MANAGEMENT

ACCOUNTING
PUBLISHED BY THE NATIONAL ASSOCIATION OF ACCOUNTANTS / APRIL 1970

OUT OF PRINT

Control Cost Accounting / Men — Money —Small Business / Full Disclosure
or Uniform Cost Accounting Standards / Conglomerates and the FTC /
Acquisition Value of a Company / Profit Planning with Probabilities /
Financial Communication with Graphics / Direct Costing in Planning and
Appraising: A Case Study

%N t. ?I

How fast can you
answer these three
simple questions?
(one month is average.)

1.How many salesmen did better than

average today?

2. What were today's total profits?
3. What were your company's total

accounts payable today?

If you could have the answers to questions like these at the end of every working
day, would it help you manage your company better?
Our 5610 COMPUTYPER* billing /accounting system can give them to you. It's designed
to do your billing and accounting. And it can also sift complete daily management reports out of
the figures it handles.
The 5610 has a memory for stored programs plus separately addressable data storage.
So while it's preparing invoices at electronic speeds, it's also storing information.
And when you want an instant replay, it'll break down that information almost any
way you want it —by product, by product group, by salesman or by territory. To name just a few.
If you had asked this Friden* System the
three questions above when you started reading,
you'd be getting the answers right now.
The 5610 is surprisingly inexpensive.
And if you just want an answer to your billing/
accounting problems, without the management
reports, there are three other COMPUTYPER
billing /accounting systems that cost even less.
To see them, just call your nearest Friden office.
Or write to Friden Division, The Singer Company,
San Leandro, California 94577.
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By Kenneth R. Rickey
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Instead of conventional analyses, which often yield indecisive results, the
method proposed here synthesizes all the relevant factors, including probability
estimates.
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COMMENT

Accounting for Business Combinations
APB Proposes New Standards
During the past year, the Accounting Principles Board of the American
Institute of CPAs has been making strenuous efforts to resolve the longstanding differences in opinions as to appropriate methods of accounting
for business combinations. These differences can be grouped under three
headings as follows:
1. Is pooling of interests an acceptable method and, if so, what are the
criteria for distinguishing a pooling from a purchase?
2. When an acquisition takes the form of a purchase, how is goodwill to
be accounted for, both at the time of acquisition and subsequently?
3. How should the effects of business combinations be disclosed in financial
statements?
In a tentative opinion issued in January 1970 and reiterated in an exposure draft of February 23, 1970, the APB accepts both pooling and purchase methods, but not as alternative procedures. Combinations would be
accounted for as poolings where effected by exchange of common stock if
the common stock of the smaller company amounts to at least one -third
of the common stock interest of the larger company in a combination.
Since its formation the Management Accounting Practices Committee
of NAA has maintained close contact with the APB Sub - Committee on
Business Combinations and Goodwill. At all times, the majority of the
MAP Committee members was of the opinion that pooling was an acceptable accounting method under certain conditions. This was in disagreement
with earlier statements of the APB Sub - Committee which indicated that
pooling might be outlawed.
Thus, the present exposure draft seems to reflect the influence of opinions
such as those expressed in position statements issued by the Financial
Executives Institute and the NAA Management Accounting Practices
Committee. Both of these statements favored continuation of pooling
with specific limitations. However, the FEI is opposed to a relative size
criterion such as that included in the most recent APB draft.
Where goodwill arises from a business combination which takes the
form of a purchase, the APB proposes that this goodwill should be recorded
and subsequently amortized by systematic charges to income over the
period of expected benefit, but not exceeding forty years. The FEI views
this proposal as too rigid in view of the limited practical knowledge available
about the complex subject of intangible assets. NAA's MAP Committee also
stressed consideration to the economic life patterns of goodwill as the guide
to accounting methods.
The FEI expresses strong conviction that much of the adverse criticism
of accounting for business combinations stems from inadequate reporting
of these transactions and their effects. Hence it advocates full disclosure
under certain definitive rules.
The issues involved in these proposed standards governing accounting for
business combinations have important implications for business management. Whatever their attitudes toward the rules that have been proposed,
NAA members are invited to express their views to the APB. Comments
should be addressed to the AICPA's offices in New York prior to May 15.

Readers React
Problem of Communication

Let's Face It

To the Editor:

To the Editor:

The editors Of MANAGEMENT ACCOUNTING are to be commended for
bringing together in the October 1969
issue the efforts of three contributors,
each dealing with different aspects of the
general problem of communication.
Robert F. Van Loon in his article,
"Dialogue Makes the Difference Between Accountant and Management,"
develops the techniques of selling a concept of cost control and profit improvement to varying levels of management.
His was an analysis of the problem of
group communication.
James W. Pattillo in his "Communication through Reports" carried the
analysis of the problem into cause and
effect aspects of communication.
"Must Accountants' Writing Be So
Dull ?" by Robert L. Shultis strikes to
the heart of the problem. Before we can
concern ourselves with the techniques
and means of communication, we must
first be able to project thoughts, ideas
and facts in their simplest of forms and
terms to evoke the desired result.
In this time of rapidly expanding information and knowledge the problem
of effective communication becomes imposing. To find and identify the relevant from the irrelevant, the facts from
figures, is only one -half of our job; unless
we can effectively communicate our digested knowledge in a manner to effect
the desired results, we have not completed our function.
Only on the cover do the editors indicate the relationship of the successful
efforts of these three authors. I can well
imagine the head - scratching to determine the best order of presentation. It is
also amusing to speculate on the results
had they collaborated in each of the
areas covered.
Ralph C. McBride
Accountant
U.S. Steel Corporation
Mt. Iron, Minn.

Six cheers for Robert L. Shultis and
his October 1969 article "Must Accountants' Writing Be So Dull ?" It is about
time someone had the guts to say what
we all have known for years. And why
can't we say "guts" if that's what we
mean?
When one becomes an accountant
does he automatically become a dull,
stodgy, unimpressive and uncommunicative writer? Probably not. It no doubt
takes years to achieve high level of communication void.
Let's face it. If we don't learn to communicate, we are going to find ourselves
out of the business picture.
Donald G. Seherrer
Supervisor
Accounting Dept.
Salt River Project
Phoenix, Ariz.
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Revise and Rewrite
To the Editor:
In his article, "Must Accountants'
Writing Be So Dull ?" (October 1969)
Mr. Robert Shultis certainly "tells it like
it is." We tend to load our writing with
a lot of "boilerplate" that often does not
adequately convey our intended meanings to the reader.
It is deplorable that we spend days and
weeks on a project, we know every aspect
of it, and then top our efforts with a report that is almost unreadable. Many reports actually must be decoded, even by
another accountant.
Lest we be too hard on ourselves, we
accountants are not alone in displaying
this particular shortcoming. Other professional groups seem to be equally gifted
in this area.
Can we improve our writing? You bet
we can! Of course few of us will ever
write the great American novel, but we
can improve. Mr. Shultis offers a number
of procedures which will definitely im-

prove the writings of the great majority
of us. Even following one of his suggestions and ignoring the others will
guarantee an improvement.
In my opinion, the best suggestion is
to "Revise and Rewrite." One should
always keep in mind the potential reader,
attempt to adjust your thinking to his,
and use the words you think will be most
meaningful to him.
Miller F. Hughes
Controller
Bernardin, Inc.
Evansville, Ind.
Writing or Projecting?
To the Editor:
Robert L. Shultis ( "Must Accountants' Writing Be So Dull ? " — October
1969) touched again that sore problem
of reading- writing in the management
accounting field. His improvement suggestions are pretty interesting and acceptable. Still some doubts remain • if
they would save the management from
that "drowning in the paper flood."
With our poor human reading speed
(300 -500 words a minute) we are drifting farther and farther apart from the
phantastically advancing data production
and transmission facilities. It is time to
find and proceed with some more drastic changes in our approach to the human side of data communication.
For one thing, we should drop, I
think, the old concept that "our basic
product is a piece of paper." As we know
we have started using other means of
communication —slide or film projection, sound reproduction, automatic
graphic displays, to mention a few —that
can efficiently replace the old -time paperwork. In fact, a large sector of the accounting field —the planning, controlling, and directing functions — actually
do not require data presentation by the
rigid long- handed English Department
writing rules. I believe Gantt's Progress
Charts of 1922 still represent a gold
mine which is far from being depleted.
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Accounting by exception introduces a
wonderful mate nowadays for the data
projection practices. Little sense can be
found in writing down 1000 words if
the variances can be reported — explained
by one simple "picture" (or better to
say —by 1 or 2 strokes added to the
picture ( the graph) .
We should try to develop our own
business language based on more efficient
and natural picture principles. We do
not find in the nature the grammar spelling- punctuation rules and do not see
any monotonous rows of black hieroglyphs printed on white background
pages. And still nobody would say a
picture does not communicate.
The life buoy for the "drowning"
manager or accountant seems to be in
the principles of human engineering, in
respect to human resources and abilities.
This would teach us also not to rely on
trivial improvements; we can increase the
speed of a 10,000 yard runner by training, but —when competing with an auto mobile—we should rather set him on at
least a motorbyke.
Alfred f. Kranz
Property Accountant
Toledo Edison Co.
Toledo, Ohio
Ripples and Waves
To the Editor:
I read with interest Dr. Charles C.
Gibbons article "Meeting the Challenge
of Technical Work" in the August 1969
issue. He points out very well the challenge of today, but how many people
are willing to pay the price? What does
it take to motivate people to pay the
price?
It often appears that many coming
into the labor market and many that are
already in positions are not interested in
starting on the ground floor and working
up. Neither are they interested in extending themselves beyond the borders
of the job for which they were hired. In
this day of changing times it is not unusual for an employee to resign when
new methods or techniques are introduced. This is easier than to study and
update oneself.
If actual time studies were done on
the "white collar" worker, they would
probably show that more time is spent
at the water cooler or over a cup of coffee or "going down the hall" than is
spent on those little extra efforts that
improve one's contribution to the company.
Why can't people express themselves
MANAGEMENT ACCOUNTING /APRIL 1970
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Compa n i e s S pe n d i n g M or e
O n Pol l uti on Contr ol
Industrial corporations are giving more
than lip service to pollution control,
according to a recent survey by the National Industrial Conference Board. A
record $256 million was set aside for
pollution - control facilities last year by
the 248 companies surveyed. Producers of
textile mill products increased their
appropriations almost 400. —from $815,000
in 1968 to more than $4 million in 1969.
Pollution control appropriations by industry will continue to grow. The Federal
Water Pollution Control Administration
estimates that industrial investment in
wastewater treatment facilities necessary
by 1973 will be about a third of a billion
dollars annually.

departments dealing with taxes, estate
planning, and tax practice management, as
well as leading articles. . .. ENVIRONMENT/
planning and design, a new bi- monthly
publication, plans to concern itself "with
creating institutional facilities which
respond flexibly to human behavior and
purpose." Formerly known as Office Des ign ,
it is published by Business Press International, Inc.

FT C Re por t H i t by Ec on omi s t

A recent Federal Trade Commission report
on corporate mergers was called misleading
by Dr. Jules Backman because it fails to
provide any factual basis for its opinions. Dr. Backman, research professor of
economics at New York University's School
of Commerce, noted that "the FTC report
seems to view all conglomerates as having
common characteristics and common behavior
Pr of e s s i ona l i s m i n C omp ut e r Fi e l d
patterns" when "It is a very inexact term
Conc e r ns AFIPS- Sponsor e d G r oup
which is used to describe business enterA special study group, organized by the
prises
which are significantly different
American Federation of Information Processin
terms
of their objectives, practices,
ing Societies, met earlier this year to
and policies."
consider professionalism in the computer
field. The group was set up to "analyze,
Is It A c t Th r e e ?
discuss and formulate recommendations on
Last September, National Association of
matters relating to professional compeManufacturers Vice President and Chief
tence and ethics required of people work- Economist George Hagedorn described the
ing with computing systems, with emphasis
fight against inflation as a play in four
on those systems which impact most diacts. The script ran like this: "ACT I—
rectly on society." The findings of the
Government moves to correct the fiscal and
group, which was headed by Willard Wirtz,
monetary policies that led to inflation.
former secretary of U.S. Department of
ACT II— Profits are squeezed as a result.
Labor, will be published by AFIPS Press.
ACT III —Sales volume, production and emUniversi tie s Es tabl ish Acc ount ing Cha irs
The Carman G. Blough Chair of Accounting
has been established at the University of
Virginia. The chair honors Mr. Blough, the
first chief accountant of the Securities
& Exchange Commission and a former AICPA
director of research.. .. North Texas
State University has established the 0. J.
Curry Chair of Accounting in honor of the
man who served as dean of the School of
Business Administration from its inception
in 1946 to 1969.

ployment become less expansionary than
they have been. ACT IV —The pressure on
prices and wages is reduced and inflation
is brought under control." Now, reports Mr.
Hagedorn, the curtain has risen on Act
III. In support of this contention, he
cites the fall in housing starts and the
curtailed production schedules in the
automobile industry.

'We ' r e i n the Re d!'

How do you treat your company's annual report
when you have a deficit? Well, Time
Share Corp. brags about it. The cover of
its 1969 annual report is in red with the
N e w B us i n e s s M a g s B o w
words, "We're in the Red," printed in
The AICPA launched a new magazine on
taxes, called The Tax Adviser, earlier this large, white reverse letters. Inside, TSC
explains it planned it that way.
year. A monthly, it will carry several
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and come to the point without giving a
five minute dissertation using up precious minutes of the eight hour day
when a point of issue is to be settled?
The ability to communicate clearly and
precisely is a skill that either is lost or
has never been developed. Many problems could be avoided if employees knew
how and when to speak up.
When a pebble is dropped in a puddle
of water it makes a ripple, when a stone
is thrown in the same puddle of water it
makes a wave. It is the small pebbles
that are willing to grow into big stones
that are so hard to find in the labor market place to make the big wave. Although one might quibble over whether
a boss should handle problems or approve solutions, this article presented
ten very pertinent topics. Dr. Gibbons
article should be required reading for all
employees in organizations employee
manuals.
Marjorie E. Knesel
Business Manager and Accountant
Clinic of Physicians and
Surgeons, Ltd.
Mesa, Ariz.

STATTAB's
GeneraILedger
AccountingSystem
helps you make
more
sense
out of your dollars.

Career Objectives
To the Editor:
Having just recently addressed an
NAA Chapter on the subject "Achieving Your Career Objectives," I read with
considerable interest the article "Meeting the Challenge of Technical Work"
in the August 1969 issue written by Dr.
Charles C. Gibbons.
My experience as the chief financial
officer of a service organization and previously as a manager in a national CPA
firm reveals that far too many accountants don't really know where they want
to go from a career standpoint. The ten
questions posed by Dr. Gibbons, when
candidly answered and evaluated, can
provide the accountant with substantial
insight into whether or not he has what
it takes to achieve his career objectives.
But, first, the accountant must establish
his short -range and long -range career objectives. In this connection, I suggest
that the following questions will help to
establish realistic career objectives and
goals:
What am I?
Where am I?
Where do I want to go?
How am I going to get there?
When do I want to arrive?
Continued on page 52
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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
... reports
receive tomorrow the financial
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
fast. Using
answers they need
...entries as input
your own accounting
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.

UAT-B

A Division of Statistical Tabulating Corporation
The Answer Company • Since1936
National Headquarters:104 So. Michigan Ave.
Chicago, Illinois 60603 • (312) 332 -2484
Data Service Centers Coast- to-Coast
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Control Cost Accounting
COST ACCOUNTING SYSTEMS IN USE TODAY HAVE BECOME COMPLEX AND DIFFICULT TO UNDERSTAND
By Kenneth R. Rickey
Let us not forget, cost accounting is
the basic fundamental of all accounting.
It is used in every phase of business,
government, educational institutions,
foundations and the community in
which we live.
Cost accounting, whether it be by that
name or another name is a basic fundamental part of everyone's life. It is used
for decision making, for pricing, for balancing budgets, for fund drives, for determining new bond issues, for incentive
plans, for vacations, and for many, many
other uses. Computers, information systems, time sharing, PERT and many
other new techniques have not changed
the basic need and use for cost accounting; they have only changed the means
of processing data, presentation of data,
and provided for alternatives to be used
in decision making.
Cost accounting is used for everything.
However, it is generally thought of as
being used by business more than anything else. There are hundreds of thousands of cost systems in use today, even
though they may not be thought of as a
cost system. (For example, your own
personal budget, formal or informal, is
a cost system.) These cost systems use
one of the three basic fundamental principles of cost accounting:
1. Full absorption cost accounting
2. Direct costing or variable cost accounting
3. Prime cost accounting
Tremendous changes have taken place
during the 60's. We have added to our
MA N A GE M E NT A CC O U NTIN G / A PR IL 19 70

knowledge bank as much in the last ten
years as existed since the beginning of
time to 1960. A scientific revolution is
replacing the industrial revolution. It is
no longer a case of machines and muscle
being all important in our production of
goods and services, but instead the
knowledge of people and their know how in using that knowledge, that is important in the production of goods and
services. Every indicator todav, points in
the direction of people know -how and
innovation and not in the number of
pieces produced by a machine, as being
the major factor in the growth of our
world economy.
The time has, therefore, arrived to add
number 4 to the basic fundamental principles of cost accounting:

4. Control Cost Accounting
Control Cost Accounting recognizes
that all costs are created by people.
As we shall see, it will be in tune with
the knowledge bank, the know -how of
people, the changes that will occur in the
decades ahead. It will give managers the
simple information they need to easily
understand their operation, no matter
how large or how small, by subsidiary, by
division, by department, or by a corporate giant.
Why control cost accounting?
When information is simple and easy to
understand by people, control is easy,
and
when information is complex and difficult to understand by people, control
is difficult.
The Basic Elements of Control
Cost Accounting

KENNETH R. RICKEY

Phoenix Chapter (Chicago 1946), is
President of Cash Management, Inc.
Phoenix, Ariz. Mr. Rickey holds a
B.S.C. degree from the University of
Iowa. He has served NAA as a National Director, Vice President and
member of the Executive Committee.
A steady contributor to MANACEAfENT
ACCOUNTING, Mr. Rickey has been
awarded six Certificates of Merit.

Control cost accounting is based on
the simple philosophy that all costs are
created by people. Without people
there would not be any costs at all.
Therefore, if people create costs, why
shouldn't the cost of these people be
included in the cost of a product or
service? Continuing, then, costs fall into
one of three classifications:
1. People
2. Materials and services people buy for
resale
3. Materials and services people buy for
use
9

PE OPLE . This cost includes the wages
paid and the direct cost of fringe benefits
related directly to people, such as social
security, group and hospitalization insurance, pensions, etc. These are costs
to be paid whether they are paid directly to the person or to someone else
for his benefit.
MATERIALS AND SERVICES PE OPLE BUY

This cost is just what It
implies, and some may say this is direct
materials. True, most of it is in a manufacturing operation. But, it is broader
than the term direct materials as we now
think of it. In includes all items that are
used in the sale of a product or service.
Report paper by a consulting firm is purchased for resale. Solder for connecting
terminals is for resale. Cases for welding
is for resale. Data processing cards in a
time- sharing operation are for resale, and
so on. The determination is easy if you
ask yourself this question: If I stopped
selling this product or service today,
would I need to continue purchasing
these materials?
FOR RESALE.

MATERIALS AND SERVICES PE OPLE BUY
USE. This may be what is now
thought of as overhead, or burden, and
this is in the ball park. The logic is
simple. What do people use that is not
purchased for resale? Pencils, desks,
chairs, space, floor wax, window cleaning,
electricity, telephones, travel expenses,
equipment, and so on. It has to fall in
one of two classifications, either for resale or for use.
Now, at this point, you as a reader
have a thousand questions, and maybe
just as many reservations on why such a
system will not work. And, it is probably because it is a new concept and
everyone of us has a certain degree of resistance to change. May I suggest you let
yourself go, and do not adopt the philosophy:
FOR

It won't work.
I have always done it this way and
don't want to change.
What's good enough in the past is
good enough now.
It is too much work to change.
And many other reasons.
But, instead become a part of that group
of people that doubled our bank of
knowledge in the last ten years and put
a man on the moon at the same time.

A Comparison
Let's examine control cost accounting
further. Let us compare some of the
10

major items with the other three basic
fundamentals of cost accounting.
Control cost accounting recognizes
all people as productive. It does not
divide them between productive or
nonproductive or direct and non direct. The big basic fundamental of
control cost accounting is that all
people are productive. Control cost
accounting does not separate people
between those that are charged as a
part of the product or service cost
and those that are charged as overhead. All people create something,
they produce something. If they do
not, then, thev are not needed in that
particular business or operation.
Therefore, they are a part of the
product or service cost.
Control cost accounting charges all
people costs to inventory (if the particular operation has an inventory),
because the people produced a product or service to be sold or used.
(There are operations where the productive services of people are used
rather than sold such as foundations,
governments, charitable organization, etc.) I hear your objections, but
isn't the serviceman who repairs a
product and the salesman who sells
it just as much a part of that product
cost as the assembler who put it together on the assembly line? Yes, the
president's salary and the accounting
people and the advertising people —
all people are charged to inventory.
Materials and services people buy for
resale are also charged to inventory.
These items, when combined with
the productiveness of people, become a new product, service or
knowledge that has a new value. Control cost accounting recognizes the
simple fusion of people, materials
and services to bring about something new which has a different
value. It recognizes the revolution of
man's brainpower in addition to the
change in the form of materials,
whereas, the three present basic fundamentals of cost accounting recognize the change in the form of
materials up to a certain point and
then stop.
Materials and services people buy for
use. Control cost accounting does
not take these into inventory or consider them as a part of the new product, service or knowledge cost. These
are consumed by people. They do
not contribute or add value because
they can be as variable as the people

using them. For example, a wooden
pencil will make the same mark as a
gold one. An oak desk is as good as
a hand -carved walnut desk. A black
telephone does the same job as a
colored one, and so on. Such is not
the case with people. An accountant
cannot do an engineer's job and, in
materials for resale, one material
cannot replace another without the
fusion of people and materials to
create something new.
S. Depreciation. This is only an inaccurate means of charging off over an
estimated period of time the cost of
some item that will adversely affect
profits, if charged in one lump sum.
In control cost accounting, all equipment and the repairs thereon are
charged off as part of materials and
services people buy for use. The undepreciated value of a piece of equipment is no indication of its value for
resale (balance sheet value) or its
productive capability compared to
new equipment. This is a philosophy
of the industrial revolution, when
machines were of utmost importance,
and the life of a machine was determined by the number of pieces it
would produce before it was worn
out.
6. Buildings or facilities. If leased, the
rent is charged as incurred to materials and services people buy for
use. If owned, the difference between
the beginning of the year market
value and the end of the year market
value would be charged and the end
of the year market value carried on
the balance sheet. Who determines
the market value? A competent appraisal firm, same as we use competent accounting firms. Where does
this leave us with some of the management techniques used today such
as: Control Center Budgets, Responsibility Accounting, etc.?
Control Center Budgets
There is great opportunity for improvement under control cost accounting. Why? Because the sales value of
production determines the people requirement, and people create, hence control, all costs. Since most readers of this
article have some accounting training, let
us look at an Accounting Control Center
Budget under control cost accounting.
CONTROL CENTER STATEMENTS

Several significant items can be noted
in the control center statement ( Exhibit
1).
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I . Such a statement would be the same
for all control centers so they can be
easily added together in groups, in
total, on a columnar sheet or by a
computer.
2. It is simple. It tells the story as it is,
without the complexities involved in
many cost systems in use today that
pro -rate, allocate and transfer.
i. The sales value of production is the
actual production for the month.
Budget is the same as actual because
the scheduled sales value of production should be readily available prior
to the beginning of the month or
period, even if there is only a small
amount of planning in a company.
The variation between what is
scheduled and the actual should be
insignificant if proper managerial
control is exercised. If there is no
managerial control, then you don't
need any system, cost or otherwise.
(There can be uncontrollable items,

such as strikes, but operations are not
planned around such circumstances.
Proper exceptions can be made when
they occur. In addition, this type of
system will readily show the cost of
such an occurrence.) Therefore,
there is no good reason to complicate
a performance statement with a volume variance. A manager's responsibility is to keep his costs in line with
the sales value of production, so the
profit objective at that level will be
achieved.
4. Actual and budget costs are presented in accordance with the chart
of accounts designed for control cost
accounting.
5. There is only one variance— variance
due to management. No other is
needed. People create costs and this
tells the story. It is simple —there
are no complexities —it is easy to
understand by anyone. The manager
either did a good job or he didn't.

6. )Managerial performance is shown in
ratio to 100 percent or par. Above is
a birdie, and below is a bogey.
7. Yes, there will be variations from
month to month; however, they
should be minor if a manager is
doing his job. If he is not, he
should know it first, and have an opportunity to correct it promptly.
8. Control cost accounting pinpoints
performance in simple, easy- to -understand terms. It is a language that
does not require an interpreter to
translate it.
RESPONSIBILITY
Responsibility must be maintained regardless of the type of system used if
management is to delegate, and then review performance. Control cost accounting makes this easier because cost control revolves around people as people
create all costs.
PRODUCTIVITY STANDARDS

Standards can be established for any
operation, control center, division or
company using the same techniques that
are currently used. These standards then

Exhibit 1
CONTROL CENTER STATEMENT
Moonscape Corporation

become th e basis o f the con trol of o ther

Control�Center�—�Accounting
Manager —Neil Transbase
Period�—�Month�of�June

costs; because the standards determine
ACTUAL

(Thousands of Dollars)

1.

Sales�value�of�production�—�Actual

11.

People costs:
Cost accounting
Control and budgeting
systems
General accounting
Data processing
TOTAL

III.

BUDGET
PLAN

VARIANCE DUE
TO MANAGEMENT

S1 1,000

S11,000

$

100
80
36
28
60

$

100
80
40
30
58

—
—
$ 4
2
(22)

$

304

$

308

S 4

Materials and services people buy for
resale:
Generally none for a manufacturing
operation. But for a CPA firm or a
consulting firm, many items would be
for resale.

IV.

Materials and services people buy for use:
$

Office supplies
Telephone
Travel
Auditing & Services
Miscellaneous

V.

Total control costs

VI.

Ratio to sales value of production
102.3%
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50
40
25
12

5

5

TOTAL

VII. Managerial performance

$

47
42
20
12

$ 3
(2)
5
—

$

126

$

132

$ 6

$

430

$

440

$10

3.9%

4� 0%

the required number of people, and the
people create and control the other costs.
FIXED — VARIABLE COSTS
All costs are variable in control cost
accounting with the exception of owned
land and buildings. This is considered
fixed because of t he time element involved in disposing of it. All other items
are charged as incurred.
People costs are variable with the
product, service, or knowledge to be produced. People then create the other costs
required to accomplish the objective,
and these are variable. The old bugaboo
of what is fixed and what is variable is
eliminated.
Fixed costs are created by people who
do not wish to make them variable. Any
cost that is not variable should be shown
as managerial inefficiency, or in other
words, under control cost accounting, it
will show up under managerial performance, right where it should.

Integration of Planning
and Budgeting
Control cost accounting goes beyond
what some of us may think as cost accounting. It covers everything and integrates managerial planning and budgeting into one system as can be seen from
the accounting control center statement
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Table 1
FIXED AND VARIABLE COSTING
If sal es are

$8,000,000

$7,000,000

F i xe d c o s t s

4,000,000

4,000,000

4,000,000

Variable c os ts

5,000,000

4,000,000

3,500,000

To t a l c o s t s

9,000,000

$8,000,000

$7,500,000

1,000,000

-0-

$

Op er a ti ng P r of i t (L o s s )

(500,000)

$

$

$10,000,000

Table 2
CONTROL COST ACCOUNTING
If sa les a re

$10,000,000

$8,000,000

To t a l c o s t s

9,000,000

7,200,000

Operating profit

$

1, 0 0 0, 0 0 0

(Exhibit 1), since all other cost center
statements are the same.
Some will say it is impossible to eliminate fixed costs. This is only true if a
manager does not want to eliminate
them. Today's problem of trying to separate costs between those that are fixed
and those that are variable is determined
by the way a company is managed. Some
companies even have semi - variable costs.
(I know from practical experience in
many different companies how different
managements differentiate between what
is fixed and variable.) Let us put these
two methods in focus with a simple example. Under the fixed and variable
method, say: fixed costs are $4,000,000,
variable cost rate is 50 percent and break even point is $8,000,000 in sales. Then
the operating results are as shown in
Table 1.

$

$7,000,000
6,300,000

800,000

$

700,000

Look carefully at the example in Table
1 where sales are $7,000,000. The budget
was met for both the fixed and variable
costs, vet there is a $500,000 loss. Isn't
it a little difficult to say that every manager's performance n-as 100 percent on
costs, and we lost $500,000. It's rather
doubtful the shareholders will think
every manager's performance was 100
percent.
Under control cost accounting, say,
fixed costs are 0, control cost rate is 90
percent and break -even point —there
isn't any. Then the operating results are
as shown in Table 2.
The difference at $7,000,000 sales is
$1,200,000 in profits. Why? In control
cost accounting, every manager knows
exactly what he must do to make a profit.
If his performance is less than 100 percent, the profits will be less, but if he

Exhibit 2

Results of Operations Statements

CONVENTIONAL STATEMENT
MOONSCAPE CORPORATION

Results of Operations
For the Year

.......

(Thousands of Dollars $000)
ACTUAL
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BUDGET PLAN

VARIANCE

100.0%
61.00/
39.0"/0

$10,000
5,600
4,400

10.0%
56.0%
44.0n/n

$(3,000)
1,330
$(1,670)

100.0%,
44.3%
55.7%

Engineering costs
Marketing costs
Gen. and adm. costs
Total

780
1,700
750
$3,230

11.1%
24.37e,
10.7%
46.1%

800
1,800
800
3,400

8.0n/n
18.0''/0
8.0%
34.Yl'n

20
100
50
170

.7%
3.3%
1.7%
5.7%

Results of operations
Provision for income tax
Net earnings (loss)

$(500)
—
S(500)

(7.1 %)

$ 1,000
500
S 500

10.09o'
5.0%
5.0%

$(1,500)
( 500)
$(1,000)

50.0%
16.770
33.3%

(7.1 %)

$

$
$

$

$7,000
4,270
$2,730

$

Sales
Cost of sales
Gross profit on sales

$

performs 100 percent or better he knows
there will be a profit, and isn't that the
way it should be?
It takes good managers to operate
under control cost accounting, because
it tells them how it is. There is no volume variance, or under - absorbed over head to hide behind.
How are product or service costs to be
charged to inventory determined? In
control cost accounting, all people costs
become a part of the inventory cost.
When some people do not work directly on a product, how can the cost be
determined? This is simple if the company has a plan, a plan for products, for
marketing, for producing, and for pricing.
Starting with the product and the
price it can command in the market
place, then profit is deducted. The remainder is cost. Cost is then divided into
the various control centers of responsibility (such as sales— administration—
engineering— manufacturing) based on
a productivity factor for each control
center. Each control center then details
its budget into the three classifications
and prepares a people budget to get the
job done. When all control centers are
dovetailed together the master plan
emerges, this becomes the standard, and
the rate at which inventory will be
charged.
It is simple, it ties in with control
center budgets, it ties in with people, it
ties in with performance, it ties in with
productivity, it ties in with pricing, it
ties in with profits. There is no more
over or under absorption of costs, no
more half -fixed and half - variable costs,
no more measuring manufacturing one
way and sales another way.

Finally, how does a Results of Operations Statement look with control
cost accounting compared to a conventional Results of Operations Statement?
The conventional statement (Exhibit
2) tells us sales volume was down
$3,000,000, and we had a $500,000 loss,
and that's about all. As stated previously,
every manager could be on budget with
the reduced volume by using fixed and
variable techniques. The variance column doesn't tell us very much either
without a detailed analysis. The missing
ingredients are:
1. Budget plans prepared in such a way
that managers will know instantly
whether there is a profit or loss.
2. Managers who control costs.
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Exhibit 3

CONTROL COST ACCOUNTING
MOONSCAPE CORPORATION
Results of Operations
For the Year

.......

(Thousands of Dollars $000)
ACTUAL

BUDGET PLAN

VARIANCE

$10,000
4,000

100.0%
40.070

$(3,000)
1,200

100.07
40.07

2,100

30.070

3,000

30.0%

900

30.070

1,400

20.07b

2,000

20.0,

600

20.07

TOTAL COSTS

$6,300

90.07

$ 9,000

20.070

$ 2,700

20.070

Results of operations
Provisions for income taxes

$ 700
350

10.0%
5.09o'

$ 1,000
500

10.07
5.070

$ (300)
(150)

10.00%
5.07

$ 350

51Y7

5.0'7

$ (150)

5.070

&

&

$

100.0%
40.07

$

$7,000
$2,800

Sales
People costs
Material services people
buy for resale
Material services people
buy for use

control cost accounting develops good
managers quickly, because they have the
facts to work with. They know what is
expected of them, and every manager
sees every other manager's statement. It
team effort and the results are obvious
without much explanation.
Conclusion
Control cost accounting is built
around people. People are and will be the
most important part of the scientific

$

500

revolution we are entering. Cost accounting is the basic fundamental of all
accounting. Cost accounting systems in
use today have become complex and difficult to understand. The time has come
to simplify our costing techniques, combine them with planning (or budgeting)
and build them around people. We need
a new, all inclusive basic fundamental
principle of cost accounting, and control cost accounting is it. It gets results
and that what counts.
is

NET EARNINGS

1

is

The control cost accounting statement
( Exhibit 3) tells the story. At the
$7,00,000 sales level it shows a profit of
$1,200,000 more before taxes than the
conventional statement! Impossible in
actual practice? Why not? Because the
two missing ingredients are present when
this system is used.
Yes, it takes a good manager to operate with control cost accounting. He
must react to change the minute it is
known. He must know what to do and
do it now. There is no room for procrastinators. Time is of the essence, and like
any good General, he has his plan of
retreat worked out ahead of time just in
case he has to use it. Likewise, with a
growing company, he has a growth plan
so it will grow in an orderly and a controlled manner.
With the results of operations statement, the only explanation required is
why the sales volume was down;
whereas, under the conventional statement, sales volume was only a part of
the reason and many other equally valid
reasons must be put forth to explain
away the loss.
In actual practice, the control cost
accounting statement will have variances
that are not related to volume. It would
be utopia to expect every manager to
perform right on 100 percent. Some will
be over and some will be under. However, the variance will be small because
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Of Men and Money:
The Problem of the Small Business
A SMALL BUSINESS IS IN TROUBLE IF IT IS SHORT OF THESE TWO BASIC RESOURCES — PEOPLE AND MONEY
By Sherman E. Crites
There are two basic resources which
every business must have, people and
money. The first, people, are needed to
plan, organize, sell, design, build, ship,
collect and measure. The second, monev,
is needed to finance the people, space,
equipment, inventory and sales. Many
small businesses have to operate so close
to the line in both people and money,
they cannot possibly succeed. As a coach
would sav, they have no bench. Thus, the
margin for error becomes thin and the
small business is in trouble when it overrides its capabilities in either of these two
basic resources.
This problem of overriding the basic
resources of men and money is difficult
to detect in its early stages because it
often comes in the seductive guise of a
great opportunity or that of success itself.
Perhaps the best method to approach
this problem is with illustrations from
actual business experiences; those which
occurred at a small electronics communications company.
The following two illustrations may
provide some insight into this problem.
The first of these shows the effects of
overriding basic resources in the conduct
of a specific development and production
contract. This example is perhaps representative of the individual opportunities
which the small business is continually
seeking and considers itself fortunate to
obtain. The second illustration shows
these effects applied to the much broader
14

circumstance of the entire business operation. Here the time scale is much
longer and the resulting problems encompassed not only that of the first
illustration but many others as well.
The Need for People
The first case concerns competitive
bids which were sought by the Federal
Aviation Agency for the development
and production to specification of a substantial number of very high frequency
radio transceivers designed for utility use
at airports. At that time the Company's
annual sales were about $2,000,000 and
this endeavor appeared to be a very attractive opportunity for a small company
since the probable sales minimum would
be of the magnitude of $100,000. In
addition, a potential for subsequent

SHERMAN E. CRITES
is President and Chairman of the
Board of Directors, Aerotron, Inc., Raleigh, N.C. Mr. Crites holds a B.S.
degree from the Massachusetts Institute of Technology and an M.A.
degree from New York University.

contracts existed and there was some
probability that a commercially salable
product could also result.
There were, however, two areas of
substantial risk in the situation. One was
the imposition of penalties for late delivery of the equipment which escalated
with the number of units undelivered.
The other was the fact that the test procedures and criteria for demonstration of
the specifications were not completely
spelled out in the contract. These, of
course, can have a decided effect on the
degree of difficulty in meeting a particular specification.
The Company submitted a bid, and in
December of that year was awarded a
contract for approximately 300 units. In
March of the following year a supplement to the original contract was
received, increasing the total to approximately 400 units, at a total contract price
of $118,000, with deliveries to commence in October. Then, even before
any deliveries had been made, a second
contract for 80 additional units at a substantially higher price per unit was
obtained.
Due to a tougher interpretation of
specifications than anticipated, the development program lengthened. Production and deliveries were delayed, causing
escalating penalties. Additionally, the
more sophisticated design, now necessary
on a crash basis, resulted in radios which
were much more costly to build than
planned, and the first 400 units actually
sold at a price below manufacturing cost.
MANAGEMENT ACCOUNTING /APRIL 1970

It is estimated that, considering all costs
associated with the completion of this
project, the Company suffered a net loss
on the contract of approximately
$100,000.
Thus, a very attractive business prospect had turned into a costly_ sort of
nightmare. Why? The basic reason is
that a task was accepted and undertaken
which became too great for the available
personnel to handle in the time allowed.
When unexpected difficulties were encountered, this inadequacy resulted in a
situation which compounded for the
worse.
The Need for Money
A broader example which covers the
Company's entire business operation is
discussed below. Exhibit 1 shows some
key statistics of the Company at the
close of its Fiscal Year 19X1, three vears
prior to obtaining the first government
contract.
These statistics indicate that the Company's financial strength was in very fine
shape. On sales of $427,000 the Com-

pany was making a profit of over five
percent and a return on equity of eight
percent. The Company was financed
with more than adequate working capital,
had an excellent current ratio, plus more
than enough rash to liquidate all of its
liabilities. You could probably say that
the average age of the receivables was too
high and the inventory turn -over too
low, but overall the situation appeared
excellent. One must conclude that this
company was not only ready to grow but
needed to -grow to properly utilize its
financial strength.
The Company did grow. By virtue of
some excellent products, it multiplied
its sales by five in the next three years
and increased its profit in percent of
sales as it did so. But along with all of
this apparent success, there were danger
signals flying, as shown in Exhibit 2. The
average age of receivables had risen to
over five months. Cash, despite borrowings of $150,000, had dropped to ten
percent of current liabilities because sales
were going uncollected, and the Company's vendors were having to wait an

average of over two months for payment
of their bills.
The following two years proved how
real this trouble had become. Despite a
small additional rise in sales again in
19X4, profit dropped dramatically; in
19X5 there was a decrease in sales and
further decrease in profit resulting in an
operating loss for the Company.
Although corrective actions regarding
the collection of receivables and provision for reserves against receivables were
begun, and although the average age of
net receivables decreased, these actions
did not prevent a substantial worsening
of the cash position. By the end of 19X5
the Company was in acute danger of
running out of money and its suppliers
were balking at an average wait of over
three months for payments as reflected
in Exhibit 3.
Why did this Company go from financial strength to dangerous weakness
as it expanded apparently successfully?
Although receivables went uncollected,
and in fiscal 19X5 sales dropped, these
were really symptoms of a more basic

Exhibit 1
OPERATING STATISTICS,

Exhibit 2
CURRENT NET RECEIVABLES,

FISCAL YEAR 19X1

TRADE PAYABLES AND CASH

$427,118

a

u

>U1,00

uu
Current Liabilities
Cash
- -- Nei Receivables Avg. Age
Trade Payables Avg. Age
%

5.1% Sales

140

8.0% Sales

130
i

Return on Equity After Taxi 1)

-

•

•

•

-

Profit After Taxi 1)

a
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BANK DEBT
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/

2.4 Months
4.4
0.9 Months
111%
0

3
/

W

%
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0

KEY INDICATORS
Net Receivables Indicated Average Age
Net Inventory Turn on Sales
Trade Payables•Indicated Average Age
Cash in of Current Liabilities
Current Debt to Banks

/

2

w

8.7

°

Ratio of Current Assets
to Current Liabilities

43.0% Sales
/

Working Capital

10
0
19X1

19X2

19X3

FISCAL YEAR
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Exhibit 3
CURRENT NET RECEIVABLES, TRADE PAYABLES AND CASH
c'URRENT
BANK DEBT

0

SI� 10,000

0

$200,730

$181,282
150

h

Cash - % Current Liabilities
Net Receivables - Avg. Age
Trade Payables - Avg. Age

- -•..�•
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40

a

30

� •

20
10

0

0
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19X2

19X3

19X4

19X5

FISCAL YEAR

cause. A clue to this might be obtained
by noting that from 19X1 to 19X3 the
Company's general and administrative
expense, excluding reserve provisions,
dropped from about 11 percent of sales
to under 7 percent. It was during this
period that the forces were set in motion
that carried on through the fiscal years
of 19X4 and 19X5.
The real cause of the trouble was that,
during its explosive growth period, the
Company's human resources were not
expanded sufficiently to cope with the
increased tasks and complexities of the
rapidly growing business. Errors of omission in this case were expensive and
there were more tasks than there were
minds and hands to adequately accomplish them.
Once in motion, a deteriorating situation is difficult to stop; and even though
the necessary human resources had been
acquired by the end of fiscal 19X5, the
Company's other fundamental resource,
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money, was now almost depleted.
This example illustrates on a broader
scale than the earlier one how apparent
success can turn into failure when human
and financial resources are not provided
which are adequate to the task. The

reader may wonder whether or not the
Company did surmount its problems.
The answer is yes. The additional
management strength added in fiscal
19X5 enabled the Company to reorganize to meet its human needs and to convince its finan cing agency and its
suppliers that continued support would
be to the benefit of all concerned. The
result was that in the next two years sales
were restored to above the $2,000,000
level, the Company was again profitable
and its financial position was again
strong.
Coping with the Problem
Now, and assuming our expressions to
this point are indeed valid, how does the

small businessman cope with this problem? How does he either prevent it from
happening or at least minimize the consequences? No successful, growing, small
business can avoid taking risks, and yet,
this problem is inherent in both opportunities and success itself.
Obviously, the answer lies in wise
management decisions based on good
planning. In the large corporations intensive and sophisticated planning is accepted as an everyday fact of life, but
planning in a small business is too often
a nebulous scheme carried on in the
"top man's" mind. However, even an
executive. genius will have a low- batting
average on his decisions if they are not
based on factual analyses and carefully
considered plans.
The small business does not have the
resources for planning that a large corporation has and should not attempt a
comparable planning effort. A certain
minimum, however, can and mu st b e
accomplished to minimize risk and ensure a reasonable probability of success.
This is true whether the operation has
one employee or five hundred. Consequently, before the decision is made on
any important project, expansion or
other specific course of action, the following points, as a minimum, should be
evaluated:
1. Are the existing people, in total,
capable of doing the necessary tasks

on time? If not, can the necessary
additional talent to get the tasks
done on time be found and employed.
2. Will the existing facilities in plant
and equipment handle the job? If
not, can these be put in place on
time?
3. Does the business have, or can it obtain, the necessary funds to meet the

peak cash outlay required?
4. If successful, will the cash generated
be such as to repay all outlays and
then provide an excess beyond that
required to conduct the expanded or
new operation?
Conclusion
All of these must be realistic evaluations and not wishful thinking. To accomp l i s h thi s, an e ffe ct i ve job of
forecasting of sales, cash flow, personnel
and facilities will be required. The ingredients are simple: intelligence (which
most small businessmen have), time,
some data, and paper and pencil. The
fundamental resources to be evaluated

are people and money.
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Credit Union Election
Results by Computer
SPEED, ACCURACY AND ECONOMY, PLUS BETTER CONTROL
By James J. McCue
For several years Collins Employees'
Credit Union of Cedar Rapids, Iowa, had
a problem in counting ballots after the
annual election for the Board of Directors. It took ten girls, all volunteers, approximately one hour to complete the
count and tally the ballots. These volunteers were unable to see the floor show
presented because we felt we should
announce the winning candidates the
same evening.
During these years there was an average of approximately 450 ballots each
year. It became increasingly difficult to
obtain volunteer help for counting the
ballots because one of the highlights of
the evening was the floor show. An offer
to compensate the volunteers did not
outweigh their preference for a full evening's entertainment.
COMPUTER INSTALLATION
In January of 1967, we installed an
IBM 360 Model 20 computer in the
Credit Union office and our 1968 election was computerized. Ballots were
prepared on IBM cards and there was
one card for each candidate plus a blank
card for write -ins. Each candidate was
assigned a number and this number was
keypunched into a card. A ballot control
number was also punched into each card
to enable us to determine if someone cast
more votes than he was entitled to.
After the punching was completed the
cards were assembled into decks, one
MANAGEMENT ACCOUNTING /APRIL 1970

card for each candidate plus a card for
write -in votes. Each deck had the same
ballot control code number. A complete
deck was inserted into an envelope and
sealed.
COMPUTER TABULATION
As members registered at the door,
they were given an envelope with a deck
of cards. At the time of the election, the
members picked out the cards for the
candidates of their choice and gave them
to the election tellers.
The ballots were then taken to the
Credit Union office and sorted by ballot
control code number and run through
the computer to determine that no one
voted for more than the allowed number
of candidates. When this procedure was
completed, the ballots were then run
through the computer again to be
counted by candidate number and a
printout of the results was received as
soon as the tabulation was completed.
The sorting and tabulation took one operator approximately one hour.
During the past two years the format
of our annual meeting and election

JAMES J. McCUE

Cedar Rapids Chapter 1955, is Manager of the Collins Employees' Credit
Union, Cedar Rapids, Mira. He is a
graduate of DePaul University where
he received a B.S. degree in Business
Administration.

changed and attendance was much
larger. We have had an average of 4,500
ballots per year compared with an average
of 450 ballots when it was done by hand.
If we were still using the old method,
it is estimated that it would take 75 to
100 man -hours to count the ballots. And,
if the election results were close, where
a few ballots could change the outcome
of the election, thcv would necessitate a
recount and an additional 75 to 100 man hours would be required. Another assurance the computer method offers is
accuracy.
Cost of materials is currently about 40
percent of the cost when we used full
printed ballots. All clerical work involved,
such as inserting ballots in envelopes,
etc., is done by our regular staff during
regular office hours as is the machine
preparation and counting of ballots.
BALLOT SUPERVISION
The election is completely supervised
by our certified public accountants, Peat,
Marwick, Mitchell & Company. They
test the programs used in preparing and
counting ballots and completely supervise the sorting of individual cards into
complete ballot decks; they control the
ballots from the time we start preparing
them and supervise distribution and collection; and they take possession of the
ballots when they are cast and maintain
complete control of them until the final
tabulation has been completed. After the
election we receive a certified report
from them as to procedures and results.
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An Alternative to Uniform
Cost Accounting Standards
A SYSTEM FOR SURVEYING THE CONTRACTORS' ACCOUNTING IS PREFERABLE TO UNIFORM STANDARDS

' Felix Morley, The Power in the People, D. Van
Nostrand Co., New York, 1949, p. 27.
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Industry's Reaction
The potential application of UCAS
to the defense industry could,
opinion, result in a withdrawal of some
companies from the defense market
place. I am not referring to the large
company, totallv dedicated to Government contract work, but to the small or
medium -size contractor who has an option as to where his resources are to be
directed.
my

Congressional concern with Uniform
Cost Accounting Standards (UCAS) is
not the first evidence of Government
dissatisfaction with, and encroachment
on, the responsible functions of the accounting profession. It is part of concerted Governmental pressure for standardization of financial information.
This thrust for constraint is projected
without full cognizance of the potential
penalties inherent therein or the potential benefits attributable to alternate
measures. What are some of the pitfalls
in this progression?
It was Felix Morley who observed,
"Indeed it is impossible to read even
the bare text of the Constitution at all
carefully, without realizing that the
American Republic was specifically designed to safeguard individual enterprise
against the State.", In citing this quotation in his article on "Progress in Corporate Financial Reporting," Dudley E.
Browne said, "In our quest for more
disclosure, more information, comparability and segmented reporting, we
move constantly toward the socialization
of business decisions. Like our Government, our decisions will become more
delayed and more ineffective as we seek
beforehand to ensure their acceptabil-

ity. In moving ever in this direction, we
erode the guiding spirit of our capitalistic free enterprise." 2

in
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Changes in defense procurement
policy in recent years have shifted increased risk to the contractor without
a commensurate shift in his ability to
earn increased profit. Recent amendments to the Armed Services Procurement Regulations (ASPR) and Congressional legislation add more administrative roadblocks, more encroachments
into areas of contractor management,
more after- the -fact audit reviews. Limitations on the costs of Independent Research and Development (IR &D) and
Bidding and Proposal Expense (B &P) ,
an increase in the scope of responsibility
of the General Accounting Office
(GAO) in connection with audit and
investigation of the contractor's profits,
and monitoring of the contractor's recruitment of retired military officers
and civilian defense officials are examples of a few recent actions by Con3
gress.
It is becoming increasingly less attractive to bid on Government work.
Some people may disagree and say that
contractors are merely "crying wolf."
However, I think this "redirection"
awav from Government work is evidenced in many ways:
Dudley E. Browne, "Progress in Corporate Financial Reporting," Management Accounting, July
1989, P. 8.
3 Defense Procurement Authorization Bill, Public
Law 91 -121, signed by the president on November
19, 1989.
Z
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1. Large companies, which were previ- 2. It is not logical to assume that a
ously oriented to Government work,
single set of accounting standards
are diversifying into more profitable
could be applied equitably to 24,000
commercial markets.
defense contractors making every2. Many commercial contractors are rething from uniforms to ships and
luctant to bid on Government conplanes.
tracts because of the high risk, low 3. Additional accounting controls are
profit and administrative red -tape.
not needed. Congress should recog3. Prospective employees (graduating
nize the effectiveness of Public Law
students as well as experienced ap87 -653 (generally referred to as the
plicants) are reluctant to work in a
"Truth In Negotiation Act "), as
company, or division, which is heavwell as the independent review and
ily involved in Government work.
audit by Independent Certified Pub4. Commercial contractors successfully
lic Accountant firms, the Defense
lure applicants by stating in their
Contract Audit Agency (DCAA),
want ads that their work is not with
the Renegotiation Board and, finally,
the Government.
the Internal Revenue Service (IRS).
5. The Boards of Directors of many 4. The use of standards would not save
corporations are establishing ceilings
the Government the estimated
on the percentage of Government
amount of $2 billion.
business that will be accepted.
5, Standards would do little to achieve
6. Many companies boast in their anthe desired result of enhancing the
nual reports that they have been succomparability of cost data.
cessful in decreasing their percentages of Government work.
The last two reasons, Cost Savings and
Comparability, need amplification.
This serious drain of private capital
and skilled technical manpower away Will OCAS Achieve Cost Savings?
from Government contracting is weakenIn urging Congress to pass UCAS leging the industrial base needed to meet islation, Senator Proxmire cited Admiral
the nation's military and socio- economic Rickover's claim of a potential cost
requirements.
savings through UCAS. The Admiral
Government procurement is only one had testified as follows:
factor to be accommodated by a contractor, and the Government's account- "Uniform Standards of Accounting
ing requirements are only one need to could save at least five percent of the
be accommodated in the contractor's defense procurement budget ... (that
financial management. Until now, "gen- is) ... $2 billion could be saved each
erally accepted accounting principles" year." 4
have been accepted for cost manageAs a taxpayer, I am interested in asment in the defense and non- govern- suring that my tax dollar is properly
ment markets. The accounting profes- expended and, in that sense, I completely
sion has been in a position to police agree with the objectives of Admiral
itself through the American Institute of Rickover and Senator Proxmire. If there
Certified Public Accountants and the is excessive cost in Government procureAccounting Principles Board. Now the ment, let us eliminate it. I think most
Government is apparently assuming accountants would seriously question,
some of this regulatory responsibility. Is however, that such a saving could be
this due to dilatory contributions on the achieved by the mere application of
part of the accounting profession? I Uniform Accounting Standards.
believe so. It is now up to the profession,
To illustrate this point, let me select,
and the industries concerned, to respond as an example, one of the standards proto the cries for improved communication posed by the GAO for consideration by
of financial information.
industry during the UCAS study. The
particular standard prescribed that all
Objections to UCAS
overtime premium should be charged
In my opinion, the defense industry to overhead. Let us assume that half of
opposes the development and applica- the defense contractors in the country
tion of UCAS for the following reasons: charge overtime premium to overhead,
while the other half charge the premium
1. Standards would restrict manageHearings on Economics of Military Procurement
ment from making the normal ac- 4before
the Subcommittee on Economy in Governcounting changes that are inherently ment of the Joint Economic Committee Congress of
the U.S. Part 2, November 1988, U.S. Printing Ofnecessary in running a business.
fice x$22 -490 0, p. 17.
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direct to contracts. Under the suggested
sample Uniform Cost Accounting Standard, all contractors would have to charge
overtime premium to overhead. Their
accounting would then be uniform; their
costs would then be comparable, standard and consistent. But, the costs would
not have been reduced. Unless the overtime was reduced, no cost saving would
occur.
If indeed there are contractors who
allocate a disproportionate share of their
costs to their Government sales by means
of intricacies in accounting methodology,
the opportunity for any significant savings through the application of UCAS
would only be available in the procurements performed by contractors who do
the largest volume of business with the
Government. I believe, however, that
such contractors are large firms and already have in residence a staff of Defense
Contract Audit Agency's (DCAA)
personnel. These auditors continuously
analyze and evaluate not only the contractor's cost proposals, but also his estimating, pricing, and accounting systems.
Under such control, I do not believe that
these contractors can be allocating overhead differently between the government and commercial business within
the same profit center.
Unfortunately, there is not enough
public knowledge about the DCAA function and how they operate. The public
and the Congress should be informed
that this agency, as well as the GAO and
the Renegotiation Board, protects the
taxpayer's dollar.

Comparability of Costs
Let us examine whether Uniform Accounting Standards would aid in the
comparison of Contractor A's cost to
Contractor B's cost for Product X. If
UCAS were used to achieve comparability of costs, it would have to be stipulated that each contractor's classifications
of direct and indirect costs would be
absolutely identical. Anything less would
belie comparison.
The practicability of such a prescription for each type of cost incurred by all
defense contractors is inconceivable. Professional accountants have considered
such standardization for several decades,
and they are still of the opinion that
there are many good and logical reasons
why different companies handle the same
cost in a different manner. The differences have been developed, and judged
appropriate, because of differences among
the companies' production methods,
managerial techniques, and other needs
19

imposed by the type of industry. Each
company's accounting system serves several purposes, not all of which are defined with the same degree of importance or degree of need, even in the
same industry.
A Suggested Standard —
Depreciation
As part of the UCAS study, a questionnaire was developed by the GAO and
distributed to over 2,000 representatives
of industry. The content of this questionnaire gave the first indication of the degree of potential impact of the WAS
legislation. It contained eight suggested
accounting standards on which respondents were requested to express opinions.
I have selected one of these propositions to illustrate how such standards,
while appearing relatively sound on the
surface, would be impractical as well as
extremely difficult to enforce on a uniform basis. The suggested standard on
"Depreciation" which was in the GAO
questionnaire read as follows:
"The amount of depreciation charged to
a cost center or cost objective ought to
reflect the cost of asset service consumed.
The method selected for computing depreciation should be that method which
most closely approximates the actual
consumption of asset service rather than
one preferred for its tax benefits or for
financial reporting considerations." 5
The key words are "actual consumption of asset service." Consider the following example of how an asset can depreciate without having anything to do
with consumption. A company invests
in the most up -to -date automatic data
processing equipment. Wien the next
generation of such equipment is introduced, the value of the company's existing equipment has been reduced. Its
technological obsolescence has downgraded the value of the equipment's application and degraded the company's
competitive capability. But, certainly,
the asset has not been "consumed." The
conclusion is that any standard for depreciation accounting should acknowledge the factor of technological obsolescence.
Types of Accounting Standards
If UCAS application is legislated,
would these be the type of standards
established? From all information available, it is reasonable to assume that
"Question 20 in "Questionnaire on Feasibility of
Uniform Cost Accounting Standards," dated February 20, 1969, published by General Accounting
Office of United States.
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standardization would target on the contractor's cost accounting practices in the
following three areas:
1. Classification of costs as between direct and indirect.
2. Methods for allocation of indirect
expenses.
3. Election of whether certain costs
should be capitalized or charged to
expense.
With today's political concern over
defense costs, the probability of UCAS
implementation is high. The risk of inequities in such implementation is also
high, unless all concerned parties promulgate their concerns. Under Public
Law 90 -370, Congress has been made
aware of the GAO's point of view. Without a similar understanding of industry's
point of view, there is the risk of unilateral uniformity.
Recommendations
In my opinion, further research is required to justify any firm conclusion
that the need for UCAS has been established or their feasibility properly demonstrated. There is a disaster potential in
rash conclusions or crash definition and
implementation of such standards.
The most appropriate action which
Congress could take is to create a Commission on Government Business Accounting Practices. This Commission
should consist of representatives of the
Government (including the GAO and
DCAA), representatives of Industry and
representatives of the Accounting Profession ( including the National Association of Accountants, the American Institute of Certified Professional Accountants and the Academic Community) .
If Congress does not wish to create
a full Commission, a Task Group could
be formed to work this problem within
the overall charter of the recently approved Holifield Commission on Government Procurement. The legislation
creating this Special Commission to
study government procurement was proposed by Rep. Chet Holifield (D Calif)
under H.R. 474 and was signed by the
President on November 26, 1969, as
Public Law 91 -129.
The Task Group or new Commission
should be responsible for:
1. Evaluating the results of the WAS
Study.
2. Performing the recommended additional research (including determination of the necessity for Accounting

Standards and evaluation of various
alternative measures) .
Making final recommendations to
Congress with respect to the need
for, as well as the feasibility of standardizing defense procurement cost
accounting.
I have given serious consideration to
alternatives to WAS which might be
evaluated by such a group. The following is a concept which would, I believe,
achieve the control, consistencv and
comparability in Government contract
accounting which is desired by Congress.
The concept consists of using a Check
List for Accounting System Survey
(CLASS). Its utilization may be described in four steps:
1. Any contractor desirous of performing lender a negotiated government
contract (in excess of $100,000)
would be required to have his accounting system surveyed by the
DCAA. The purpose of this survey
would be to determine that the contractor's proposal pricing and accounting methods are consistent and
to ensure that costs are not being
charged in a manner which would
cause a disproportionate allocation to
Government contracts.
2. The DCAA would complete a check
list (to be developed by GAO/
DCAA) which would indicate the
accounting practices followed by the
contractor. This check list would
identifv the contractor's treatment of
some of the variables in cost accounting for which standards have been
considered.
3. The completed check list would be
made available to the Contracting
Officer for consideration in his evaluation and analysis of one contractor's
cost submittals versus those of other
contractors.
4. If the contractor planned to make a
change in his accounting system due
to a change in business conditions
(that is a change in cost treatment
from that indicated on the check
list) , he would review the change
with the DCAA prior to implementation. This review would allow
the DCAA to ascertain how existing
or proposed government contracts
would be affected. The contractor
and the DCAA would jointly establish the effectivity date of any major
change affecting cost distribution or
cost allocation.
Continued on page 23
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Conglomerates and the
Federal Trade Commission
EXCESSIVE CONCENTRATION OF ECONOMIC POWER IS CONTRARY
TO OUR FUNDAMENTAL NATIONAL POLICY
By Albert G. Seidman
As you are, no doubt, aware, conglomerates, for the past several years, had held
almost a fatal attraction for those who
play the market. More recently, the word
"conglomerate" seems to have lost some
of its attraction to the point where some
of the individuals who have been most
successful in putting together and operating them, will no longer admit to the
use of that term, but refer to their enterprises as being "congeneric." Indeed,
David N. Judelson of Gulf & Western
Industries, Inc., claims to have overheard
this latest definition: "A conglomerate is
the kind of business that services industry the way Bonnie and Clyde serviced
banks." t

The views expressed are personal wi th t he writer
and do not purport t o re pre se nt the official vie ws
of the Federal Trade Commission.

"And what is this liberty which must lie
in the hearts of men and women? It is
not the ruthless, the unbridled will, it is
not freedom to do as one likes. That is
the denial of liberty and leads straight
to its overthrow. A society in which men
recognize no check upon their freedom
soon becomes a society where freedom
is the possession of only a savage few." 2
Consistent with this philosophy of
social and political freedom for the individual, we from our earliest days have

Preserving Free Competition

The Basic Question
In discussing conglomerates, first consideration might be directed to the basic
question of the very need for governmental curbs on the urge to merge. One
of the underlying goals of our political
philosophy is to preserve for the individual a maximum of freedom in his
own pursuit of industry, self- improvement and personal fulfillment. Freedom,
however, is not as some of our more
militant youth would have it —a total
absence of restraint —but rather an affirmative state of self- discipline.
This was expressed by the late Mr.
Justice Learned Hand in much more
eloquent language when he said,
I

Business Week, Nov. 30, 1988.
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organized trade and industry in an economic system described as "free competitive enterprise." It presupposes that
each individual is the best judge of his
own interests and when left free to pursue them will do so in a manner most
fruitful not only for himself but for
others. However, men are not perfect
and the latitude afforded has tempted
some to choose ways of profiting at the
expense of others, rather than along with
them. Thus, even though our goal is to
secure a maximum of freedom in commercial competition, government cannot
abandon all regulation of the conduct of
economic affairs for free enterprise and
personal liberty go hand in hand. To
destroy one is to destroy both.

is Attorney in Charge, New York Office, Federal Trade Commission. He
holds a B.A. degree from the University of Michigan and a law degree
from New York University. He is a
member of the American Bar Association and the Federal Bar Association
and is also a Research Associate,
Columbia University Graduate School
of Business Administration.

In the transitional period following
the industrial revolution, serious abuses
threatened the existence of our free
competitive economy, the lifeblood of
which is competition. This vital bloodstream had become anemic by reason of
pernicious restraints and monopolistic
practices. By 1890, conditions had
reached a point described by the late
Chief Justice Stone as a universal belief
that the Nation was in real danger of
economic slavery resulting from the accumulation of capital in the hands of a
few corporations controlling for their
own profit most of the business of the
country, including the production and
sale of the necessities of life.
=Address on "I am an Ame ri can D ay."
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A groundswell of public indignation
was expressed in the unanimous passage
by Congress of the Sherman Antitrust
Law. The Supreme Court has described
this Act as "a comprehensive charter of
economic liberty aimed at the preserving
of free and unfettered competition as the
rule of trade. It rests on the premise that
the unrestrained interaction of competitive forces will yield the best allocation
of our economic resources, the lowest
prices, the highest quality and the
greatest material progress, while at the
same time providing an environment
conducive to the preservation of our
domestic, political and social institutions." 3
While monopolies and illegal restraints of trade achieved through conspiracy or agreement, or accomplished
by acts of overt aggression, became subject to criminal prosecution, the Sherman Act failed to inhibit in its incipient
stage the gradual development of monopolistic control through the acquisition of stock interests in rival corporations. In 1914, Congress sought to plug
this loophole by passage of Section 7 of
the Clayton Act. It made it illegal for a
corporation to acquire the stock of another corporation where the effect may
be to substantially lessen competition or
tend to create a monopoly in any line of
commerce.
Again it was found that Congress had
not gone far enough in taking preventive
action. The law only forbade acquisition
of stock and not assets. As interpreted by
the Courts, the anti - competitive impact
of the merger had to be nationwide in
scope before the law was violated. It was
given a narrow construction so as to
practically limit its application to acquisitions of the stock of direct competitors.
With a marked increase in mergers in
the period following the close of World
War II, Congress in 1950 amended Section 7 of the Clayton Act. It now covers
not only the acquisition of stock, but the
acquisition of assets.
The amended law established as the
test of legality that the effect of the acquisition may be substantially to lessen
competition or tend to create a monopoly
in any line of commerce in any section
of the country. Congress made it clear
that the law as amended applied not only
to horizontal, but also to vertical and
conglomerate mergers.
It has taken a number of years of
litigation with resulting court decisions
7
Northern Pacific R.R. v. United States, 356 U.S.
1, 4.
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to convince some segments of the business community and their legal advisers
that the law actually means what it says.
The scope of the statute is perhaps best
illustrated by the Supreme Court's first
decision under it, involving the acquisition of a large chain operator of retail
shoe stores by a substantial shoe manufacturer already operating some retail
outlets of its own. Despite the fact that
the acquisition resulted in the vertical
foreclosure of only about two percent of
the retail market, the court found that
it had special significance because of the
fragmented character of the industry and
the trend toward concentration already
existing therein.
Recent Efforts
About a year and a half ago, the
Department of Justice promulgated
"Merger Guidelines." This was an attempt to summarize the basic principles
already established by court decisions
and currently being applied by the Department in determining whether or not
to challenge an acquisition. Its terms
were necessarily framed in general language and reflected the basis of the Department's enforcement policy, i.e., to
preserve and promote market structures
conducive to competition.
To establish the market structure, we
must first define the market in terms of
product and geographic dimensions. The
"line of commerce" or product dimension is the sale of any product or service
distinguishable as a matter of commercial practice from other products or
services. Sales of two distinct products,
such as metal cans and glass containers
can be appropriately grouped into a
single market where to a particular group
of purchasers they are reasonably interchangeable in terms of price, quality and
use.
Primarily, the Department seeks to
prevent mergers likely to create the
power to behave non - competitively in the
production and sale of a particular product, even though there are present reasonably interchangeable, though less
than perfect substitutes. The Department also seeks to prohibit mergers between firms selling distinct products
where the effect may be to create or enhance the acquiring firm's market power
due to the fact that the products are
significant enough alternatives to constitute substantial competitive influences
on the production, development or sale
of each.
The geographic dimensions of the
market, i.e., section of the country, is de-

fined as anv commercially significant
section of the country—even as small as
a single community —where economic
barriers, that is, transportation costs,
lack of distribution facilities, customer
inconvenience, or established consumer
preference— hinder the sale from outside the section to customers within the
section.
The Guidelines enumerated, of course,
have specific reference to horizontal
mergers. Nonetheless, vertical mergers
will be challenged where the acquisition
tends significantly to raise barriers to
entry in either market or to disadvantage
existing non - integrated or partly integrated firms in either market, in ways
unrelated to economic efficiency. Vertical mergers may be "backward," that is,
a merger into a supplying market or "forward," that is, a merger into a purchasing
market.
The Impact of Conglomerate
Acquisitions
NVhere does this leave conglomerate
mergers? Indeed, what is a conglomerate merger? By definition it is one
which is neither horizontal or vertical.
However, a market extension merger,
that is, one involving two firms selling
the same product, but in different geographic markets, is classified as "conglomerate" even though it might by
other standards be deemed horizontal.
So, too, with a product extension
merger, the question arises as to why the
deep current concern for the conglomerate merger movement in view of the
fact that for the most part no immediate
and direct effect upon the market structure is readily apparent.
The fact is that as time passes, fewer
and fewer concerns are in control of and
are able to influence our national economy. Until 1966, there had been only
five acquisitions of companies with assets of $250 million. In 1967 alone there
were six such acquisitions, and in the
first eleven months of 1968 there were
eleven, a total equal to all the giant
mergers in our past history. Again, in
1948 the 200 largest corporations owned
about 47 percent of the assets of all
manufacturing corporations. By 1967,
half that number, that is, the 100 largest
corporations owned 47.6 percent of all
manufacturing assets. Incomplete figures
for the year 1968 show that 192 corporations with combined assets of $12,616,000,000 were acquired.
The 200 largest industrial corporations
have been very active acquirers in the
course of the current merger movement.
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As a group, they made 2,930 acquisitions
of companies with combined assets of
$39,980,000,000.
In the period between 1949 and 1968,
there was a marked shift in the nature of
mergers. In the period 1948 -1951 conglomerate mergers had represented but
59 percent of all large mergers. In 1968
conglomerate mergers rose to 82 percent.
The potentially most significant effect
has been to concentrate in large measure
the ownership of manufacturing resources in the hands of a few vast enterprises. This occurred in the face of a
unique growth of the economy which
saw the addition of many new industries,
the tremendous expansion of old ones
and a net growth of over 50,000 in the
corporate manufacturing population.
Legal Problems
Some of the legal problems occasioned
by the conglomerate merger movement
have been spelled out in cases brought
by the Federal Trade Commission.
In the Procter 6 Gamble case, the
Commission challenged that company's
acquisition of the Clorox Company, a
relatively small industrial company, but
the largest national manufacturer and
distributor of household bleach. The
Commission ordered divestiture pointing
to the fact that the household bleach
industry was made up of relatively small
local firms who would be unable to compete in the face of the unlimited financial
resources of Procter & Gamble. The

Commission considered Procter's ability
to place advertising, its preferential advertising rates, its ability to publicize
Clorox at virtually no cost by the use of
piggyback commercials on national television networks, and its ability to command shelf space in supermarkets, the
principal outlet for the sale of household
bleaches, as material factors in establishing the illegality of this acquisition.
In another case the Commission challenged the acquisition by Consolidated
Foods Corp. of the Gentry Co. The
latter was a manufacturer of dehydrated
onion and garlic powder. The Consolidated Foods Corp., among its divisions,
represented tremendous purchasing
power for canned food products at the
wholesale and retail level. The evidence
indicated that with the acquisition of
Gentry, "reciprocity" was employed to
induce food processors to obtain their
requirements of dehydated garlic and
onion powders from Gentry in order to
receive favorable consideration for the
sale of their processed food products to
the wholesale and retail divisions of Consolidated. The Commission's action in
ordering divestiture was again sustained
by the U.S. Supreme Court.
The Current Approach
These two cases merely serve to pinpoint some of the problems created by
the rise of conglomerate mergers. The
Commission is currently engaged in an
in -depth study of the overall problem.

The recently appointed Assistant Attorney General in Charge of the Antitrust
Division, Mr. MacLaren, as well as Attorney General Mitchell himself, have
expressed alarm at the current concentration of economic power in the hands of
a few corporations and have indicated
the need for aggressive legal action.
The Federal Trade Commission has
adopted a merger notification program
requiring all corporations with assets of
$250 million or more to file special reports with the Federal Trade Commission within 10 days after any agreement
in principle is reached for the acquisition
of the stock or assets of a corporation
with assets of $10 million or more.
Various members of Congress have
expressed deep concern over the social,
economic and political implications of
the current merger movement. They
have pointed to the fact that the acquiring of large local enterprises by conglomerates leaving their headquarters in other
cities, leas, in effect, denuded many cities
of their executive and managerial resources of talent and, in so doing, has
deprived such communities of civic
leadership.
In conclusion, it would be well to give
careful consideration to the view of Mr.
Justice Brennan that competition offers
the only alternative to either cartelization
or government regimentation of large
portions of our economy absent implementation of our current national policy
to preserve free competition.

AN ALTERNATIVE TO UNIFORM COST ACCOUNTING STANDARDS
Continued from page 20
The full disclosure method just outlined is preferable to accounting standards because of the acknowledged difficulty inherent in developing standards
general enough to be applied to the
entire defense industry and yet specific
enough to achieve a greater degree of
uniformity.
This proposal for institution of a
system for surveying the contractor's accounting practices parallels the Government's approach to control and evaluation of the adequacy of the contractors'
systems for purchasing, property management, security, etc. The survey and
disclosure technique has already proven
to be workable, efficient and effective.
The disclosure inherent in the proposed check list approach would in fact
parallel the initial phase of the research
required to define criteria for acceptable
M A N A G E M E N T A C C O U N TIN G / AP R I L 1 9 7 0

alternative accounting practices. The
recognition of such alternatives, including the definition of the criteria for their
acceptability, has been identified by the
GAO as an essential ingredient in the
development of feasible, that is fair and
workable, cost accounting standards.
Utilizing the principle of full disclosure to solve the WAS problem could
also point the way toward elimination of
some of the dissatisfaction with "generally accepted accounting principles"
currently indicated in the financial community. In his article on "Umpiring the
Earnings Per Share Results" Leonard
Spacek recognized the cries for improved
communication of financial information
when he said, "In summary, what I am
urging here with respect to the presentation of earnings per share is full and informative disclosure."6
Leonard Spacek, "Umpiring the Earnings Per
Share Results," Management Accounting, March
1969, P. 9.

The concept of CLASS could be applied in financial evaluation of corporations as well as contractors. Critical variable elements in corporate accounting,
such as the method of depreciation, the
method of inventory valuation, the accounting policy concerning treatment of
good will, patents, R &D expense, etc.,
could be disclosed in a separate schedule
within the annual report. Identifying the
appropriate alternative accounting practice chosen in such critical areas could
therefore facilitate communication and
improve analysis and comparability of
corporate as well as contract cost information.
The accounting profession should take
the initiative before the trend toward
standardization goes too far. Lets work
towards full disclosure of accounting
methodology; otherwise we may be confined in a straightjacket of standardization.
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Determining the Acquisition
Value of a Company
DEVELOPED TO AID MANAGEMENT, THESE METHODS HAVE BEEN USED IN EVALUATION
OF ACQUISITIONS AT CORNING GLASS WORKS
By John C. Chambers and
Satinder K. Mullick
Company A is contemplating acquiring
Company B. An analysis has shown that
Company B meets the initial screening
criteria set for potential acquisitions,
such as good corporate image, high calibre top management, research capability,
growth characteristics, an acceptable impact on the consolidated earnings per
share, and successful financial results. In
addition, Company A wants to know —
approximately now and more precisely
later —what the value, or range of values,
is for Company B.
There are a number of factors that

is the Director of Operations Research
at Corning Glass Works, Corning,
N.Y. Dr. Chambers received his
B.E.E. and M.Sc. degrees from Ohio
State University, Columbus, Ohio,
and his M.S. and Ph.D. degrees in
operations research from Case Institute of Technology, Cleveland.
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and James Flynn, who helped define measures that
could be used to evaluate companies.

make arriving at this value difficult.
Company A is currently selling at a 40
to 1 price /earnings (P /E) ratio, while
Company B has a 100 to 1 ratio. (This
hypothetical company could be in an
emerging technological industry.) Company A has been growing historically at
10 percent per year (both sales and earnings) and Company B has been growing
at 25 percent per year. However, Company A appears likely to sustain its
growth rate while Company B will probably slow down to a 15 percent growth
rate. Company A has earnings that are
11 percent of sales, with Company B's
earnings being 2 percent of sales, but it
is anticipated that, with Company A's
help the earnings will increase to 7 percent of sales in five years. Company A
is a capital intensive company, with increased sales requiring $.75 of capital expenditure for every $1 of sales. Company
B spends $.40 for building and equipment for each $1 sales increase.
After the above factors have been considered and a value obtained for Company B, another problem arises. An
exchange of common stock initially appears to be the best type of transaction,
but Company A will have a dilution of
earnings in the next two years, if the
acquisition is consumated at the com-

puted exchange -of -stock ratio. This suggests that some other type of transaction,
such as preferred stock or issue of warrants, is desirable.
The following describes some methods for handling the above problems.
These methods have been developed to
aid management in acquisitions decision making concerning acquisitions, and
have been used in evaluation of acquisitions at Corning Class Works. The
methods have been computerized to provide timely answers for a large variety
of assumptions. While the illustrations
are based on an assumed set of numbers,
the results are representative of those
that might be obtained.

SATINDER K. MULLICK
is Project Manager in the Operations

Research Department, Corning Glass
Works, Corning, N.Y. Dr. Mullick received his B.S. degree in mechanical
engineering from Engineering College,
Banaras Hindu University, India, and
his Ph.D. degree from Johns Hopkins
University, Baltimore, Md.
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General Comments
Some of the considerations that led
to the development of the methods
should first be mentioned. It is recognized that the price, or exchange of
stock ratio, that is ultimately agreed to
is generally a negotiated one, and a computed "best price" might be considered
academic. However, as in any price negotiation, it is important to know what
is a fair price according to some preestablished criteria. Furthermore, a deviation from the best price should be
measured in the terms of either (a)
changes tha t mus t be ma de in the assumptions to still meet Company A's
acquisition criteria (such as earnings per
share) or (b) changes that will occur in
the criteria measures, if we do not
change the set of assumptions. Hence,
Company A should have computations
available for a wide range of assumptions
when it enters into negotiations with
Company B.
QUALITATIVE FACTORS
Qualitative factors, such as the calibre
of top management, are not only considered directly in the initial screening process, but are also implicitly included in a
number of other factors, such as the
growth rate, the earning -sales percentage
and the P IE ratio. As Likerti has
pointed out, if you take the stock market
price per share and multiply it by the
number of shares, you frequently get a
number three to six times as large as the
corporate assets.
The use of the range of this ratio
might provide a "ball park" figure for
the value of a company, but an approach
that is based primarily on book value (as
given in annual reports) or some similar
measure will rarely give the desired precision. It is important, however, to take
as many qualitative factors as possible
into account in making the estimates
that are used in the calculation procedure since a method is no better than
the input information. References given
below= include some of t he mor e important qualitative factors.
QUANTITATIVE FACTORS
The PIE ratio is the most commonly
used factor in determining the value of
'

Ren sis L ike r t , P a p e r give n a t th e 16 t h N a t io n a l
I n s t it u t e of M a n a g e m e n t Sc ie nc e , N e w Yo rk,
M a r c h 2 6 - 28, 1 9 6 9 .
P

Donald J. Smalte r, and Roderi c C. Lancey, "P /E
Analysis in Acquisition Strateggyy� ' Harvard Business Review, November-December, 1966 pp. 8595; U.S. Industries, Inc., Checklist for Proposed
Acqui sitions, AMA Manage ment Report #4, AMA
Finance, 1958; Wi l lard F. Rockwel l , Jr., "How t o
Acquire a Company, " Harvard Business Review,
September - October, 1968.
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a company. It is included, in one way or
another, in virtually all approaches. This
is not surprising since many of the relevant factors used in establishing the
value of a company are taken into account in arriving at the PIE ratio —such
as growth rate (present and future),
industry reputation and stock market
performance.
Sonic of the difficulties and disadvantages of doing this are that: (1) for any
set of factors, there will frequently be a
wide -range for the acceptable PIE ratio
due to the inability to include all relevant factors, (2) the PIE ratio will fluctuate over time, depending on the state
of the stock market as well as other
factors, and ( 3) for a relatively new companv, which has low earnings, the PIE
ratio may be quite high initially, but

may decrease as earnings increase.
The PIE ratio generally is more meaningful in a short -term analysis (1 -2
years) than in analyses extending over
longer periods of time. Hence, if the
PIE ratio is to be directly considered in
an evaluation, there should at least be
the ability in the calculation procedures
to change the ratio over time. These, as
well as o t h e r fa ctors, were co n si d er e d
in the development of the following
methods.
THE VALUE OF ACQUISITION
IN A CASH TRANSACTION
When Company B is being acquired
through a cash or debt transaction, the
approach to calculating its value is
slightly different from the situation
where it is being acquired through an
exchange of stock. In an exchange of
stock, Companv B can be evaluated by
using the same general criteria for both
Companv A and B, where Company A
is first evaluated and the value of Company B is then computed by using some
of the outputs of the Company A evaluation. (This will be described in more
detail later.)
THE RETURN -ON- INVESTMENT
APPROACH

When there is to be a cash transaction, Companv B is treated more as a
capital expenditure and evaluated in a
way similar to the method for any capital
expenditure. Assuming that capital expenditures are justified by the return -oninvestment (ROI) being greater than a
specified percentage, the computation
procedure for evaluating Company B is
to make projections of the pertinent statistics (sales, manufacturing and administration costs, depreciation, net Profit,

etc.) for Company B, to determine the
cash flows for the planning horizon and
the resulting ROI for a given cash payment for Company B. ( While ROI can
be computed in several ways, the method
referred to and presented here is that
percentage which, when used in discounted cash flows, will give a net discounted cash flow of zero. This is frequently referred to as internal rate of
return.) The cash payment that gives
the desired ROI is the amount that
should be paid for Company B.
Since the computation of ROI and
the associated payment for Company B
is based on a specific set of assumptions
and estimates, these figures will therefore usually change as the estimates
and /or assumptions change. The range
of the ROI's for a given payment can be
obtained by (1) varying the estimates
of the various factors and computing the
ROI for each set of factors, or (2) using
a venture -risk analysis approach$ (an
illustration will be given later) .
MAJOR PROBLEMS
The major problems with the ROI
approach for estimating the value of
Co mp a ny B a r e i n de t er mi n in g (1 ) the

length of time for which cash flows will
be considered (the planning horizon)
and (2) the "salvage" value of the company at the end of the planning horizon.
It has been found that the resulting
value of a company is extremely sensitive
to the wav in which the salvage or end
value is determined. This is due to the
relatively small cash flows for the years
between when the payment is made and
the last year of the planning horizon,
where the salvage value is included.
In determining the salvage value of a
company, one is required to make some
judgment or assumption about the sales
and earnings growth rates of the company for the planning horizon. Although
Company B's common stock may be
selling at a very high PIE ratio at the
present time (e.g., 100 to 1) an analysis
of the histories of stock prices for large
corporations shows that the ratio will
tend to settle down to a lower range as
sales increase. As Company B's growth
rate changes from 25 percent to 15 percent, as the earnings grow, and there
are more competitors, the PIE ratio will
become smaller, perhaps in the 20 to 40
range. Frequently the PIE ratios for
companies in the same or similar induse ro dK.
" J otrhant e gCic. NCehwa mPbreords u, c ta nPdla nSnaitni gn d M
e ls M
four llic
D yk-,
n a m ic Sit u a t io n s , " I E E E Tr a n s a c t io n s o n E n g i n e e r in g M a n a g e m e n t , V o l. EM - 15 , N o . 3 , S e p tem ber 19 68.
25

tries will tend to be clustered, with
variations reflecting the differences in
growth rates and "images" of the companies in that industry.
As the planning horizon increases
(especially beyond 15 years), the salvage
value becomes less significant, but there
is generally an objection to using too
long a planning horizon because of uncertainties in long -range forecasting. A
planning horizon of 15 years has generally been found to provide most meaningful results.
In computing the salvage value, the
use of a factor that is a multiple of earnings will usually give a more reasonable
base than the use of a multiple -of -sales
factor. In any event, the approach described here will, as a minimum, give a
range for the value of a company (where
variations in the salvage value affect the
range), which is extremely useful when
the final negotiations are conducted.
DISADVANTAGES OF THE METHOD

An objection to this method may be
that the results obtained are highly dependent on the ability to forecast P/E
ratio at a future time. Therefore, you
might just as well attempt to estimate
its value at the present time. However,
it is better to attempt to estimate the
value of a company after it has stabilized
or reached a steady state than in the
early growth stages.
The procedure described here also
permits the consideration of changes in
growth rates, profit levels, capital expenditure rates, etc., which will probably
take place over time since current high
growth rates, etc., cannot usually be sustained. Furthermore, the analysis is
particularly meaningful when considering a company that has not yielded earnings yet but is expected to do so in the
near future.

3. Provide estimates of the effect on the
acceptable price due to errors in estimates and /or assumptions (Risk and
Sensitivity Analysis) .
Computational Procedure
Exhibit I illustrates schematically
how the analysis for computing the acceptable cash price of Company B is conducted. The estimates of the relevant
factors for Company B are put into the
model, which computes the quantitative
measures (ROI, etc.) relating to Company A's objectives and acceptable acquisition criteria, as determined through
interviews with management. The model
performs primarily accounting -type computations to get cash flows and then
calculates ROI and other specified criteria.
While the model shown in Exhibit 1
is a risk - analysis model, it can also serve
as a deterministic or best (most likely)
estimate and sensitivity analysis model.
In practice, the risk analysis feature is
utilized only in the last stage of computations, with most of the analyses being performed for the best estimates,
sensitivity analyses, and to answer various "what if" questions posed by man-

Aid in computing the "best" or "acceptable" cash price of Company B,
taking into account its past and
future (projected) performance.
Provide the implication of various
prices on Company A's earnings per
share, percent net profit after taxes
and price -to- earnings ratio.
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An Example
The following example is based on the
types of estimates that are normally obtainable from annual reports and other
statistics available to the public concerning Company B. The estimates made
should reflect the effects of consolidation, referred to as synergism.

Exhibit 1
FLOW CHART FOR OBTAINING THE CASH PRICE FOR COMPANY B
Historical Analysis and
Projections:
Assets
Sales
Working Capital
Margins
Capital Investment
R&D
Debt At Interest Expenses

Management of Company A
"What if' we paid this
price for Company B

THE BASIC OBJECTIVES

There are several sub - models that generate inputs for the larger model that is
used to determine the acceptable cash
price for Company B and the impact of
the acquisition on Company A's earnings, earnings per share, etc. The basic
objectives of the overall model are to:

agement, such as effects of changes of
purchase price on ROI or vice versa.
The basic types of estimates used in
the evaluation include net sales, cost of
riles in dollars or as a percent of sales,
selling, general and administrative expenses, R &D, other income, past and
future capital expenditures, last three
year's depreciation and amortization estimates, value of undepreciated assets, interest and other expenses, working capital and inventory requirements, short term and long -term debt, taxes, etc. The
amount of detail incorporated in the
model depends on the available data and
the accuracy of detailed versus gross estimates. The model developed at Corning
Glass Works has been designed so that
it is sufficiently flexible to permit the
use of estimates of varying detail and
complexity.

Company A's
objectives and
criteria

Venture Risk Acquisition:
I. Compute ROI for the assumed price.
2. Vary the inputs to evaluate the sensitivity
of the solution to each factor.
3. Compute the risk profde of the Rol for the likely variations in input values.
4. Vary the price and repeat steps I to 3.

Stop after "What if' questions
have been evaluated.
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Sales growth rate patterns ( %) :
Years
I
II
2-5
25
20
6 -10
15
15
15
11 -20
10

II I
15
10
10
C
2.0
4.0
5.0
6.0

Capital investments, expressed as dollars, required for each $1 sales increase: $30
Depreciation two years
ago:
$0.35 million
Depreciation one year
ago:
$0.5 million
Capital investments in past:
One year ago:
$0.8 million
Two years ago:
$0.6 million
Three years ago:
$0.4 million
Working capital and inventory investment: 20% of increase in sales in that
year
Salvage value: 30 times earnings
To test sensitivity of this value, also
compute for 25 and 35 times earnings.
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The results for the evaluation of Company B are given in Tables 1, 2 and 3.
Table 1 gives the acceptable prices for
variations in sales growth patterns, earnings rates and ROI. For the discussion
later on, ROI of 12 percent and 14 percent are included, although the specified
range for ROI was 16 -22 percent.
It can be seen that there are signifi-

Ta b l e 1
AC C E P TA B LE P R IC E FOR C OM P A N Y B F OR V A R IO U S A S S U M P TION S
Fi g u r e s a r e i n

Mi ll i on s

S al es Gr ow th

Earnings

Pa tt ern

Estim ates

12%

14%

16%

18%

I

A

71.7
62 . 1

51.7
44 . 6

37 . 4
32 .2

27 .3

19.9

14.6

23 .3

16.9

12.3

41 .8

29 .5

20 .8

14.6

10.2

7. 0

43 . 9
28 .2

32 .1
27 . 8

23.6
20.4

17.5

13.1

9. 8

15.1

8. 3

26.0

18.6

13.3

9. 6

11.2
6.8

A

31 . 4

23 . 3

17.5

13.2

10.1

7.8

6
C

27 .5

20 . 4

15.3

11.5

8.8

6.8

19.1

14 .0

10.3

7. 7

5.8

4. 4

B
C
II

Earnings, as a percent of sales:
A
Years
B
1 -2
2.0
2.0
3-5
5.0
4.5
6 -10
8.0
7.5
11 -20
9.0
8.0

The Results

A
B
C

II I

20%

22%

4.9

Ta b l e 2
ROI FOR D IF F E R E N T PRICE S FOR COMP A NY B
Fi g ur es ar e ROI, i n
S a l e s Gr ow th

Earnings

Pa tt ern

Estim ates

II

III

Am ount to be paid for Co. B (in
20

$

Net sales for first year:
$10,000,000
Net sales for previous
year:
$ 8,000,000
(same for all growth patterns)
Time interval being considered (planning horizon) = 20 years

erally reduces the value of a company
and does not give a realistic evaluation.
A second consideration is the capital
investment required to support a given
sales level. There are actually at least
three types of capital expenditures; those
required to increase capacity, those required for maintenance (capacity replacement) and those required for manufacturing cost reduction. However, as
long as a company is growing at a relatively stable rate, the concept of all
capital expenditures being due to sales
increases will provide sufficient accuracy,
but this may not be true if the sales
growth rate decreases.

%

The input data for Company B are

Two comments should be made before presenting the results. While it was
stated earlier that the computations are
similar to those performed for a new
product, a major difference is the time
interval during which there is significant
growth and capital expenditures.
In a new business, it is frequently assumed that the sales and investments
will peak at a relatively early stage, e.g.,
after five years, and growth and investment thereafter will be small. It is also
assumed that there will be little salvage
value. This provides significant earnings
and high cash flows in future years.
In an acquisition analysis for a company, it is assumed that growth and
investments will continue throughout
the planning horizon and that the company will appreciate in value and, hence,
have a high salvage value. The assumption of an investment cutoff for Company B was initially considered, but it
was later decided that this was not meaningful because companies continue to
grow and appreciate. It was found that
the investment cutoff approach gen-

$

The first set of computations are estimates and sensitivity analysis only (i.e.,
no risk analysis) . For illustrative purposes, only gross estimates are given,
such as earnings as a percentage of sales,
whereas in practice the earnings would
be derived by computing the manufacturing costs, S &A and R &D costs, taxes,
etc., and subtracting the total costs and
taxes from the net sales.
In the example, Company A's management wishes to examine the effects
on the acceptable price of three different
sales growth patterns for Company B,
labelled I, II and III, and three different
patterns of earnings, identified as A, B
and C (expressed as a percent of sales).
These different sets of estimates may be
due to uncertainty or may be for synergistic and nonsynergistic assumptions.
Company A also wants to know the acceptable price for various specified
ROI's, ranging from 16 percent to 22
percent in 2 percent increments.

Mi ll io ns )

30

40
15.59

A

19. 96

17. 38

B
C

18.95

16. 45

14.65

16.21

13. 87

12 .2 3

A

17.07

14 .4 1

12. 62

B
C

16. 13
13.55

13. 55
11. 13

11 .7 6

A

15 .0 4

12 .3 0

10 .4 3

B
C

14 .1 0
11.68

11. 45
9. 1 8

9. 5 7

9.49

7. 4 6
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The Risk Analysis Approach
An example of the inputs and outputs
for the risk - analysis approach is given as
follows. For simplicity, only two factors,
sales and earnings, are assumed to be
uncertain or probabilistic. A number of
other factors, and especially the components of the total cost, are varied
simultaneously in most analyses. The
28

possible sales and earnings and the associated chances of these figures occurring are given in Table 4. The risk- analysis is performed in the following way:

3. Put the results in a chart form such
as Exhibit 2, where the chances of
getting a specified ROI or higher are
given.

1. Select a sales level and earnings percent at random, according to the
chances of each number occurring,
and compute the ROI.
2. Repeat step (1) many times, until
we get a probability distribution for
ROI.

One caution should be exercised in
the risk - analysis approach: the chances
of various sales levels and earnings percentages occurring may not be independent (e.g., a given earnings percent
may depend on the sales level) . In this
case, the dependence feature should be

Table 3

Figures are in

$

=

AC C EPT ABLE PR IC E F O R C O MPAN Y B
W H EN SA L VA G E VA L U E I S V A R I ED AN D
ROI 20%
Millions

Sales Growth
Pattern

Earnings
Estimate

I

A
B
C

17.2
14.4
8.3

19.9
16.9
10.2

22.7
19.4
12.0

II

A
B
C

11.5
9.8
5.8

13.1
11.2
6.8

14.6
12.5
7.9

III

A
B
C

9.1
7.9
5.1

10.1
8.8
5.8

11.2
9.7
6.5

Salvage Value, as a Multiple of Earnings
25
30
35

Table 4
SALES AN D E AR N IN G S ES T IMAT E D F O R C O MP AN Y B
Net Sales, in $1.0 mi ll.
Cumulative Chances of Occurring 1 %)
Year

100

95

50

5

0

1
2
3
4
5

9.5
12.0
14.0
17.0
20.5

9.6
12.1
14.3
17.2
21.0

10.0
12.5
15.5
19.0

11.0
14.0
17.5

23.0

10.8
13.8
17.1
21.5
26.0

20

75.0

80.0

100.0

140.0

Earnings,

%

cant differences in the acceptable price,
depending on the estimates or assumptions of growth rate, earnings as a percent of sales, and company criterion for
ROI. Hence, it is extremely important
to spend the effort to make as accurate
projections as possible, since once a price
has been settled on, the resulting ROI
may be significantly different from the
one computed from best estimates.
Table 2 shows the variation in the
ROI for different prices, growth, and
earnings. This table can be used in
negotiations to quickly determine what
the ROI will be for a given price, growth
rate and earnings percentage.
Table 3 gives the acceptable price for
Company B, for a specified ROI, and
different growth rates, earnings percentages and salvage values. For given assumptions of growth, etc., for Company
A, it is also possible to prepare a table
showing the earnings per share for the
consolidated company for different
prices, growth, etc., for Company B,
where the amount paid for Company B
is treated as a long -term debt, and the
interest charges for the payment being
subtracted from the earnings before computing the earnings per share.
The preceding computations have
been performed for varying estimates
of each of the factors. Since the figures
used are only estimates, the decision maker will generally consider what he
thinks the chances are of the different
estimates occurring, and make a decision
in a somewhat subjective way.
A better approach is to make explicit
estimates of the chances of different
growth rates, costs, etc. occurring and,
by the use of risk - analysis method
(which objectively takes uncertainty into
account), determine the chances or
probabilities of getting various ROI for
a given price for Company B. The
method of using optimistic and pessimistic values in sensitivity analyses, and
thereby establishing limits on the acceptable price, will usually provide such
a wide range of prices that it may be difficult to use the results effectively in
negotiations.

22.0

27.0

150.0

of Sales
Cumulative Chances of Occurring 1 %)

Year

100

95

50

5

0

1

2
3
4
5

1.8
2.3
2.8
3.3
4.0

1.8
2.3
2.8
3.4
4.2

2.0
2.5
3.0
4.0
5.0

2.2
2.7
3.4
4.6
5.8

2.2
2.8
3.5
4.8
6.0

20

6.0

6.5

8.0

9.0

9.5
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built into calculations, so that only the
sales are chosen at random, and the
earnings percent is established by the
sales level. A risk profile, such as that
given in Exhibit 2, will exist for each
price and salvage value.

Exhibit 2
RISK PROFILE FOR GIVEN PRICE FOR COMPANY B
Probability

1.0

that Company B .R
will yield

t,

indicated

.4

Price: $23 million

R01 or more
101,

1

2070

R01

Exhibit 3
FLOWCHART FOREXCHANGEOFSTOCKRATIOANALYSIS
Company A
Historical Analysis and Projections
Sales
Working Capital
Margins
Capital Investment
R &D
Cash Flow
Assets
Debt & Interest Expense

Company B
Historical Analysis and Projections
Sales
Margins
R &D
Assets

Working Capital
Capital Investment
Cash Flows
Debt & Interest Expense

Company A's Current
Stock Price /Share, multiplied
by the number of shares, equals
the assumed value of Company A

Equivalence Analysis
1. Compute Company A's (ROI) for the assumed price.
2. Determine the price of Company B that gives an ROI which is equal to
Company A's ROL
3. Divide the price of Company B by the number of shares of that company to
obtain an `optimal" transaction stock price of Company B.
4. Divide Company A's current stock price by the optimal stock price of the
acquistion prospect to obtain the "optimal" or fair transaction stockexchange ratio.

Vary the input data and assumptions
for Company A and B and test the
sensitivity of the "optimal" stock
exchange ratio to changes in trends,
etc.
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The Value of Company B in an
Exchange of Stock Transaction
As indicated earlier, the computational procedure for the exchange of
stock ratio for Company B is similar to
that for obtaining the value in a cash
transaction with one major exception. In
the exchange of stock computation, the
ROI for Company A is first determined
by using the model as described in the
preceding section. This ROI becomes
the evaluation criteria for computing
Company B's value, where the present
value for obtaining the desired ROI is
computed. The number of shares of
stock for Company B is divided into the
value of Company B to get the acceptable price per share for Company B.
This price per share, divided by the current price per share for Company A (or
the price per share used to compute
Company A's present value) will give
the shares of Company A stock to be
exchanged for each share of Company
B stock.
This approach means that Company
B will be evaluated on the same basis
on which Company A is evaluated. The
analytical procedure is shown in Exhibit 3.
In the results given in Tables 2 and 3,
it is seen that the ROI for Company B
is dependent upon the sales growth rate,
the earnings percent, the salvage value
and the acceptable price, as well as other
factors. Hence, the ROI that is calculated for Company A will likewise depend upon these factors, so that the
ROI to be used for Company B will be
dependent upon the estimates of the
sales growth rate, earnings percent and
the salvage value of Company A, as well
as the current value of Company A,
which can be computed from the stockmarket price per share multiplied by
the number of shares.
This procedure permits the simultaneous consideration of the sales growth
rates, earnings percent, capital expenditures as a function of sales, salvage values,
etc., for both companies. The present
stock market price for Company B does
not enter into the computations, and is
only referred to in comparing it to the
equivalent price per share obtained from
the above procedure.
It has been found that this approach
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will generally give a higher exchange
of stock ratio (B to A) than would be
obtained if the Company A, ROI, criteria
for a new business were used. The reason
for this is that the computed ROI for
Company A, as well as other measures,
will usually be less than the stated
minimum criterion for a new business.

%

%

able to provide a better basis for project- The Impact on EPS and Dividends
ing future performance for a ROI
The methods described above have
analysis, thus reducing the uncertainty.
been primarily to determine the acceptFurthermore in an exchange of stock
able or fair value of Company B under
transaction, the "paper- for - paper" exvarying assumptions. An equally imporchange takes into account the present
tant aspect is the effect of the transacmarket prices instead of book values of
tion on (1) the earnings per share
the companies. This overcomes the
( EPS) of Company A, and (2) the
problem of fluctuating market prices,
Exchange of Stock —An Example
dividends to be paid to Company B
since the above method evaluates comstockholders.
To demonstrate how this approach panies on the same basis and gives a fair
While the computed exchange of
can be applied, we will continue the pre- exchange of stock ratio.
stock
ratio may be acceptable to both
ceding analysis. For Company A, sales
Table 5 shows that the ROI, and concompanies,
the impact of the transaction
for the next year are estimated at $300,- sequently the exchange of stock ratio,
EPS
on
or
dividends
may make a direct
000,000, sales growth projections of 10 varies significantly according to the asexchange
of
common
stock undesirable.
percent and 12 percent per year are to sumptions made for Company A. BeIt
is
therefore
important
to examine the
be considered, estimates of earnings are cause the ROI for the estimates for
effects
of
various
exchange
of stock ratios
11.0 percent and 11.5 percent of sales, Company A are lower than the range
EPS
on
the
and
dividends
after the
the present value and salvage value are used earlier for the acceptable cash price
merger
is
consummated.
from 30 to 40 times earnings, and the analysis for Company B, computations
The EPS before and after consolidacapital investment per dollar of sales in- for the 12 -16 percent ROI range must
tion,
for a specific set of estimates are
crease is $0.75. Company A has 10,000,- be made, with these results having been
presented
in Table 7. Similar tables
000 shares of common stock that have included in Table 1.
would
be
prepared for other sets of
a current market price of $115 each and
The price per share to be paid for
estimates
and
exchange ratios. These
Company B has 1,000,000 shares selling Company B is computed by dividing
EPS
are
compared
with the EPS before
at $20 /share. (It should be noted that the value of Company B by the numconsolidation
(also
given in Table 7) to
much more detailed estimates would ber of shares of Company B common
determine
the
impact
on consolidated
normally be available as inputs because stock. Since there are 1,000,000 shares,
EPS.
of the detailed information obtainable the price per share figures are equal to
Whenever Company B has a relatively
for Company A.)
the figures given in millions of dollars
P/E ratio in the immediate future,
high
Based on these and other estimates, in Table 1.
there
may be a dilution of earnings for
the ROI for Company A ranges from
The ROI to be used for evaluating
the
first
few years after the merger. It
12 percent to 15.5 percent, depending Company B is obtained from Table 5
can
be
seen,
from Table 7, that the
on the particular set of estimates, as is and depends upon the estimates for
length
of
time
during
which there would
shown in Table 5. The ROI to be used Company A. The exchange of stock ratio
be
dilution
of
earnings
can, for this exwi
l
l
in evaluating Company B
be se- is found by dividing the prices /share of
ample, range from three years to a situalected according to the assumptions that Company B by Company A.
tion where the consolidated EPS will
are made for Company A.
To avoid the need for directly using
never
be larger than the EPS for ComThe ROI obtained by this method Table 5 to aid in selecting an ROI for
pany
A
alone, depending on the assumpwill generally be less than the minimum Table 1, the results are expressed as
tions.
acceptable ROI for a new product ven- given in Table 6, which shows the price
ture, and, if the ROI criterion for a per share for Company B stock for dif- Computation of Viable
new product is purposely set high be- ferent growth rates and earnings per- Exchange Packages
cause of the possibility of failure. (The centages. Again, the price for Company
Other types of financing than cash or
venture risk analysis approach * for new B must be divided by $115 to get the
on
exchange of common stock are freproducts w i l l circumvent this problem.) stock ratio exchange. If it is felt that
quently
used whenever there is a dilution
When an existing company is being Company A's current stock price is
of
earnings
or when the dividends to be
evaluated, there are sufficient data avail- depressed, computations should be repaid to Company B stockholders will be
peated to get Company A's ROI for less under an exchange of common stock
' J. C. Chambers and S. K. Mullick, Ibid.
other reasonable market prices.
transaction than the amount they are
presently receiving.
Some of these acquisition tools inTable 5
clude convertible preferred stock, warC O MPAN Y A' s R O I F O R VAR IO U S ASSU MPT IO N S
rants, and convertible debentures.
Whenever there are high interest rates, a
Figures are ROI
corporation can issue debt at a lower
Sales Growth
Salvage Value Factor (Multiple of Earnings)
interest rate than that prevailing, if some
Rate
Earnings
30
35
40
of these methods are used. The term
11
12.02
12.79
13.47
"viable"
is used here due to the fact that
10
11.5
12.42
13.18
13.86
there are frequently a number of exchange packages that will meet any
11
13.56
14.37
15.08
12
11.5
13.97
14.77
stated criteria or restrictions, and the
15.48
manager must choose among the alter30
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tory merger or consolidation. Warrants,
in some cases, may not be a desirable
tool, but many corporations now have
these alternative means of financing
available to develop a most desirable
merger package which is fair to the
acquiring corporation and to the company being acquired.
'file computations are usually based
on a set of factors expressed in terns of
a formula. The viable exchange packages
will consist of those values that satisfy
the minimum stated objectives, based on

natives, basing his decision upon his own
particular objectives.
Haves and Roiling 5 have discussed
some of these sophisticated financing
tools which permit the acquiring corporation's management to offer a merger
package without adverse tax consequences to the selling shareholders, if
the "voting stock" requirement is met or
if the method of acquisition is a statuSamuel L. Hayes, III, and Henry B. Reiling,
"Sophisticated Financing Tool: The Warrant ,"
Harvard Business Reuiew, January- February, 1969.
5

the pertinent information. Because the
variables can take on many values, it is
convenient to have the computations
done by a computer, with printouts
showing the dividends and EPS for various sets of input variables.
Computer programs exist at Corning
Glass Works for doing this, and have
proven to be of considerable value to
management in examining alternative
packages. Moreover, since the timing of
convertibles or warrant exchanges cannot
Continued on page 39

Table 6
PRICE PER SHARE TO BE PAID FOR COMPANY B
IN AN EXCHANGE OF STOCK TRANSACTION

Earnings

Net
11.0%

Net
Earnings
11.0%

=

35

Sales Growth 12%

Sales Growth 10%

Net
Earnings
11.5%

Earnings

11.0%

Net
Earnings
11.5%

Net

N et
Earnings

Sales
G r ow t h
Rate

Salvage Value Factor

30

Sales Growth 12%

N et

N et
11.5%

11.0%

N et
Earnings
11.5%

Earnings

Sales Growth 10%

Earnings

Salvage Value Factor

Company B

=

Company A

1
1
1

A
B
C

71.4
61.8
41.6

66.8
57.8
38.8

55.5
47.9
31.8

51.9
44.7
29.6

62.9
54.4
36.4

59.0
51.0
34.0

48.6
41.9
27.6

45.6
39.2
25.7

II
II
II

A
B
C

43.7
38.1
25.9

41.0
35.7
24.2

34.3
29.8
20.0

32.2
27.9
18.6

38.7
33.7
22.7

36.4
31.6
21.3

30.3
26.2
17.4

28.5
24.7
16.3

III
III
III

A
B
C

31.3
27.4
19.0

29.4
25.8
17.9

24.8
21.7
14.9

23.4
20.4
14.0

27.8
24.4
16.8

26.3
23.0
15.8

22.0
19.3
13.2

20.8
18.2
12.4

Table 7
EARNINGS PER SHARE (EPS) FOR COMPANY A BEFORE AND AFTER MERGER

Exchange

of Stock Rati o, A to B: 1 to 5

1 (1969)
2
3
4
5
6
7
8
9
10
11
12
13
14

3.30
3.63
3.99
4.39
4.83
5.31
5.84
6. 43
7.07
7.78
8.56
9.42
10.36
11.39

Earnings

Year

EPS for Company A
Before Merger

Company B:
Sales Pattern I I I
Sales Pattern I
Earnings C
A
3.25
3.58
3.99
4. 40
4.86
5.43
5.98
6.60
7.27
8.01
8.89
9. 80
10.81
11.93

3.25
3.58
3.97
4.37
4.81
5. 30
5. 84
6.42
7.06
7.77
8.57
9. 43
10.38
11.41

Exchange

Company A Estimates: 10% Sales Growth, 11% Net Earnings)

Sales Pattern I
Earnings A
3.24
3.57
3.97
4.38
4.83
5.40
5.96
6. 56
7.23
7.97
8.85
9. 76
10.76
11.87

of St oc k R at i o= 1 t o 4
Com pany B:
*Sales Pattern I I I
Earnings C
3. 24
3.56
3.95
4. 34
4.78
5.28
5.81
6.39
7.03
7.73
8.53
9.39
10. 32
11.36

'For this case, the combined E.P.S. will never exceed E.P.S. for Company A before merger.
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Profit Planning with Probabilities
THE DECISION IS BASED ON THE NET PROFIT POTENTIAL
By LeRoy J. Pryor
Frequently management must decide between alternative methods of production: (a) to expand the company's productive capacity using what economists
label a labor- intensive production function or (b) to employ capital- intensive
factory design. Of most significance in
profit - planning is the fact that these two
alternatives yield distinctly different cost
structures.
One relevant method of planning excels in this situation by synthesizing
quantitative factors including probability
estimates.
How Does Management Decide?
There are many variables to compare
in such a situation. Let us look at the
several simultaneous decision variables
involved when a labor- intensive plan is
compared against a capital- intensive factory plan. To facilitate our analysis, we
will use the following case:
The Frail Company has just been incorporated and plans to produce a product which will sell for $10.00 per unit.
Preliminary market surveys show demand
will be less than 10,000 units per year,
but it is not clear how much less.
The company has the choice of buying
one of two machines, each of which has
a capacity of 10,000 units per year. Plan
A would have fixed costs of $30,000 per
year and would yield a profit of $30,000
per year if sales were 10,000 units. Plan
B has a fixed cost per year of $16,000 and
would yield a profit of $24,000 per year
at sales of 10,000 units. Variable costs
behave linearly for both plans.'
32

FIXED COSTS. The first decision variable
is what may be termed shut -down (fixed)
costs. The capital- intensive plant would
create a higher fixed cost commitment
than the labor - intensive alternative.
Management's reason for concern over
fixed or shut -down cost is to assess its
ability to withstand this burden in periods of low volume. On this basis alone,
Plan B would be the more attractive
selection because of its lower fixed cost
commitment.

s -E POINTS. A second variable that influences the final decision is the break even points. Plan B, due to its lower
fixed costs, reaches the break -even point
before Plan A. On this basis alone, a
clear decision would be to choose Plan B.

P / V RELATIONSHIP. A third variable for
consideration is the rate of profit growth
or decay in relation to volume increases
and decreases, respectively. The slopes of
the two profit lines in Exhibit 1 express
this relationship. The slopes of the lines
are equal to the contribution margin,
defined as selling price minus variable
costs. In other words, the profit increment is equal to the contribution margin
times the incremental number of units
sold.
Plan A, which we have characterized
as the capital- intensive alternative, exhibits a steeper slope than its counterpart
Plan B. Specifically, the rate of profit
growth in relation to volume is $6 per
unit computed as follows:

Contribution
margin

Profit increase
Volume increase

—$30,000 - (— $30,000) — $6
10,000 - 0

Y.i

LeROY J. PRYOR
Los Angeles Chapter 1968, is Lecturer
in Accounting at the University of
Southern California, Los Angeles,
Calif. Mr. Pryor, a CPA, received his
B.S. degree from the University of
Illinois and his M.B.A. degree from
DePaul University in Chicago. He is
currently a candidate for a D.B.A.
degree at the University of Southern
California.

The comparable computation for Plan
B is as follows:
Contribution
margin

Profit increase
Volume increase

$24,000 - (— $16,000)
10,000 - 0
— $4
Plan A produces a greater sensitivity
to profit to volume increases. If the contribution margin were the sole criteria
for selection, Plan A would have superiority over Plan B.
'This case is adapted from problem material by
Charles T. Horngren, Cost Accounting: A Manage ri al Emphasis, 2nd editi on, P rentic e - Hal l,
Englewood Cliffs, N. J. 196 7, p. 6 0.
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A final decision variable is the maximum profit potential of
each plan. Referring to Exhibit 1, we
can see that Plan A realizes a $6,000
PROFIT POTENTIAL.

greater profit at maximum output than
Plan B. Accordingly, if maximum profit
were the sole criterion for selection, Plan
A would prevail.

Exhibit 1
PROFIT - VOLUME GRAPH
DOLLARS
(In Thousands)
30

39

o

2c

'4

The Dilemma
We have discussed four important
considerations that the management of
the Frail Company would most likely
include in their deliberations on Plan A
versus Plan B. They were: (1) shutdown cost, (2) break -even point, (3 )
contribution margin rate, and (4) maximum profit potential.
The present case finds variables (1)
and (2) in favor of Plan B and variables
(3) and (4) in favor of Plan A, and thus,
the decision -maker would appear to be
confounded by the multiple - variable approach of analyzing the problem.
An Alternative Approach

PROFIT
OR 0

Loss

-16
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4
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-30
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VOLUME - UNITS
(In Thousands)

Exhibit 2
PROFIT - VOLUME GRAPH FOR PLAN B
DOLLARS
(In Thousands)
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A method is needed which would
synthesize all the fragments of the problem. If this can be done, a decision rule
can be used to more effectively resolve
the matter of which plan to adopt.
In the Frail Company case, finding the
net area (profit area minus loss area)
collectively synthesizes the four decision
variables discussed earlier. The plan
which produces the largest net area is
the optimum choice. Exhibit 2 illustrates
the concept of net area and the application of this decision rule.
By inspection, it is apparent that Plan
B produces a positive net area. If we
were to do likewise with regard to Plan
A, we would discover that the profit area
is exactly offset by the loss area. In other
words, the net area of Plan A is zero. By
applying our decision rule we find Plan
B is a better alternative because the four
decision variables discussed earlier collectively cause a larger net area.
An Assumption—Equiprobable
Outcomes
The decision rule, largest net area
gives the optimum choice, makes one
very important assumption. Implicitly it
assumes that the probability of all the
various outcomes is equal. That is, all
possible outcomes (10,000 in the Frail
Company Case) are equiprobable. For
example, unit number 5,000 has the
same probability of being produced and
sold as does unit number 9,999.
This is quite an abstraction from reality and we will depart from it in a later
section of this article. In the meantime,
let us explore the solution to the Frail
Company case when uncertainty acts in
an unbiased manner.
The Solution
Exhibit 3 illustrates the assumption
of equiprobable outcomes. Because it
33

se e ms u nl i k el y t h a t su bj e c ti v e p r ob a b il i -

ties can ever be estimated to a very low
level of aggregation, (say 100 units, when
10,000 units is the capacity limit), 1,000
unit volume ranges are used as a basis
for assigning an estimated value for P
(probability).
Having analyzed the equiprobable assumption, we may now proceed in finding the largest net area of Plans A and
B using the calculus method. First, we
must express each plan in terms of the
general formula for a straight -line function, y = a + bx:
Plan A = A = — 30,000 + 6X
Plan B = B = — 16,000 + 4X
where X = volume
The constants in these two equations
represent shut -down costs and the coefficients of the X term are the contribution margins per unit for each plan.
The result tells us that even though
Plan A had a higher contribution margin
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and higher maximum profit, Plan B
should be selected since it has the larger
net area in the profit- volume graph.
Thus, the method confirms what we
were able to conclude from visual inspection of Exhibits 2 and 3.
One may ask at t his point, in what
unit of measure was our answer stated?
Because we are finding an area bounded
by dollars on the vertical axis and units
on the horizontal axis, technically
the
"u n i t measuring unit would be called
dollars." Conceptually, this is unlike the

-30
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VOLUME — UNITS
(In Thousands)

Exhibit 4
PROFIT - VOLUME GRAPH WITH NON- UNIFORM PROBABILITY ESTIMATES
IX)LLARS
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PLAN A

30
,

units of measure to which we are ac-

-4

customed. Thus, the values emerging
from this process should merely be referred to as an area index. The index
should then be used only for judging the
relative merits of various plans.
While the index number per se lacks

10

PLAN B

PROFIT

utility, q u i t e t h e co nt ra ry is tru e wi th

OR

regard to its ranking ability. In this
fashion, the relative favorability of various plans can be ranked according to
the area index. Operationally, the plan
producing the highest area index would

Loss

0

0

le

be selected in preference to other plans if
the selection is to be based only on quantitative factors.
-30

Non - Equiprobable Outcomes
It seems more plausible that the planner making subjective probability estimates would find a distribution of the
possible outcomes something other than
uniform.
Exhibit 4 presents the Frail Company
Case again, but without the assumption
of equiprobable outcomes. Note that
34

0
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-30
10

VOLUME — UNITS
(In Thousands)

there are three P values throughout all
possible outcomes (.05, .15, and .10).
Because of this, uncertainty is no longer
a neutral force as we assumed before and
a simple area calculation is not possible.

Specifically, the problem is that three
ranges of volume are carrying three different probabilities and so the area in
each range- must be influenced by its
associated P values. Geometrically, we
MANAGEMENT ACCOUNTING /APRIL 1970

can accomplish this "weighting" of various probabilities by stretching either the
horizontal or vertical axis in relation to
the relative probabilities.2
The Solution
We will choose the volume axis to
accomplish our weighting of area lying
under various volume ranges in Exhibit
5. Note that the "stretching" of the
volume axis has been in accordance with
the probability estimates. That is, the
physical distance on the horizontal axis
between 4,000 units and 5,000 units is
three times the distance between 1,000
and 2,000 units. This is supported by the
relative P values, .15 divided by .05 for
Range 2 and 1 respectively. Similarly,
physical distance in Range 3 is twice that
of Range 1 because the P value of the
former is .10 while the latter is .05.
While it would be possible to compute
net area based on Exhibit 5 and apply
our "largest net area" decision rule as
before, this approach becomes disproportionately cumbersome. This is especially true when there are many unequal
P values for each range of volume.
Nevertheless, inspection of Exhibit 5,
bri ngs us to t h e co nc l u sio n th a t Pla n

B possesses the largest net area. But it is
not nearly as obvious as in Exhibit 2.
A more efficient way to find the net
area when the Frail Company type problem presents itself is to use integral
calculus. This mathematical tool (see
Exhibit 6 ) provides us with the necessary computational power to introduce
probability estimates into our analysis.
`'chile the Frail Company case assumes that the alternative plans possess
equal capacities, this is not a necessity.
For example, suppose a third alternative,
Plan C, had a capacity of 12,000 units.
If the decision maker estimated the probability of producing and selling more
than 10,000 units to be nil, the weighting
factor would be 0/.05 or zero. No
area would be added beyond the 10,000
unit level. Conversely, if some probability existed in the 10,000 - 12,000 unit
range, the proper ratio would be used to
weight the area in that range. Other
things being equal, Plans A and B would
be at a comparative disadvantage because
capacity is only 10,000 units even though
there is at least some small probability
that 12,000 units could be sold.
Applying the above technique, we
compute the area index for Plans A and
' T h i s h as th e effect of in c r e as in g th e a r e a u n d e r
t h e p ro fit c u r ve ( line ) for ra n ge s of ac tivit y t h a t
a r e e s t im a t e d to possess a gr e a t e r likeliho o d of
occu rren ce.
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Exhibit 5
PROFIT - VOLUME GRAPH WITH NON- EQU[PROBABLE OUTCOMES
IX)LLARS
I hi Ihuusanda
RAN GE I

RANGE 2

RANGE 1

P= . 20

30

1

P= .2u

;0

i
}

PLAN B
PROFIT
OR

i

0

�

PLAN A
0

i
Loss

•16

.30

30
0

1

2

3

4

5

6

7

8

9

10

VOLUME�—UNITS
(In Thousands)

Exhibit 6
NET AREA
To find the area index for Plan A, given the variable probability estimates, let

us look at the calculus formulation in a general sense:

A = a

4000
xf (A) dx + af

J

0

8000
10,000
f (A) dx + � f � ( A) � d x
C
4000

8000

where: a = lowest P
b and c = P associated with range of volume shown in integral sign.
Replacing a, b, and c with the actual values we would get:
A =*

4000
f (A) dx + 0
5
0

8000
10,000
f (A) dx +- 0 (f ( A) dx
4000

8000

The ratios preceding the integral sign constitute the critical weighting factor.
The numerator of the ratio will always be the P associated with the range of
volume in the succeeding integral sign. All of the denominators will be the
lowest of the series of P values. In this way the common denominator for
weighting is the lowest P value and all other P values become multiples of it.

B as 96,000 and 144,000, respectively.
The conclusion is once again that
Plan B is the better choice of the two.
The reader can confirm this result by
noting the comparatively small loss area
of Plan B. Of course, a variation in the

probability estimates could cause Plan A
to emerge as the more profitable choice.
One factor the calculus method does
not consider, however, is the decision
maker's subjective utility scale for risks
Continued on page 39
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What Business Are We In?
Information!
HOW TO EQUIP OURSELVES FOR THE BROADER ROLE OF ACCOUNTING

Many young accountants, as well as veteran practitioners, are uncertain about
the accountant's role in the modern business enterprise. How should the accountant react to the increased development
and use of information systems and electronic computers? What is the accountant's responsibility for nonfinancial data?
What skills should the accountant acquire to be effective in today's mathematics and computer oriented business
environment? How can he acquire these
skills?
This article explores some of the new
parameters of the field of accounting and
suggests an avenue which the accountant
can follow in preparing himself for his
new role.
There can be no doubt that the accountant's area of responsibility has
broadened within the last decade. Prior
to that time, the duties of the accountant consisted primarily of recording,
classifying, summarizing and reporting
financial data. In the past few years, the
pressure from management for more
timely, complete and relevant information, coupled with dramatic technological advances, have thrust the accountant into new dimensions of
responsibility.
Scope of Accounting Enlarged
The American Institute of Certified
Public Accountants, in a policy statement issued in late 1966, gave formal
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recognition to the new scope of accounting. The statement read, in part, as
follows':
"Accounting is a discipline which provides financial and other information essential to the efficient conduct and evaluation of the activities of any organization.
"The information which accounting
provides is essential for (1) effective
planning, control and decision - making
by management, and (2) discharging

i
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the accountability of organizations to
investors, creditors, government agencies, taxing authorities, association members, contributors to welfare institutions,
and others.
"Accounting includes the development and analysis of data, the testing
of their validity and relevance, and the
interpretation and communication of
the resulting information to intended
users. The data may be expressed in
monetary or other quantitative terms,
or in symbolic or verbal forms.
"Some of the data with which accounting is concerned are not precisely
measurable, but necessarily involve assumptions and estimates as to the present effect of future events and other
uncertainties. Accordingly, accounting
requires not only technical knowledge
and skill, but even more importantly,
disciplined judgment, perception and
objectivity."
The accountant is now responsible for
all data, in whatever form and in varying
degrees of uncertainty, which bear on the
operations of the enterprise. Thus the
accountant is clearly not limited to financial data or even to data expressed in
monetary units.
The accountant will have to modify
his stance on many basic issues in his
new scope of responsibility. His traditional posture of conservatism will be
tempered by the need to report the most
' J o u rn a l o f A cc o un t an c y, J a nu a ry 1 9 6 7 , p. 2 4 .
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probable situation, not the most pessi- ance should be evaluated against the predictive and evaluative function. The
mistic. The accountant's overriding con- behavior of those costs as compared significance of this shift in emphasis is
that the accountant's importance to the
cern for identifiable, specific and irrevo- with objectives.
This system is known as responsibility organization has grown. He is no longer
cable arms- length transactions as a basis
for recording data will give way to esti- accounting. Cost centers based on logical looked upon as a necessary evil but as an
mates, forecasts and predictions based units of work are established. The con- important, integral part of the operaupon probable events. It is clear that the cept of direct costing is utilized. Ac- tions of the company. His work contribaccountant's responsibility for informa- counting for costs in this manner, as utes in a positive and constructive
tion for decision - making purposes is now contrasted to absorption costing used in manner to the economic well -being of
equal to and as broad as management's the financial accounting system, is a the enterprise. The significance to the
great aid in developing responsibility ac- accountant is that he must master new
need.
The expanded scope of accounting counting.. It is possible to report to each techniques, methods and concepts if he
has increased the types of information manager the costs for which he is re- is to contribute in his position as a memwhich the accountant must report, the sponsible. Reporting is tailored to the ber and ally of management.
persons lie must report to, and the re- organization chart and to job responsiMulti- Dimensional Information
porting media he must use. A review of bility.
the significant factors which led to the
In financial accounting, reports are Systems
In management's search to find a sysbroadened scope of accounting may help prepared only for higher management.
tematic
and rational basis for evaluating
to understand the accountant's new re- In responsibility accounting, it is necesgoal
achievement,
it has been recognized
sary
to
prepare
reports
to
all
persons
sponsibilities.
charged with the management of costs. that performance has many dimensions
Accounting vs. Planning and
This means that foremen become of which monetary measurement is onlv
Control Functions
prime users of accounting information. one. A major part of the accountant's
Intense competition in American in- Information about the productivity of new responsibility is to build and operate
dustrv, particularly since World War II, machines and men under their control systems involving new quantitative
has resulted in shrinking profit margins become an important aspect of the re- measurements of performance.
The development of multiple meawhich has in turn caused the manager to cording and reporting process.
focus on cost control and cost reduction.
Middle management requires sum- sures of performance have brought into
As business continued to grow, the man- maries of the results of operations of being a relatively new concept known as
ager found that the techniques of tradi- those sections under its control. Each management information systems or
tional financial accounting were inade- such report measures the actual produc- simply information systems. Informaquate to cope with the problems of op- tivity of the operation against predeter- tion systems recognizes the multi- dimenerations and control. The information mined standards. Thus, by establishing sional aspect of business transactions
generated by the financial accounting a plan and developing a reporting system and the fact that information needs are
system was not sufficiently selective or which spotlighted deviations from the not limited to departmental boundaries
flexible to provide the enterprise with plan, management at all levels is able to but surround all functional fields such
as marketing, production, personnel and
adequate control systems.
control day - today operations.
finance (Exhibit 1) .
RESPONSIBILITY ACCOUNTING
INFORMATION FOR PLANNING
In an information system, data ideally
As the manager moves up the execu- enters the system only once in a uniManagement needed a means to determine, without on -site inspection, tive ladder, he finds that more and more versally acceptable standard form, and
whether the various divisions, depart- of his time is spent in planning for the simultaneously with its creation. The
ments and sections were working toward future. At the top level, the executive is various aspects of a recordable event
the goals which had been established almost exclusively concerned with de- might be measured in terms of volume
for the enterprise. With the faster pace veloping and modifying long -range goals and weight, or in terms of time, as well
of business and the increased magnitude of the enterprise. His needs for informa- as in monetary terms. The one record of
of resource commitment, the cost of tion relate more to the long -range plan- this event will be used by different manpoor decisions become much greater ning process than to short -range budget- agers for quite different purposes. The
than in the past. Management needed ing.
accumulative impact of the record will
The executive needs information on be reported to top management. Usually
a method:
the probable effect of alternative alloca- there are a number of information sysTo set goals which can be expressed tions of resources. He needs quantitative tems or sub - systems within an organizaquantitatively for each segment of data about the options which are open tion which can be profitably developed
to him. Many of the factors which shape to provide management with informathe enterprise
To assign responsibility for these the future are not within the control of tion for decision making.
goals
the enterprise yet they must be evaluated
Under the information systems apTo evaluate objectively the perform- in any major commitment of resources.
proach, it will be difficult to segregate
ance of personnel
The accountant must be able to sup- traditional "accounting" data from other
ply information on the probable out- data in the system. The accounting sysTo satisfy these needs, sophisticated come of each alternative and the ramifi- tem will intersect and merge with other
accounting and budgeting techniques cations of each decision on other sectors systems. It will become just one aspect
have been built around a twofold con- of the enterprise. The emphasis of man- of a corporate planning and control syscept. The person responsible for costs agement accounting has now shifted tem based upon information theory and
should be identified and his perform - from the stewardship promotion to a information systems.
MANAGEMENT ACCOUNTING /APRIL 1970
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Accounting information as we have
known it in the past will be integrated
with information developed from operations research, statistical analysis, and
other scientific techniques into a single
reporting system. Traditional accounting
reports will be supplemented by combination reports including, for example,
share of the market, operating efficiency,
number of skilled workers, and learning curve data.
Information Theory
To meet his new responsibilities, the
accountant must develop a more logical,
systematic way of identifying sources of
data. He must analvze the data and then,
by process of synthesis, bring timely information to persons who can act on it.
The accountant must learn more about
the integration of data from various
sources, the ordering of that data and the
development of information from data.
The study of information theory is a
requisite to meeting this ever increasing challenge in the accountant's role.
Information theory involves:
1. The nature of information
Z. The value of information.
Information is not data but it does
evolve from data. Data is used here as a
collection of isolated facts. Information
is the result of the accumulative evaluation of a number of interrelated facts

which is useful in the decision - making
process. Data is developed from the analysis or the breaking down of events or
transactions into discrete units. Information is the synthesis or the building up
of data into meaningful and manageable
units.
The value of information is a function
of its use and often this is involved with
the philosophy of the individual manager or of the total enterprise. The accountant must understand the informational dimension of decision- making in
his own firm. He must ask "What kind
and how much ?" information does the
management of this company need.
Generallv, the greater the range of
uncertainty, the greater the value of the
information. That is, if the manager is
90 percent sure that he understands what
is going on, he is less responsive to additional information than if he were less
sure. Therefore, the accountant should
ask himself to what extent does the information which he is supplying reduce
the range of uncertainty in decision making. One of the major defects in
traditional accounting was that it supplied information about areas of virtual
certainty or else supplied the information at a late date at which time it was
merely collaborative.
The value of information also depends
upon the reception and interpretation
of the message. Often the method by
which information is communicated

may affect its value almost as much as
the actual content. As the accountant
moves toward accumulating and reporting information which narrows the range
of uncertainty, his methods and techniques of communication become more
important. The accountant cannot allow the usefulness of his information to
be diminished by poor reporting techniques.
The Accountant's Responsibility
The individual accountant is at the
crossroads. He may accept the challenge
to broaden his scope of responsibility or
lie may refuse. If he accepts, the accountant will be willing to work and
study. He will acquire new tools and
techniques for analysis and interpretation. He will initiate programs, design
systems, and become involved in the
mainstream of the enterprise. He should
develop a positive program for systems
development. The accountant will be
required to become familiar with mathematics, statistics, information theory
and the use of the computer. He will
need to understand people, the nature
of management, and their interrelationship in organizational behavior.
The accountant will find it helpful to
understand how to use mathematical
models of the enterprise. Through such
techniques, relatively inexpensive experiments may be made to test alternative decisions through simulation with-

Exhibit 1
SCHEMES OF INFORMATION SYSTEMS
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out having to put them into effect and
thus run the risk of errors in judgment.
INTEGRATED SYSTEMS

The implication for the accountant
should he fail to accept his new scope of
responsibility is serious. The accounting
system as a separate information source
will cease to exist in the enterprise of tomorrow. Should the accountant be so
ill- advised as to resist the current movement toward information theory and
integrated information systems, he will
find that the more creative, systems-oriented individuals will bypass the accounting department and construct a
system which relegates the accountant
to the restricted area of financial reporting for external purposes.
COMPUTERS

In accepting a broader role in the enterprise, the accountant should consider his relationship to the computer.
fie should be the master of that relationship since the development of management information systems is impossible without the computer.

Previous to the advent of the computer, the information- handling process
fell far behind the need for information.
It is now possible to classify the same
data in a number of different forms for
use by all levels of management any
place in the enterprise.
If the accountant is to succeed in his
broadened responsibilities, he must
master the use of the computer. He
must understand its capabilities and its
limitations. He must be able to utilize
the computer's capacity for data handling to develop information systems.
The accountant ought definitely to
maintain control of the computer. It is
becoming increasingly clear that the responsibility for developing information
systems is coexistent with the responsibility for computer management. If the
accountant does not control the computer, he will become a "bookkeeper
whose books are in someone else's computer."
A TIME FOR ACTION

How can the young accountant equip
himself for the broader scope of ac-

counting? How can the established accountant keep up to date?
There are no easy solutions. Most of
us cannot go back to school. Besides,
not many schools are equipped adequately to present the broader scope of
accounting. For us, self- education is perhaps the most effective type of learning.
However, we must remember that it is
also the most difficult.
Summary
The developments of information
theory and practices clearly dictate that
the role of the management accountant
is expanding at a rapid rate. These
changes in the management climate
should be understood and acted upon
by the management accountant.
Total i4iformational systems are a necessity in today's competitive environment. Failure to recognize these changes
can only lead to disastrous disservice
bv, and obsolescence for, the management accountant. The management accountant is in the business of providing
information and that the purpose must
be served now.

DETERMINING THE ACQUISITION VALUE OF A COMPANY
Continued from page 31

Summary

be predicted accurately unless the terms
have been carefully stated to give the
issuer substantial influence over the exercise of the options, the use of computer sensitivity -risk analysis models
become valuable in calculating the implications of various financing alternatives.

The value of a company to be acquired
depends upon many factors, including
estimates or assumptions about the future. An important consideration is the
specification of the ROI criterion for
evaluating Company B. The most equitable way of doing this is to evaluate
Company A in the same way Company B

is to be evaluated, and then use the derived ROI for Company A to establish
Company B's value.
Finallv, the transaction may have to
involve the issue of warrants, convertible
preferred stock, or some similar type of
financing to meet minimum dividend or
EPS criteria, and alternative viable exchange plans and their implications
should be considered.

PROFIT PLANNING WITH PROBABILITIES
Continued from page 35
and payoffs. The disutility of a dollar of
loss may be greater than the utility of a
dollar of profit. Implicitly, the assumption has been made that the relevant
utility scale is linear and does not change
the result of the calculus method presented in this article. Where it can be
established that the firm's utilitv scale is
different for various levels of loss and
MANAGEMENT ACCOUNTING /APRIL 1970

profit, this must be added as another
dimension of the final decision.
Conclusion
When distinctly different cost structures of production facilities are present,
the presented method offers a much
more rational approach to decision -making based on quantitative data than the
multi - variable analysis method. Moreover, coming to a decision under the lat-

ter approach is often hindered by the
complex set of comparisons that are naturally made.
The method described in this article
synthesizes all quantitative factors including subjective probability estimates.
As a result, the planner need only rank
the area index of the various alternatives
to find the optimum. A further advantage
of this approach is that the alternatives
may have different capacities.
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Financial Communication
with Graphics
THE MANAGEMENT ACCOUNTANT CAN ACCOMPLISH THE SAME THING WITH GRAPHS AND CHARTS
THAT AN ARCHITECT CAN WITH FLOOR -PLAN LAYOUTS AND ELEVATION VIEWS
By Carleton P. Sias
Today's management accountant has a
position of growing responsibilities on
the management team. He must determine long -range profit goals by analyzing
the relations of all aspects of operations
with respect to outside influences. He
must also develop methods of and ways
to communicate this information to the
management team at the operating level
as well as the staff level.
To be successful, the management accountant must present financial data to
management in a manner which provides
for complete understanding. Good communication methods are an important
part in helping the management accountant attain his goals and continue to take
on added responsibilities.
A brief outline of what is assumed to
be fairly common practice in the transmittal of financial data to operations
management indicates that there is a
need for serious consideration of ways
to improve communications to management.
The Accountant "Wraps Up"
a Month
Common practice calls for the presentation of monthly balance sheets and income statements to management in a
prescribed form. Items are compared
with those for the same period of the
previous year and with latest forecasts
for the current year -end. As a further aid
to operating management, the account40

ant prepares a written summary of the
important changes which have occurred
— generally within the scope of the information reflected in the statements for
the current month. Consequently, when
the accountant delivers a set of accounting reports and his summary to management, he has, in effect, "wrapped up"
another month.
The Manager's Dilemma
The manager is responsible for direction of a staff consisting of a collection
of diversified specialists. He is faced with
the problem of uniting the efforts of
these individuals in a direction which is
consistent with overall long -range financial goals. He also has the responsibility

CARLETON P. SIAS
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and Control staff at the Deere 6 Company General Office, Moline, Ill. He
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capacities at its tractor factories and
at the General Office in Moline. Mr.
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ical Engineering from Iowa State University, Ames, Iowa.

of explaining his financial progress, or
lack of progress, and future plans for improvement to his superiors.
When the manager matches his financial responsibilities with the scope and
effectiveness of information supplied by
the accountant, he finds that the information is lacking in a very important
aspect. The period covered by the accounting report is limited to the current
month for this vear and last vear, leaving
a month -by -month gap of eleven months
in between. This is obviously inadequate
for a continuous monthly review of long range trends. Consequently, it becomes
necessary for the manager to attempt to
visualize trends of financial directions.
Without other assistance, the manager
is faced with a difficult task if he is to
become familiar with the financial trends
for which he is responsible. Thus the
manager would certainly be justified in
requesting long -range financial data in a
form which he can effectively use for
operational purposes, as well as the overview needed to deal with top management.
A Possible Solution— Graphics
There are reasons for difficulties encountered in effective communication of
financial data to "nonfinancial individuals." One of major importance is the
fact that very few persons have the capability of glancing at a page of numbers
and creating mental images of relative
magnitudes and trends which are represented. Another results from pressure on
MANAGEMENT ACCOUNTING /APRIL 1970

certain individuals to keep abreast of in a form which is readily understandable.
increasingly complex specialized fields. Through the use of graphics the architect
While specialization has produced many has converted his technical data into
worthwhile results, it creates a tendency "pictures" which is clearly understood
to dilute an individual's concentration by both professional and nonprofessional
with respect to overall operational prob- individuals.
Today's management accountant can
lems. This trend can affect management
staff members, including those responsi- apply the same communication tool as
the architect by using very simple time
ble for finance and control.
Many other professionals consider series graphs (charts). These charts are
graphics an absolute necessity for com- one means of providing an operations
plete communication. For example, an manager with long -range financial data
architect would find it extremely difficult in a form which satisfies manv of his reto sell a proposed building to a client us- quirements. They can be used for effecing only numerical specifications and a tive communication with his staff people
written description. He resorts to floor - and top management. The management
plan layouts, elevation views, perspective accountant may find that charts also prodrawings and sometimes scale models for vide useful financial pictures not supplied
two reasons. First, to satisfv himself that in the past, and that the problem of prehis mental image of the structure is prac- paring his monthly summary for the
tical and salable. Second, he must effec- manager might be simplified by relating
tiv cly present his proposal to his client portions of it to charts.

Some Useful Financial Graphics
Several years ago at John Deere, sets
of time series financial charts were developed to provide a simple means of following important financial trends related to
overseas marketing and manufacturing
operations. Examples illustrating the
general format for pretax income and
inventory trends are shown in Exhibits 1
and 2.
The examples were prepared to illustrate a few types of information which
can be shown on charts. These examples
are in the form in which they are presented to management. Since time required for updating is of essence, they are
considered to be management "working
tools" and no efforts are wasted in trying
to produce artistic masterpieces.
All charts are on letter -size punched
paper. No printed forms are used. All
plotting and posting is done in pencil,

Exhibit 1
PRETAX INCOME COMPARED TO FORECAST
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Exhibit 2
INVENTORIES COMPARED TO COST OF SALES
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and posted values are rounded to facilitate posting and reading time.
After the monthly updating of master
charts, copies are made by a suitable
duplicating method. Previous copies are
destroyed by those receiving updated
charts. The average monthly updating
time per chart, including posting of data
on work sheet, conversion of currencv,
calculating ratios, plotting, checking and
reproducing copies for distribution is
about ten minutes each.
Under these circumstances, and with
a little planning, the accountant should
be able to deliver a set of eight or ten
charts covering important, subjects with
the monthly statements.
Annually, the oldest vear is deleted
from the chart format. A new chart is
then prepared to accommodate the coming fiscal year by tracing remaining actual
trends, posting remaining and new data
and plotting new forecast values. The
last set for the previous year is retained
for record.
A brief review of the sample charts will
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illustrate the ease with which financial
trends and relative impacts of changes
can be visualized. In looking at the charts
one should try to imagine the problems
involved in attempting to create a comparable breadth of coverage and ease of
perception without the use of graphics.
Pretax Income Compared to
Forecasts (Exhibit 1)
The horizontal line
(original forecast) represents the budgeted amount which is established prior
to the beginning of each fiscal year. The
broken line (revised forecast) is updated
each month to reflect the latest estimate
for the current year.
GRAPHIC

SECT I ON.

DA TA S E C T I O N . The data section Summarizes important numerical values related to the graphics arranged for ease of
review.
The chart indicates a steady improvement in income and revision in forecasts
which are consistent with changes in
sales forecasts. The validity of forecasts

for two future years can be questioned in
light of revisions in related sales forecasts
and knowledge of other income factors.
(A chart showing trends of percentage
of income to sales could be prepared for
further consideration.)
Inventories Compared to Cost of
Sales (Exhibit 2)
The solid trend line
(total inventory) represents a continuous
trend of month -end inventory values for
the past two years and the current year
to date. The broken lines for the past
two years compare the percentage of
year -end inventories to the cost of sales
for each year.
The line showing the percentage of
current inventory to latest cost of sales
October forecast depicts the trend for the
current year. This is a departure from
the generally accepted practice of relating acurrent inventory to the last twelve
months' cost of sales due to the fact that
the last twelve months' sales can have
Continued on gage 47
GRAPHIC SEC TI O N.
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Performance Reports Based on
Direct Costing: A Case Study
ANALYSIS RELATED TO COST BEHAVIOR CHARACTERISTICS
IS VALUABLE IN EVALUATION AND MEASUREMENT OF PERFORMANCE
By Robert D. Miller and
Terry L. Robinson
Financial executives and management
accountants who are charged with measuring performance of operating personnel must do so with considerable objectivity and austerity. In a dynamic and
complex business environment, executives need to be unbiased and perceptive
in relating to facts which, hopefully, are
not fallacious. Management accountants
are in the demanding position to supply
company executives with timely and reliable accounting and performance data.
One approach is to use new techniques whenever warranted. Performance reports prepared in a direct cost
format is one technique which can be

quite effective in performing appraisals
or making decisions. Direct costing, as
opposed to absorption costing, removes
certain less valid characteristics (i.e.,
estimated cost allocations) from accounting reports and places the emphasis
on cost behavior. The resulting reports
can improve the planning, controlling,
and appraising of over -all operations.
The following case study illustrates
improved planning and appraising procedures through the direct costing approach. The study is based on experience
acquired through research and application of direct cost reporting at Boise
Cascade Corporation. While the data
presented are necessarily hypothetical
the concepts developed during the study
were realistic and have merit in numerous situations.

tries requires its operating units to earn
an annual 20 percent return on investment (ROI) . During the first year,
R & M fell short of this requirement.
Condensed quarterly income statements
for 1968 and the first quarter of 1969
are presented in Exhibit 1.
In accordance with the merger terms,
a new manager for R & M was hired
January 1, 1969. The executives at Tebo
were encouraged by the ensuing improvement in net income during the
year. However, management was somewhat confused because they could not
determine how much of the 1969 income increase was attributable to improved management and how much to
the increased sales. Many of the executives doubted the validity of using ROI
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R & M Wire, a wholly -owned subsidiary of Tebo Industries, is a single product plant producing steel wire in various
gauges and lengths. It is located near its
customers in a large metropolitan area.
Because of the many producers, no single
manufacturer can influence the aggregate
demand for wire. This competitive situation results in a relatively fixed selling
price throughout the industry. Product
quality and service, therefore, are the
primary factors influencing the buying
habits of the wire users.
Tebo acquired R & M Wire at the
beginning of 1968 for $1.2 million. As
a measure of performance, Tebo Indus-
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Table 1
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as the primary device to measure managerial performance.
In addition to the performance appraisal, Tebo management was confronted with a capital expenditure decision. The new manager had requested
the purchase of a new multi -gauge wire
extruder to replace one which was fully
depreciated and quite inefficient.
In order to evaluate the new machine,
the following information was accumulated: a new extruder would cost
$300,000; would have an estimated useful life of 10 years; is expected to reduce
direct labor by one hour per 5,000 feet
of production; preventive maintenance
would be reduced by an estimated
$8,000 per year; depreciation would be
on a straight -line basis with no consideration for salvage value; direct labor rates
are an average $3 per hour.
In order to justify the request, the
R & M manager prepared a comparative
analysis outlining the economics of purchase (Table 1).
In his evaluation, the manager considered the 120 million level to be highly
pessimistic and that an annual volume
of 200 million feet was attainable. Several of the parent company executives believed the recent increase in net income
indicated no need to purchase the new
extruder and thereby increase the investment in R & M Wire.

Enter Direct Costing
Tebo management was generally
aware of the increased use of direct costing by other corporations and wanted to
know how this technique could be applied at R & M Wire. They believed it
might clarify the confusion surrounding
the performance appraisal and the pending equipment expenditure decision.
The controller at Tebo agreed to assign a management accountant to apply
direct costing to the accounting data of
R & M. The revised statements would be
an evaluation of the plant's performance.

Management requested also a projection of the effect the new machine could
have on plant performance. If the revisions resulted in improved performance information, the company would
authorize a complete study to consider
conversion from full absorption costing
to direct costing methods.
The available records produced the
following additional facts:
1. The fixed portion of preventive
maintenance costs was $8,000 per
quarter and the remainder varied
with production.

&

Exhibit 1
R M WIRE COMPANY CONDENSED QUARTERLY INCOME STATEMENT
1968 and 1969
1968

VOLUME (million

44

feet)

1969

Ist

2nd

3rd

4th

1st

40

45

30

35

50

NET SALES
Material
Direct Labor
Indirect Labor
Maintenance
Utilities
Manufacturing Overhead

650,000

735,000

487,500

568,750

390,000

450,000

293,000

340,000

61,000
3,400
10,000
12,000
85,000

68,000
3,500
10,300
13,500
87,025

45,000
3,200
9,500
9,000
86,000

52,000
3,300
9,900
10,500
85,400

812,500
500,000
88,000
4,500
11.000
15,000
86,100

COST OF SALES

561,400

632,325

445,700

501,100

704,600

GROSS PROFIT
Selling Expenses
General Administrative Expenses

88,600
35,000
25,000

102,675
37,000
25,500

41,800
32,000
24,000

67,650
33,000
25,000

107,900
40,000

NET INCOME

28,600

40,175

(14,200)

9,650

42,400

25,500
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The management accountant assigned
to the direct costing application first
evaluated the cost behavior patterns.
Each cost item was analyzed to determine whether it was fixed, variable, or
contained both fixed and variable portions.
Several methods exist for determining
cost behavior. In this case the scatter
chart method was chosen because of its
relative simplicity.
This method provides a visual clarification of cost behavior by using a conventional two - dimensional graph. Volume is plotted along the horizontal axis
and cost dollars along the vertical axis. A
dot for each time period is placed on the
graph to relate the cost for that period
with its corresponding volume. A straight
line is drawn to show the least apparent
deviation from the dots.
A scatter graph of the material costs
for R & M Wire showed the material
cost to be strictly variable with no fixed
portion. A scatter graph for indirect labor
costs indicated the indirect labor to be
variable but containing a significant fixed
portion. The fixed amount was estimated
to be $2,500 per quarter (based on the
line intersection of the vertical axis) . It
was therefore assumed that R & M Wire
would incur $2,500 of indirect labor
costs at zero volume.
A more sophisticated method of determining the fixed portion of a mixed
cost is by a least squares analysis. This
is a statistical method of plotting the
scatter graph. The line is plotted, by a
mathematical equation, as one which
will have the least distance from the
various dots. The increase in accuracy
by the least squares method does not
necessarily ensure an increase in the validity of conclusions.
From the data presented in the study
and from further scatter chart analysis,
the following quarterly cost classifications were determined:
Material— variable
Direct Labor — variable
MA N A GE M E N T A C C OU N TIN G / AP R IL 1970

$650,000

NET SALES (40 million feet)
Variable Costs:
Material
Direct Labor
Indirect Labor
Maintenance
Utilities
Selling Expenses

$390,000
61,000
900
2,000
12,000
10,000

Variable Cost of Sales

475,900

CONTRIBUTION MARGIN

$174,100

Fixed Costs:
Indirect Labor
Maintenance
Manufacturing Overhead
General Administrative Expenses
Selling Expenses

$

Cost Behavior Pattern

Exhibit 2
R M WIRE DIRECT COST INCOME STATEMENT FORTHE QUARTER
ENDED MARCH 31, 1968
&

The utility expense was entirely influenced by plant production.
Manufacturing overhead and general
administrative expense were composed of rents, depreciation, taxes,
supervision, clerical expenses and
other similar time - related costs.
Plant capacity was 240 million feet
per year.
Inventory levels remained at a constant level throughout the year.

2,500
8,000
85,000
25,000
25,000
145,500

Total Fixed Costs

S 28,600

NET INCOME

Indirect Labor — $2,500 fixed;
remainder variable
Maintenance— $8,000 fixed;
remainder variable
Utilities — variable
Manufacturing Overhead —fixed
Selling Expenses — $25,000 fixed;
remainder variable
General Administrative Expenses —
fixed
Direct Cost Reporting
After the costs were separated according to their behavior, they were inserted
into a direct cost income statement for
the first quarter of 1968. It appears in
Exhibit 2.
The informative value of direct cost
statements is acquired through analytical
comparisons and meaningful ratio calculations. Although there are many ratios and figures which can be derived
from direct costing, the study will emphasize the principal ones— contribution
ratio and breakeven point.
CONTRIBUTION RATIO

The contribution ratio is calculated by
dividing net sales into the contribution
margin (the amount left after covering
all variable costs) . For the first quarter
of 1968, R & M Wire calculations re-

sulted in a 26.78 percent ratio as follows:
$174,100 - $650,000 = 26.78%
The contribution ratio represents a
percentage of sales that contributes to
the payment of fixed costs, and, after
fixed costs are covered, contributes to net
income. It is an excellent indicator of the
existing and potential profit structure.
BREAKEVEN POINT

The dollar breakeven point is calculated by dividing the contribution ratio
into total fixed costs. To determine the
breakeven units divide the unit selling
price into the dollar breakeven point. It
should be remembered that a breakeven
point expressed in units is of real value
only when working with a single, no
product mix operation. The breakeven
point for the first quarter of 1968 was:
$145,000 - .2678 = $543,300
The breakeven point is the amount of
sales dollars (or units) that will generate
zero net income with continued fixed
costs and constant variable unit costs.
It is a good indicator of a company's
possibility of showing a net profit or loss.
Performance Analysis
R & M Wire's contribution ratio,
breakeven point, and return on invest45

ment for the four quarters of 1968 and
first quarter of 1969 are presented in
Table 2.
The figures for 1968 cumulative are:
Contribution Ratio
Breakeven Point
ROI

26.57%
$2,199.800
5.35%

The most critical item revealed by
these calculations was that the first quarter of 1969 indicated a decreasing contribution ratio and an increasing break even point. After a more intensive study
of the figures the following conclusions
were reached:
1. The profit structure of R & M
weakened during the first quarter of
1969 despite the increase in earnings.
This undesirable trend was evidenced

by the decrease in the contribution
ratio.
2. The rise in income during 1969 was
due entirely to increased sales volume. The efficiency of the plant
actually decreased because total variable cost per unit increased as indicated by the decrease in the contribution ratio.
3. With a fixed selling price, the only

way to improve the contribution
ratio was to decrease the variable cost
rates. The two largest items -materials and direct labor -were selected
to receive initial attention.
4. If the present condition were to con tinue throughout 1969, a 20 percent
would require quarterly sales of
$888,100. This was calculated by
adding the required income at a 20

MI

Table 2
PERFORMANCE ANALYSIS
1968
1st
Cont r ibut i on r ati o
Breakeven point
ROI (annualized)

2nd

26.78%
$543,300
9.53%

1969
3rd

25.61%
$578, 000
13.39%

26.93%
$540,300
(4.73%)

4th
27.35%
$533,500
3.22%

1st
23.32%
$630, 800
14.13%

Exhibit 3
R & M WIRE COMPANY PROFORMA QUARTERLY INCOME STATEMENTS
Volume

30 million feet
without
new mach.

with new
machine

40 million feet
without
new mach.

with new
machine

50 million feet
without
new mach.

with new
machine

NET SALES

487,500

487,500

650,000

650,000

812,500

812,500

Variable Costs:
Material
Direct Labor
Indirect Labor
Maintenance
Utilities
Selling Expenses
Variable Cost of Sales

300,000
52,800
1,200
1,500
9,000
9,000
373,500

300,000
34,800
1,200
1,500
9,000
9,000
355,500

400,000
70,400
1,600
2,000
12,000
12,000
498,000

400,000
46,400
1,600
2,000
12,000
12,000
474,000

500,000
88,000
2,000
3,000
15,000
15,000
623,000

500,000
58,000
2,000
3,000
15,000
15,000
593,000

CONTRIBUTION MARGIN

114,000

131,000

152,000

176,000

189,500

219,500

Fixed Costs:
Indirect Labor
Maintenance
Manufacturing Overhead
General Admin. Expenses
Selling Expenses
Total Fixed Costs

2,500
8,000
86,100
25,500
25,000
147,100

2,500
6,000
86,100
33,000
25,000
152,600

2,500
8,000
86,100
25,500
25,000
147,100

2,500
6,000
86,100
33,000
25,000
152,600

2,500
8,000
86,100
25,500
25,000
147,100

2,500
6,000
86,100
33,000
25,000
152.600

NET INCOME

(33,100)

(20,600)

4,900

23,400

42,400

66,900

ROI (annualized)
New Investment ROI (annualized)*

(11.03%)

(5.49%)
16.67%

1.63%

6.24`'10
24.67`10

14.137

18.02`'10
32.67% 1

*Arrived by dividing the change in Net Income by the added
investment of $300,000.
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percent ROI of $60,000 to the fixed
costs of $147,100 and dividing that
total ($207, 100) by the contribution
ratio of 23.32 percent. Assuming a
constant product mix, this sales level
would require an annual volume of
220 million feet, which was only 20
million short of plant capacity.
If sales continued at a 50 million feet
per quarter level, a 20 percent ROI
would require a ratio of 25.49 percent [$207,100 (total fixed cost +
income) - $812,500 (sales dollars)].
New Machine Decision
To predict the effect of the new equipment investment, a pro -forma income
statement was projected at volumes of
30, 40, and 50 million feet per quarter.

The statements compared expected results without the new machine investment to expected results with the new
machine investment. It was assumed the
1969 variable cost rates would continue.
The factors of reduced direct labor and
maintenance were then considered in the
projections as well as the increase in depreciation. The ROI was based upon
average investment for the quarter. The
pro -forma income statement is shown
as Exhibit 3.
Management decided in favor of the
machine purchase. Since Tebo required
a 20 percent ROI the new machine was
essential as long as quarterly volume was
expected to remain above approximately
35 million feet. Because of the noncontrollable demand factor, the purchase of

the machine could not guarantee that
total plant performance would be above
the required 20 percent ROI. It should
be noted, however, that the machine
purchase would increase net income and
return on investment at all expected
levels of activity.
Summary
The case study presented illustrates
the value of direct cost reporting for performance evaluation and measurement
in business decisions. The value stems
from the analytical nature of direct costing in presenting cost behavior characteristics. Contribution margins were
determined, projected costs identified,
and the profit potential more easily
evaluated.

FINANCIAL COMMUNICATION W ITH GRAPHICS
Continued from page 42
no effect on current inventorv. Future
sales can influence current inventory:
consequently, the chart relates each
month's ending inventory to the latest
cost of sales forecast for the year. As a
result, a major change in a cost of sales
forecast will result in a noticeable warning in this trend line, and as the year
progresses, the trend gradually points
toward a level which is comparable to the
performance for the past two years.
The line indicating total inventory—
latest October forecast is shown only for
the current year. This provides a month by -month trend of revisions in the forecast for an ending inventory.
D A T A S E C T I O N . Numerical values of
month - ending inventories and the latest
forecast for the year -end inventory are
shown for the current year to date. Annual cost of sales totals for the past two
years and the latest cost of sales forecasts
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are shown for the current year each
month for reference purposes.
The chart indicates a remarkable improvement in inventory reduction from
70 percent to cost of sales in 1967 to 55
percent in 1968, and that effective reduction is continuing toward a 40 percent
level for the current year.
The use of the basic format is by no
means limited to the illustrated subjects.
With a little imagination, trends of many
items, such as sales compared to forecasts, receivables relation to sales, cost/
price relations, etc., can be effectively
reviewed in chart form. Charting is useful for following any specific item that
needs constant management attention
for control and effective measurement of
an operating unit.

sons for considering this method of
communication in the future:

Summary
For the accountant who has not used
graphics or charting for his financial presentations, the following are some rea-

The timeworn phrase "a picture is
worth a thousand words (or numbers) "
is not trite when effective financial communication is at stake.

1. Successful financial control is dependent to a large extent on successful financial communication.
2. Numbers and words are not an effective media for presentation of
long -range financial trend data to
nonfinancial individuals.
3. Financial trend data in simple time
series graphic form provide a visual
means for comprehension of changes
in direction, relative impacts of
changes and times of occurrence.
4. Financial graphics are easily understood by both financial and nonfinancial individuals.
5. Financial graphics (charts) can be
easily prepared and updating time is
minimal.
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Ave., Kalamazoo, Mich. 49007, 1968,
paperbound, 64 pp., (one copy at no
charge).

McGraw -Hill Book Co., 330 W. 42nd
St., New York, N.Y. 10036, 1968, 351
pp., $15.00.

AP P LI C A TI O N S O F
CRITICAL PATH
TECH NIQ UES
A Con fer en ce un der t h e Aegis of
the N A T O Scientific Affairs
Comm it tee
Jos. Brennan, Editor
American Elsevier Publishing Company,
Inc., 52 Vanderbilt Ave., New York,
N.Y. 10017, 1968, 447 pp., $19.50.

SI M U LA T IO N I N RE S EA RC H
AND DEVEL O PM ENT
A M A Management Bulletin
No. 125
Robert Vichnevetsky
American Management Association, Inc.,
135 W. 50th St., New York, N.Y. 10020,
1969, paperbound, 16 pp., $2.00 (nonmembers $3.00).

THE COMPUT ER'S ROLE
IN M A R K E T IN G D E CI S IO N S

A N N UA L CO NFERENCE
PR O C E ED I NG S
Life Office Management Association

AMA M a n a ge m e n t Bulletin
No. 126
Ben J. Mogni, Jr.

Life Office Management Association,
757 Third Ave., New York, N.Y. 10017,
1968, 371 pp., $8.50 (nonmembers
$12.50).

American Management Association, Inc.,
135 W. 50th St., New York, N.Y. 10020,
1969, paperbound, 16 pp., $2.00 (nonmembers $3.00).
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T HE P L A N N I N G PROGRAMMING-BUDGETING APPROACH TO
G O V E RN M E N T D E C I S I O N MAKING

CANADIAN UNIVERSITY
ACCOUNT ING

ANNUAL STATEMENT
ST UDIE S

A Resea r ch St udy

Harold A. Hovey

The Canadian Institute of Chartered
Accountants, 250 Bloor St. E., Toronto
5, Canada, 1969, paperbound, 44 pp.,
$ 3.00.

Robert Morris Assoc., Research Dept.,
Philadelphia National Bank Building,
Philadelphia, Pa. 19107, 1969, paperbound in five parts, 414 pp., $10.00.

Frederick A. Praeger, 111 Fourth Ave.,
New York, N.Y. 10003, 1968, 264 pp.,
$17.50.

FORECAST 1968 -2000
Of Com put er Devel opm en t s a n d
Applications
Chresten A. Bjerrum
Parsons & Williams, Inc., Nyropsgade 47,
1602 Copenhagen V. Denmark, 1968,
paperbound, 64 pp., $12.50.

WRI T I NG RE PORT S T HAT

WORK

R. M. Skinner

T HE L I L L Y D I G E S T 1 9 6 8
G. F. Slavin, Jr., Editor
Eli Lilly and Company, General Offices
and Principal Laboratories, Indianapolis,
Ind. 46206, 1969, paperbound, 64 pp.,
no charge.

PROGRAMME
BUDGE T ING FOR
CA N AD I AN VO L UN T ARY
ORGAN IZAT IONS
Publications and Information Branch,
The Canadian Welfare Council, 55
Parkdale Ave., Ottawa 3, Ontario, 1969,
paperbound, 20 pp., $1.00.

AP PLYI NG I NV EN TO RY
CONT ROL T E CHNIQUE S

Program med Instr uct ion for
Management Education

Bulletin No. 129

American Management Association,
Inc., 135 W. 50th St., New York, N.Y.
10019, 1969, looseleaf (3 ring binder),
$22.00 (nonmembers $27.00).

American Management Association, Inc.,
13 5 W. 50th St., New York, N.Y. 10020,
1969, paperbound, 20 pp., $2.00 (nonmembers $3.00).

SYST E MS ANALYSIS FOR
EFFE CT IVE PLANNING
Bernard H. Rudwiek
John Wilev & Sons, Inc., 605 Third Ave.,
New York, N.Y. 10016, 1969, 469 pp.,
$17.50.
COMP UT E RIZE D
ECONOMIC ANALYSIS

James P. Fourre

Lawrence Salzman
McGraw -Hill Book Co., 330 W. 42nd
St., New York, N.Y. 10036, 1968, 253

pp., $6.95 (paperbound $3.95).

Ar e yo u r Records
still spinning
a t 7 8 R P M?
Are your property records as
outmoded as the 78 rpm phonograph d isc? If so, you won 't get
the quality playback you need
todayY .
Re co r d i n gs ma d e wi t h the
techniques of 20 years ago are
not acce pt abl e

in

today's mar-

ket. Li k e wi s e , i n a d e qq u a t e o r
improperly produced records of
pl an t as se ts a re n ot acceptable
for tax as s e s s me nt , i ns urance ,
a c c o u n t i n gg�, financi ng,
g sale o r

purchase, acquisition or merger
,
allocation of purchase price.
Ma r s h a l l an d S t e v e n s ' a p p raisal services are finely-tuned
Y' tuned
to p r o v i d e

p r e c i s i o n p l a yb a c k.

Wri te or cal l our ne are st
for more information.

MARSHALLANDSTEVENS INCORPORAT ED /

office

BOSTON
185 Devonshire Street
CHICAGO
120 S. Rivers ide Plaza
DA LLA S

312 Stemmons Tower East
DETROIT
17500 W. Eight Mile Road
LOS ANGELES
1645 Beverly Boulevard
MINNEAPOLIS
930 Plymouth Building
NEW YORK
2 5 Br o a d w a y
P HIL A DE L P HIA

1845 Walnut Street

ST. LOUIS

314 North Broadway
SAN FRAN CISCO
918 Fox Plaza
W ASHINGT ON, D.C.
16 2 9 K S t re e t , N . W .

APPRAI SAL S

The national appraisers with fully - staffed local offices
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It has been said that most people are
ordinan' because they have never taken
the trouble to convince themselves that
they can be more. Establishing, evaluating and striving to achieve your career
objectives is an important step toward
becoming something more than ordinary. Some accountants make things
happen, others watch things happen,
and still others are not certain what is
happening. Those accountants who are
to achieve success must make certain
they are among those who make things
happen.
For any accountant who failed to read
Dr. Gibbons' article and /or who has
never established definitive goals for
himself, I strongly suggest that he put
himself to the test and determine if his
answers to the questions set forth above
and in the article indicate that he stands
a good chance of achieving his career
objectives. If not, he should take whatever action is required to prepare himself
for his next examination.
Charles T. Smith, Jr., CPA
Vice President and Treasurer
Henderson Advertising Agency, Inc.
Greenville, S.C.

Research and Development in
the Young -Company
To the Editor:
The accelerated rate of expenditures
for research and development in this
rapidly expanding technological society
in which we live has created an accounting void which few persons have attempted to penetrate. Professors Bryce
Orton and Richard Bradish "The Treatmerit and Disclosure of Research and
Development Expenditures"—MANAGEAIENT ACCOUNTING, July 1969, are
among the few since the publication of
NAA Research Report 29 (Accounting
for Research and Development Costs)
in 1955.
With the advent of many young com52

A Record
Offer!
FROM

CASS BANK'S
SHIPPERS' FREIGHT
PAYMENT PLAN
Listen to this free 12 inch, LP phonograph record in the comfort
and privacy of your own home or office.
We will thoroughly explain how Cass Bank can pay
100% of your freight bills, regardless of your plant location
or number of branches.
Yes, Cass Bank's Shippers' Freight Payment Plan pays
ALL freight bills, ANYW HERE, from ANY carrier... truck, rail, ship,
airline, delivery service. (Other freight plans provide just
partial coverage limited to a certain number of carriers.)
AND YOU DO NOT NEED A DEPOSIT ACCOUNT
F o r yo u r r e c o r d , r e t u r n t h e c o u p o n b e l o w o r , c a l l u s c o l l e c t a t 3 1 4 - 6 4 1 - 9 4 0 0 .
Do i t n o w

I
I

(N o o bl i g a ti o n )

l

Am I capable of driving the entire
trip alone; and, if not, who will help
me drive?
Am I willing and able to pay for the
trip?

I

Cass Bank
Tr us t Co.
1450 N. 13th St.
St. Louis , Mo. 63106

I

NAME

I
Cass Ba nk
Tr us t Co.
1450 N. 13th St.
St. Louis , Mo. 63106

I

Pleas e s end m e y our f ree r ec ord that expl ains all t he de tails
of the Cas s Bank S hippers ' Freigh t Paym en t Plan.

CASSt,BANK I
I
TRIST

&

Continued from page 7

Experience also shows that a young
management periodically, in its zeal for
profits, will try to market a product
which proves itself non - salable. For the
young company, the entire crux of research and development accounting
comes into being at this point, where an
either /or answer is required. It is an
area where all accounting organizations
should be directing special attention,
and should be re- examining previous
conclusions.
James D. Lemon
Controller
Ommitec Corp.
Phoenix, Ariz.

TITLE

Me m b e r F . D . 1 . C .

ADDRESS

I

CITY

STATE

I
I
I
I
I
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&

Readers React

panies (particularly in the electronic and
computer fields) the problem becomes
a realistic enigma. To them a more definitive solution is a necessity.
Virtually all of these companies have
incurred some deferred research and
development costs pending the successful marketing of a product. The chances
are that the companies have incurred
such costs on ten projects for every one
or two successful products. It is proper
accounting for them to write -off these
deferred costs over some determinable
period of years until profits are sufficient
to absorb the research and development
costs on a current basis.

ZIP
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The General Accounting Office pokes its nose in almost every
facet of Government operations. Here GAO employees inspect

second stage of Titan III rocket at Martin Marietta Corp., Den ver. It's all part of their job as watchdog of Federal spending.

GAO — Success Is a Problem
AN OUTSTANDING RECORD HAS ENGENDERED PRESSURE ON GENERAL
ACCOUNTING OFFICE TO EXPAND ITS ROLE
On the threshold of its 50th Anniversary, the General Accounting Office—
sometimes referred to as "the department of 20/20 hindsight " —is viewed
with almost unanimous approbation. Its
performance as government watchdog
has been lauded in the halls of Congress
and its cost - cutting achievements regularly noted in the nation's press.
But success has brought in its train
the specter of new and greater challenges
for this agency. For, like it or not, the
General Accounting Office is being
urged to take on even greater tasks, particularly in the area where it shines the
brightest —audit and review of federal
programs. In an era of increasing demands for more funds to finance needed
social programs and increasing resistance
on the part of taxpayers to provide these
funds, the GAO's task to seek out and
MANAGEMENT ACCOUNTING /APRIL 1970

find ways the Government can economize is to say the least a valuable one.
Much of the pressure for GAO to
expand its activities arises from the
frustration of Congress in trying to
achieve control of the enormous expenditures of Government — especially
those of the Defense Department. Senator Abraham Ribicoff expressed some of
these feelings in his opening statement
at hearings held by a subcommittee of
the Committee on Government Operations. "The Defense Department will
spend $147,000 every minute of every
day in fiscal 1970. Congress has an obligation to assure that this huge sum is
spent as effectively as possible and that
the monev that is not needed is put to
other uses." He noted that the hearings
would help determine whether GAO
needs more systems analysts, auditors,

or legal authority "to search out waste
and cost overruns in the Defense Department."
At the same hearings, Senator Charles
Percy expressed some of the feelings of
Congress concerning the value of the
GAO when he said: "I have experience
of 25 years in business where independent accounting and auditing, both internal as well as external, became an
absolute `must.' It was an arm of top
management that could not be done
without. It was not just to record a
history of the past, it was to have these
professional men who were highly
skilled put a picture together in figures.
Then that picture can be used to help
guide management into the future....
There have been more men, increasingly
in recent years, taking top- management
position[s] in industry from the account53

ing end, because they —and they only
sometimes —have been able to put together the whole picture on flow to control these gigantic enterprises. The business that we manage down here is the
biggest of all, of course, and it seems to
me many times almost out of control.
You cannot get your arms around it...."
Sen. Percy went on to say that he
hoped the hearings would draw public
attention and the attention of the Congress "not only to the past accomplishments of GAO but also to your future
potential, because I think we are just
really beginning to tap the potential that
can be contributed to this end of Government." He added, "We are simply, as
I see our jobs, running hard to merely
keep up with what our responsibilities
are. We have no time to quietly reflect
and sit and think and try to plan ahead
for the future. I think we really need an
expanding, continuing creative role for
the GAO."
What Sen. Perev and Congress mean
by a "creative role" has become clearer
as the result of hearings held in recent
months by various committees of the
House of Representatives and the Senate. Action in two specific areas has been
urged either in legislation passed by
Congress or in statements by various
members of the national legislature. Regarding Defense expenditures, Congress
directed the GAO to study the feasibility
of developing uniform cost accounting
standards. At the same time, a number
of legislators expressed the wish for cost
effectiveness evaluations of federal profunds were actually spent.
grams

A GAO supervisor explains use of tape records in electronic data processing system at
U.S.N. Aviation Supply Office, Philadelphia.

before

Programs for the Navy, Congress di- with program alternatives before funds
rected GAO, in cooperation with the are spent.
Secretary of Defense and the Director of
Such a policy would, in effect, thrust
the Bureau of the Budget, to ".. , under- the traditionally, nonpartisan GAO into
take a study to determine the feasibility a policy- making role. Some senators
of applying uniform cost accounting pointed this out and Comptroller Genstandards to be used in all negotiated eral Staats added a note of caution: "We
price contracts and subcontract defense do not believe that it is the desire of the
Congress that GAO initiate new proprocurements of $100,000 or more."
The General Accounting Office under- gram proposals to deal with social, ecotook the study with the assistance of nomic, national security, or other
accounting groups, including the Na- problems or needs. Nor do we have
tional Association of Accountants, and responsibility for initiating recommendaGAO and Defense
representatives of industry engaged in tions with respect to program funding
Since the Pentagon's budget is the defense contracting. Last January the levels or budget priorities. In other
largest single item in the national budg- massive, 558 -page study was released. words, the GAO does not have the
et, it is only logical that Congress The studv concluded that "It is feasible authority nor should it seek to become
would concentrate on this department to establish and apply cost - accounting a congressional Bureau of the Budget
to achieve cost savings. GAO estimates standards to provide a greater degree of with responsibility for the review of de1,100 out of a professional staff of 2,655 uniformity and consistency in cost ac- partmental appropriation requests; i.e.,
are assigned to audit and review Defense counting as a basis for negotiating and to assess the need for particular funding
administering procurement contracts." levels based upon program needs or the
expenditures.
But waste in the Defense Department The next round in the attempt to de- priorities among different programs."
continues to rankle. In testimony before velop such standards will probably begin
the House Banking and Finance Com- in hearings before the Senate Banking What Is the GAO?
In light of the increased responsibilimittee in 1968, Vice Admiral H. G. Committee.
Rickover charged that defense contracConcern over Defense spending led ties Congress seems to want GAO to
tors were earning exorbitant profits and to the directive to study the feasibility shoulder, it is instructive to review why
that such profits are sometimes con- of uniform cost accounting standards; the GAO was set up, what it does and
cealed by the fact that contractors are it also produced a re- examination of the how it carries out its responsibilities in
not required to use uniform methods of overall role of GAO in government. Government.
If the General Accounting Office did
accounting with respect to their Defense Senators were not overly happy with
after- the -fact- audits of government pro - not exist, it would have to be invented.
business.
As one of the results of the testimony grams, despite the savings that often The necessity for an independent agency
of the highly respected Director of the accrued as a result. Some legislators to examine how the Government spends
Naval Nuclear Propulsion and Reactor would prefer that GAO furnish them public funds in the discharge of its re54
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sponsibilities was obvious from the very
beginning of constitutional government
in this country. GAO was created by
Congressional act in 1921, but it was
vested with all the powers and duties
formerly prescribed for the Comptroller
of the Treasury by statutes extending
back to the creation of the Treasury Department in 1789.
To fulfill its watchdog duties over
government spending, the GAO was
placed in the legislative branch. This assignment was in keeping with its creation
as an agency of Congress and its responsibility to provide the committees and
members of Congress with independent
reports on the financial and management
operations of the executive branch of
government. To ensure the independence of the Agency, the enacting legislation provided that the Comptroller General and Assistant Comptroller General
be appointed by the President with the
advice and consent of the Senate, but
the President was not given the power
to remove the two officials. Appointed
for a term of 15 years, they are subject
to removal only by Congress through
joint resolution or by impeachment.
With headquarters in Washington,
GAO operates from 16 regional offices
and 30 suboffices throughout the United
States. Overseas responsibilities are carried out through offices located in Frankfurt, West Germany; Honolulu, Hawaii;
Manila, The Philippines; New Delhi,
India; and Saigon, South Vietnam.
There are more than 4,500 employees
of GAO, with approximately 2,300 auditors and accountants making up this
total. GAO also employs specialists
in management, engineering, statistical
and automatic data processing.
The major purpose of the General
Accounting Office is to serve Congress
by searching for means of achieving
greater economy and efficiency throughout the Government. Its responsibilities
can be broken down and summarized in
five categories:
It audits and reviews the manner in
which federal programs are carried out;
It provides direct assistance to Congress and its committees;
It prescribes principles and standards
for accounting in the federal agencies;
It provides, through the Comptroller
General, legal advice and renders legal
opinions;
It settles claims for and against the
United States.
GAO gets involved in programs ranging from the most obscure to those right
out of today's newspaper. For example,
MANAGEMENT ACCOUNTING /APRIL 1970

10th Congress of Accountants
Sets Meeting in Australia
The Tenth International Congress of Accountants will be held
in Sydney, Australia, October 16 -20, 1972. The theme of the
Congress is "Financial Measurement and Communications."
Three papers will be prepared on "Measurement," and three
will cover "Communications." The topics are "The Ascertainment of Periodic Financial Results," "Bases of Accounting
Other Than Historical Costs," "Principles and Problems in
Consolidation," "The Audit Report," "Information for Proprietors and Others," and "Information for Management."
These papers, plus commentaries, will be published in a single volume after the Congress is over.
In addition to the technical program, the organizers of the
Congress have arranged a number of social activities including
an Australian orchestral concert, an "Australiana" display, a
surf carnival and an evening at home with Sydney hosts and
hostesses.
If you are interested in attending this Congress, please write
Rawn Brinkley, Executive Director, National Association of
Accountants, 919 Third Avenue, New York, N.Y. 10022.

a recent GAO report on water pollution
concluded that attempts by federal, state
and local governments to clean up polluted streams, rivers and lakes were failing. GAO made a series of far - reaching
recommendations to make the program
more effective. The agency estimates
that it makes an average of more than
900 audit reports a year; prepares more
than 4,000 decisions by the Comptroller
General; and submits more than 700
legislative and legal reports.
In order to carry out the responsibilities delegated by Congress, GAO demands —and gets —top staff members.
To qualify for staff accountant (GS -7),
for example, a student must be in the
upper one -third of his class or make a
"B +" or better, or be elected to a qualified honor society or meet other equally
rigorous standards.
In addition to increasing its staff of
professional accountants and auditors,
GAO is also concentrating on adding
staff members educated and experienced
in other disciplines —economics, business administration, mathematics, engineering, and systems analysis "to achieve
the capability to more effectively review
and evaluate Government programs."
Like most responsible public bodies,
GAO wants to improve its work. Comp-

troller General Staats would be the last
to deny GAO needs to expand its activities and its staff to carry out its responsibilities. Mr. Staats has indicated in
speeches that the GAO plans to step up
its efforts "on extensive, across- the -board
types of audit review" of programs in the
areas of health, education, welfare, and
urban development. The octopus -like
ramifications of Government programs,
however, have changed the extent of
GAO audits. "Because these programs
involve so many agencies and organizations outside the Federal Government,
General Accounting Office audits are being carried to an increasing extent beyond the activities of the responsible
Federal agencies into state and local
agencies using Federal funds."
If asked to justify the agency's existence from a cost effectiveness point of
view, GAO could make a good case
for itself. In recent testimony before a
Senate subcommittee, Comptroller General Staats estimated that its recommendations had produced savings of
more than $200 million a year for the
last five years. Considering GAO's
budget is only $63 million, it seems that
taxpayers are getting their money's
worth —at least from the General Accounting Office.
55

Latin America
Welcomes
Two NAA Visitors

In Santiago, National Director Miguel Davila discusses NAA
activities. Staff Director James D. Coller is at left; Fred Jacobs,
chairman of the Santiago Organizing Committee, stands at right.

NAA's International Chapters in South America played host
to two visitors from the Association last November. They
were National Director Miguel A. Davila from Mexico Chapter
and James D. Collier, Director of the NAA Member Services
Division. On an official visit to the seven chapters in South
America, the visitors presented charters to International Chapters in Bogota, Colombia; Lima, Peru; Santiago de Chile, and
Rio de Janeiro, Brazil.
Visits were also made to chapter boards in Medellin, Colombia; Buenos Aires, Argentina; and Sao Paulo, Brazil. Mr.
Collier conducted a technical presentation to the Sao Paulo
International Chapter and met with the organizing committee
for a proposed chapter in the Republic of Panama. Meeting
with members of each of the chapter boards, the NAA officials
discussed chapter problems, including translations of accounting articles, currency exchange, and communications.
On the whole, thev found that the chapters in South America
are thriving and eager to take advantage of the full gamut of
NAA activities. On this and facing page are photographs taken
in Bogota, Santiago, and Rio de Janeiro.

At special meeting of the Bogota Chapter, Miguel Davila presented the c harter to c hapter Pres ident Luis Viatela. Mrs. Luis

Viatela is at left; Uriel Galeano, at right. Mr. Viatela was chair man of the chapter organizing committee.
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At meeting of Santiago Chapter board at a downtown club, members discussed operations. L. -r., Daniel Gillen, chapter vice presi-

dent; Mr. Davila; Mr. Collier; Billy Martin, treasurer; Miguel Caram, vice chairman, public - professional relations, Fred Jacobs.

At charter meeting of Rio de Janeiro, Presi- The NAA visitors relax with some of the members of Rio de Janeiro Chapter. L. -r., Miguel
dent Victor R. Ojeda welcomes guests.
Davila, Luiz V. M. Vianna, Amandio da Silva Machado, Mr. Collier, Marcelo A. Alvarez.
MA N A G EM E N T AC C O U NTIN G /A P R IL 1 9 7 0
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NATIONAL ASSOCIATION OF ACCOUNTANTS • 505 Park Avenue, New York, N.Y. 10022
ENCLOSED IS Personal
MEMBER

Company
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STUART CAMERON MCLEOD SOCIETY MEMBER
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ADVANCE REGISTRATION 1 51st Annual International Conference • Minneapolis • June 21 -24, 1970
MEMBERS AND NONMEMBERS
All Events (Total)
$75.00
Individual Events:
El Technical Sessions*
35.00'
Keynote Luncheon
10.00 /person
•

Conference Ball
Annual Dinner

15.00 /couple
15.00 /person

sold only as a complete package
•.•

At - c o n f e r e n c e p r i c e . $ 4 5 . 0 0
•.• • • •..• • ...................• •

•....• •

LADIES
All Events (Total)
Individual Events :
E) Mo n d ay Tou r &L u n c h e o n
W ednes day Lunc heon
Annual Dinner
Betty Crock er Tour
Tuesday — 10:00 a.m.
W ednes day — 10:00 a.m.
W ednesday —11:00 a.m.
• •

• •

• •

• •

•..•

• •

• •

$37.00
10.00
10.00
15.00
$2.00

FAMILY EVENT
Please res erve
ad ul t ti c k e ts a t
$9.50 eac h and
children's tic k ets ;
at $7.50 eac
y h, for the Ic e Sho w and L unc heon
on Tuesday, June 23.

•...•....•...•..•...•.•....• •

• •

• •

...•......•..................i.

Aerial view of Minneapolis, site of 1970 Annual International Conference.

'It's Minneapolis in 1970'
MINNESOTA CITY WILL HOST NAA'S 51st ANNUAL INTERNATIONAL CONFERENCE, JUNE 21 -24
With the theme, "Preparing for the sated at the northernmost point of the
Future," the 1970 NAA Annual Inter- navigable Mississippi and form the nunational Conference will be held for the cleus of the state's largest metropolitan
first time in Minneapolis, Minn. The area.
four -day conference runs from June 21The NAA convention will be head24.
quartered at the Hotel Leamington in
An outstanding technical program, Minneapolis; however, Stuart Cameron
headlined by the Secretary of the Treas- McLeod Society activities — including
ury, and featuring leading businessmen, the clubroom —will be located in the
educators and Government officials, has Curtis Hotel.
been arranged. In addition to the major
As the social highlight of the week
addresses, a series of intensive concur- the Conference Ball on Monday night
rent sessions will focus on some of the will feature the music of the Glenn
issues and problems confronting ac- Miller Orchestra and Doc Evans' jazz
countants and financial executives today. combo. Comedian Don Rice will make
The complete technical program will be the evening sparkle with his engaging
published in the May issue of MANAGE- wit.
MENTACCOUNTING.
While members are attending the Twin Cities Tour
educational sessions, their families will
The Ladies' Program combines scenic
tour some of the unique attractions of beauty, entertainment and education.
the "Land -o- Lakes." A vacationland On the first day of the conference the
famed for its more than 10,000 lakes, wives of NAA members will board buses
Minnesota combines the drama of his- for a guided tour of the Twin Cities
tory and legend with the bustling vitality area. Stops include the beautiful Lakes
of a modem industrial state. The Twin Region, University of Minnesota camCities of Minneapolis -St. Paul are lo- pus, and Nicollet Mall in downtown
MANAGEMENT ACCOUNTING /APRIL 1970

Minneapolis, a colorful winding avenue
of outstanding retail shops and stores,
featuring merchandise from around the
world. Luncheon will be served at the
famed Lafayette Country Club at Minnetonka Beach.
Almost every housewife has heard of
Betty Crocker and the program on Tuesday will enable NAA ladies to visit the
home of Betty Crocker — General Mills.
Homemakers will be thrilled by some
of the modern conveniences on display
at the "kitchens of the world" exhibit in
the General Mills Building.
"Dear Abby" is known to millions
through her witty, pungent columns.
Abigail Van Buren in person is just like
her columns, as NAA ladies will discover on Wednesday when thev attend
her luncheon talk at the Hotel Raddison.
In addition to her column which is carried in nearly 1,000 newspapers here
and abroad, Miss Van Buren has her own
radio show and is the author of three
best sellers. Her talk is sure to delight
the NAA ladies.
A spectacular ice show at St. Paul's
59

Civic Auditorium is the Family Event at
this convention. The cast will perform
dazzling duets, solos, and intricate ensemble numbers to the accompaniment
of orchestra and chorus providing favorite selections from such Broadway hits
as "Maine," "Cabaret," "South Pacific,"
and "West Side Story." The whole familv is invited to this special event which
includes a buffet -style luncheon.
The Association's competitive spirits
are given full recognition Wednesday
night when trophies and banners are
presented at the Annual Dinner. This
traditional event combining color and
pageantry serves as the climax of the
Conference and of the competition year.

which served as General Custer's headquarters when he embarked for the fateful battle at Little Bighorn. Along the
way, the buses will stop at Minnehaha
Falls, which figures in the legend of
Hiawatha.
A T ee n Da nce on Mond ay ni gh t to
the music of a rock band winds up the
day's activities with a flourish. On Tuesday the youngsters will want to accompany their parents to the scintillating ice
show at St. Paul's Civic Auditorium.
The Stagecoach Inn and Opera House
in Shakopee furnish the setting for a

Minnesota's fabled past is still present
in the monuments and relics of frontier
days. The young people who accompany
their parents to the Annual International
Conference will have an unparalleled
opportunity to see some of the outstanding sights of Paul Bunvan country. On
Mondav the teen -tigers and pre -teens will
visit Old Fort Snelling, an old -time western fort on the banks of the Mississippi
River. Fort Snelling has a schoolhouse

In recent months NAA ha s added two
project managers to its Continuing Education Department staff, and a chapter
counselor to the Chapter Relations Department. The project managers are Robert F. Kelly and Bryce B. Orton. Steve
McCrea was named chapter counselor.
Before joining the NAA staff, Robert
F. Kelly taught computer programming
in the accounting department of Texas
Tech Universitv for several vears. He

IF YOU HAVE FRIENDS WHO ARE INTERESTED IN
PERSONAL ADVANCEMENT IN THE MANAGEM E N T )
ACCOUN TING AREA ...
DIRECT THEM TO NAA,
W HERE TW EY CAN DEVEL OP T HE INSIG HT
AN D J U D G M EN T IT TAKES TO MAKE I T T O

THE TOP, BY

TAKING ADVANTAGE OF...
"=DU CAT' ONA

PROGRAMS AND OTHER BENEFITS
THAT NAA HAS TO OFFER.
A MEMBERSHIP
IN NAA COSTS
LITTLE AND PAYS
BIG DIVIDENDS !
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While at the Inn, they will see one of
the best collections of western memorabilia anywhere.
After dinner the group will be treated
to a performance of "The Three Musketcers" at the Stagecoach Opera House.
This hiss- the - villain, cheer- the -hero melodrama is certain to enthrall the teenagers and pre - teens, and serve as a fitting
finale for the teen -age program.

Project Managers Join NAA Staff

From Minnehaha Falls
To Custer's Headquarters

1

dinner and show for the youngsters on
Wednesday. They w111 cat in an atmospheric, Old West restaurant which specializes in steaks and barbecued ribs.

1

SO, SEND

THEM
MEMBERSHI P
INFORMATION
TO DAY! ,

1 A % lk

earned his B.S. in Economics at Villa nova University in 1966 and his M.B.A.
degree from Texas Tech in 1968. He is
presently working on his dissertation to
complete the requirements for a doctorate. A member of th e Academy of
Management, lie has also been employed
in the financial control section of Ciba
Pharmaceutical Corp.
Bryce B. Orton joined NAA in July
1969 on a year's leave of absence from
Brigham Young University where he is
assistant dean of the College of Business.
At B. Y. U. lie holds the rank of professor of accounting, and he served for
several years as chairman of the accounting department. He received his B.S.
degree from the Universitv in 1951, his
M.B.A. from the University of Oregon
in 1956, and in 1961 earned a doctorate
from the University of Washington. He
is a member of the American Accounting Assn., Beta Gamma Sigma, and

Beta Alpha Psi and NAA.
As project managers, Mr. Kelly and
Dr. Orton develop courses and seminars
for the Association's Continuing Education Program and act as instructors in
the program. They report to Arthur V.
Corr, manager of the CEP Department.
Steve McCrea was employed at the
Manufacturers Hanover Trust in New
York prior to joining the staff. A graduate
of Worcester State College, Worcester,
Mass., he also attended Holy Cross College where he studied business administration. As chapter counselor, Steve
makes periodic visits to chapters and to
chapter operation workshops, and is responsible for counseling a number of
chapters. He reports to Walter M. Kasunic, manager of the Chapter Relations
Department.
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WI LL I AM

E.CH AA PE L,

E l m i r a A r e a , wa s

r e c e n t l y p r o m o t e d t o a s s i s t a n t 't r e a s u r e r
at M ari n e M i d l an d T ru s t

Co.

T h r e e Ev an sv il le m e m b e r s we re n a m e d

Chapter /Member News

at Ke lle r - Cre sce nt
has

be en

HARRY BRU BE CK

Co.

name d

vice

president,

FLE T CHE R E L LI S w a s p r o m o t e d
ecutive

vice

pre sident

fo r

T.

t o ex-

pro d u ct i o n

an d op e r at in g se rv ic e s , RO BE RT E . HA M -

Emeritus Life Associates
M ORRI S AD LE R, L o s A n g e l e s .

E LM E R F. M U N D Y , C a n t o n , wa s r e ce n t l y

PEL has been nam ed director of financial

p r o m o t e d to s e cr e t a ry- - t re a s u re r o f C a n -

pl anni ng and ma n a ge m e n t informat ion

ton

JACK BAE RG, Long

Beach.
B A E T J E R , Rochester.

Tool M a n u f a c t u r i n g Co.

S y s t e m s . . . . J A M E S E . FIT ZPAT RI CK h a s

W A L T E R STARK, C h a r l o t t e , i s n o w g e n -

joi ned J o h n F . B e rry

RA L P H H . BARR, S a n F r a n c i s c o .

e r a l a c c o u n t a n t a n d of f i c e m a n a g e r f o r

countant.... CHARLES

FRANK

R e gi s t e re d

n a m e d a s s i s t a n t t r u s t of f i ce r , O l d

WI LL I AM

J.DU PLE SSI S,

Syracuse.

F u n d s . . . . A t J.

Stevens
JULIAN RI VE RS w a s p r o m o t e d t 0

P.

THOM AS

C. EVANS, JR., D e t r o i t .
W . FABE R, Cleveland.

& CO.,

EDISON

as s i st a n t

FE RGU SON , D a l l a s p a s t p r e s i d e n t .

ZERREN NER w a s t r a n s f e r r e d t o t h e N e w

TIM K.

to

JOHN

York

JULIUS PINKSTON i s n o w a s s i s t a n t c o n -

L.

Rapids p a s t

ERN EST

control le r.. . .

troll e r i n ch a r ge o f t h e ge ne r a l ac c o un t ing department. .. . JOHN

HI RST , Queens.

L.

promot ed

SID NEY KN I GHT , J a c k s o n v i l l e .
ALBE RT

as s is t an t

and

V I C T OR

presi dent.

as

presi dent,

S t u ar t Cam e r on McLe od Soci e t y.
GRE E N , G r a n d

of f i c e

the

A.

KRA M E R,

West

Be rg e n -

Pa s sa i c C o u n t y .

W . KU T C H , S agi na w V a l l e y .
T HU RST ON O. LIN DVALL, P o r t l a n d .
JOHN J. W. N E U N E R , N e w Y o r k .
GE OR GE G. PF E I F F E R , T o l e d o .
ERN E ST A. PR I CE , Bo s to n .
CLARE N CE

W.

V i r gi n i a P l a nt , of C e l a ne s e F i be rs
WI L LI AM

HE R BE RT

RE I N E RT , C e d a r

ROBE RT I RV I N G ROBE RT S,

Rapids.
Mohawk Val-

Roisum

A.

BU RN ET T ,

Co.

Cha tta noo ga,

wa s r e c e n t l y p r o m o t e d t o c o n t r o l l e r of
Am e ri can Nat io n al Ban k & T r us t
ROBE RT
name d

Co.

Prod ucts , D iv . of S t an dard I nt e rn at io nal
Corporation.

Cleveland E a s t ,

W . SORY , N a s h v i l l e .
CHA RL E S E.ST E E LE , K a n s a s C i t y .

promot ed

vice

to

has be e n

pre si de nt - f in an ce of

The Pi pe Machinery

now offi ce ma n a ge r , S ch ro e de rs W h o l e -

L u i s GARCI A, F l o r i d a W e s t C e n t r a l , i s
no w co n tr ol le r wit h Harr is Pain t

Co.

RI CHARD PAT TON , F o r t W o r t h , is n o w
admi ni s t ra t i ve s e rvi ce s man age r fo r C e ntral S e c u r i t y Li f e I n s u r a n c e
RAY SI M ON E K,
appointed

Fox

Co.

Riv er Va l le y , was

controller

of

Au r or a

Metal

Corp.

elected

to

vi c e

Rapids, h a s

presi dent

of

be e n

fi n ance ,

Guards man Chemical C oat ings, I n c . . . .
RICHARD FE NSKE w a s n a m e d c o n t r o l l e r
Wolve rine

Brass

Works ... . DAV ID

M O HR is n o w gr o u p c o n t r o l l e r of

WolR.

ve rine I ndus t ri e s , I n c . . . . K E N N E T H
Wolve rine World Wide .

CLAU D E G. V I N CE N T , Q u e e n s .

RAY

FR A N K F . V O G T , D e t r o i t .

}t
om

WI T ZE M AN , W i l l i a m s p o r t .

F.

Na-

ST RAWN I s

D.

MORRI S has been appointed treasurer for

Co.

WA L T E R ST E K LE R , W o r c e s t e r .

LEONARD

M E I SE R Was

sa l e , I n c .

of

D E AN BRAD Y ,

E.

Bank.... LARRY

Amo s BE E D O N , G r a n d

E. JACOB, C i n c i n n a t i , w a s
cont rol l e r of C o l e ra i n M e t a l

ley past presi dent.
MARV I N

wa s

to p l a n t co n t r o l l e r , N a r r o w s

tional

a s st a ff a c -

& Co.,

HI ROKAWA,

Hawaii, h a s j o i n e d
Co. a s c o n t r o l l e r .

Mi dpac Deve lopment

. . G E O R G E SAKURAI w a s a p p o i n t e d a s si s t a n t vice p r e s i d e n t a t S e r v c o Pacific,

Promotions and New Positions

I n c. .. . RI CHAR D

B.

WI L KE

has

be e n

HAROLD A . S M I T H , B a n g o r - W a t e r v i l l e ,

n a m e d p r e s i d e n t o f I n d u s t r y D a t a Se rv -

has bee n p rom ote d t o as sis tan t t reasurer,

ice s, Inc.

Depositors

Co.,

Trust

Waterville

Branch.

BRADY
Cle vel and Ea s t

PATTERSON
La n c a s te r

GROV E R AL L E N ,

Jackson, w a s

re ce n t l y

ap p o i n t e d co m p t ro ll e r an d e co n o m i s t
CLARE N CE

DU N N ,

Ba to n

Rouge ,

has

HE RM AN

P. CARSON ,

JR., C o l u m b i a , h a s

b e e n n a m e d as s oc i at e d e a n o f a c a d e m i c

b e e n p r o m o t e d t o s e n i o r vice p r e s i d e n t

affai r s at Loui s i ana S t at e Uni ve rs i t y.

of the S out h C arol ina N ati onal B ank.

A . BRANCHARD T U CK E R, JR., B i r m i n g -

WI N S LO W HAL L, D a y t o n a

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

joined

D e al e r - M ana ge me nt An al ys i s C orp.
NORMAN

Florida

Co ca -C ol a

Beach,
Co., a s

HOWARD

E. M E Y E R ,

Kansas Ci ty, has

been el ected v ice pre sident of Koch
has

an
as s i st a n t t o t h e a d m i n i s t r a t i v e m a n a g e r .

pl i e s,

Inc.... CARL

R.

Steel. ... J OSE PH

F. W E T Z E L

n a m e d a n as so c ia te , S m i t h , H i n c l i m a n

DON

uct s , I n c. , a s ch i e f a cc ou n t a nt .

& Gr yl ls . He i s c o nt r o l l e r o f th e a r ch i t e c -

moted

ROBE RT

t u r a l f i r m . . . . D O N A L D K . M C E A C HE R N ,

saman M achi ne

n a m e d fi n an c ia l se rvice s d i r e c t o r of t h e

JR., w a s p r o m o t e d

to

CHAR LE S

Worthington

the board of di rectors of John

&

trol ler of Q u i n l a n Pre tz e l

P.

HOGAN SON,

Buffalo,h a s b e e n

Corporation's

Ho lyo ke ,

t o tre asure r a n d

V. C a r r

is

was name d

works a c c o u n t a n t , A r m c o Ste e l.

RI CHARD

CART E R, D e t r o i t , h a s b e e n

Sup-

OBE RDrE I R

no w m an age r of s t e e l a cc o un t i n g, A r mc o

E . HAD AD, Bridgeport p a s t
pres ide nt, has j oin ed V aro In ert ial Prod-

D.

of

th e Ci t y o f J ack so n .

E. S M I T H , Knoxville,h a s

be en pro-

t o div isi on co n t r o l l e r , T h e

TyDiv., C a r b o r u n d u m Co.

VV. M ART I N ,

La n ca s te r , is con-

Co.. ..

ROB-

Mas s. op e rat io n .. . . R I CHARD D. ST R IC K-

So n, In c.

LAND has b een appoi nted compt rolle r of

BERNARD

the

Rockland,w a s n a m e d a s s i s t a n t c o n t r o l l e r

CARL

at Ge ne ral Ci gar

p r o m o t e d t o vi c e p r e s i d e n t a n d c o m p -

Buffal o

Di vi si on

of

Worthington

C o mp r e s s o r & E n gi n e I n t e r n at i o n al .
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E R T PAT T E R SON was n am e d c o nt ro ll e r a t
WOL FE I LE R,

Co.

East

Be rg e n -

Hamil ton Watch

E.

Co.
Lehigh

KRE SGE,

V a l l e y , Was
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troller, Easton National Bank & Trust.
Los Angeles,
has been elected president and general
manager of Southwest Steel Rolling
M i l l s , of Automation Industries, Inc.
RAY MON D G. HAAG, Louisville, has been
elected secretary- treasurer of Rental
Equipment Service Co., a subsidiary of
Brandeis Machinery & Supply Co.
DAV ID P. JACKMAN, Member -at- Large,
has been appointed controller/ treasurer,
Perkins Machine and Gear Co.
PI E RRE V A N ASSCHE, Member -at- Large,
was named financial director of National
Distillers do Brasil, Ltda.
JOHN H. CARN E Y , JR., Memphis, was recently named vice president at Holiday
In ns. .. . FRANK M C C O R M I C K Is now a
controller with Franklin Parish County
Hospital.
PATRICK M . FI N LE Y , Minneapolis, recently joined Data Central, Inc., as controller- treasurer.... RI CHARD A. ROTE CARD is now manager of franchise
operations - leasing, National Car Rental
System, Inc.
JOHN GRY G I E L, Mohawk Valley, has
been named assistant vice president,
Marine Midland Trust Co.
CHA RL E S RI N D E RLE , JR.,

JOHN

GALLA GHE R, Newark, has been
elected secretary- treasurer and a director
of H & G Industries, Inc.
Two New York members have been
named at General Cigar Co. PH I LI P
SCHN E E was elected vice president, and
FRAN CIS PUCCI AN I, assistant vice president. . . . M Y R ON W. KRUE GE R Was
elected chairman of the Finance Committee, Hercules, Inc. A past national
NAA vice president, he has been a
Hercules vice president, director and a
member of the Committee since 1968.
JOSE PH J. LOVASCIO has been pro...
moted to budget and audit manager -corporate of Interstate Department Stores,
In c. . . . W A L T E R A. SCOTT was appointed controller of General Interiors
Corp.
JAM E S W. T R U I T T , North Alabama, was
elected assistant treasurer, Martin Stamping & Stove Co.
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Pentagon Aims at 'Cost
Overrun'
When is a "cost overrun" not a "cost
overrun ?" In recent months the U.S.
Department of Defense has been embarrassed by disclosures of "cost overruns" on Defense contracts. So Deputy Secretary David Packard has
taken dead aim on the term itself.
According to the New York Times,
in a recent memorandum he suggested that senior defense officials use
the term "cost growth." "Cost overrun," he felt, was used by the Government and public with "imprecise
meaning."

Lehigh Trains 'Talking'
Computer
It can converse with a man in everyday English, responding sensibly to
sensible human inquiries, and unmindful of grammatical and spelling
errors committed by its interlocutor.
Its capacity is potentially unlimited: it
could "converse" in any field of
knowledge from anthropology to zoology, from aerospace to hydrospace.
It may not be the ultimate computer but LEADER, a computer now
being designed by Lehigh University
scientists and engineers, marks a pio-

neering effort to set up an interdisciplinary information retrieval system.
Although LEADER ( Lehigh Automatic Device for Efficient Retrieval)
is experimental, its offspring, LEAD ERMART, will be a completely
operational information service, operating as a public utility in a time sharing environment. Once fully developed, LEADERMART will meet the
information needs of Lehigh's eight
interdisciplinary research centers and
related academic departments. It is
estimated that approximately 1,000
people actively engaged in research
would have access to the system when
it is put into operation.

Sneering at Success
"I don't like to lose, and that isn't so
much because it is just a football
game, but because defeat means the
failure to reach your objective. The
trouble in American life today, in
business as well as in sports, is that
too many people are afraid of competition. The result is that in some
circles people have come to sneer at
success if it costs hard work and
training and sacrifice."
Knute Rockne
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JOHN AL LE N ,

Northern New York, w a s
recen tly appo inte d di visi on controlle r of

the New York Ai r Brake

Co., a

division

of G e n e r a l S i gnal C o r p .
Loui s

acco u nt i n g,

CO.... W I L L I A M W .

M Y E RS

Goods

plant

wa s p r o m o t e d t o g e n e r a l s t a f f s u p e r v i s o r
accounting

and

surety

proced ures,

com pt r ol l e r 's ope rat i ons, M i ch i ga n Be l l .
SIDNEY STARK,
be en

promot ed

Oakland -East Bay,

has

t o p l a n t co n t r o l l e r fo r

T r i - V al l e y Gro we r s .
Three

Omaha

name d

at

of

taxe s,

has

been

St rombe rg-

C a rl s o n C o r p . , a subs i di ary of G e n e r a l

E L LI S H .

of

M U RPHY

V.

mana ge r

now
De t roi t

dire ctor

of

name d

now

PI CKE TT ,

the

Salt Lake Area, is

controller

of

Zi n i k

Sporting

KE N N E T H ROBINSON

CO.... C.

has b ee n n am e d tre as u re r o f T erracor.
HE N R Y J. DI RKES, Santa Barbara -Ventura Counties, h a s b e e n p r o m o t e d t o
co n t r o l l e r ,

Ve ntura

ERN EST

H o u c H h a s b e e n n a m e d as -

S.

Co as tal

Corp....

sis tan t con tro lle r, Ab ex Cor p.

membe rs

Nort he rn

V I N CE N T

A . PIUCCI, Worcester, w a s
name d v ice p res id e nt at S t at e M ut ual o f

Am e r ica.

D ynami cs.

J. L u x A , Oakland County, is

Edison

Corp.... JOHN

have

Natural

been

Gas

Co.

W I L L I A M B . SM I T H ,

South Jersey, w a s
r e c e n t l y p r o m o t e d t o ch ie f a c c o u n t a n t ,

In Memoriam
JACK C. AD AMS, 61,Western Carolinas,
1968.
GE O RG E E . BI SCHOF, JR., 55,Williams port, 1961.
N O RM AN E . BRE IT LIN G, JR., 63, New
Orleans, 1944.
E ARL L . BRO WN , 37, Mohawk Valley,
1964.
N O RM AN B. CLA RK, 75, Los Angeles
p a s t p r e s i d e n t , 1928. E m e r i t u s L i f e A s so ci a te .
RA LP H

named at E . R. Squ ibb & Sons. ANDRE W

W . CRAWF ORD , 60,Olean -Bradford Area p a s t p r e s i d e n t , 1945.
E a s t D i v . , A t l a n t i c R i c h f i e l d Co.
JOHN P. ED D LEM AN , 54, Tyler Area,
FRANK D. ATKIN S, JR., Southwest Los 1969.
Angeles, h a s j o i n e d H o s t I n t e r n a t i o n a l , W I L L I A M H . HAR T ZE LL, 52, Philadelphia, 1943.
Inc., as controller.
E D W I N C. HARVE Y , 63,Detroit, 1958.
RI CHARD E . GR E E N , Springfield, is n o w
HE N R Y A . HO R N E , 91, Brooklyn, 1938.
a s s i s t a n t c o m p t r o l l e r a t A m h e r s t ColRAY MON D C. H U N T , 72, Kansas City,
l e ge .
1947. E m e r i t u s L i f e A s s o c i a t e .
Two Syracuse m e m b e r s w e r e n a m e d a t E U GE N E S. HU T CHI N SON , 62, Buffalo,
SCM C o r p . T H O M A S D E F A Z i o h a s b e e n 1946.
CLARE N CE E.JOHN SON, 63,Kansas City,
p r o m o t e d t o as s i st a n t c o n t r o l l e r , a n d
1955.
R I C H A R D M . CA R R O L L , m a n a ge r - ge n e r a l
FAY A. KE N N E D Y , 46,Dayton, 1968.
acco u nt i n g.
EDWARD G. KOLB, 75, Mid- Hudson,
E ARL KE N N E D Y , Toledo, is n o w c o n t r o l 1948.
l e r w i t h t h e V a n D y n e C r o t t y Co.
KE N N E T H H. M A CK E N Z I E , 61, Bangor HE N R Y J. BLAN KE NHE I M , Trenton, h a s
Waterville, 1959.
MARSHALL M A I N , 73, Philadelphia,
been app oint ed t reas urer of the Rese arch
In st it ut e of Ame ri ca, In c. .. . BARR Y W .
1922. E m e r i t u s L i f e A s s o c i a t e .
ROBE RT A . M C K E E , 69, Milwaukee,
HI G GI N S has be e n p r o m o t e d t o m a n a g e r
1923.E m e r i t u s L i f e A s s o c i a t e .
of cos t a c c o u n t i n g at D e L av a l T u r b i n e
ROBE RT G . M I L L E R , 58, San Diego,
Division.
1951.
H O P E FRAKER, Tulsa, h a s b e e n p r o CHAN D LE R R. M U RT ON , 64, Birmingm o t e d t o c r e d i t m a n a g e r a t T . D . Wilham, 1946.
l i a m s o n , I n c . . . . R O B E R T E . HIccmALF RE D S.PE RRY , 63,Wichita, 1955.
BOTHAM is n o w c o n t r o l l e r a n d t r e a s u r e r
W I L L I A M S. PRIE ST , 59, Los Angeles,
a t E x p l o r e r P i p e l i n e . . . . B O B E . IN M AN
1950.
jo in e d D o r s e t t E l e c t r o n i c s as ch ie f acGU ST AV E J.RADOV, 62,Erie, 1936.
countant.
JO HN A. S C RA FF , 45,Los Angeles, 1961.
GROV E R C. SN Y D E R, JR., 59,San Diego,
FRAN KLI N A. GI BBON S, Washington, h a s
1946.
,
b e e n p ro m o t e d to senior vice president,
HARV E Y E . ST ON EHOU SE , 77, Detroit
R i g g s N a t i o n a l B a n k . . . . R O B E R T P.
p a s t p r e s i d e n t , 1930. E m e r i t u s L i f e A s T HOM E h as be e n pr o mo t ed t o t r easu r er ,
s o c i a t e . S t u a r t C a m e r o n M c L e o d SoT h e W a s h i n g t o n P o s t C o . . . . WI LLI AM

BRISKAR w a s a p p o i n t e d c o r p o r a t e c o n -

M . YOU N G, J R . , v i c e p r e s i d e n t , h a s b e e n

t r o l l e r , a n d GE O RG E FRAY n a m e d c o n -

elected

FRANCIS A . GL I T T E R is n o w s u p e r v i s o r
of corporat e re port s , and R I C HAR D HAU BENSAK

Was

name d

ch ie f

sa l e s a c c o u n t i n g a n d

accountant,

cont rols

se ct i on,

a n d DON ALD HE PP E RM A N N , p r o c e d u r e s ,
t r a i n i n g a n d c o n t r o l s ch i e f a c c o u n t a n t ,
in the Pe opl es N at i o n al Gas Div.

Orange County

ROBE RT E . SOBRASKE,

pas t pre s i de nt , has joined I n t e rn at i o na l
V i d e o C o r p . , as vi ce pr e sid e nt - fina nce .
CHAR LE S RE I D , Owensboro Area, w a s r e ce nt l y n am e d con t ro l le r , Owe n sb o ro National Ban k .
BE N

JOHN SON, JR.,

C.

etta,

Parkersburg-Mari-

has b e e n elected

di re ct or of

the

Parke rsb u rg N at i on al B an k .
JOSEPH

C.

HU N T E R,

Philadelphia,

has

be e n a p p o i n t e d ct e d i t m a n a ge r of T h e
Budd

Co.

WAY N E ALD E RSON ,

Pittsburgh, h a s

been

appointed control ler of Pi tron, a division

of

T e x t r o n , I n c . . . . R . W A Y N E OAT E S

w a s a p p o i n t e d a s s i s t a n t v i c e pr e s i de n t fi na n ce , P P G I n d u s t r i e s .
DAVID

S.

BE LLE S,

Portland,

has b e e n

ap po in te d vi ce p re si de nt , Fi rst N at i on al
B a n k o f O r e g o n . . . . M A R Y MORGAN is
now as s i s t ant s e cre t ary, S t o c k m a n ' s Li fe

Co. o f A m e r i c a . . . . R O B E R T
J. JOHNSTON w a s n a m e d C o n t r o l l e r , a n d
E L M E R Z E R R , c h i e f a c c o u n t a n t , a t Will a m e t t e I r o n & S t e e l Co.
Two Raritan Valley m e m b e r s h a v e b e e n
Insurance

trol ler wi t h S q u i b b P r o d u c t s

Co.

divi-

consolidated acco unting o f the Products -

to

the

board

Am er ican App rais al

s i o n . . . . F R E D BE RRY i s n o w m a n a ge r -

director of NAA.

pl anni ng an d

CAROLY N

Scbe ri ng

ope rations

a n a l ys i s w i t h

C o r p . . . . BEN

N A BE L

has

cen tly

Co. H e

di re ct ors

of

is a nati on al

Wichita,

controller

w a s re Central

of

j o i n e d R i t e W a y R e y n o l d s & Co., a s
a s s i s t a n t c o n t r o l l e r . . . . JAME S W A L S H

has

has

Equi pme nt D i v. , Bl ack, S ival l s & B rys on.

j o i n e d I n t e r - F r e i gh t , I n c . , a s m a n -

age r of b u dge t s .

controller

be e n

DON ALD

CHAR LE S R . CAN AN ,
pointe d

Computing,

Rochester, w a s

of

S a ge

apElectronic
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Inc....

name d

E.

W.

R.

controller

WI LLI AM S,

VVALLER
of

Safety

Williamsport,

has be e n ap p o i n t e d di re ct or o f ad mi ni stration,

EDWARD P. V A N W E S E P , 57,Southwest
Los Angeles, Grand Rapids p a s t pr e s i d e n t , 1949. S t u a r t C a m e r o n M c L e o d
S oci e t y.

CON LE Y ,

name d

of

ci e ty.

Nu-C o n c e p t

Compute r

Co.

M A L CO L M

J. W A L L , 63, Sabine p a s t
p r e s i d e n t , 1952. S t u a r t C a m e r o n McLe od S o ci e t y.

O. D AN I E L W A L R A T H , 59,Ohio -Western Reserve, 1965.
D O N A L D E . WILLIAMS, 46,Olean Bradford Area, 1965.
E M M A E . WILLIAMS, 59, Phoenix,
1956.
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PRESIDENT'S PERSPECTIVE

Measuring M/A Effectiveness

will

As a businessman you probably receive several magazines each month relating to business or to the profession of accounting. If you're like me, you
do not have time to read all these magazines but have to content yourself
with riffling hurriedly through the majority. This treatment is necessary
because of the scheduled commitments of a businessman's day which often
seems one or two hours shorter than it should be. You sometimes wonder
what valuable piece of information you missed by a cursory examination of
the periodicals that you receive.
How many NAA members read MANAGEMENT ACCOUNTING? How many
use it? Although we'll probably never have an exact number of readers for
any single issue, we do know that MANAGEMENT ACCOUNTING is well read.
A recent survey conducted by John T. Fosdick Associates, Inc., indicates
that 85% of NAA members read the magazine on a regular basis; 430/. pass
their copy on to fellow workers and friends. At least 700/,, of the respondents
indicated they had marked an article or advertisement for the attention of
associates or personally called it to their attention; 44% said they had researched past issues for information to help solve a current problem.
It is heartening to confirm our belief that the magazine is relevant to
members in their professional careers. Ever since the first issue of the NAA
publication, the major objective has been to keep members abreast of
the state of the art. We do this by publishing a variety of articles, ranging
from the how -to-do to the highly sophisticated.
In addition to other reasons important to NAA, the survey was designed
to measure the advertising effebtiveness of MANAGEMENT ACCOUNTING. By
and large, it indicated that advertisers have an important medium for their
products and services in the NAA magazine. It also indicated ways in which
the publication could be improved from an editorial standpoint to assure
an even greater readership of each issue.
We want to thank those members who participated in this survey. Their
willingness to answer the survey
bear fruit in a better magazine. Follow up readership surveys will be taken at regular intervals, giving us feedback
information on the magazine's reception and giving present and potential advertisers a current market picture.
The fact that readers are using the magazine is extremely gratifying. It is
significant that 390/,, of survey respondents listed the magazine as the most
useful NAA service and 4217,,checked it off as the second most useful service.
It seems clear that members are getting maximuin value from their magazine.
Grant U. Meyers
President,1969 -70
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Automate your paperwork
for less than the cost of one clerk
Now you can have the advantages of electronic paperwork
automation without expensive
hardware and specialized personnel. The Litton EBS/ 1231
is a complete, in- house, desk size data processing facility with
capabilities comparable to many
computer systems. For example,
the EBS/1231 can accumulate
and print out over 500 ten -digit
totals immediately after posting
—and/or additional distributions

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

See how the Litton EBS/1231
can be put to work on your paperwork requirements. Contact your
nearest Litton Automated Business Systems Representative, or
write to Systems Reference Library, Dept. 60 -99 -4 Athens,
Ohio 45701.

Litton EBS/1231— the electronic
f

1

AUTOMATEDBUSINESSSYSTEMS
D I V I S I O N

OF

L ITTON

I N D U S T R I E S

AT LAN T A
235 Peac htre e St ., N .E.
(40 4) 688 -2 300

BALT IMOR E
The Quadrangle-Cross Keys
(301 ) 323 -7770

BOSTON
140 F ede ra l S t.
(61 7) 42 3 -64 40

CHICAGO
33 3 N . M i c hi g an Ave .
(3 1 2 ) 7 8 2 6 9 3 0

CIN CINNAT I
60 6 Te rr a c e Hi l t o n
(51 3) 621 -7 711

CLEVELAN D
13 6 7 E . 6 t h S t .
(21 6) 621 -0 670

D ALLAS
1170 Hartford Bldg.
(2 14) 742 -9171

DETROIT
11 14 G u ar di an Bl dg .
(31 3) 961 -5 430

GARDEN CIT Y, N.V.
58 5 S t ew a rt Ave .
(51 6) 248 -1 234

HART FORD
75 Pearl St.
(20 3) 27 8 -71 70

HOUSTON
1200 Cen tral Na t'l. Ban k Bl dg.
(71 3) 228 -0 056

IN DIAN APOLIS
9 N o r t h Il li n o i s S t .
(31 7) 636 -5 441

select the
BEST...
select from
the
MOST

LOS ANGELES
360 0 W il sh ir e B lvd.
( 2 1 3 ) 3 8 1 79 7 4

MINN EAPO LIS
8 2 2 M a r q u e t t e A ve .
(61 2) 336 -8 636

NEW YORK
33 0 M a di s on Ave .
(21 2) 98 6 -13 00

NEW ARK
1 1 8 0 R a ym o n d B l vd .
(20 1) 623 -3 661

PHILADELPHIA
2 Penn Center Plaza
(21 5) 56 8 -45 80

PHOENIX
1517 Dal W ebb TowneHouse
(60 2) 279 -1 688

PITT SBURGH
42 9 F or b e s A ve .
(412) 4 71 5946

PORT LAND, ORE.
610 S. W . Al de r S t.
(50 3) 22 2 -97 78

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 err)ployment
we are best equipped to serve you through our
extensive files, resources and intensive
knowledge of our specialization.
'

MI A MI
1107 North east Airli nes B ldg.
(30 5) 377 -8 728

ST . LOUIS

We succeed on merit alone.
Our fees are earned only when we actually make the
placement, and all fees are paid by management.

10 1 5 Lo c u s t S t .
(31 4) 23 1 -01 14

SAN DIEGO
70 7 B r oa d w a y
(71 4) 234 -1 896

SAN FRANCISCO
111 Pine St.
(415) 434-1900

SA N JOSE
675 North Firs t St.
(4 08) 293 -9040

STAMFORD, CONN.

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

111 Pros pect St.
(20 3) 32 5 -41 58

WASHINGTON
7316 W is con sin Ave ., N .W .
(301)65 4 -1850

111]ROMERT SM LF
0

PERSO NNEL

LOANCOPY

AG ENCIES

