

O'Conner, guest chairman; Thomas 0. Mc David, guest speaker;
Mr. Sommer; President Carl G. Renz and W. At lee Davis, Jr.,
National Vice President. The Mayor set Accountants Day.

Ithaca-Cortland (N.Y.) Chapter joined the growing roster of
NAA chapters last year. Present at chartering ceremonies were,
I.-r., Executive Director Rawn Brinkley, President Grant U.

Meyers, National Director Robert E. Todd, chapter President
Thomas Murphy, and James Evans, National Director from
Syracuse Chapter, which helped sponsor new chapter.
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On a tour of the United States to dis cover what's going on in
accounting and financ ial management education, F. Grant
Schutte (center), talks with NAA Project Leader Germain Boer

(left) and Gordon Louvau, an instructor in the Continuing
Education Program. Mr. Louvau, a consultant on management
information systems, teaches one of the CEP courses.

South African Attends CEP
MEMBER FROM PRETORIA TRAVELS 10,000 MILES TO TAKE ASSOCIATION'S EDUCATIONAL COURSES

It's not unusual for NAA members to
travel a couple hundred or even a thousand miles to attend one of the Continuing Education Programs held in
major cities every year. But when a member flies more than 10,000 miles to attend a CEP course, it makes one stop
and take a second look.
The man who undertook this educational odyssey is a 36-year-old professor
at the University of South Africa named
F. Grant Schutte. Mr. Schutte flew
by stages from Pretoria, South Africa,
to New York last Fall. During his visit
to the United States he attended NAA
courses held in Miami Beach, Los Angeles, and Chicago.
60

Mr. Schutte is a senior tutor (equivalent to associate professor in the
United States) in the School of Business Leadership, University of South
Africa in Pretoria. Founded only five
years ago, this unique school lies behind
his decision to travel to the United
States and attend the Association's
Continuing Education Program.
Primarily a correspondence school,
it aims to educate business managers to
undertake additional responsibilities and
to be able to participate in decision-making in their companies. To enroll in the
school's four-year program, a student
must have at least three years of experience as a manager. The first three years

consist of home study, case studies, and
limited group study at the University.
During the fourth year, each student,
while continuing to work in his busi-

ness position, must write his dissertation. The course of study leads to a
Master's Degree in Business Leadership.
In order to stay current with the latest developments in business and finan-

cial management techniques, the school
each year assigns one of the teaching
staff to visit educational and other institutions in other countries. Professor
Schutte was given an opportunity to
develop his own courses. He had been
introduced to the Association in 1968,
Continued on page 63
M A N A G E M E N T A C C O U N T IN G / F E B R U A R Y 1 9 7 0

and general manager of Buehler Mayflower Moving & Storage Co.

Chapter/Member News

JAMES R. WATERSTON, Detroit, has been
appointed assistant cashier at the Detroit
Bank & Trust.
ROBERT L. YOUNG, Erie, was named controller, Erie Brewing Co.
JOHN M. HAMILTON, Evansville, has
been promoted to accountant at Alcoa.
. .. NELSON C. JOHNSON is now cost accountant at Mead Johnson. ... THOMAS
M. RAEBER has joined Canteen Services,
Inc., as controller. . . . ALBERT H. Timmsox was promoted to corporate controller, Bucyrus Erie, Milwaukee. .. . RAYMOND E. WRIGHT has been promoted to
vice president of finance, distribution,
and purchasing, Fiberfil Corp., a division
of Dart Industries.
FRANK CHIMBOLE, Greenwich-Stamford,
was named assistant controller of Barnes
Engineering Company.

Peoria Chapter sponsored this booth at the American Management Society's Business
Equipment Show. Richard A. Norton (left) and David R. Stiegel (right) are in charge.

P r omot i on s a n d Ne w P o s i t i on s
GORDON G. LYFORD, Bangor-Waterville,
has been promoted to assistant treasurer
of Keyes Fibre Co.
NORMAN B. DAVEY, Battle Creek, has
been named president of Union Steel
Products.
Four Boston members have combined
their practices with Seidman & Seidman.
They are HOWARD F. GREENE, ELWYNN
J. MILLER, STEN G . NYBERG a n d
GERALD R. RUBIN. ... JOHN M. SINCLAIR has been appointed dean of Bentley College.
Three Bridgeport members were recently
named at Perkin Elmer. PAUL V. Jorms
was promoted to controller of Optical
Technology Div., JAMES H. Ross, JR.,
controller of Ultek Div., and MICHAEL
G. THOMPSON, manager of corporate
financial planning and control.
Two Charlotte members have been
named at Ernst & Ernst. G. WirsoN
MILLER is now a partner, and LARRY
BRITTAIN was named tax manager.. . .
M. T. CLORAN was appointed vice president and controller of Celanese Fibers
Group Co. with offices in New York. . . .
MANAGEMENTACCOUNT!NG/FEBRUARY1970

SHERRILL CAPPS IS now controller,
Washburn Press, Inc. . . . L. J. GOELZ
was named director of planning, and
B. R. HOOD, manager of financial analysis for Fiber Industries.

WALLACE AOKI, Hawaii, has been appointed treasurer of Pacific Construction, Ltd. . . . CLIFF KANESHIRO is vice
president-finance for Pacific Concrete &
Rock CO.... JAMES SEVERSON was
named controller at Honolulu Gas Co.
. .. HOWARD WINER has been named
vice president of marketing for Small
Business Assistance Corp.
RONALD F. SLATE, Kalamazoo, has joined
the American National Bank as vice
president and comptroller.

AUBREY L. COLE, Cincinnati, has been
promoted to vice president—planning
and control of U.S. Plywood-Champion
Papers, Inc. ... ROBERT L. GIERYN is
now treasurer of Breneman, Inc.
DONALD J. NYE, Cleveland East, has
joined Crescent Metal Products, Inc.,
as controller.. . . STEPHEN E. ARONSTEIN
is now with Standard Products Co. as internal auditor.
BENJAMIN B. BLANKS, Columbia, was
promoted to assistant chief accountant
at the Federal Land Bank. .. . ARNELL
M. COKER, SR., has been promoted to director of the corporate division of the
South Carolina Tax Commission.
CLIFFORD R. CUNNINGHAM, Daytona
Beach, has been promoted to administrator of Daytona Beach General Hospital.
J. H. ANDERSON, JR., Denver past president, has been named vice president,
administration, for Best Brands, Inc. . .
BEN R. GREEN was appointed president

COLE

Cincinnati

S M IT H
Lo s An ge le s

FR E D

D. Loy, Knoxville, was promoted
to assistant secretary, division controller
and assistant to the general manager of
Fulton Sylphon Div., Robertshavv Controls Co.
RICHARD J. CENSITS, L a ncaster, has
joined Formigli Corp. as corporate controller.
GEORGE GILLES, Lima president, has
been promoted to branch manager, Kalamazoo, Mich., area, Monroe Calculating.
RONALD E. ANDERSON, Los Angeles, has
been appointed assistant general manager, Fremont, Calif. plant for Pacific
Union Metal Div., Union Metal Mfg.
CO.... GROVER D. ROGERS has been
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named financial vice president of Beverly
Enterprises. .. . ARTHUR H. SMITH was
elected to the board of directors of International Industries, Inc., where he is
financial vice president.. . . RICHARD L.
SMITH is now comptroller at Pacific
Architects & Engineers, Inc.
EDITH ZIMMERMAN, Louisville, Was
elected corporate secretary and director
of Clayton &Lambert Mfg. Co. . . . PAUL
WARREN was named corporate budget
director of the Glenmore Distilleries
Company.
EDWARD C. ADAMS, Massachusetts
North Shore, has been appointed vice
president of administration and finance
at Maynard Plastics. ... E. J. COTE was
promoted to manager-cost accounting at
Maynard.. . . VINCENT LONARDO is assistant professor of accounting at Merrimac College.
Two Mid-Hudson members have been
named by Central Hudson & Electric
Corp. AURELIO V. D'AVANZO is now
manager of general accounting, and WILLIAM C. OLIVER was named manager of
internal auditing.
REUBEN T. GUSTAUSON, Minneapolis,
has been appointed comptroller of Heritage Nursing Centers, Inc. . . . PHILIP R.
WILLIAMShas been named controller for
Master Transportation Computing Corp.

Asian Accounting Conference Set
The Sixth Conference of Asian and Pacific Accountants
(CAPA ) will be held in two cities—Singapore and Kuala
Lumpur, Malaysia—August 17-26, 1970. A series of technical
sessions and social activities has been arranged for both
locations.
Robert Beyer, national director from New York Chapter,
has been appointed NAA head delegate by President Grant U.
Meyers. Mr. Beyer is scheduled to present a paper on the topic,
"The Use and Limitations of Accounting Data in Business
Investment Decisions."
Although each participating organization is limited to six
official delegates, any NAA member may attend as an observer.
If you are interested in attending this conference, please write
to Dr. James S. Lanham, NAA, 505 Park Avenue, New York,
N.Y. 10022, for registration forms and conference information.
Please indicate if you would like to go as a delegate of an observer. Registration forms should be completed and returned
as soon as possible to assure best accommodations for delegates.

elected treasurer of Consolidated Production.
LEWIS STEIN, Orange County, is now
controller of Reliable Manufacturing.
DUANEJOHNSON, Palos Verdes-Torrance,
has been named general manager of the
General Leisure Corp.. . . WILLIAM B.
SEAMAN has been appointed vice president—finance and treasurer for Sunset
Industries.
THEODORE E. WENTZ, Peninsula-Palo
Alto, has joined Symbolic Controls as
director of finance.
DONALD P. DENNIS, Philadelphia, has
been elected treasurer of Optical Scanning Corp. He will continue to serve as
COX
the company's controller and assistant
HANSON
Providence
S.W. Los Angeles
secretary. . . . Jour/ N. REARDONhas been
RALPH M. RISLEY, Mohawk Valley, has appointed controller of Wellington Manbeen appointed controller of the Utica agement Co.
Division of Kelsey Hayes Co.
C. A. BURKHART, Pittsburgh, has been
JAMES N. DINWOODIE, New Hampshire, appointed manager-construction acwas recently elected vice president-con- counting in the general accounting detroller, Royal Business Forms.
partment, U.S. Steel Corp.. EDWARE
MICHENKO was named manager of fiRouscu,
New
York,
has
been
RALPH S.
appointed vice president—finance of nancial planning and analysis, CopperDavis Computer Systems, Inc. . . . DA- weld Steel Co.
VID I. GOLD has been appointed vice MARVIN W. SLOMKE, Port Huron past
president, director of finance of the president, has joined Minter Homes
Potentiometer division of Litton Indus- Corp. as secretary and assistant treasurer.
tries.... RICHARDL. Rossms has joined NORMAN 0. CRAWFORD, Portland, has
the Explosives Corporation of America been elected treasurer of Northwest
as director of administration.
Natural Gas Co.
DAVID D. ICARR, North Alabama, has ROBERTJ. MARTIN and HERBERTHANbeen promoted to president of Intertech SON, Providence past presidents, were
Research Services, Inc.
elected vice presidents of production and
D. L. WAGGONER, Oklahoma City, was administration, respectively, at Davol.
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PAUL R. GOODMAN, Queens, has been
appointed general accounting manager
of Yardney Electric Corp.
WILLIAM M. MANCE, Rochester, was
promoted to controller of Champion
Div., Champion Products Co.
GERALDG. LUNDWALL, St. Pall/, is now
the controller of the North Central Companies.
EDWARDR. FLAHERTY, San Francisco, is
now a principal with Lybrand, Ross Bros.
& Montgomery.
RICHARD L. BENSON, Sangamon Valley,
has been named a career representative
of the Bloomington general agency of
National Life Insurance Co. of Vermont.
GLENHIGHTOWER, Shreveport,has been
appointed assistant treasurer of Pennzoil
United and its subsidiaries.
ROY S. VISCOUNT, Southern Minnesota,
has succeeded JAMES J. THORNTON as
plant controller, for IBM in Rochester.
Mr. Thornton has been assigned to the
staff of the general manager until his retirement, February 1.
CHARLESJ. J. Cox, Southwest Los Angeles, has been elected vice presidentfinance of Western Air Lines.
ERIC W. ANDERSON, Springfield, was recently named secretary-treasurer of Jim
Dandy Northeast Corp.
FREDL. PERDUE,Western Carolinas,has
been named controller for Liberty Corp.
In Memoriam
JOE R. BARNI s, 61, Chicago, 1954.
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BRYAN 0. BARTLETT, JR.,46, Richmond,
1966.
DONALD BECKETT, 61, Chicago, 1946.
LORAINET. BROCKMAN, 54, San Antonio
past president, 1957.
IAROLDF. DAUTERMAN,43, Lima, 1969.
ROBERT J. DONOVAN, 70, Detroit, 1938.
L. P. GAUDIN, JR., New Orleans.
JOHN G. HAEFNER, 78, Cincinnati past
president, 1920. Emeritus Life Associate;
Stuart Cameron McLeod Society.
JOHN L.HARDMAN, 57, Springfield, 1964.
Louis 0 . HEMEL, 60, New Orleans,
1962.
IIENRY HORNER, 79, Cincinnati, 1952.
Emeritus Life Associate.
ALBERT L. ISKYAN, 43, Los Angeles,
1951.
THOMAS N. JoNssoN, 26, Southwest Los
Angeles, 1967.
DIKRAN KANCHENIAN, 50, Providence,
1969.
GILBERT B. LITVIN, 49, Baltimore,
1968.
WILLIARD H. MOYER,68, Lehigh Valley
past president; 1938. Stuart Cameron
McLeod Society.
HowARD E. OBST, 54, M ilwa uk e e, 1961.

ARMANDJ. PREAU, III, 56, New Orleans,
1952.
JAmEs H. QUILL, Chicago.
WILLIAM B. RADKE, 55, Cleveland,
1957.
EARL P. RAUB, 34, Penn. Northeast,
1966.
EDWARDA. RICH, 78, Providence, 1950.
Emeritus Life Associate.
JOSEPH F. SCHAEFER, 46, Buffalo president, 1952.
JOSEPH A. ZAMPANO, 43, Pennsylvania
Northeast, 1957.
SOUTH AFRICAN ATTENDS
CEP COURSES
Continued from page 60

Management Information Systems."
On his first visit to the United States
since he was a child, Mr. Schuttc found
that his NAA membership was an asset
in helping to fulfull his educational
itinerary. He visited many universities
during his trip, some of them through
contacts made with fellow NAA members.
During a visit to the NAA national
office, Mr. Schutte explained his school
was trying "to develop managers who
are generalists instead of specialists."
He said some 500 students were currently enrolled in the School of Business
Leadership; many of them already hold

master's and doctor's degrees in other
fields. He plans to assign the Association's magazine, MANAGEMENT AcCOUNTING, to students in his courses.
NAA members in South Africa have
made several attempts to form a chapter
in that country. Two Johannesburg residents—John R. Price of Greatermans
Stores, Ltd., and A. J. R. Mellor of Rand
Mines, Ltd., have corresponded with
the national office in connection with
the formation of a chapter. There are
64 members now living in South Africa.
Mr. Schutte said he hoped his visit
would provide impetus to the organization drive.

National Association of Accountants
and The University of Michigan...

Present the third two-weeks intensive

c DVANCED
aVIANAGEMENT PROGRAM
Sponsored jointly by the University of Michigan Graduate School of Business Administration and the National Association of Accountants, this program is designed for accounting
and finance executives who hold responsible positions in the middle and upper ranks of
management. Its primary purpose is to broaden the business skills and develop the management abilities of those individuals who face greater executive responsibility either in
general management or at higher levels of financial management. Specific objectives:
• To develop the perspective and ability to think about and solve problems from a corporate
viewpoint. • To provide insight into the nature of human behavior, interpersonal relations,
motivation and the communications process. • To broaden appreciation of the management
implications of new developments in decision theory, management science, and business
organization. • To enlarge understanding of the important economic and governmental
forces which affect the environment in which the modern corporation•operates.
Course provides in-depth analysis and discussion of the following:
OR GAN IZ AT I ON AN D I NF OR M AT ION F OR PL ANN IN G AND CONT R OL :
THE DECISION PROCESS

Concepts for planning and control — problem identification and the decision process —
the role of operations research — simulation as an aid to decision-making in an uncertain
environment — management and the information system.
HUM AN R ELATI ON S AND M AN POWER M ANAGEMENT

Understanding human behavior — employee motivation and morale — human resource development and utilization — appraising employee performance — the art of communication.
ECONOMI C, SOCI AL AND POLITIC AL ENVI RONMENT

Nature of economic progress — money and the Federal Reserve policy — political economy
of the private enterprise system — outlook for the American economy — significance of
international situation for American business — social change.
MARKETING FUNCTION

when he became a member, and was
familiar with NAA literature. The NAA
Continuing Education Program, with
its blending of theory and practice,
seemed to be similar to the approach
of the School of Business Leadership,
and as such, ideal for the school.
Accordingly, he registered for NAA
courses offered in the Fall of 1969 on
"Basic Data Processing," "Direct Costing and Contribution Accounting,"
"Developing and Using Standard
Costs," "Flexible Budgeting and Performance Reporting," "Methodology of
Operations Research," and "Designing
MANAGEMENTACCOUNTING/FEBRUARY1970

Marketing's function in business management — product development and profitability —
marketing strategies and role of market research — pricing policies and decisions.
LABOR-MANAGEMENT RELATIONS

The role of unions and industry — the collective bargaining process.
Attendance limited, apply now:

Tobe held May31 through June 12,1970 Ann Arbor, Michigan
NAME

ArthurV.Corr,Manager,
ContinuingEducation
Department
NationalAssociation
of Accountants,
505ParkAve.,
NewYork,N.Y.10022
(212)759-3444,

TITLE
ADDRESS
CITY

STATE

ZIP
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PRESIDENT'S PERSPECTIVE

In Search of Knowledge
In this issue there is a short article about an NAA member from South
Africa who flew more than 10,000 miles to attend courses offered in the
Association's Continuing Education Program. This unusual journey in
search of knowledge points up the recognition accorded the program. Its
unique blending of theory, the latest techniques, and practical applications made it ideal for his purposes, according to the professor from the
University of South Africa.
Such an effort to achieve further education deserves the admiration of
us all. The university, and he, felt that the cost of the trip was clearly outweighed by the benefits that would accrue both to the school and the
professor. Every NAA member should ask whether the benefits to be derived from such a program are greater than the costs.
Corporations today are spending considerable amounts on continuing
education for their employees, and many organizations are vying for the
corporate educational dollar. But consider this: NAA has specially tailored
this program for management accountants and financial executives. The
CEP is not a shotgun program aimed at supervisors and managers in all
functional areas of business; it is an educational program designed by accountants for accountants and financial executives.
It is continuously updated and revised and new courses and seminars
added each year.
It features an instructional staff composed of men with a thorough understanding of the topics they teach.
It covers some 30 different technical topics, including a series of special five-day courses in mathematics for business management.
It includes several topics which are not strictly accounting-oriented but
are part of the new, broader conception of the accounting and finance
executive's role. Such courses, for example, present the latest information
from behavioral sciences and in report writing and communications.

It incorporates a feedback mechanism, whereby the opinions and comments of participants concerning the content and presentation of each
course and seminar help in the shaping of future courses and seminars.
Like everything worthwhile, education for career advancement cannot
be obtained without effort. The complexity of our technological environment has led to the lengthening of educational refresher courses and seminars. More time must be spent in the updating of knowledge. Some CEP
courses are a week-long in duration; without question this time away from
office and home does represent a sacrifice on the part of the NAA member. His company, which in most cases sponsors his CEP registration,
considers it an investment. Our South African professor also considered
it a good investment. What about you? Shouldn't you make an investment for your own future?
Grant U. Meyers
President, 1969-70
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Before you buy any
accounting machine/computer
see what advanced Litton
technology has come up with

The EBS / 1231 automatically accumulates and prints out 500 totals at high
speed — your reports available immediately — additional totals at the
rate of 500 per pass of a self-generated tape.
A desk-size easy-to-use electronic accounting and distribution system with computer capabilities — stored
program control, a 500-total memory, high-speed automatic print-out — plus advanced forms handling features
and accounting-machine simplicity, flexibility and ease
of operation. That's the Litton EBS/1231, an inspired application of modern electronic technology to the paperwork problems of the average business.
The results: streamlined procedures; Taster, more accurate record-keeping; information you need to manage
your business more profitably -- when you need it.
The EBS/1231 will handle payroll, billing, payables and
your other accounting jobs with a high level of automation. And, as an automatic by-product, give you:
• prompt analyses of sales
• immediate updating and aging of accounts receivable
• timely cost records
• inventory balances — immediately after billing
• work load summaries
• labor efficiency reports
• comprehensive financial statements
and many other analyses and reports.
The decision to change your paperwork procedures is

too important to make without checking this modern accounting and distribution system Call your nearby Litton
Automated Business Systems office, or mail the coupon
for complete details.
Litton Automated Business Systems
Reference Library
Dept. 60-107-2
Athens, Ohio 45701
Please send complete information on the Litton
EBS/1231 Electronic Accounting and Distribution
System.
Name
Company
Street
City

State

Zip

AUTOMATEDBUSINESSSYSTEMS
DI V I S I ON

OF

L ITTON

I N D U S TR I E S

D3

AT L AN T A
235 Peac htre e St ., N .E.
(404) 688-2300

BALTIMORE
The Quadrangle-Cross Keys
(301) 323-7770

BOSTON
140 F ede ra l S t.
(617) 4 2 3 - 6 4 4 0

CHICAGO
33 3 N. M ic h i ga n Ave .
(312) 782-6930

CINCI NNATI
606 Te rrace H i l t o n
(513) 621-7711

CLEVELAND
1367 E. 6t h S t .
(215) 621-0670

DAL LAS
11 7 0 H a r t fo r d Bld g.
(214) 742-9171

DETR OIT
11 14 G u ar di an Bl dg .
(313) 961-5430

GARDEN CITY, N.Y.
585 Stew art Ave .
(516) 2 4 8 - 1 2 3 4

HART FORD
75 Pearl St.
(203) 27 8 - 7 1 7 0

HOUSTON
1200 Cent ral Nat' l. Bank Bldg.
(713) 22 8 - 0 0 5 6

INDIANAPOLIS
9 N o r th Il l in o i s St .
(317) 6 3 6 - 5 4 4 1

LOS ANGELES

select the
BEST...
select from
the
MOST

360 0 W il sh ir e B lvd.
(213) 38 1 - 7 9 7 4

MI AM I
11 07 N or th ea st A ir li ne s Bl dg
(305) 37 7 - 8 7 2 8

MINNEAPOLIS
82 2 M a r q u e t t e A ve .
(612) 33 6 - 8 6 3 6

NEW YORK
33 0 Ma d i so n Ave .
(212) 9 8 6 - 1 3 0 0

NEWARK
11 8 0 R a y m o n d B l v d .
(201) 623-3661

PHILAD ELPHIA
2 Penn Center Plaza
(215) 5 6 8 - 4 5 8 0

PHOENIX
1517 Del W ebb Tow ne House
(602) 2 7 9 - 1 6 8 8

PITTSBURGH
429 Forbes A ve .
(412) 4 7 1 - 5 9 4 6

PORTLAND, ORE.
610 S.W . Al der St.
(50 3) 2 2 2 - 9 7 7 8

ST. LOUIS
10 1 5 L o cu s t S t .
(314) 23 1 - 0 1 1 4

SAN DIEGO
70 7 B r oa d w a y
(714) 2 3 4 - 1 8 9 6

At Robert Half our procedures are efficient,
quick and confidential. We are the largest specialists
in the Financial and EDP placement field, and
we therefore have access to the most people and the
most positions within this concentrated area
of employment....
and from the most we carefully select the best....
for you.
It makes no difference whether your requirements
are local, regional, national or international...
if it has to do with Financial or EDP employment
we are best equipped to serve you through our
extensive files, resources and intensive
knowledge of our specialization.
We succeed on merit alone.
Our fees are earned only when we actually make the
placement, and all fees are paid by management.

SAN FRANCISCO
111 Pine St.
(415) 4 3 4 - 1 9 0 0

SAN JOSE
67 5 N or t h First St .
(408) 2 9 3 - 9 0 4 0

STAMFORD, CONN.

The most Financial and EDP positions
The most Financial and EDP people

111 Pros pect St.
(203) 325-4158

WASHINGTON
7316 W i sco nsi n A ve. , N .W .
(30 1) 65 4 - 1 B 5 0

ROBERT 1111111LF
PERSONNEL AGENCIES

