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Low priced electronic
calculators with low abilities or
high priced ones with high
capabilities. Until now, that was
the only choice you had.
Well Victor has ended all
that with the Series 1400.
Two cathode -ray tube
calculators with multi -line display
and price tags of $795 and $995.

Victor
Calculatio n Gape

Now you can see the
problem as well as the answer.
The 1400 displays both
factors in multiplication and
division simultaneously.
With big, bright, clear
numbers.
Full 14 -digit capacity,
flexible decimal system with
automatic round off.

Visible accumulating
storage register, fingertip recall,
and fully automatic constants.
Everything you ever wanted
in an electronic calculator.
Including the price.
For more information, write:
Victor Comptometer Corporation, Business Machines Group,
Chicago, Illinois 60618.
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It is very easy to become enthusiastic about NAA chapter competition,
especially if you are a man of action who is delighted to work with people
toward common goals. The competition offers a broad spectrum of
opportunities in various areas— advancement of the Association is the goal.
Recognition of your effort is based on performance in promoting
accomplishment of the Association's objectives.
The competition is a challenge, for it is a contest among equals, where
each chapter is doing its best to excel the others. Good overall performance requir es varied skills and much effort by each chapter officer and

director.
All depends on the spirit in which it is done. Of paramount importance
is the ability to elicit participation by each member. Any success in the
competition is act u al l y a comp osi t e accomp l i sh me nt b y t h e members
of each chapter.

The beginning of the 1970 -71 chapter competition year opens new
prospects for achievement. Let us make sure that every member is fully
aware of the Association's objectives and his role in the chapter competition. Let us also keep in mind that many members who are potential
leaders are not presently involved —and for various reasons. The task is
to convey to them our message of advancing themselves through participation in NAA activities.
The competition is a powerful stimulus, but its effect is restricted to
those who are aware of its challenges and opportunities. The purpose of
this comment is to highlight this fact and emphasize the need for broader
under stand ing of the chap ter compe tition. Ou r nex t comment will deal
with the same theme and inform you of the way in which the competition
functions.
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Stans Call s for New Citie s
In a speech at American University in
Washington, D.C., Secretary of Commerce
Maurice H. Stans called for the building
of new cities "away from today's great
metropolitan areas." Pointing out that
an anticipated population growth of more
than 100 million people in the next thirty
years is ticking away like a time bomb,
Secretary Stans suggested that business
be encouraged to help build the new
cities. An NAA member, Mr. Stans called
for more planning in city development.

Tomor r ow' s Fi nanc i al Exe c uti ve
According to a major research study
undertaken by Arthur D. Little Co. for
the Financial Executives Institute, later
in this decade some large companies will
be led by men whose knowledge of computers
is thorough enough to permit their
personal use of computers in strategic
thinking and policy planning. If this is
so, Leon C. Guest, Jr., told National
Industrial Conference Board's fifth
Annual Financial Conference, then financial
executives "must have at least equal
knowledge if we are to function effectively. This does mean that we must have,
or must acquire, a full understanding of
the computer's capabilities, limitations,
potentialities and costs. There is a whole
body of new decision - making techniques
coming into use today. These techniques- all primarily of mathematical orientation
—are not new to the mathem aticians but
they are new to the businessman." Mr. Guest
is vice president- finance, Huyck Corp.

Fund H onor s NAA M e mbe r
The Indiana University School of Business
h a s e s t a b l i s h e d t h e E . W. Kelley
Marketing, Finance, and Accounting Fund.
The fund, which honors E. W. Kelley,
president of Consolidated Cigar Corp.,
will be used initially to create a
distinguished professorship in business.
Mr. Kelley, a longtime NAA member and past
national director, received his degree in
business administration from Indiana U.
in 1939. The purpose of the professorship
is to bring into closer relationship the
disciplines of marketing, finance, and
4

accounting in both the academic and
business worlds.

Cor por ate Dr ink er s G etting He lp
Instead of firing employees who allow
drinking to affect their work, more and
more companies are setting up programs to
help them, according to a recent National
Industrial Conference Board survey. The
st ud y d is cl os e d th at ab ou t 6 0% o f
those who accept treatment are helped and
able to hold their jobs. It is estimated
that 3% to 5% of an average company's
employees are alcholics or have drinking
problems, and that they cost business
at least $2 to $3 billion a year.

FEI Pr e si de nt Name d
C.M. Allen, vice president and treasurer
of Panhandle Eastern Pipe Line Co., has
been elected president of Financial
Executives Institute. The first member of
the natural gas industry to be named
FEI's president, he served the Institute
recently as chairman of the Ethics and
Eligibility Standards Committee.

Hi ghe r Capi tal Spe ndi ng For e c ast
The economy may be slowing down but
businessmen are planning 1970 expenditures
for plant and equipment, which are 10 %%
above the 1969 totals. Capital expenditures of $83.6 billion are projected this
year by businessmen, according to a survey
conducted by the Office of Business
Economics of the Department of Commerce
and the Securities & Exchange Commission.

Compute rs Outpace Contr ol s
When the N.Y. Mets won the World Championship last year, showers of ticker tape
and paper were thrown into the street. But
businessmen woke up the next day to
discover that valuable computer tape and
punched cards had also been tossed out
windows. The incident pointed up the need
for audit and control techniques for the
computer. Joseph J. Wasserman, President
of Computer Audit Systems, Inc., suggests
that companies should build audit and
control techniques into the computer
system from the ground up. A simple
technique is to keep back -up files in a
separate place in case of disaster.
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O v e r 1 0,5 0 0 s u cce s s f u l CP A ca n d i d a t e s
h a ve b e e n coa ch e d b y
In t e r n a t i on a l Ac co u n t a n t s S oc i e t y, In c .

Do nald R. Mo r rison, CPA,
P r e s i d e n t of IAS , s a ys :

"If you don 't pass your CPA examination after
our CPA Coaching Course, we'll coach you
without additional cos t until you do I"
y C P A will tell yo u it ta k es m o r e th a n a c co u nt in g
k n o wl e d ge a n d ex p er i e nc e t o pa ss t h e C PA e xa m in a t io n .
Yo u m u st k n o w t h e q u i c k, co r r ec t wa y t o a p p ly y ou r k no wl e d g e, u n d e r e x a m i n a t i o n r o o m c o n d i t i o n s.
H o w y o u b u d g e t y o u r e x a m t i m e, fo r e x a m p l e —h o w y o u
a p p r o a c h e a c h p r o b l e m o r q u e st i o n —ho w y o u d ec i de ,
qu i c k l y , t h e e x a c t r e q u i re m e n t s fo r th e so l u t i o n —co n st r u c t
a n a c ce p t a bl e p re se n ta t i o n —extr a ct❑ rele va nt ❑da t a ❑—❑ a nd❑ u se
a c c o u nt i n g te r m s a c c e p ta b l e to t h e e x a m in e r s.
T h a t 's wh e r e the In t e r n a t i o n a l Ac c o u nt a n t s Soci ety ca n
h e l p yo u . As o f J u n e 1 , 1969, 10,559 fo r m e r I AS st u d en t s
wh o h a d o b t a i n e d a l l o r a p a r t o f t h e i r a c c o u n t i n g t r a i n i n g
th r ou g h I AS h a d p a sse d CP A ex a m in a t io n s. Ou r CP A C oa ch in g Co u rse is p r o v e n so effective we c a n m a k e this agreem e n t wi t h y o u :

A

Approved under the GI Bill
T h e I AS C P A Co a c hi ng Co u rse a s well a s th e fu ll I A S
a c c o u n t i n g c u r r i c u l u m i s a p p r o v e d u n d e r t h e G I Bi l l . Y o u
st a r t a n y t i m e y o u p l e a se —th e r e a r e n o c l a sse s, n o fi x e d e n r o l l m e n t p e r i o d s. So, yo u ca n m a k e m a x i m u m u se of th e
ti me a v a i l a b le , sta r ti ng a s so on a s y o u en r ol l a nd c o nt in u in g
ri g h t u p t o t h e e x a m i n a t i o n d a t e s.

Send t oday for fr ee r epor t
T o get th e c o m p l e t e story on h o w yo u ( o r so m e m e m b e r
of you r sta ff ) c a n b e n e fi t fr o m t h e p r o v e n I AS C P A C o a c h .
ing Co u r se, ju st fill ou t a n d ma i l th e c o u p o n be l o w. No
ob li g a t i on .
I

" I f a n y I AS C P A C O AC H I N G C O UR S E e n r o l l e e
fa ils to pa ss th e C P A ex a m i n a t i o n in a n y sta te
a ft er m e e t i n g a ll th e leg a l r e q u i r e m e n t s of th e
sta te a s to re si den ce, e x p e r i e n c e , pr e l i m i n a r y e d u ca t io n, etc., I AS wi ll C O N T I N U E C O A C H I N G

I
I

I

I

co u n t a n t s. Yo u t ra in a t h o me in y o u r sp a r e t im e, a t you r o wn
pa c e. M o st i m p o r t a n t , e v e r y l e sso n i s e x a m i n e d a n d g r a d e d
by o n e o f o u r fa cu l ty of CP A's, who k n o ws ex a c t ly th e p r ob le m s y o u 'l l fa c e i n yo u r C P A e x a mi n a ti o n .
I f y o u n e e d r e fr e sh e r t r a i n i n g i n c e r t a i n a r e a s, I A S wi l l
su p p l y, a t n o e x tr a co st, u p to 3 0 a dd i t io n a l e le c t iv e a ssig n m e n t s, c o m p l e t e wi t h m o d e l a n swe r s, fo r b r u sh u p st u d y .

❑ a
❑

Name ................ ........ . .........................

....._ ........ ..........,....................

Address _.._ ................ ....................................... ...
...........................

City ...... ..........._......... ............ ...............................
.....................
State..... _ ........................

........

... .Zip.........................

Em pl oy ed by ..., .. __ ......... .......... __ . ...............................

I
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❑
❑

Plea se send me you r new report on the IAS CPA Coa ching
Cou rse. I u ndersta nd there is no obliga tion.

WITHOUT ADDIT IONAL COST u ntil the enrollee is successful."
The IAS CPA Coaching Course is designed for busy ac-

Accou nta nt s S ociet y, In c.
A Home Study School Since I903
Dept. 4F1 -006, 209 W. Jackson Blvd.
Chicago, Illinois 60606
Att: Director of CPA Coaching

Approved u nder the GI Bill.
❑ ❑Check❑here❑if❑entitled❑to❑GI❑Bill❑benefits.
Accredited Member, Nationa l Home Stu dy Council.

Readers React
From a Letter to the President
of the Association
Dear Grant:
I wish to congratulate you and the
professional staff for the particularly fine
issue of MANAGEMENT ACCOUNTING In
January. The articles were well diversified and many were written by practitioners. I was particularly impressed
with the first three articles of the issue.
I realize that more often than not you
get letters of complaint so I hope you
will accept my compliments for a very
fine issue.
A. C. Crane
Vice President and Controller
A. O. Smith Corporation
Milwaukee, Wis.

Reliability of Perpetual
Inventory Records
To the Editor:
The article, "Computation of LIFO
Index: A Statistical Sampling Approach" (September 1969) by L. J.
Restall and P. Czajkowski, showed how
the combined ratio sampling technique
is used to compute a LIFO index. The
article did not mention that this technique can be used in other audit areas,
such as determining the reliability of
perpetual inventory records.
Many industrial companies today
have at least part of their inventories on
some form of perpetual record system.
These records are frequently used as a
basis for determining the inventories to
be reported in financial statements. If
independent accountants audit such
statements, they must determine the
reliability of these records. They will
estimate the total dollars of inventory
for the population of records tested and
use this estimate to ascertain the reasonableness of the general ledger inventory.
We have found that the combined
ratio sampling technique is a useful ap-

proach for perpetual records with error
rates above 10 percent (percent of records with errors in quantities between
card record and actual count). Instead
of working with current cost and base
year cost as was done in the LIFO computation, we substitute the extended
book quantity for base year cost and
the observed or audited extended quantity for current vear cost.
Using the formulas in the September,
1969, article, the new symbol definitions
for evaluating the reliability of perpetual
inventory records are:
R= Combined ratio estimate of actual
values to book values. Estimated inventory will equal R times book
value.
y; = Mean or average audited extended
value of the jth stratum.
z; = Mean or average book extended
value of the jth stratum.
xk=Extended book value of the kte item
tested.
yk = Extended audited value of the kte
item tested.
S R = Standard error of the inventory estimate.
A= Precision as a decimal fraction.
The number of strata, stratum boundaries, initial sample size and method of
sample selection are determined in the
same way as they are in the LIFO computation. Reliability is based upon how
confident the sampler (auditor) wants
to be about the sample results. This may
typically range from 80 percent to 99
percent. Precision relates to materiality
and may range from _- I/ z percent to
--10 percent. Applying this technique
to a perpetual inventory system will result in a range of values (precision)
which will contain the true total inventory a given percentage (reliability) of
the time.
Many companies use perpetual inventory records as both a planning tool
for the production and /or purchasing
departments and as a source of financial

statement information. The practical requirements of these two uses, with respect to allowable error rates, may differ
both in the degree of accuracy required
and with respect to time. The monthly
financial statements are not affected by
offsetting errors having the same cost
differential. The daily -used production
planning and /or control records must be
free of individual errors, even offsetting
ones. If the records are satisfactory for
production purposes, the combined ratio
technique provides a scientific means of
using them for financial statements. The
extent of sampling depends upon the
materiality of the inventory in the financial statements and how much precision and reliability the auditor requires.
David R. McDowell, CPA, and
Lawrence J. Restall, CPA
Ernst 6 Ernst
Cleveland, Ohio

Cost Accountant's Bonanza
To the Editor:
I look forward each month to my
Copy Of MANAGEMENT ACCOUNTING, It
has always been interesting, informative
and stimulating. However, the February
issue has moved me to say so publicly.
"Updating Your Cost Accounting System," "Control vs. Cost of Control,"
"The Savings Game," and "ROI Simulations for Investment Decisions" are a
veritable cost accountant's bonanza that
reach to the heart of many of our current problems.
I have routed this issue around to all
of my employees. I would not be a bit
surprised if it should turn out to be good
recruiting material for NAA.
Thanks, for an outstanding issue.
Ray W. Culter
Cost Accounting Supervisor
Avionics and Radar Systems
Government Products Division
Texas Instruments, Inc.
Dallas, Tex.
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Investment Approach to
Purchase vs. Lease
To the Editor:
I have read both the article written by
Donald H. Taylor, "Technological or
Economic Obsolescence: Computer
Purchase vs. Lease" (September 1968)
and the article by Howard M. Felt and
Donald T. Barsky, "Purchase vs. Lease:
Computer Obsolescence" (October
1969) which commented upon the article by Mr. Taylor. In these articles a
quantitative approach was suggested as
a tool to aid in making a lease or purchase decision on acquiring a computer.
Although the article by Mr. Felt and
Mr. Barsky did refine the analysis presented by Mr. Taylor, I believe anyone
evaluating the lease or purchase of a
computer should refine this approach
in at least two additional ways:
The exact timing of all payments
under either alternative should be
used to determine the present value
of these payments.
The depreciation expense of a purchase should be maximized (most
rapid depreciation method with the
shortest allowable life for income
tax purposes) in order to reduce the
cost of purchasing through early
tax savings.
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Your best customer_.or your worst enemy?

low

Thirty minutes ago, he put his signature on the largest
order you've ever written. Naturally, you're paying for
lunch. Thirty days from now your invoice will be in the
mail, If he doesn't pay it ... on time ... mister, you're in big
trouble.
What if he runs into trouble in the meantime ... or suffers
a disaster? Many things could turn that prime credit risk of
yours into a bad debt overnight. Over buying, small profits,
heavy overhead... things like that.
Protect your accounts receivable with American Credit
Insurance'. This unique, broad coverage,
cost insurance strengthens your company's competitive position
in many ways ... while it protects your receivables against
the unexpected insolvencyor delinquencyof a big customer.
Send today for full information in the free
booklet: "Play It Safe With ACI ".
American Credit Indemnity Company
Dept. M, 201 North Charles Street
Baltimore, Maryland 21201
Name
Company
Address
______________

____

Cit
Stat ________ Z_y
American Credit Insurance is one of the many financial business services provided by Commercial Credit Company subsidiaries. Other services are: aircraft, farm, industrial equipment, financing and leasing —also, factoring, rediscounting, business financing and information processing.
y

Making these two refinements to the
analyses presented by Mr. Felt and Mr.
Barskv, the cost of purchasing decreases.
In fact, in their example which assumed
a five year trade -in cycle using the sum
of the years' digits method of depreciation and a $20,000 residual value, these
two additional refinements increase the
difference between the cost of purchasing or leasing in favor of purchasing to
an amount which is more than double
the $3,660 cost savings attributed to
purchasing.
One additional point which was not
discussed in either article should be
considered in investigating the alternatives of leasing or purchasing —that is,
the worth of capital. The determination
of the present value rate to be used in a
lease or purchase analysis is extremely
relevant to the problem; because the
higher the company's earnings rate on
capital relative to the current lease interest rate, the more favorable the lease
alternative will become.
In summary, an analysis of lease or
purchase for an investment of the magContinued on page 13
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MANAGE ME NT ACCOUNT I N G : A N H IS TO RIC AL
PE R SP E C TI V E
R. H. Parker
Augustus M. Kelley, 1140 Broadway,
New York, N. Y. 10001, 1969, 167 pp.,
$10.00.
One of those books that is especially
written for the Management Accountant. It presents, in Part One, Accounting
for Decision - Making in such areas as
cost concepts, discounted cash flow,
and the origins of the break -even chart.
In Part Two, the author presents a
bibliography of 353 items with authors
cross indexed and an accounting chronology setting forth some of the most
important dates in the history of
accounting since the twelfth century
A.D.

MANAGEMENT
ACCOUNT ING
Text and Cases
Robert N. Anthony
Richard D. Irwin, Inc., 1818 Ridge Rd.,
Homewood, Ill. 60430, 1970, fourth
edition, 790 pp., $14.35.
A textbook written for the undergraduate Management Accountant. It
approaches the subject with the point
of view of the user of accounting
information rather than that of the
accountant who supplies the information. Dicussed are the various accounting tools that can assist management
in the tasks of operating a business.

INT RODUCT ORY
ACCOUNT ING
A Management Approach
Robert E. Walden and L. Vann Seawell
Houghton Mifflin Co., 53 W. 43rd St.,
New York, N. Y. 10036, 1968, 630 pp.,
$8.95.
Written primarily for nonaccountants,
this book assumes that the reader can
8

fully comprehend the impact of a transaction on a firm's financial position and
operating results without a knowledge
of debits and credits. The authors place
their emphasis on management accounting for marketing, production and
finance with several chapters also
devoted to external utilization of financial information.

COST M ETH ODS
For the Machine Shop Departments of Non - Ferrous Foundries
Non - Ferrous Founders' Society, Inc.,
Westview Towers, 21010, Center Ridge
Road, Cleveland, Ohio 44116, 1968,
paperbound, 19 pp., $5.00.
A supplement to the Manual of Basic
Cost Principles ... for non - ferrous
foundries. It describes the chart of
accounts, cost records, budgeting -estimating - reporting to management, and a
recommended procedure for expanding
the cost system.
IN PUT - O UT PUT A N A L Y S I S :
APPLI C AT I ONS T O
B US INE SS A C C O U N T I N G
Shawki M. Farag
Center for International Education and
Research in Accounting, 320 Commerce
and Business Administration (W), Universi ty of Illi nois, Depart me nt of
Accountancy, Urbana, Ill. 61801, 1967,
paperbound, 130 pp., $2.50.
Beginning with a hypothesis that there
is an interaction pattern between business accounting and social accounting,
the author investigates the development
of the input - output analysis form of
social accounting system and assesses
its applications and potentialities to
business accounting.

GUIDES TO BETTER
ACCO UNTING
American Institute of Certified Public
Accountants, Inc., 666 Fifth Ave., New

York, N. Y. 10019, 1969, paperbound,
132 pp., $2.50.
Selections from the Journal of Accountancy covering a broad spectrum of
modem accounting subjects, problems
and developments of varying interest.
PR O TE C T IN G AN D P R O FI T IN G F RO M Y O UR B U SI N ES S
ID EA S
M. Arthur Auslander
Pilot Industries, Inc., 347 Fifth Ave.,
New York, N.Y. 10016, 1969, paperbound, 64 pp., $2.95.
The "traditional methods" of protection such as patents, copyrights, and
trademarks are explained in detail. In
addition, methods are described which
are available through recent statutes
and technology.
PREP ARIN G TO M O RR O W' S
B U SI NE SS L E AD ER S TO DA Y
Edited by Peter F. Drucker
Prentice -Hall, Inc., Englewood Cliffs,
N.J. 07632, 1969, 290 pp., $10.00.
This book, edited by Peter F. Drucker
offers a series of essays written by
twenty -three business leaders and educators. They present an overview of
business today, with an eve to the
future.
MOTIVATING THE
UNDERPERFORM ER
Bulletin No. 130.
Thomas R. Masterson and Thomas G.
Mara
American Management Association,
Inc., 135 W. 50th St., New York, N.Y.
10020, 1969, paperbound, 16 pp., $2.00
(nonmembers $3.00).
This Bulletin examines the motivational forces latent in the underperforming employee. In the process it
shows how the on- the -job performance
of the underperformer can be improved.
Continued on page 53
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SPECIAL DEMONSTRATION OFFER:
Get this $19.95 value —

Administering The
Company Accounting Function
by Jerome V. Bennett
for only

$2.89

with FREE Trial Membership il...._
exciting new book club for the accounting profession—
. . .

BOOKS FOR ACCOUNTANTS
(NO obligation to buy ANY minimum number of selections)
A C T N O W t o t a k e a d v a n t a g e of t hi s e s pe c i a l l y ge n e r o u s d e m o n st r a t i o n offe r a n d ge t yo u r copy of A D M I N I S T E R I N G T H E
C O M P A N Y A C C O U N T I N G FU N C T I ON — re gu l a rl y p r i c e d a t
$19.95— yo u r s n o w f o r o n l y $2.891 I n a d d i t i o n , yo u w i l l b e e n r o l l e d
a s a sp e ci a l gu e s t m e m b e r of B O O K S F O R A C C O U N T A N T S
B o o k Club f o r a F R E E t ri al p e r i o d , w i t h n o co st o r ob l i gat i o n
whatsoe ve r!

Sp ec if i ca ll y Boo ks F o r Ac co u nt an ts wi ll h e lp y ou :
DESIGN AND INSTALL ACCOUNTING SYSTEMS expertly tailored to the
specific size and type of business your client operates.
ANALYZE, STREAMLINE, AND SIMPLIFY existing accounting systems by
eliminating needless duplication, redesigning forms, reducing clerical
costs, and in other ways reflecting the most modern methods.
PROVIDE MANAGEMENT SERVICES TO SMALL BUSINESSES that want, need,
and will pay handsomely for them. Doubling as a general business consultant has become a very lucrative practice for many accountants.
OTHER FINANCIAL CONSULTING SERVICES TO LARGER CORPORATIONS as
corporate executives come to rely more and more on qualified accountants
to supply tax counsel and shrewd advice on cost controls.
HANDLE UNFAMILIAR ACCOUNTING ASSIGNMENTS with ease. You'll be able
to move confidently Into new systems for businesses of all kinds; for nonprofit organizations; for local, state and Federal Government agencies.
KEEP UP-TO-DATE ON THE LATEST TRLNDS AND DEVELOPMENTS and ensure
continued growth for yourself and your firm. Club membership Is an
iron -clad guarantee against missing Important new developments in all
accounting and tax areas.

This is a n e x t r e m e l y v a l u a b l e o f f e r f o r a c c o u n t a n t s l i ke yourself —
wh o a re i n te re s te d i n bu i ld in g a n d ma i nt ai n in g a s ou n d an d p ro f it able pra ctice .. . improv ing his se rvice to his c lie nts . .. or in cre asing
hi s v a l u e t o t h e f i r m t h a t e m p l o ys h i m !
AD MI N I S T E R I N G T H E COM PAN Y AC C OU N T I N G FUN CTI ON wil l gi ve you val uab le fact s o n h ow to organi z e, im p le m en t ,
and car ry o ut a worka ble acc oun tin g fu nct ion to acc e le r ate fin anc ial
r e p o r t i n g a n d sol i di fy l i ai son b e t w e e n a c c o u n t i n g a n d m a n a g e ment —all i n a m i n i m u m a m o u n t o f t i m e .
H e r e a r e just a f e w o f t h e hi ghl i ght s—
•

•
•
•
•
•

•
•

It explains —with illustrative examples —a t e chni que of cont rol reporti ng t ha t sh ow s, in t e rm s o f c o st an d profi t abi l it y, whe re the company
has been and how to identify t he pri mary source s and profits and
t he ca u se s of poor pe rformance .
It shows how to se t up mana ge m e nt informat ion syst e ms t hat integrat e orde r handli ng, cost control, inventory, billing, and accou nt i ng
syst e ms to give st rat e gi c and tact ical informat ion.
It de scri be s and il lustrate s use s of c ost ac c ou n t i n g as a cont rol tool
for t he ope rat i ng man age r . .. t e l l s how to appl y "cost/ e ffe cti ve ne ss"
me t hods and how t o ove rcome re si stance t o c h an ge s in st and ards.
It tells how t o pre par e a nd use t re nd reports sho wi n g t he mov e me nt
of cost s for several succe ssi ve ti me periods, and how to int erpret
vari ance s from t he trend to pi npoi nt whe re act i on is ne e de d.
It de fine s t he role of t he accou nt i ng de pa rt m e nt he ad in clear -cut
terms — sharply de l i neat i ng his dut i e s and responsibilit ies, a s well a s
his pl ace in t he corporat e hi e rarchy.
I t de s cri be s ho w t he acc oun t i n g m an age r c an mak e t he mos t e ffe ct i ve
use of his subordi nat e s by a pp yi ng t he co nce pt of "compl e t e d staff
w o r k " by se l ect ing compl e m e nt ary rat he r than simil ar assi st ant s,
and 6y be t t i ng t he mo st val u e f rom e xe cut i ve t i me by t he appl i cat i on
of t he A -B -C" conce pt .
It shows how to provide background st at i st i cs for profi t pl anni ng .. .
how to ge ne rat e fi nancial dat a from t he act ion pl ans produce d by
general man age me nt (a vital key functi on!).
It de scri be s t he au t h or 's me t hod of cost anal yse s for new product s
and faci lit ies t o v al i dat e t h e i r t ru e wo rt h t o t h e c o mp a ny.

You wi l l al so o b t a i n p r i m e i n f o r m a t i o n o n h o w t o ge n e r a t e ,
di s s e m i n a t e , a n d ut i l i z e a c c o u n t i n g i n f o r m a t i o n fo r fi nan ci al
an al ys i s , co st r e d u c t i o n , p r o d u c t re s e a r c h , a n d sh o r t - a n d long r a n g e profi t p l a n n i n g.
I n a d d i t i o n , y o u 'l l ge t a n i n s i d e l o o k o n w h a t s o m e o f y o u r f e l l o w
a c c o u n t a n t s h a v e t o te l l yo u a b o u t t h e i r w a y of h a n d l i n g t h e

p r o b l e m of m a k i n g b i gg e r profi t s w h e n t h e y a r e s o di ffi cul t t o
c o m e b y t h e s e d a ys .
I t ' s a f a c t , t h a t i f yo u a r e t o c o n t i n u e t o g r o w i n t o d a y 's l i g h t n i n g p a c e d bu si n e s s w o r l d , t hi s t i m e l y a n d a c c u r a t e a c c o u n t i n g i nf o r m a t i o n is a n a b s o l u t e " m u s t . " W i t h A D M I N I S T E R I N G T H E
C O M P A N Y A C C O U N T I N G F U N C T I O N yo u 'l l b e as s u r e d t h a t
c o m p l e t e a n d re l i ab l e d a t a is r e a d i l y a v a i l a b l e w h e n yo u n e e d it
fo r w i s e a n d pr of i t a bl e gro wt h - d e ci si o ns.
This w e a l t h of i n f o r m a t i o n is j u s t a p r a c t i c a l d e m o n s t r a t i o n o f t h e
t y p e of use fu l , n e e d e d gu i d a n c e yo u c a n e x p e c t r e gu l a r l y as a
m e m b e r of t h e B O O K S F O R A C C O U N T A N T S B O O K C L U B .
O n e f i n a l w o r d a b o u t t h e Books for Accountants Club. A s a m e m b e r , y o u c a n gr a d u a l l y b u i l d u p a n a c c o u n t i n g b o o k s h e l f of s u p e r b
qu a l i t y— o n e w h i c h yo u wi l l co n s u l t f r e q u e n t l y fo r e n l i gh t e n e d ,
e x p e r t h e l p o n a n y p r o b l e m yo u m a y fa c e . A n d yo u c a n a c q u i r e
thi s boo ks he l f as q u i c k l y o r sl ow l y as yo u c h o o s e .
J u s t fill i n a n d ma i l t h e c o u p o n b e l o w t o re ce i v e a l l c l u b be ne fi t s
o n a F R E E t r i a l b a s i s a n d t o ge t y o u r copy o f A D M I N I S T E R I N G
T H E C O M P A N Y A C C O U N T I N G F U N C T I O N fo r o n l y $2.89
( r e gu l a r l i s t p r i c e $19.95). A s a m e m b e r o f B o o k s f o r A c c o u n t a n t s
C l u b , yo u n e e d p u r c h a s e n o o t h e r club se le cti ons — but t h os e yo u
wi sh t o o w n w i l l be o f f e r e d t o y o u a t s u b s t a n t i a l l y r e d u c e d p r i c e s .
You'll f i n d m e m b e r s h i p a f f o r d s yo u a s i m p l e a n d i n e x p e n s i v e m e a n s
t o k e e p u p t o d a t e o n t h e l a t e st t r e n d s a n d d e v e l o p m e n t s in al l
a c c o u n t i n g a n d t a x a r e a s — gi v e s yo u t h e e x p e r t k n o w -how you n e e d
t o s t r e n gt h e n a n d b r o a d e n yo u r pr of e s s i o na l pract i ce — and he l p s
yo u t o b u i l d a v a l u a b l e a c c o u n t i n g l i b r a r y a t l o w c o s t .

T R I AL M E M BE R S H I P C O U PO N — M AI L N O W

r - B-O-O-K S- -F -O R- -A -C C- O-U-N-TA- N-T-S -, D- e-pt-. -6517-GI(S)
- - - - -The Privileges of Membe rship You Will Enjoy Without Charge
You will be under no obligation to buy any specific number of
• club selections.
You will be kept informed, free of charge, of the good new
• business books being published.
. You will be entitled to buy —at the members' special discount
price —any of the club's selections that appeal to you.
You receive the first selection "ADMINISTERING THE COMPANY ACCOUN TI NG FUN CT ION" (reg. price $19.95) for only
$2.89 under this special demonstration offer.

3
4

I

E n gl e w o o d C l i f f s , N e w J e r s e y 07632
Please enroll me in BOOKS FOR ACCOUNTANTS on a Free Trial
basis. I am to receive the club's announcements free of charge, and
will be entitled to full membership privileges without obligation to
buy any specific number of club selections. As my first selection under
this trial membership' send me "ADM IN I ST E RI NG THE COMPANY
ACCOUNTING FU N CT I ON " (re gular pri ce $19.95) for only $2.89.
..__.................
NAME ........................................................................

Ij

ADDRESS ......... ............. . ............. .... . .......
................._...... ......_ ....._._
...._.....ZIP
CITY _ .................
............ STATE
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REGISTER NOW!
and receive these special bonuses

2

"Ea rl ybi rd " regis tra nt s enj oy a
$10.00 registration savingsf

Each "All E ve nt s"
40 registrant will receive
a free copy of Minnesota
Today, a beautiful
98 -page magazine,
illustrated with over 200
color ph otograp hs, and
describ ing th e many
beauties, bou nti es and
attractions of the
North Star S tate!

3

Have you ever been to Hawaii?
0 . . . Re gi s t e r e a r l y, a n d b e
sure to attend the National Officers'
Re ce pt i on on S un da y, Ju ne 21 .. .
You won't want to miss this one!

—

Annuial International Conference • June Z1 - 2 4 j, 1970
- - - - - - - - Registration
- - - - Accepted
- - - Only
- -If Accompanied
- - - - -by -Payment
- - —
- Make
- - Check
- - Payable
- -To: -

'
I

ENCLOSED IS Personal

Company

-

-

— COVERING REGISTRATION AS INDICATED BELOW

CHECK FOR $

STUART CAMERON MCLEOD SOCIETY MEMBER

MEMBER
I

-

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

NONMEMBER

I

LADIES

NAME (Please type or print)

SPOUSE'S FIRST NAME (As desired printed on badge)

I

NAME AS YOU WISH IT PRINTED ON YOUR CONFERENCE BADGE

CHAPTER

I

I

COMPANY

COMPANY POSITION

I

I

ADDRESS

I

CURRENT (69/70) or INCOMING (70/71) NATIONAL OFFICE HELD (Please specify which)

I

CURRENT (69/70) or INCOMING (70/71) CHAPTER OFFICE HELD (Please specify which)

I

Business

Hom e

CITY

I
I

ZIP

I

I

ADVANCE REGISTRATION 1 51st Annual International Conference a Minneapolis a, June 21 -24, 1970
MEMBERS AND NONMEMBERS

I
I
I

STATE

All Events (Total)
Individual Events:
Technical Sessions"
Keynote Luncheon
Conference Ball
Annual Dinner
•Sold only as a comple te Package
•At - c o nf e r e n c e pr i c e : $ 4 5 . 0 0

LADIES

$75.00

35.00'
10.00/ person
15.00 /couple
15.00 /person
i

All Events (Total)
Individual Events:
Monday Tour & Luncheon
Wednesday Luncheon
Annual Dinner
Betty Crocker Tour
Tuesday — 10:00 a.m.
Wednesday — 10:00 a.m.
Wednesday —11:00 a.m.

I

$37.00
10.00
10.00
15.00
$2.00

FAMILY EVENT

1

Please reserve
adult tickets at
$9.50 each and
children's tickets
at $7.50 each, for the Ice Show and Luncheon
on Tuesday, June 23.

I

L - - - - -10
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Dynamic Accounting for
Effective Management
MANAGEMENT NEEDS ONLY A LIMITED QUANTITY OF WELL- DESIGNED REPORTS
By Hugh D. Luke
A dynamic economy, and I am sure ours
is, demands dynamic management —
management founded on optimism and
capable of making the decisions necessary, not merely to keep pace with competition, but to keep ahead of it. Such
an economy is obviously one of change.
It is an accepted fact that this decade
will be an age of unprecedented boom
for America —an era of change that will
bring new marketing, manufacturing and
management techniques to industry.
A primary corporate need under these
dynamic conditions will be the ability
to act quickly, accurately and effectively
in all areas.
Innovation will have a higher premium than ever. Innovation cannot be
limited to manufacturing and engineering; it must cover marketing, accounting,
personnel practices and, in fact, all functions necessary to the enterprise. The
function needing innovation the most,
simply because historically it has in my
opinion produced the least, will be accounting.
The most important tool that management can have to cope with these
problems of tomorrow is sound dynamic
accounting information.
In general, someone must collect and
present all information vital to the
operation of the business and since this
information is expressed in financial
terms, the accounting department is in
a better position to do this than any
MANAGEMENT ACCOUNTING /MAY 1970

other. To repeat, the accounting department's basic objective is to collect and
present all information vital to the
operation of the business.
Many people think of accounting as
merely keeping the books, determining
profits earned, and recording the changes
in assets and liabilities as a routine sort
of thing. These functions are important
and necessary —no question about that.
More and more, though, you find the
term accounting linked with accountability. Most companies tend to measure
the performance of the individual as well
as the company in financial terms, derived from records maintained by the
accountants.

HUGH D. LUKE
is President, Reliance Electric Co.,
Cleveland, Ohio. He was a Lt. Commander in the U. S. Navy during
World War II and, prior to joining
Reliance Electric, he was a consultant
ivith McKinsey and Company in Neiv
York. Mr. Luke received a B.S. degree in Chemical Engineering from
the University of Cincinnati in Ohio.

The "what," "how" and "when"
phases are not so simple. Some years ago,
it was generally assumed that the more
information management received the
better off it was. As business operations
became more complex, and as tools and
techniques for gathering and reporting
information improved, the fallacy of this
assumption soon became apparent.
Clearly management needed and could
use only limited quantity of information. Today it is recognized that exactly
how much information management
needs and in what form depends first on
the nature of the business, and second
on just how high up the management is.
Common Weaknesses in Management Information Reporting
Most managers will subscribe to what
I have just stated and sincerely believe
that what they are getting in the way
of reports is in line with their needs.
Invariably, however, you will find these
same managers reconstructing these reports into other forms. I believe it is safe
to say that in the majority of the companies today management information
is too cumbersome and ineffective.
This observation is based on five common weaknesses most often found in
management information reporting.
They are:
1. Too much information given
2. Omission of important information
3. Lack of integration within the report structure
11

4. Lack of clarity in information reported
5. Failure to distinguish sharply between the kinds of information
needed for planning and the kinds
needed for control

defensive standpoint. This promotes lack
of integration as well as marginal or useless information. It also promotes creeping forms —forms that creep into your
system and never creep out again.

control. It is fairly safe to say no two
industries will have exactly the same
list of factors.
PERFORMANCE AND
PROFITABILITY

Once these factors have been isolated,
the second step in defining management's real information needs is to break
down each factor into its profit - making
components. These are the important
elements of performance that have to
be controlled individually to ensure satisfactory over -all results. The end result
is an outline for measuring performance
against which existing reports can be
evaluated.
I want to emphasize that critical elements of cost and performance on which
profits depend will vary among indusPLANNING VS. CONTROL
tries and among companies within inThe fifth weakness, failure to distin- dustries. Even within a company the list
guish between information for planning of key control elements will vary from
and information for control, can be time to time with shifts in industry posiserious. For example, product informa- tion, product superiority, distribution
tion, which is essentially planning, does methods, economic conditions, availanot usually show who is responsible bility of raw materials, and like influfor the results reported. All too many ences.
companies fail to distinguish between
Objectively reviewing your manageinformation needed for planning and ment's report structure in the light of
key profit - making factors will usually reinformation needed for control.
sult in a reduction of information proImproving the Reporting Structure vided. This, however, is not the most
Unless you are willing to examine your important result. The big gain will be
reporting structure objectively enough in the improved quality of the informato identify its weaknesses and shortcom- tion produced. Here you see that each
ings, you very likely will not be provid- executive receives the facts needed to
ing for management's needs. Reviewing keep his attention riveted to the factors
objectively does not mean a general controlling end results.
housecleaning job wherein you merely
Improving Report Presentation
eliminate reports or restrict distribution
Getting down to the essential reports
until someone yells. To be really effective, you have to go deeper than that. and information is half the battle —but
You must establish or identify man- only half. The remainder lies in develagement's real needs and tailor your oping presentation techniques which
make it easy for the non - accounting exreport structure to meet them.
ecutive to understand and use the reCRITICAL FACTORS
ports submitted to him.
The operating statement certainly will
Let us look at how you might approach this problem. The first step remain on your list of essential reports
should be to isolate the critical factors as will the budget and its comparison to
on which success of the business de- actual. It is assumed, of course, that
pends. For most companies, there those who do not use budgetary control
would be only four or five factors. They will find it a useful tool. All this accountare the activities or aspects of the busi- ing information is very interesting. Howness that have a major impact not only ever, for the most part, it requires the
on short -term profit results but also on executive of a successful company to
long -term growth and competitive review what has been controlled in order to sort out what has not been constrength.
Obviously these factors will vary trolled. He then has to sort this inwidely from industry to industry. In one formation again to determine what is
industry it could be styling, dealer or- significant and who is accountable. This,
ganization, and costs. Another might in- I believe, is the basis of most complaints
clude new products or effective inventory regarding too much history.
LACK OF CLARITY

EXCESSIVE REPORTING

The most common weakness is the
first one mentioned, too much information given. By this I mean not only too
many conflicting, overlapping or unnecessary reports, but also a great deal
of useless or marginal information in
basically valuable reports ... too many
columns, too fine a breakdown or other
excessive detail. This is not entirely the
fault of the man preparing the report.
All too often the executive receiving the
report requests such detail, firmly believing he has to have it.
The loss here is not so much the
clerical cost of preparation (which in
itself must not be overlooked), but
rather the loss of executive effectiveness.
One of two things happens, the executive ignores most of the mass of information or he becomes enslaved by it.
In either event he is less effective because of it.
OMISSION OF IMPORTANT
INFORMATION

The second weakness, omission of important information, stems largely from
the fact that we think all controls must
be expressed quantitatively in terms covered by the accounting system. There are
areas of performance, I contend, important to the success of your company,
where results are not measurable by the
ordinary yardsticks now in use (distribution, advertising, engineering, development, personnel work).
This is a fertile field for the innovation I mentioned earlier. We must not
limit our measuring to the actual versus
the budgeted expense.
LACK OF INTEGRATION

The third weakness, lack of integration, is evidenced by a structure that
tends to be a hodgepodge of uncoordinated bits and pieces. As our businesses
grow more complex, we call for more
and more information —not from a reasoned determination of the needs of the
company as a whole, but rather from the
indicated needs of a department or division.
In addition, we are all more or less
guilty of instituting reports aimed at
correcting a temporary situation and
then continuing them forever from a
12

The fourth weakness, lack of clarity,
may be reflected in content or form or
both. I do not need to comment at
length on this point. Many times I have
read reports and then reread them only
to come up with the same question,
"What have I read ?" I merely make this
observation. You must not become so
preoccupied with the technology of the
profession (with accounting principles
and methods) that you overlook the real
interests and needs of management.
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FOCUS ON VARIANCES

Why not submit to him a variance
analysis report covering all significant
variances? This capsulated summary
points out exceptions in performance
that need his attention. It is, after all,
only the exceptions that need managing.
This variance report, for example,
would tell him why there was excessive
unabsorbed overhead —not that the shop
had added such expense indiscriminately, which is usually his first assumption, but rather that purchasing failed
to get the raw material needed to keep
the shop operating as planned. Areas
needing corrective action can be spotted
quickly and dealt with accordingly.
RELATE PERFORMANCE TO
REALISTIC OBJECTIVES

Another example of management information need which has direct bearing
on profit is most frequently referred to

as the breakeven chart. We at Reliance
Electric call this the "Profit Curve." In
the use of breakeven charts we found
ourselves, like so many others, in the age old argument of what is variable and
fixed, controllable and non - controDable.
We approached this problem from the
opposite view —not what we had left
over after resolving the question of the
breakeven charts but rather, what profit
could we realistically expect from various
volume levels. The key word here is
realistically. Determining these profit
objectives involved every executive in
charge of a major control area— marketing, manufacturing, engineering, administration, financial, and personnel.
With this profit objective established,
profit curves were developed for each
control area, even though all of them
are not necessarily profit centers. Bringing these into balance with our over -all
objective was not an easy matter. But
today the operating statement is not as

important as the comparison of actual
to planned profit curve for the control
areas. Variances specifically identified by
an area of accountability are discussed
early in the following month and plans
for indicated corrective actions developed and initiated.
Summary
It is the management accountant's job
to meet management's information
needs and only those needs. The effectiveness of any management depends on
the information it is given, and any information system is only as good as its
ability to motivate management, with a
minimum of effort, to take the right
action.
I am sure any controller would agree
with me that I have merely sampled this
field of dynamic accounting, but I see
sufficient evidence of increased management effectiveness to encourage continued efforts in this direction.

Readers React

Continued from page 7
nitude of most computers should be approached in the same way management
would approach any other investment
decision, using depreciation methods
and lives which result in the maximum
tax savings, precise net present value
calculations, and a present value rate
which is appropriate to the company's
earning ability or cost of borrowing
whichever is applicable.
David A. Redmond
Supervisor
Ernst 6 Ernst
St. Louis, Mo.

Internal Control of Accounts
Payable

Data Processing Department balances
the daily invoice input. I feel that this
operation should be controlled or administered by the Accounts Payable section
through comparison of the adding machine total of invoice input with the invoice register prepared by the Data
Processing Department. In verifying the
daily total several conditions can exist:
1. The adding machine total agrees
with the total on the invoice register.
Data Processing would be advised of
this balancing.
2. The adding machine total does not
agree with the invoice register total.
When this condition exists, Data
Processing is requested to make the
necessary changes and submit a listing showing the deleted data as well
as a listing of the correct data.

To the Editor:
I would like to propose two items for
additional thought in the Accounts Payable section of Mr. David R. Slutzker's
article concerning "A Proposal to Computerize the Accounting System" (September 1969) .
First, in checking the flow chart, the
MANAGEMENT ACCOUNTING /MAY 1970

With the above maintenance performed by Accounts Payable instead of
Data Processing, there would be better
internal control as prescribed by generally accepted audit practice.
Second, the Accounts Payable Vendor
File does not state what kind of file is

maintained. There are basically two
kinds of systems:
Random Numbering System
Alphabetical Numeric System
My preference would be to use the
random numbering system, because this
system could be installed with the use
of a four -digit vendor number code.
There could be some problems in future
years if the alphabetical numeric system
were installed. The problem would occur when a particular section is completely loaded making it necessary to
enter the new vendor in some other
part of the alphabet or to revise the
parameters of the entire system.
These additional elements should be
considered in establishing an automated
accounts payable system which conforms
to generally accepted internal control
and to provide compatibility to possible
other systems requiring the use of vendor identification, i.e. vendor quality
rating and material control systems.
James A. Trapp
Cost Improvement Coordinator
Whirlpool Corporation
Evansville, Ind.
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Responsibility for Corporate
Financial Reports
FINANCIAL OFFICERS AND DIRECTORS MUST GIVE MORE ATTENTION TO THE
PROBLEMS OF ACCOUNTING PRINCIPLES
By Thomas Edward Lynch

Accounting Principles Board
Establishes Principles

Annual reports of publicly held companies originate with corporate officers.
However, the ultimate responsibility for
them and for the underlying accounting
principles employed in their preparation rests with each company's board
of directors. This responsibility has been
legally established by the Bar Chris
case.'
Published reports are required to be
examined by independent public accountants retained by the board of directors. A crucial aspect of the auditors'
examination is their determination
whether or not the reports have been
prepared in accordance with generally
accepted accounting principles. The independent auditors' legal responsibility
is not onlv to the board of directors but
also to third parties such as stockholders,
financial analysts and commercial
bankers. However, management's
responsibility to all these parties for the
principles underlying their statements
cannot be transferred to the auditors.
Thus, the ultimate authority to decide
the reporting principles followed rests
with the board of directors, subject to
the check of public accountants for general acceptability and regulatory agencies
for conformity to law. The management
accountant has an important role in this
area (see Exhibit 1) .

Within the broad field of accounting,
the estimated 110,000 certified public
accountants are the identified profession
of public accountants. This profession
has voluntarily established its own
method of selecting principles which its
members must adhere to in carrying out
their professional engagements. These
accounting principles are developed and
enunciated by a selected group of the
profession's leaders, the Accounting
Principles Board of the AICPA.
In developing its Opinions the APB
follows meticulous procedures designed

I See Jerome J. Jahn and Donald
E. Norberq,
"T
he Bar nt Chris
Decision—
Liability1988,
for p.All '
Manageme
Accounting,
November
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to ensure that all aspects of a problem
are duly considered. These procedures
include: (1) whenever practical, a research study of the problem; (2) a series
of informal meetings between members
of the APB and a broad cross - section of
government, industry, business and financial leaders to obtain reactions to the
Board's tentative conclusions on the
subject; (3) the tentative Opinion is
then widely exposed for further comment. Finally, after possibly redrafting
to give appropriate effect to the comments received, the Board votes on the
matter.
These Opinions are the guidelines
that must be used by the independent
CPA in expressing his professional
opinion on the fairness of the financial
statements presented by management.
His opinion is personal and its value in
the final analysis has to depend, not
upon someone else's knowledge and
competence, but upon the CPA's own
competence and independence.
Acceptable Alternatives

Los Angeles Chapter 1970, is Lecturer

of Accounting at the University of
Southern California, Los Angeles,
Calif. He received his B.S. degree
from Gannon College, Erie, Pa., and
an M.B.A. degree from Harvard University, Cambridge, Mass. Mr. Lynch,
n,ho is also a CPA, is currently a candidate for a D.B.A. degree at the University of Southern California.

Management has the option of following these guidelines or using what
they consider to be acceptable alternatives. If management applies an accounting principle in its financial statements
that differs materially in its effect from
one presented in an Opinion of the
APB, the independent CPA must decide whether the principle has substantial authoritative support and is applicable in the circumstances.
MANAGEMENT ACCOUNTING /MAY 1970

Exhibit 1
PUBLISHED FINANCIAL REPORT PROCESS
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exchanges have played important roles
in the development of accounting principles. For it is the Securities and Exchange Commission and the stock exchanges that have the authority to back
up the independent accountant where
he is reporting on accounting principles
used by a client whose shares are publicly
traded.
Since 1937 and the issuance of Accounting Series Release No. 1, the SEC
has actively encouraged the independent
development of uniform standards and
practice in major accounting questions.
Its stated policy, as enunciated in Accounting Series Release No. 4 was:
"... to support the development Of accounting principles and methods of presentation ... but to leave the Commission free to obtain the information and
disclosure contemplated by the securities
laws and conformance with accounting
principles which have gained general
acceptance."
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Present accounting and auditing literature does not provide adequate guidelines on how auditors or financial executives should proceed in developing
evidence to support judgments as to
what constitutes substantial authoritative support other than the Opinions of
the APB. In the minds of some people,
if the APB has not spoken on an issue,
widespread use by industry is the main
source of authority. If there are several
methods in use, alternative accounting
principles result. Others believe that in
every instance practice should be viewed
as the most authoritative support for
an accounting principle.2 Obviously,
pronouncements by the SEC carry
great weight for those companies that
are required to file their financial statements with the Commission. Suffice it
to say that substantial authoritative support can exist for accounting principles
r Marshall S. Armst rong, "Some Thoughts on Substantial Authoritative Support ," The Journal of
Accountancy, April 1989, P. 49.
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that differ from Opinions of the APB.s
If the independent CPA concludes
that the accounting principle applied by
management does not have substantial
authoritative support, he must either
qualify, disclaim, or give an adverse
opinion as appropriate. If 11e concludes
that it does have substantial authoritative support, he would give an unqualified opinion, but he still must disclose
the fact of the departure from the
Opinion in a separate paragraph in his
report or see that it is disclosed in a
footnote to the financial statements'
Ordinarily, the SEC and stock exchange will not accept financial statements where the auditor has given an
adverse opinion. The result of this is to
give a great indirect authority to the
Opinions of the APB.
Both the government and the stock
a "Status of Accounting Research Bulletins,"
Oppinion No. B of the Accounting Principles Board,
A1CPA, New York, 1988, pp. 48 -51.
Ibid., p. 49.

There are some instances, however,
where the Commission has been forced
to act for the benefit of all concerned.
The most recent example is Accounting
Series Release No. 102 issued in 1965.
This release indicated that the most appropriate method of reporting deferred
income taxes arising from installment
sales was to classify the deferred taxes
consistently with that of the related installment receivables. At the time this
release was issued there were four different reporting methods used.5
The CPA's Responsibility
The independent auditor's responsibility is to management and third parties in expressing a professional opinion
on whether the statements are presented
in accordance with generally accepted
accounting principles.
To strengthen the auditor's responsibility to third parties, the AICPA in
July of 1967 recommended that publicly
owned corporations appoint committees
composed of outside directors (those
who are not officers or employees) to
nominate the independent auditors of
the corporations financial statements
and to discuss the auditors' work with
them. A few such committees already
exist in some companies.e
The AICPA also recommended that
the appointed audit committee meet
sometimes with representatives of the
auditing firm separately, and somea Manuel F. Cohen, "Analysts, Accountants and
the SEC - Necessary Joint Efforts," The fourital of
Accountancy, August 1988, pp. 80 -81.
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times separately with representatives of
management.
Another important recommendation
was that when a company changes auditors, the replaced firm should be given
the opportunity to appear at the next
annual meeting of the company's stockholders to comment, if the firm so desires, on the reasons for the replacement.
Criticism of APB's Approach
Within the accounting profession
there has long been an unresolved difference of opinion as to whether the
best method of defining principles was
to start with the basic problem of what
was being measured and deal with problems of application only within a defined
framework; or to follow the topic -bytopic approach now used by the Accounting Principles Board.
One valid criticism of the present approach used by the APB is that too often
it has reacted to a situation in an untimely manner. That is, onlv after an
accounting problem area had become
acute and a chorus of criticisms and complaints had arisen did the Board react.
This delay in acting and providing guidelines has contributed partly to the unfavorable publicity the profession has
received. Some examples would be accounting for leases, pension plans, extraordinary gains and losses and the investment credit.
Opinion No. 13
If the Opinion No. 13 is any indication, then it appears that the APB itself
has recognized the timing problem and
is taking steps to correct it. Issued in
March of 1969, this Opinion makes
Opinion No. 9 applicable to com"News Report," The Journal at Accountancy,
September 1967, p. 10.

9
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mercial banks. This means that banks
which have independent audits will be
reporting a net income figure for the
first time in their 1969 financial statements.
This Opinion of the APB is timely,
for there is growing investor interest in
the stocks of banks. This interest is
caused, at least in part, by the move
toward diversification by banks, aided
through the formation of one -bank
holding companies. These holding companies are attempting to list their stocks
on stock exchanges. Presentiv, the New
York Stock Exchange will not permit a
bank holding company to list its stock
on the exchange without a commitment
to have independent audits of the under lying banks. Increased investor interest
has added to the demand for such independent audits, and CPA's need guidance in expressing opinions on financial
statements of banks.
In an effort to improve communications and develop innovative ideas about
corporate financial reporting, a two -day
symposium was held at Seaview, New
Jersev, on November 7 and 8, 1968. Attending were ninety leading members
of the American Institute of Certified
Public Accountants, Financial Analysts
Federation, Financial Executives Institute, and Robert Morris Associates.
While no attempt was made to produce formal conclusions, there was general agreement that accounting principles should be defined in the private
sector rather than through government action. Also, there was a consensus that the AICPA's Accounting
Principles Board as currently constituted was the appropriate body within
the private sector to define generally accepted accounting principles. There was
tentative agreement that the topic -by-

topic approach currently used by the
Accounting Principles Board in defining accounting principles was the most
feasible.
The participants also made several
suggestions which should be considered
by the accounting profession. One was
that a well publicized institutional
means for communication with the Accounting Principles Board be established so that specific subjects on which
action was felt to be needed could be
referred to it.

Forum for Problems
Another suggestion covers cases when
new methods of financing develop, when
there are changes in the structure and
operations of business organizations, or
when there is a change in the tax laws,
and it is recognized that guidelines may
be desirable to prevent a proliferation
of widely disparate practices. Such
cases should promptly be submitted by
independent auditors to the AICPA
committee on auditing procedure or to
a counterpart state society committee for
consideration and action that would lead
to consideration by the APB.
Increasing Management's
Influence
The need for making managements'
opinions felt by the APB is recognized,
especially by those whose expressed
opinions are contrary to the APB's.
Therefore, it is the financial officers and
directors responsible for their companies' statements who should put the
highest priority on working out the steps
for bringing informed discussion to the
attention of the APB at the earliest stage
for timely resolution. Management accountants, in particular, should step up
their participation in this problem area.
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Price Changes and Profitability
PRODUCTS WITH DIFFERING GROSS MARGIN PERCENTAGES HAVE TO BE SEPARATELY CONSIDERED
By William E. Arnstein
Company A was operating close to a break -even. It raised its
prices 10 percent. Although volume declined 30 percent, net profits became
satisfactory.
Company B was also operating close
to a break -even and it also raised its prices
10 percent. Volume declined 25 percent
(less than the decline in Company A)
but Company B went bankrupt.
Company C lowered its prices on one
product line 10 percent in the Spring. As
a result, volume increased 15 percent and
net profits improved. In the Fall it lowered its prices on its remaining product
lines the same 10 percent. As a result,
volume increased 20 percent (more than
in the Spring) but profits disappeared entirely. Is all this possible?
Such paradoxes are not only possible
but quite common. Although the explanation is fairly obvious to anyone who
takes the trouble to calculate the profit volume relationship, based on the
specific gross margins of the products
involved, there is enough confusion in
the minds of sales and other executives.
Some clarification seems to be warranted.
As a matter of fact, the need for clarification was brought forcefully to the
writer's attention in a discussion with a
company president of the practicability
of increasing prices. The company sold
products with gross margins ranging from
15 percent to 50 percent. The president
had not realized that a 10 percent price
rise would be profitable on the low margin products if lie was able to hold
anything over 60 percent of his tonnage
sales but that he would have to hold
over 83 percent of his tonnage sales on
THE PROBLEM.
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the high- margin products to make the
price rise profitable. After he realized
these facts, his decision was to raise
the price of the low- margin products
but not that of the high- margin products.

What Is Gross Margin?
The gross margin concept is derived
from direct costing but can be used for
pricing decisions whether or not the
company uses direct costing in its accounting. Gross margin is merely the
difference between the selling price of
a product and the variable costs of the
product, i.e. those which vary to a great
extent in proportion to the amount of
the product produced or sold. Fixed costs
are not deducted from the selling price
in determining the gross margin.
There will be pricing decisions made

a

W ILLIAM E. ARNSTEIN
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in which the expected volume changes
are so small that costs ordinarily considered variable can be considered as
fixed and others where expected volume
changes will be so large that costs ordinarily considered fixed become variable. However, experience has shown
that it is not too difficult to estimate a
gross margin percentage which is close
enough for pricing decision purposes to
the figure which would be generated by
a sophisticated cost system. After all,
the major error in the data used in pricing decisions will be in the estimate of
how the price change will affect volume.

Physical Volume vs. Dollar Volume
When people talk of a volume decline
of 15 percent, they are sometimes thinking of selling 15 percent fewer units such
as pairs of shoes, tons of coal, or barrels
of beer. However, they may be thinking
of a drop of 15 percent in the dollar sales
shown on the income statement. If the
reason for the volume decline is a price
increase, these two concepts are not the
same. A 15 percent decline in unit sales
arising from a 10 percent price increase
will show only a 6V2 percent decrease in
dollar sales. A 15 percent decrease in
dollar sales arising from a 10 percent
price increase represents a 22.7 percent
decrease in unit sales.
Since people tend to think in both
ways, it may be helpful to show the
break -even table in both ways. Table
1 shows the percentage of unit volume
which must be retained to provide a
break -even for price changes from +25
percent to —25 percent, affecting products with current gross margin percentages ranging from 10 percent to 50 percent. Table 2 shows the percentage of
17

There are some industries which must
establish prices on new products or variations of old products almost every day.
These are not typical situations in
which prices are negotiated with or
quoted to specific customers but rather
the cases where styles change or product
lines expand.
There are other industries which rarely
add products but which revise price lists
from time to time. These industries can
frequently improve profitability by calculating the best price -profit relationship.
It is, of course, understood that some
companies have no choice on pricing because prices are set by others or are part
of industry custom. However, there are
many companies which do have a choice,
at least in some of their product lines.
A Price Change in Disguise
Some companies find that customer
habits are so strong that over long periods of time it is not possible to alter
prices. Some of these companies try to
obtain the same benefits as those arising
from a price change by changing the size
of the package or the quality of the product. The 5 cent candy bar is an example
of size changes to offset cost increases.
The most profitable size change could
well be calculated from the tables.
18

more important. To arrive at this figure,
the company first estimates the likely
unit volume which will be sold at each
possible price. Then the total dollar
gross margin is calculated for each possible price by multiplying the expected
unit sales by the current dollar gross
margin per unit plus or minus the price
change in dollars per unit. The price
showing the greatest dollar gross margin is, all other things being equal, the
one to choose.

Price Changes to Optimize Profit

Conclusion

Whereas the break -even relationship
of the expected volume following the
price change to the volume before the
price change is important, selecting the
price change which will provide the
greatest profit improvement is even

The approach to pricing decisions
suggested here is not in common use
although it is not new. Possibly the
reader will find his own thinking stimulated by the examples given and he may
find the tables useful.

Table 1
BR EAK - EVEN T ABLE O F U N IT SALES
Current Gross Margin Percentages
Percent
change
in price
+25
+20
+15
+10
5
0
- 5
-10
-15
-20
- 25
+

Where Profitability Pricing
Can Be Used

Garment manufacturers frequently
manufacture to meet a traditional retail
price line. They too have the flexibility
provided by utilization of different priced
materials, different style features and
different quality of buttons and other
trim. As the quality of the product is
lessened, the gross margin percentage
rises but the consumer appeal (and
therefore the volume of sales) goes
down. The best balance can again be
calculated from the tables.

10%

15%

20%

25%

30%

35%

40%

45%

50%

28.6
33.3
40.0
50.0
66.7
100.0
200.0

37.5
42.8
50.0
60.0
75.0
100.0
150.0
300.0

44.5
50.0
57,2
66.7
80.0
100.0
133.3
200.0
400.0

50.0
55.6
62.5
71.5
83.3
100.0
125.0
166.7
250.0
500.0

54.6
60.0
66.7
75.0
85.7
100.0
120.0
150.0
200.0
300.0
600.0

58.3
63.7
70.0
77.8
87.5
100.0
116.7
140.0
175.0
233.3
350.0

61.5
66.7
72.7
80. 0
88.9
100.0
114.3
133.3
160.0
200.0
266.7

64.3
69.2
75.0
81.8
90. 0
100.0
112.5
128.6
150.0
180.0
225.0

66.7
71.4
76.9
83. 3
90.9
100.0
111.1
125.0
142.9
166.7
200.0

00

00

00

0O

Percentage of new unit sales to old unit sales required to break -even on a price change
for pr oducts w i t h various current gross margin percentages.

Table 2
BR EA K - EVE N T A BLE O F D O LL AR S AL ES
Curr ent Gross Margin Percentages
Percent
change
in price
+25
+20
+15
+10
5
0
- 5
-10
-15
- 20
-25
+

dollar sales which rnust be retained to
provide break -even under the same price
and gross margin assumptions.
Of course, a price increase is of no
benefit if its effect on profits exactly offsets the loss of profits through the volume
decline it creates. However, if the sales
manager estimated that a 10 percent
price increase would still allow the company to hold 80 percent of its former
unit sales of a product now carrying a 15
percent gross margin, a substantial improvement in profit could be anticipated.
This can be seen from Table 1 since
it shows that even a 60 percent retention
of unit volume would still provide a
break -even.
Table 1 is based on the formula a/b
where (a) is the current gross margin
percent and (b) is the current gross
margin percent plus or minus the percent increase or decrease in the price.
Table 2 is based on (a) divided by b /c,
where (a) and (b) are as above and (c)
is the percentage of the new selling
price to the old selling price. These
formulas can be used to derive break even figures for situations not covered
in the tables.

10%

15%

20%

25%

30%

35%

40%

45%

50%

35.7
40.0
46.0
55.0
70.0
100.0
190.0

46.9
51.4
57.5
66.0
78.8
100.0
142.5
270.0

55.6
60.0
65.7
73.3
84.0
100.0
126.7
180.0
340.0

62.5
66.7
71.9
78.6
87.5
100.0
118.8
150.0
212.5
400.0

68.2
72.0
76.7
82.5
90.0
100.0
114.0
135.0
170.0
240.0
450.0

72.9
76.4
80.5
85.6
91.9
100.0
110.8
126.0
148.8
186.7
262.5

76.9
80.0
83.6
88.0
93.3
100.0
108.6
120.0
136.0
160.0
200.0

80. 4
83.1
86.3
90.0
94.5
100.0
106.9
115.7
127.5
144.0
168.8

83.3
85.7
88.5
91.7
95.5
100.0
105.6
112.5
121.4
133.3
150.0

00

00

00

00

Percentage of new dollar sales to old dollar sales required to break -even on a price change
for products with various gross margin percentages.
MANAGEMENT ACCOUNTING /MAY 1970

Maintenance Work
Authorization and Control
EFFECTIVE PRESENTATION OF DATA BY THE ACCOUNTING DEPARTMENT IS A KEY ELEMENT
By John J. Knobloch,
Donald C. Schindler and
Joseph R. Blotzer

maintenance control. For some time
previously we had an interest in this
area but after learning what other
companies were doing, our enthusiasm

In any industrial manufacturing complex, maintenance represents a very
significant portion of manufacturing
expense and, yet, historically, it has been
one of the hardest areas in which to
develop realistic controls for establishing
information for ,budgetary comparisons
as well as actual cost reductions. Obviously, this is an area worthy of controlled effort for maximum performance.
Interestingly, the germ for installing
a program at our plant was nurtured by
urging our plant engineer and maintenance superintendent to attend a
professional meeting on the subject of

wa s fi r e d t o g e t s t a r t e d . W e c o n s i d e r e d

the use of outside consultants to install
a system for us and actually reviewed
this possibility with two professional
firms that specialize in such programs.
We concluded that we could do it ourselves.
A cost analyst with some systems
background was transferred from the
accounting department to the maintenance department to supervise the projcct, and a new organizational control
unit was formed to implement the
program. Programming, data processing
and modifications to our existing cost

L.C�

and account systems were provided by
the accounting department. Some of our
friends in other companies were willing
to exchange ideas and, in fact, we were
able to ultimately use some of the
programming features from another company's program by interchange of work
effort between our two companies.
Basic Components
Basically the Maintenance Work
Authorization and Control Program is
a system for forecasting and controlling
maintenance department costs. Its purpose is to plan and control the work
accomplished by the maintenance
department. The basic components of
maintenance work authorization and
control are:

� s.
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I . Work order system— authorization
and job delineation
2. Job priority system, to control work
sequence
3. Estimating procedure, to determine
magnitude of tasks
4. Scheduling procedure, to relate tasks
to time and available manpower
5. Time recording procedure, to collect
actual costs
6. Work measurement — comparing
estimates with actuals
7. Reporting system, to inform management of effectiveness

machine and parts specifications and
manufacturer's name and address can
be obtained immediately, whether the
question refers to size, weight, lubrication, power transmission, packing or
date purchased.
Listing of the essential spare parts to
be stocked is a necessary aid for the
supervisor who has the responsibility
for keeping the equipment in operation,
and the storeroom clerk for stock control. Information on the equipment
record card also becomes the basis for
a preventive maintenance program.

The coordination of the basic maintenance work authorization and control
components was accomplished through
the establishment of an organizational
unit known as the Maintenance Control
Unit. The major activity of the unit is
to develop and carry out a simple but
effective cost control program to:

Cost Records

1. Provide the basis for a sound preventive maintenance program
2. Provide the means for planning and
scheduling of all maintenance
3. Furnish data to aid in the improvement of the efficiency of productive
equipment
4. Determine costs for all maintenance
jobs
5. Set up a strong spare parts inventory
control
6. Standardize maintenance and supplies
7. Substantially reduce total maintenance costs

A separate cost record card—filed near
the equipment card —is used for recording the repairs, changes, labor and material costs. After the records have been in
use for some time, history of repairs

and changes will indicate whether the
equipment is functioning properly and
on an economical basis, or it is too small,
too weak or of the wrong size and type.
The inspection frequency schedule on
the record form provides a master control
record.
The cost record card will serve as a
basis for decisions involving the following:
1. Normal or excessive maintenance
costs
2. Need for redesign (indicated by too
frequent repair)
3. Replacement need to determine
proper size or to secure correct equipment
4. Replacement need because of inefficiency or improved equipment techniques

Exhibit 1
TIME RECORDING PROCEDURE
DAILY
TIME CARD

PREPARED BY
EMPLOYEE

DATA

CRAFT

I.D.
CARD

APPROVES TIME
RECORDING
RECORDER

FOREMAN

To perform these activities, the maintenance control unit is composed of
three sections (Spare Parts Control, job
Order Control, and Estimating and
Expediting) .

DATA
ACCUMULATES
REPORTS
PROCESSING

Equipment Records
For effective planning and control, it
is necessary to have a complete record of
the equipment to be maintained. The
equipment cards contain the following
data:

#3
#2
#I
PAYROLL

REPORT
TO
MAINTENANCE

1.
2.
3.
4.
5.

Preventive maintenance
Lubrication schedule
Stores inventory
Inspection schedule
Manufacturing information drawings
6. Spare parts requirements

TAB LISTINGS:
#1

The equipment record is the backbone of the maintenance control unit.
In case of a breakdown, accurate
20
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5. Provide cost data for management
reports
6. Show how to save production time
on machines that give trouble
job Order Control
One of the biggest problem areas
in maintenance management has been
record - keeping and reporting. Time
recording and data processing must provide an uninterrupted information flow
from job site to the computer, then
accumulated and fed back in a timely
manner.
IDENTIFICATION AND
ATTENDANCE CARDS

To accomplish adequate time recording, we have provided for each maintenance employee a plastic I.D. card. The
card contains information needed to pay
the employee correctly, such as clock
number, job number, job class and foreman group. The employee's name, job
description, starting date and social
security number also appear.
The I.D. card is "married" to an
Attendance Card by the use of a simple
but effective data collection system using
a data recorder, much the same as a gas
station attendant records gasoline credit

purchases. The employee then fills in
the attendance card throughout the turn
worked, recording the time spent on
each and every work order. At the end
of the turn worked, the employee gives
the attendance card to his foreman. The
foreman verifies and signs the card
and forwards it to job order control.
Here, the attendance card content is
again checked and forwarded to Accounting for payroll and cost distribution
recording (See Exhibit 1.)
THE WORK ORDER FORM

The use of a work order system is the
starting point of maintenance control.
The system in turn requires the use of
a written work procedure. (See Exhibit
2.) This procedure requires that each
maintenance request be on a work order
form, giving standard information. The
work order form includes such information as:
1. Equipment identification
2. Date requested and date required
3. Priority based on the date required
4. Charge department and account
5. Description of work
6. Labor stores and purchase estimates
as prepared by the maintenance area
foremen
7. Work order number

Exhibit 2
WORK ORDER FLOWCHART

DEPT. REQUESTING
WORK ORIGINATES
WORK ORDER

AREA MAINTENANCE SUPERVISION
DETERMINES PRACTIBILITY AND
FEASIBILITY; ESTIMATE LABOR
AND MATERIAL; SCHEDULE LABOR
FORCE TO DO JOB; ASSIGN
PRIORITY.

MAINTENANCE CONTROL - CHECKS AUTHORIZATION,
ISSUES NUMBER, DISTRIBUTES COPY OF ORDERS
TO INTERESTED PARTIES.

ACCOUNTING - RECORDS ESTIMATED COSTS,
PREPARES WORK BACKLOGS, RECORDS ACTUAL
COSTS. MEASURES PERFORMANCE, INVESTIGATES
LARGE UNEXPLAINED VARIANCES.

GENERAL LEDGER
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OPERATING DEPARTMENTS

8. Approvals of foreman requesting the
work, superintendent of the originating department, maintenance foreman and superintendent of maintenance
9. Foreman, to whom work assigned
10. Date work started
11. Date work completed
12. Any special instructions or equipment that will be needed by the
repairman
The maintenance work order alerts
the maintenance department, serves to
record estimated costs, sets up materials
needed, supplies notification of completion of work, and provides a medium on
which actual costs can be recorded.
Scheduling
Work backlog derived from work
order estimates enables the job order
control unit to properly schedule manpower. Scheduling maintenance work
involves fitting jobs into a daily schedule
according to operating conditions, production schedules, manpower available,
and availability of materials. Its purpose
is to have available for every job, crafts
or groups sufficient to cover the work
according to priority and labor, material
and tools required and so arranged that
on completion of one job, another is
scheduled.
The scheduling of the maintenance
work is done by the maintenance foreman, assisted by a Work Order Control
and Scheduling Clerk. Analyzed jobs are
scheduled according to the personnel
available and recorded on the dailv
schedule sheet covering the next day's
operation. They are then approved by
the general foreman. Any job added to
this schedule sheet after the general
foreman's approval becomes an emergency job and is investigated as to cause
by maintenance management.
Proper scheduling minimizes lost time
and costs on any maintenance job. It
provides a daily record of each foreman's
activities and provides him with a knowledge of causes of bad scheduling. It is
also a means of training foremen relative
to the duties and responsibilities of their
Jobs. The scheduling procedure enables
correlation of operating and maintenance activities.
Estimating and Expediting
One of the hardest tasks assigned to
the control unit is setting job priority.
Four categories have been assigned to be
used as guidelines for assigning job
priorities:
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I . Emergency —takes job preference
over all other maintenance work. It
represents tasks which are mandatory
for the successful operation of the
plant.
2. As soon as practicable —those maintenance tasks which take precedence
over all other jobs except emergency
items.
3. Desirable —jobs which should be
completed within a month from date
of issue.
4. When convenient —jobs which can
be completed in from one to twelve
months. These maintenance jobs
can be scheduled to smooth manpower requirements.

as a team effort. Each operating superintendent using maintenance department
services is given as much information and
assistance as he requires for his responsibilities. As members of the management team, thev are supplied with
accurate, complete and timely cost data
for the work they bought.

Effectiveness of Maintenance Work

2. Spending the money we are authorized to spend as though it were our
own, and using moderation in ordering materials and services.
3. Developing and instituting better
methods; eliminating waste; keeping
spending in line with production;
proper discipline for abuses to plant
facilities, and developing "standards"
for guidelines.

Almost none of the accepted tools for
increasing maintenance efficiency can
Good planning and execution of plans
fully function independently of environ- require complete objectivity of all
mental forces. Planning, work meas- concerned: They require that more
urement, preventive maintenance, people do more thinking. They force
scheduling, etc., are all of real value. everyone to look squarely at problems
However, none will be productive unless and to take prompt, informed and
operated as part of an integrated program coordinated action.
Another assignment for the estimator - which is in tune with a total plant
Effective planning and scheduling of
expeditor is that of estimating work environment.
work may not always be achieved, beorder requirements. The analysis of each
This condition makes the problem of cause it is just plain hard work. It
maintenance job as to craft labor, mate- increasing maintenance effectiveness a requires extra effort, it exposes weakrial, tools and methods, and the prepara- complex task. To create a condition nesses in people, programs, bargaining
tion of a workable estimate of time and favorable to efficient maintenance, the agreements and facilities. It demands
quantities of materials presents a real functions and attitudes of Accounting, that corrections be made. Planning —real
challenge to maintenance supervision. Industrial Relations, Engineering, Pro- planning is strict discipline.
Estimating helps maintenance supervi- duction, Purchasing, Industrial Engision in the various factors affecting neering and Production Planning must Summary
proper job execution, provides to person- be fully reconciled with the maintenance
In summary, it may be said that
nel doing the work means for working department's interest and needs. This is maintenance control, working together
effectively, and gives data processing the not to suggest that all compromise their with the accounting department, proability to compute work backlog.
legitimate interest in favor of mainte- vides the following:
The maintenance work foreman nance, it does mean that these functions
receiving a work order visits the location must directly and deliberately reinforce 1. Forecasts and evaluation of future
of the proposed work. He analyzes the one another.
maintenance projects
job as to the man -hours required by his
As mentioned earlier, maintenance is 2. Evaluation and appraisal of alternate
own craft or group and enters this on the an expensive item. In addition, however,
courses of action based on the best
face of the work order, noting also the in comparison to other industrial funcavailable facts
work that will be required by other tions, it is also inefficient in its use of 3. Advises management concerning the
crafts and groups. In addition, the main- resources. Based upon experience in
effectiveness with which their maintenance work foreman notes on the order measuring labor productivity, labor spent
tenance plans were executed
the following:
using tools, getting repairs done, etc., 4. Directs management's attention to
averages less than four hours for an eight existing or potential problems, as
Any additional description that will hour day. This can be changed in only
indicated by examination of foreassist the person or persons doing the one way — discovering the causes of
casts, current records and other availjob; the general materials necessary; inefficiency and correcting them. Half
able data
tools either regular or special that are the potential depends on bringing about 5. Applies maintenance cost data to
not part of a standard too] kit, and constructive changes in total plant envimanagement problems
any safety precautions.
ronment. Improvement in this area 6. Facilitates timely and accurate anal If the material to do the job is not precedes improvement to those things
vsis of maintenance costs
part of our stores stock, it is his which maintenance managers themselves
responsibility to see that it is ordered. can largely control —tools and techThrough the installation of the mainniques.
tenance control system, savings have
Estimating assists in the performance
We feel that the Maintenance Work been estimated in excess of 1 million
of maintenance work in a safe and Authorization Control Program installed dollars annually at our plant alone.
accurate manner, with a means to fur- at our plant can and has aroused cost
One of the most important points to
nish proper tools, equipment and mate- consciousness at all levels by stressing remember about a maintenance control
rials to do the job; to utilize crafts and the areas of cost reduction by:
program is that the system itself does not
groups for optimum skill and proper
control costs. It is only a tool in the
scheduling. It will also provide the basis 1. Asking — What makes up cost? hands of men with which they can
for standards development and work
What are the prices of materials, control costs. The effective presentalabor, and services used? What costs tion of maintenance facts in terms that
measurement.
In general, our approach to mainteelements can be controlled? How management can understand quickly and
nance cost control has been developed
much monev is involved?
use is a vital part of the program.
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Controlling and Estimating
Labor Costs in the
Construction Industry
PAST PERFORMANCE DETERMINES LABOR RATE TO BE USED IN BIDDING NEW PROJECTS
By David B. Nordby
Labor is a significant factor in most industries; in the construction industry,
it is the most critical factor in determining whether or not completion of a successfully bid project results in a profit.
Of all the cost factors that must be considered, labor is the major variable. The
project accountant's responsibility,
therefore, is to provide performance
measurement data that will give management control over labor costs together with a history for future estimating. This article describes a flexible and
workable approach for comparing estimated data with the actual information.

Estimated Labor
As plans and specifications come off
the architect's drawing board, the estimating departments of the general contractors begin their headwork. A full
understanding of the scope and peculiarities of each contract often requires that estimated costs be assembled
in a logical manner to facilitate job
costing. This is very important since it
standardizes the procedure for both bidding and, later, for actual reporting and
analvsis.
The labor costs that are estimated
correspond with the natural phases of
construction. Some of the major phases
of a general construction contract are
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referred to as project overhead, demolition, excavation, concrete, reinforcing
steel, masonrv, structural steel, metals,
carpentry and millwork., The labor
needed to complete each phase is estimated and broken down into operations.
For example, within the masonry
section there are approximately forty
major categories or operations possible.
However, on a relatively small project
such as a twenty unit apartment building, only seven operations might be
necessary. On a larger project such as a
school, twelve to fifteen operations

would be used for the masonry section.
The seven common operations in the
masonry section for the twenty unit
apartment building might be as follows:
Code
Number
0802

0809
0812

N
I
DAVID B. NORDBY

Southern Minnesota Chapter 1968, is
an Accountant in charge of finance
and data processing for We i s
Builders, Inc., a general contractor in
Rochester, Minn. He was previously
irith Anderson Helgeson, Lieser &
Thorsen, C.P.A.'s, in Minneapolis,
Minn. Mr. Nordby graduated from
Minneapolis Business College.

0814
0818

0835

Description
Laying twelve inch concrete
foundation block including
eight inch block at elevator
pit.
Laying twelve inch concrete
block exterior walls.
Laying ten inch concrete
block interior partitions.
Pouring concrete in bond
beam blocks.
Pouring concrete in block
walls and pilaster, including
hoisting the concrete, but
no placing of reinforcing
bars.
Laying face brick and concrete block backup, including pargeting brick on the
back side, placing any wall
reinforcing, striking joint
and placing material on
scaffold. (This operation
does not include building
the scaffold.)

'H a rr y W. Wolkstein, Accounting Methods and
Controls for the Construction Industry, Prentice Hall, Inc., Englewood Cliffs, N.J. 1967, p. 104.

23

Actual Labor
The compiled statistics on any project
estimated which adds up to a successful
proposal, automatically becomes the
source document for data processing
master information. The master information also contains an orderly assemblance of code numbers and operation descriptions for the project
superintendent. He must then report
the actual information as it occurs during construction.
A code number is used to report
manhours spent and quantity com-

Estimated Actual

Al A2
As x Ez

=
—

=

=

A,

A3
E,

=

E3

=

=
—

E2

=

E,

—

A5 x E ,

A5
Ai

=

AZ Ez
A5 x E l

=

Hours
Quantity
Unit Labor
Dollars
Percent complete
-

The information that is to be estimated for each operation is the number
of units required, the manhours necessary to perform the operations and the
average hourly rate of the crew performing the work. On code 0835 above,
the estimated figures might be 35,000
bricks plus 5,120 eight inch blocks
(units), 1,265 manhours, and a rate of
$5.30 per hour. The hourly rate being
a composite of 723 hours at the prevailing mason's scale and 542 hours at the
labor- tender's scale. When the data on
approximately seventy operations covering all phases of the project has been
compiled, the labor cost estimates are
established.

pleted. In addition, a highly abbreviated
description of the operation is given and
is all that is necessary since a complete
description of each operation would be
available in the book form covering all
construction phases. A description of
special conditions is sometimes included
and it permits administrative personnel
to briefly note comments received from
the construction site and any deviations
of the planned operation from the
standard operation.
Administrative personnel create master files, containing similar information,
against which the actual figures are
compared. The complete estimated information for each operation would then
be assembled and presented as shown
in Exhibit I.

_

Cleaning brick walls after
completion including any
pointing of holes or raking
and repointing of bad joints
necessary.

_

0843

Comparing Actual Labor Costs
Against Estimated Data
Once the project has been successfully estimated, the contract awarded,
and work is under way, data will begin
flowing in from the project superintendent. The data is carefully reviewed by
the project manager who originally estimated the job and is then submitted to
the accounting department. Exhibit 2 is
a schematic diagram of the actual information flowing in for comparison
with the estimated information, using
a computer.
The following computations provide
a check of progress on the construction
site as compared to the estimated progress at the time of the bid:

El
Ez
E3
E4

Al
A2
A3
A,
A5

Percent complete
Man hours over or
under estimate
Dollars expended
over or under estimate
Estimated unit
labor
Actual unit labor
Projected hours
over -under at completion, assuming
project continues
at present rate of
unit labor

Example
In the example mentioned above on
code 0835, under estimated labor, the
information given was 40,120 units,
1,265 manhours and $6,704.50. At the
time this comparison was made, the
actual figures were 29,210 units completed, 773.5 manhours employed and
$3,804.92 spent. Accordingly, the operation is 72.8 percent complete
(29,210/40,120).
It can thus be shown that the crew is
outperforming the estimators expectations by 147.5 hours and $1,040.00

Exhibit 1
ESTIMATED LABOR

24

Unit
hours

800 -7

Misc

Hrs

8

1 /hr

800 -8

Misc

8

6.20

Hrs

16

1 /hr

16

4.10

49.60
65.60

802 -7

Fnd Blk 12"

lncl 8"

elev. Pit

PCs

1,030

4.56/C

47

6.20

291.40

802 -8

Fnd Blk 12"

Incl 8"

elev. Pit

PCs

1,030

4.56/C

47

4.10

192.70

809.7

Ext Blk Wis 12"

PCs

1,550

3.61/C

56

6.20

347.20

809 -8

Ext Blk Wls 12"

PCs

1,550

3.61 /C

56

4.10

229.60

812 -7

Int Blk Ptn
10" 12"

PCs

5,583

4.83/C

270

6.20

1,674.00

812-8

Int Blk Ptn
10" 12"

PCs

5,583

3.83/C

214

4.10

877.40

@

Total
units

-

Description of
special conditions

@

Operation

-

Code
number

Report
units in

Total
hours

Hourly
rate

Total
amount
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(72.8% x 1,265 — 773.5 = 147.5)
and (72.8% x $6,704.50 — $3,840.92
= $1,040.00). The estimated unit labor
was 3.15 hours per hundred units:
1,265 x 100
40,120 = 3.15
The actual unit labor is presently 2.65
hours per hundred units:
773.5x100 =2.65
29,210
If the operation continues at its present unit labor rate with a similar crew
makeup (and assuming that the average
hourly wage does not change), the completed operation would be ahead of the
estimate by 202 hours and $1,422.00.
Assuming an opposite situation where
labor costs exceed estimates, management's immediate awareness of the
overage would permit corrective action
to be taken in ample time to prevent
further loss of anticipated profit. Our
system at Weis Builders, Inc. provides
management with complete labor cost
reports by Friday noon for the labor
week ended Wednesday midnight.
Historical Data for Bidding
The long range success of any construction firm depends on its ability to
consistently estimate and submit proposals that are backed up by firm bids
from reliable sub - contractors and material suppliers, and by sound labor
estimates based on previous experience.
The end result of the labor costing system outlined above is a set of unit labor
rates that correspond with special conditions and general project type.
Maintaining these labor rates so they
are readily available for future bidding
is important. It involves transferring the
unit labor rate information from a project's final labor costing report to a master
file containing the history of every operation the company has ever performed
on all completed projects.
Records such as these enable the estimator to quickly make reference to past
projects. He can apply the unit labor
rates established by actual performance
to the number of units in a proposed
project and arrive at the total number
of hours required to complete each operation within each phase of construction. The hours are maintained by trade
(working class) so that within a given
operation the hours estimated are multiplied by the prevailing union pay scale
to arrive at estimated dollars required.
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This method permits the general contractor to bid more projects with less
estimating time and he has greater confidence that the actual labor costs will
coincide with the estimated figures.
Conclusion
The only wav to really control labor
is to know how each operation is progressing while there is still time to correct a faulty situation. The size of the

company will dictate the manpower and
equipment available to make the computations, but the fact that controls are
used will insure future profits. Maintaining a history of labor rates as generated by the control system will enable the contractor to prepare more
meaningful cost estimates, increasing
his ability to make steady progress on
the ladder to success in the highly competitive construction industry.
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Stock Inventory Control with
Data Bases and Analyses
FASTER ANALYSIS PERMITS QUICKER REACTION TIME TO PROBLEMS
trol of stock inventory, and it has solved
many problems such as:

Managing inventory successfully can
have a profound effect on operating
results of companies whose inventories
play an important part in their operation. Shortages or stockouts can delay
delivery to customers and late shipments
can mean customer dissatisfaction and
lost business. By using computers, complete data bases, and comprehensive
systems and procedures to effect scientific inventory control, management can
profit from the use of these tools and
methods for analyzing abnormal inventory occurrences.
The Control Division of Reliance
Electric Company has installed such an
Inventory Management System for con-

1. How to forecast the amount of
material we would use, and consequently what safety stock levels,
what reorder points, and what economic order quantities we would
need
2. How to apply different reorder
points, safety stock and EOQ
parameters to various classes of
inventory
3. How to streamline the detailed analyzing of inventory trends
4. How to use simulation techniques
to establish guidelines for inventory
management

.

By Carl D. Crankshaw and
Robert J. Corlett

CARL D. CRANKSHAW
Cleveland Chapter 1957, is Division
Controller with Reliance Electric
Company, Cleveland, Ohio. Mr.
Crankshaw holds a B.A. degree from
Cornell University and an M.B.A.
degree from Case - Western Reserve
University, Cleveland, Ohio. He is a
previous contributor toMANAGEMENT
ACCOUNTING.
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Our inventory consists of some 15,000
active purchased parts and sub- assemblies. For many years we used past part
usage to determine reorder points,
safety stocks and economic order quantities. Recently, however, increasing
products change, with new parts phasing
in and obsolete items dropping out, we
are forced to use future rather than past
usage patterns. In addition, safety stock
had to be responsive to variability in
usage in order to prevent work stopping
shortages.
Data Base
A comprehensive data base is a prime
requirement of a sophisticated inventory
control system. By using one data base
file we integrated our Inventory Management System and all supporting systems. The file is modular so we can
easily add future applications without

revising it. Future real time applications
can be easily incorporated.
It is not practical to have just one data
base file, therefore we have arranged it
so all data files can be linked together
on the computer. This linkage is important since it keeps us from ever carrying
any piece of important data more than
once, not even a part number.
Our existing data base module for
inventory control contains part master,
product structure, purchase order, factory order, parts requirements and sales
order data. By removing redundant data
from our files we can reduce clerical and
keypunching effort necessary to update
them. Input errors have been greatly reduced, along with all errors resulting
from fragmented files.
Controls to insure data purity should

ROBERT J. CORLETT
is Systems Supervisor with Reliance
Electric Control Division, Cleveland,
Ohio. Mr. Corlett attended Case Western Reserve University, Cleveland, Ohio. He is a member of the
Association for Systems Management
Cleveland Chapter.

MANAGEMENT ACCOUNTING /MAY 1970

be part of any system. They are even
more important in a single data base
where many people use information. We
developed editing programs to screen
errors prior to updating, since some errors could generate erroneous file linkage or data output. The edit programs
transform all file changes to simple add
or delete transactions. The input required of users is kept to a minimum,
permitting the computer to generate the
remainder.
Stock Status System
This system gives us the means of
managing daily inventory control transactions. Daily customer orders and factory orders (sub - assemblies built for
stock) are entered into the system. They
are exploded through all bill of material
levels until a stock level is reached.
These gross requirements are netted
against available stock and on -order inventory. Material received in the receiving department, material or assemblies
received into stock, reschedules of requirements, stock deductions, stock
corrections, cancellations, new orders,
master part changes and bill of material
information are also entered daily.
The computer is programmed to
change parameters depending on the day
of the week. By changing these test conditions, work loads are leveled and only
items requiring immediate action are
shown. Parts in exception such as buy,
reschedule, stockout or excess stock are
then selected for printout to the responsible material planner in the form of a
Planner Action Report.
A weekly Stock Status Report is also
prepared to provide planners and schedulers with a complete reference to all
parts requirements and stock conditions.
The information shown is as follows:
1. Transaction Number: The sales or
factory order number with which
the part requirement will be associated
2. Reg. No.: The register number to
be used when identifying a part
requirement within our computer
program applications
3. Date Wk D -Y: Week, day and year
of scheduled material requirement
4. Material Code: Indicates "make"
or "buy," usage and inventory control (See next section.)
5. CD (Control Code): Describes
method of computing reorder point
6. Delivery Cycle: Vendor or production delivery cycles calculated from
past experience and projections
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7. Average Usage: Average part usage
during preceding year
8. CM - CD (Commitment Code) :
Combines parts in similar categories
(See next section.)
9. Conf.: Confidence rating of line
slope of least square computation
10. Usage Periods: Details number of
periods during previous year in
which part usage was experienced
11. Slope: Rate of slope in least square
computation
12. Type of Transaction:
a. PO - Purchase order
b. FOM - Factory order
c. RQ - Material requirement (supported by a completed engineering design)
d. AV - Advanced planned requirements (engineering design not
completed)
The Stock Status System has been designed to provide stock information on
an inquiry basis. Implosions and explosions of bills of material are available
for "where used" analyses and bill of
material information is tied into our cost
estimating systems.
The Stock Status System is also used
for a number of purposes other than material control. For example, it supplies
expediting information to vendors without manual interface. On material in a
critical status, vendors are notified that
due dates must be met or exceeded.
Material Classifications
With a comprehensive data base, coding techniques must exist so information
can be separated into meaningful groups.
We have coded data as follows in a four digit field:
1. Material Code (2 Digits): The first
digit tells whether the item is a purchase or factory order part. The second digit indicates the amount of
usage and type of inventory management control. A part numbered (1)
is purchased for a specific sales order;
(2) has limited usage where reorder
points are set manually; (3) or (4)
has high usage where reorder points
and EOQ's are computed electronically. Other numbers in the second
digit are utilized for special requirements.
2. Program Code: The third digit is a
special program or product code isolated for specific management control. Examples are programs being
phased out and new products being
introduced.

3. ABC Concept: The fourth digit (letter classification) provides an analysis of where the concentration or
our inventory lies.

A
B
C

Percentage of Total
Inventory
Value

Number
of
Parts

80%
15%
5%

14%
20%
66%

4. Material Commitment Code: This
code combines parts in categories of
similar content, i.e., Diodes, capacitors, printed circuit boards, etc.
Inventory Management System
This system encompasses the classic
approach to inventory control. The relationships of safety stock, reorder point,
and EOQ follow commonly accepted
theory. Safety stock should be sufficient
to cover abnormal circumstances, taking
into consideration an acceptable minimum stockout level. The reorder point is
equal to safety stock plus part usage
during the vendor delivery cycle. Economic order quantities balance cost of
ordering parts with the cost of carrying
inventory. The interaction of reorder
points, safety stock and order quantities
are illustrated in Exhibit 1.
The critical factors in the system are
determining future usage and computing
the level of safety stock. While trends
in part usage can be identified in our
products, it is generally difficult to weigh
any particular past period more than
another. Therefore, our projections,
when possible, use the least square
method of determining a trend. Exhibit
2 shows the pattern of usage of a typical
part, along with a line representing the
results of a least square computation.
One of the important steps in computing forecast usage is a series of tests
measuring the statistical confidence and
significance of the slope of the least
square line. If the pattern fails these
tests, future usage will be based on a
numerical average of past usage. However, there are some cases where the projected slope is only marginally outside
confidence and significance limits. In
these cases, the pertinent parts are printed on an exception report for material
Planners to review with the option of
reinstating parts in a least square projection category. The planner can also override average usage projections with his
own figures in a case when a product line
is introduced or phased out. In this case,
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past part usage would be meaningless or
nonexistent.
Safety stock levels are also calculated
on the computer using statistical factors.
Material control and production management must initially decide the desired
service level for inventory and its resultant stock -out frequency. The desired
service level can then be expressed statistically as a safety factor, where the
higher safety factors will result in a
greater inventory investment. Listed below are the safety factor relationships:

Exhibit 1
INVENTORY TRANSACTIONS

Order Quantity
—

0.00
1.00
1.50
2.00
2.50
3.00
3.70

Stock -out
Frequency
50%
22%
16 %
6%
3%
2%
1%

The greater the dispersion of the
usage pattern, the larger will be the safety stock requirement. This dispersion
can be expressed statistically by the mean
absolute deviation (MAD) from the
least square or average trend line. To
arrive at the safety stock level for a part,
the safety factor is multiplied by the
mean absolute deviation of that part.
For example, an acceptable stockout
level can be 2 percent, which would be
represented by a safety factor of 3.00.
The safety stock formula would be:

_

_

_

—

A

—

—

—

—

—

—

�P

Reorder Level

I}.
t=

Safety Factor

—

Placement of
Purchase Order

z
a

a

Safety Stock level
Economic order quantities have been determined for the equation:
EOQ =

z x Annual Use x Purchase Order Cost
Unit Std. Cost x Carrying Cost

With normal usage
and on -time vendor
delivery order will
arrive at this point.

TIME PERIODS

Safetv Stock = 3.00 x MAD
An added safety stock protection
could be provided by using a base stock
allowance, expressed as a percentage of
either the least square forecast or average
usage forecast, in the safety stock
equation:

Safety Stock = (Safety Factor x MAD)
+ Base Stock
Inventory Analysis
A significant key to successful inventory analysis reporting is combining de- information on each part stocked as well
tails of inventory management tools with as various summarizations. In addition,
the accounting department's summary the computer can accept requests for a
information. In other Nvords, abnormal
inventory trends must be traced through
various levels of summarization until a
meaningful explanation is found. One
[mist build the principle of exception
into analytical reports to avoid the time consuming job of piecing together detailed data.
To do this an Inventory Analvsis Report is published monthly which details
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variety of different types of summaries
so that it can provide analysis tailored to
the situation under study. The Inventory
Analysis Report normally contains the
following information:
Old: EOQ, reorder points, safety
stock levels from previous material
control usage period
New: Levels established for current

period. The safety stock may be split
between MAD and base stock
protection
Established vendor delivery cycle of
part number
Excess on Hand is the on -hand value
which is greater than E OQ plus
safety stock
Excess on Order equal to the available quantity at the end of lead time
plus one week which exceeds EOQ
plus ROP
Continued on page 37
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Cycle Inventory Audit
AN INTEGRATED PROPERTY CONTROL SYSTEM
By Raymond G. Yakel
The rapidly increasing trend toward
automation has brought with it a similarly high increase in the cost of property
being utilized by industry. It is also increasingly important that higher levels
of management demand and support effective property management and control as an essential element toward
gaining a satisfactory profit level. Likewise, any planning for normal business
expansion or new business ventures with
the related and ever - increasing capital
investment, must begin with an evaluation and a thorough knowledge of what
property is presently available and its
level of utilization.
One such system that will provide for
modern management's property administration needs consists of (1) a centralized property administration with highly
refined control procedures and computer
property data, (2) the assignment of responsibility for the control and utilization of property to the lowest using
management level, and (3) the operation
of a cycle inventory audit to assure adequate control, maintenance and use of
the property.
The first two elements of the system
are fundamental premises for good
property management. Record control
should be centralized to satisfy the myriad of data requirements without duplication of records while physical control
can best be maintained by the organization that is actually using the property.
The third element, the cycle inventory
audit which is described here, is the adMANAGEMENT ACCOUNTING /MAY 1970

hesive that holds these two segregated
functions together to form a unified
property control and reporting system.
The general environment which would
require a system sophistication of the
nature outlined here would be as follows:
1. The organization is a medium to
large industrial firm with various
plant and /or building locations.
2. It utilizes a significant quantity of
controllable property which may be
owned, government provided, or
leased.
3. It has availability to a centralized
computer record for all property
items.
4. All items are identified physically
with serialized property tags.

San Jose Chapter 1967, is Head of
Property Services at Lockheed Missiles
6- Space Company in Sunnyvale, California. Mr. Yakel graduated from
Los Angeles State College with a
B.S. degree in Accounting and holds
an M.S. degree in Business and Industrial Management from San Jose State
College.

Organizational Setup
The cycle inventory organization normally should consist of two units, one
concerned with office operations and the
other with the field inventory activities.
The office duties should include such
activities as preparing inventory schedules, computer input and output, reconciliation of inventory findings and preparation of inventory reports. The field
inventory activities would include conducting entrance interviews with the
subordinate organizations to be inventoried, conducting the inventory, preparation of documents to record and
reflect the findings of the inventory, providing assistance to the property coordinators, and conducting "exit" interviews with respect to the findings of the
inventory.
Corporate policies, as well as many
government property contracts, require
the inventorying and accounting for all
fixed assets, facilities, plant equipment
and special test equipment on a once a
year basis. Approval to conduct the inventory on an annual cyclical basis may
usually be secured when the benefits of
the cyclical inventory system are demonstrated. It permits the establishment
of a small inventory unit consisting of
stable professional inventory employees
who will not only inventory the property, but will audit the system, and thereby secure improvements in the control
of that property.
Master Inventory Schedule
To establish target completion dates
for major areas or facilities, and to assist
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in maintaining an approximate one -year within an cloven- nionth period. This will monthly inventory schedule which will
interval between inventories of each or- permit utilization of the final month of list the sub - organizations to be invenganizational unit, an annual Master In- the cycle for reconciliation purposes and toried, property count, etc. To provide
ventory Schedule should be prepared. to inventory those items of property that an accurate basis for preparing these
In preparation of the schedule it will be may have subsequently moved into an monthly schedules, a status file containnecessary to consider, in addition to the inventoried organizational unit. This ing a card for each organizational unit is
assigned property count of each unit, should be minimal since new acquisitions necessary to reflect the current unit numsuch factors as remote locations of prop- or property received subsequent to in- ber, unit location, and property assigned.
erty, adverse weather conditions or ventory can be automatically recorded in This information is secured through orscheduled test dates that may make it connection with the property identifica- ganization change notices, move notices
or other devices the firm might already
more feasible to inventory at specific tion (tagging) process.
use, in addition to updated Computer
times.
Monthly Inventory Schedule
Property Records for item count.
The annual schedule should be preUsing the status file, as well as buildThe next step in the pre- inventory
pared so that all sub- organizations and
locations will have been inventoried planning is the preparation of a detailed ing layouts showing areas assigned to oc-

Exhibit 1
INVENTORY CARD

FRONT

PREFIX

1OWNERI TYPEJ

BASE

SU F F I] %

I

T E O

PROPERTY INVENTORY

PROPERTY TAG NUMBER

COST(CENTS OMITTED)
I

DESCRIPTION

MANUFACTURER

F.RCiLI.C.

OUT

LOCATED
EXACT LOCATION

COMPONENT
OF TAG NO

ROOM /COL

DATE

'EE
REVERSE

UEATir

31i �

� lf —

AT L AB

BLDG

ORGN_

REIDENTIFIED/ DECONTROLLED TO
N
NEW TAG SASE
I TY I E

ORGN

BLDG_

NO [ [ CN RN .
ui (
M Gnu

0

y OC U Y [ N![ D
O D F]

F T

SIGHTED

PTc
oN NANO

El

DAMAG
❑ ED a iF'wI
❑ ❑"liul
P Tc

N[ [ 0[ 0

tNI

TAG

CONDITION

.1

❑

SRW
DATE
❑ ❑ U N D O C U M E N TE D
LOAN

a

NOTOIL

ORGN.
DATE
PT FILE

ORGM.

TRANSPORTER
SIGN❑ uRE Norma
U

[:]PT

C AR D S

P I C K E D UP

❑ P T

SET CORRECT

_]PT SET PROVIDED

BLDG
COL.
NI,

El

BLDG

N
L I
H W CARDS

❑ COORD AGENCY NOTIFIED
fEc.NDI
VOUCHER

1:1

11

❑ ❑ACTBL.❑AGENCY NOTIFIED
CONTINUED ON REVERSE

LAC-LINE ITEM CHANGE TO IPR REQUIRED

FRC -FIELD RECHECK REQUIRED
6 9 4 0 9 0 -0

WI

PREVIOUS INVENTORY LOCATION

VENDOR

NEVENSE

W HIN 9 0 DAYS

i1 /NO [
] . O
[
❑

A.u..S❑
[ "MAD ❑N

BLDG

DATE SFER

P E M O -D A TE

❑ ❑UfLOCAT FO SEE
REVERS[
❑ ❑NOT❑AVAILABLE

TO

DATE
MA I NT E N AN C E

INVENTORY DOCUMENTATION

OUT

LOAN
TNAI rEN
ILJI

TMAnE A
O

ro E)
❑ ❑ I L P C (NAM

I

DATE

DATE
PERMANENT

DATE
CALIBRATED SENT

❑

TRANSFERRED

TEMPORARILY

I

!FRCIL.IC:i SERIAL NUMBER'FRCI L.I.

MODEL NUMBER

'FRC.'LI.C.

BLDG

ORGN.

I
❑

!SC

BACK
ACKNOWLEDGMENT OF UNLOCATED PROPERTY
A tagged accountable property item ( described on the reverse side) that is chorged to my custody and responsibility, cannot be located in my organizational control.
My organization will make additional efforts to locate the item and when the item is
located, Property Administration will be notified at once.
Signature of
Orgn. Mgr.

Orgri.

Date

CERTIFICATIONOFPROPERTYLOCATION
The property described on reverse side is located at
and is presently in the physical custody of
It was moved to this location on Voucher/ Shipper No

dated

or, location has❑been❑verified❑by❑physical❑sighting❑❑ , telephone❑❑ ,❑letter❑❑ ,❑other❑❑ .

Signature
611091

30

-0 8SC

Orgn No

Date

FORM L117C ISOOK -1 INEV91159)

MA NA G EM EN T A C CO UN TIN G / MA Y 1970

under his jurisdiction; to reveal if his
control is adequate and if his organization is complying with management procedures. The scope of the audit and inventory is explained to point out what
types of property will be inventoried at
this time, and the methods employed by
the audit team to accomplish the tasks.
He is also asked to permit his property
coordinator to work with the audit team
and to have supervisors or technical personnel provide their assistance when
needed.
The Audit of Organizational
Records

Audit personnel should be highly
trained individuals who are thoroughly
familiar with the various types of property within the organization; identification methods used by the company and
government agencies, and have a complete knowledge of applicable property
procedures.
The actual start of the audit occurs
when audit personnel assigned by the
Field Coordinator report at the time and
place agreed upon. The Audit Team has
in their possession a specially prepared
inventory work card for each item of
property charged to the organization.
This card had been prepared to reflect
the type of property, tag number and
nomenclature, as well as manufacturer,
model, serial number, cost and recorded
location. In addition, the card is designed to assist audit personnel in documenting any transaction or discrepancy
that may be noted involving that particular item during the course of the
The Entrance Interview
records check and the physical inventory.
The entrance interview gives manageThe team also has preprinted handment and the audit personnel an op- written inventory cards with various
portunity to meet together prior to the spaces and blocks to be filled in for any
start of the actual audit. The field co- tagged accountable equipment located in
ordinator makes these arrangements by the organizational unit for which there
contacting the manager involved, setting is no prepared card. This card is used to
a time and place for the meeting, and inventory and record those items that
suggesting his property coordinator be have been transferred into the organizapresent. It may also be appropriate to tional unit after the initial inventory
have other key members of his organiza- cards have been produced. They are also
tion present or available at the time of used to inventory equipment that is on
the interview.
loan or charged out from tool cribs or
At the appointed time and place, the instrument pools.
meeting is held. The purpose of this
The first step taken by the audit team
meeting is to work out all arrangements is to conduct a records check with the
necessary for a successful accomplish- property coordinator. For items covered
ment of the audit. The Field Coordinator by a prepared inventory card, the apstarts this meeting by explaining the pur- propriate blocks are checked. Based on
pose of the audit, by outlining corporate the organization's records, handwritten
policies and directives or government cards are made at this time for items
regulations. He explains that the audit is transferred in. For items transferred out,
designed to give the manager a complete the appropriate section of the inventory
review of the true status of property card marked to reflect where the item
MANAGEMENT ACCOUNTING /MAY 1970

was transferred and the date of transfer.
The audit team also has the opportunity during the audit of records to test
the knowledge of the property coordinator by questioning him on various
pects of property control which must be
known in order for him to accomplish
his job. His method of maintaining records is noted and, if necessary, instructions and recommendations are offered
at this time. The audit team makes notes
on all actions taken during this important phase of the audit in order that a
complete and accurate evaluation report
can be submitted to the field coordinator
at the conclusion of the inventory. This
report assists the field coordinator in preparing his report to management on the
final results of the audit.
After the audit of records is completed, the property coordinator takes
the audit team on a tour of his area of
responsibility. The tour assists the audit
personnel to plan the most efficient
method of conducting the inventory,
noting hazardous conditions that may be
encountered and safety precautions that
must be taken.
as-

cupants, organizational units are selected
for inventory. A computer request is then
initiated to obtain inventory work cards,
Exhibit 1, for each item of property assigned to the specific unit. Upon receipt
of the inventory cards representing current property assignments, the monthly
inventory schedule is completed and
should reflect the actual property count
to be inventoried the following month.
One copy of the schedule is retained in
the office to use as a control, to assure
that all items are inventoried, and a second copy is used as a guide by the inventory field coordinator.
Prior to each month's scheduled inventory, a letter is sent to each unit manager notifying him of the pending inventory. The notification letter makes
reference to supporting policy, the importance of property control, that an
"entrance" interview will be conducted
to discuss the purpose, scope, procedure,
date and objectives of the inventory, and
that a final report of the inventory-audit
will be provided to the manager.
The inventory team field coordinator
determines the daily schedule of organizations to be audited and on this basis
inventory cards and Cycle Inventory
Audit sheet folders, one of which has
been prepared for each unit, are provided
to him at his request. The Cycle Inventory Audit sheet heading is completed by the field coordinator during
the first day of inventory to assure that
this pertinent information is correct and
then it is returned to the office with the
first day's inventory output.

The Physical Inventory
After establishing their plan and route
to accomplish the physical inventory, the
audit team starts the physical inspection
of each item by accomplishing the following:
I D E N T I F I CA TI O N .
Tag number,
noun, manufacturer, model, and serial
numbers are verified against the information printed on the inventory card. Incorrect data is lined out and corrected
data posted on the inventory card. The
verification of manufacturer, model and
serial number is made as a means of
verifying the accuracy of the computer
records and may be discontinued when
the condition of the records warrants it.
ITEM

L O C A T I O N . The exact location where the
item was inventoried is posted in the
space provided on the inventory card,
particularly if it is a part of another assembly. The recording of the exact location may be found to be of assistance in
subsequent inventories and to assist organizations in locating equipment due
for calibration or maintenance.
U TI L I ZA T I O N . Reporting of "idle" equipment is one of the most important functions of the inventory effort. Equipment
that is obviously not being used must be
reported as there may be a need for this
equipment in other areas of the plant.
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Audit personnel are provided "guidelines" for noting these conditions and
are required to question supervisory personnel as to the true status of this equipment. A coding system is used for
reporting information obtained and annotated in the space provided on the
inventory card.
Audit personnel Should
be sufficiently trained to determine if
equipment is damaged and incapable of
performing its required function. If the
item being inventoried is damaged, appropriate remarks are annotated on the
inventory card, including a notation if a
damage report has been made. This is
particularly important if you are using
government - furnished property or involved in government contracts.
DAMAGE REVIEW.

CANNIBALIZATION. Modifications to general purpose equipment
must be authorized and properly recorded. Audit personnel note these conditions and report unauthorized modifications on the inventory card. These
conditions are further reported to calibration laboratories for corrective actions deemed necessary. Cannibalized
equipment is an indication of inadequate
control of property within an organization. Again, these conditions are noted
and appropriate remarks annotated on
the inventory card.
MODIFICATION

D E L IN Q U E N T

C A L IB R A T I O N / M A I N -

TENANCE. If the equipment being inventoried is a calibratable item or
requires scheduled preventative maintenance, audit personnel will note if the
recall date has expired. An appropriate
space on the inventory card is provided
for reporting this information, if delinquent. Reporting of this information
provides a service to the organization by
informing them as to the location of
the equipment. In most cases, high delinquency rates are caused by the organization being unable to locate their
equipment.
REVIEW OF PROPER PROTE CT ION, STOR-

Appropriate spaces
are provided on the inventory card for
reporting unsatisfactory conditions on
protection and storage of sensitive or
delicate equipment. Proper storage and
protection is a good indication of the
organization's attitude concerning property. This information is collected and
evaluated and is used by the field coordinator in presenting his findings to management at the conclusion of the audit.
AGE, HOUSEKE EPING.
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UNAUTHORIZED POSSESSION OF ACCOUNT-

As the audit team p I o gresses throughout the organization, it
will undoubtedly find equipment that is
not part of the organization's account.
A handwritten card is prepared on each
item and all essential information is filled
in, in the spaces provided on this card.
This card is further processed during the
field reconciliation of the audit described
below.
ABLE PROPE RTY .

PROPERTY . In order to
properly account for all equipment used
in a company, all items over a specified
(practical minimum) cost must be
identified by some type of property tag.
If the audit team finds property not
identified, it must be reported. The
handwritten card is used for gathering
this essential data and a complete description must be recorded. Organization
personnel are questioned in detail to obtain information as to ownership, cost,
contract or program on which it is being
used, names of individuals connected
with its usage, funds used to purchase,
etc. In addition, copies of procurement
documents are obtained, if available. All
of this essential data is processed to the
appropriate office function for further
research and eventual identification.
UNIDENTIFIED

established the organization manager is
required to sign a custody statement on
the reverse side of the handwritten card
which makes him responsible for this
property until such time as records adjustments are made by the office reconciliation group.
Another important phase of the reconciliation effort is to assist the
custodial organization in locating equipment that cannot be found at the conclusion of the physical inventory. This
is accomplished by audit personnel providing information on the last known
location, elaborating on description of
the item and, if necessary, searching procurement document for additional information.
The close -out of the audit and inventory is accomplished after a reasonable
effort has been made to locate the remaining equipment. A certificate of
acknowledgment of unlocated property
is signed by the manager. This certificate
also states that a continued effort will be
made to locate the equipment by the organization and, if found, reported to the
inventory organization.
Sorting and Logging

At the end of the first day of inventory
in an organization, the audit folder and
Cycle Inventory Audit form are returned
to the central property office. Completed
OT HE R USES OF INVENTORY CARD. The
areas discussed above are only some of inventory cards are also turned in daily to
the important actions that are accom- the property office by the field coordiplished during the physical inventory nator. The daily input may be machine
stage. The card is designed to record all or hand sorted into categories and
essential information required for a com- logged on the Cycle Inventory Audit
plete audit and can be redesigned to fit form. At the conclusion of the organizathe needs of any type of property used tion's inventory, daily input is totaled
within industry. Other areas of this card and reconciled with the total cards pronot mentioned are provisions for report- vided to the inventory team to assure
ing missing or worn identification tags, complete accountability.
Each day's input of completed invenreporting of loans, items in maintenance
and calibration, equipment returned to tory cards are sorted into two groups (1)
vendors for repair, undocumented loans, cards reflecting deficiencies in control of
corrections made of property transfer property, and (2) cards representing
cards, and a certificate on the reverse side property under proper control, and they
of the card which provides for certifica- are checked for completeness of basic
tion of inventory equipment in remote information such as date of inventory,
areas or in classified areas not accessible location, etc. Prompt and positive corrective action taken at this time is the
to audit personnel.
key to improved records and control.
Field Reconciliation
Because of the obvious importance of
Field reconciliation is accomplished maximum utilization of property, a condaily, depending on the amounts of trol and follow -up record is maintained
property to be inventoried. This process to assure that the property is retained
consists of an additional records check only when retention is justified by the
to account for equipment picked up on knowledge of requirements. Property
handwritten cards. Documentation must not so justified should be relocated to an
be produced by the organization to es- organization with a requirement, or actablish authority for possession of this tion should be taken to dispose of the
equipment. If authorization cannot be equipment.
MA N AG E ME N T A C CO U NTING /M A Y 1970

Inventory of equipment requiring the
preparation of a "handwritten card" may
be found to be an "undocumented"
possession of the using organization. If
this is so, the organization of record is
notified of the finding of their property
and requested to either secure the return
of their property or to initiate proper
transfer documentation.
Some discrepancies reported are only
indirectly the responsibility of the custodial organizations. Action may be required to retag property whose tags have
been lost, to properly tag property that
may have escaped tagging at time of acquisition, or to submit changes to the
computer record to properly identify the
property.
All discrepancies found, including unlocated property, are posted on the
Cycle Inventory Audit form or supporting schedules, as required. This form
serves as the source of information for
the subsequent preparation of the Property Audit and Inventory Report, issued
to the custodial organization manager.
At the conclusion of each accounting
period all completed inventory cards are
transmitted to the computer operations
center for the purpose of recording the
inventory date in the property records.
The climax of the inventory, at least
from the viewpoint of the inventoried
organization, is the report of the findings
of the inventory. Using the information
summarized on the Cycle Inventory
Audit form, the Property Audit and Inventory Report is prepared. All pertinent
information is summarized on the report
and detailed identification of property included for all discrepancies. Unlocated
items of property are identified by en-
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closed tabulated card forms reproduced
from the original inventory cards. The
unlocated property card form is provided
to the custodial organization to use in
making an additional effort to locate the
missing property. A second tabulated
card form may be used to identify property unavailable for inventory at the time
of inventory. This form is to be used by
the custodial organization to notify the
inventory organization of the return of
the property, and of its subsequent availability for inventory.
The Exit Interview
Property Audit and Inventory Reports
for organizations having an insignificant
amount of property with good control
may be mailed to the custodial organization. All other reports should be personally presented by the inventory field
coordinator in an "exit" interview.
The exit interview is the process of
presenting to management the findings
of the audit and physical inventory. It
is important that the field coordinator
study all data available as a result of the
audit and be completely informed and
prepared to present the findings. This
interview should be attended by all parties directly concerned in the organization's property control. At that time the
field coordinator presents his findings
and recommendations for corrective action, if required.
Annual Inventory Reconciliation
At the conclusion of the inventory of
all organizational units, an inquiry
should be made to the computer for inventory cards representing property not
inventoried during the inventory cycle.

These cards represent property escaping
inventory through movement ahead of
the inventory team or of property remaining unlocated. The inventory cards
should be sorted to organization and location and distributed to the inventory
teams for a "clean -up" inventory. Unlocated property should be researched to
the extent deemed practical. Historical
records from prior inventories can be
most helpful.
Annual reports of the inventory and
audit should be made both as a record
of accomplishment and as a means to
provide required and, where applicable,
government inventory reports.
Conclusion
The Cycle Inventory Audit should
provide the following improvements in
your property control systems:
I. Stimulate interest and control in
property management at the using
level.
2. Provide for automatic verification
and /or correction of the computer
record.
3. Provide a verification and record of
custodial responsibility. Misappropriation of equipment will be reduced to a minimum.
4. Little or no extra cost is incurred because regular personnel work on the
program during regular hours.
>. It is possible to eliminate at least
partially the loss of production days
due to inventory.
i. It provides a control system that furnishes management with meaningful property data at any time during
the year.
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Unbalanced Bidding
vs.
Income and Performance
Measurement
GAINS AND LOSSES ATTRIBUTABLE TO UNBALANCED BIDDING SHOULD BE SEGREGATED
By Felix P. Kollaritsch

Task
X
Y
Total

Cost
$ 95
60
$155

Income Total
$105
$10
67
7
$172
$17

will

Unbalanced bidding is a strategy quite
frequently used by an important industrial segment of our economy. This
paper will discuss two serious problems
in accounting which arise from this
practice: (1) periodic income recognition and (2) performance measurement.
also demonstrate the relative
We
importance of finding proper solutions
to these problems.

Original Bid (in 000):

What Is an Unbalanced Bid?
An unbalanced bid may be defined
as a bid on a contract in which individual bid items have been intentionally
loaded or unloaded (changed from what
was correctly estimated the individual
bid item should be bid for) in a way
which does not alter the total contract
bid originally estimated on the contract.
To illustrate this practice, let us assume
that a company is trying to secure a contract involving two tasks, Task X and
Task Y, and that the Estimating Department has presented the following
bid details:
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Bid -1 and Bid -2 given below are demonstrations of two possible unbalanced
bids for the above contract:
Unbalanced Bid (in 000):
Task
X
Y
Total

Bid -1
$125
47
$172

Bid -2
$ 85
87
$172

If this contract is securable (low bid)
for a total price of $172, either one of
the bids, regardless of the detailed
amounts of the individual tasks, will secure the contract for the company
under certain circumstances.
Reasons for Unbalanced Bidding
There are many possible reasons for
a firm to unbalance a given bid. The
most frequent reasons are discussed
below.
First, certain performance items
which are necessary to complete the
contract are not provided for on the
bid -sheet (contract). To obtain reimbursement for the performance of these
MANAGEMENT ACCOUNTING /MAY 1970

One consequence of unbalanced bidding is the unjustified shifting of income from one period to another, if
the loaded and unloaded items are Per -

Bidding the contract as suggested in
the unbalanced Bid -2 will result in a loss
of $10,000 for the first period, during
which Task X was performed, and in a
gain of $27,000 for the second period,
during which Task Y was performed.
Computations are shown in Table 2.
It must be realized that when unbalanced bidding is applied, the contract terms are designed to accomplish
one purpose of which the accountant
might not even be aware. Adherence to
contract terms in reporting performances mav, therefore, result in misleading periodic accounting reports. Yet,
the full consequence of unbalanced bidding on accounting has not, so far, been
discussed in any of the accounting
literature.
Some partial remedies are discussed in
Accounting Research Bulletin No. 45,
which deals with accounting for longterm contracts. It is stated there, "When
the current estimate of total contract
costs indicates a loss, in most circumstances provision should be made for the
loss on the entire contract. If there is a
close relationship between profitable
and unprofitable contracts, such as in
the case of contracts which are part of
the same project, the group may be
treated as a unit in determining the
necessity for a provision for loss." 1
Of the three bids discussed previously
(original Bid, Bid -1, and Bid -2), the
ARB provision applies only to instances
i Long -term Construction -type contracts, ARB No.
45, AICPA, N.Y., p. 5

Table 1
U N B A L A N C E D BI D
-

1
Task Y
Pe ri od 2

$

$125,000
95,000

Ga in

$

Rev enues
Cost (a s o rig ina lly e s t i m a t e d )

Task X
Pe ri od 1

Total

47,000

$172,000

60,000

155,000

$30,000

Loss
N e t i n c o me

$

($ 1 3 , 0 0 0 )
17,000

Table 2
U N B A LA N C E D B I D
-

2
Task Y
Pe ri od 2

Costs (as o r i g i n a l l y e s t i m a t e d )
Loss
Gain

85,000

$

Rev e nues

Task X
Pe ri od 1

95,000
($

Ne t In c o m e

Total

87,000

$172,000

60,000

155,000

10 ,0 00 )
$

Problem of Distortions in
Income Measurement

formed in different accounting periods,
and if the company has selected to use
the percent -of- completion method to
recognize income.
The following will demonstrate the
consequences of the unbalanced bidding illustrated previously. Assume that
Task X and Task Y must be performed
sequentially, each taking one accounting
period, and that each task begins a new
accounting period. To simplify our illustration further, let us also assume
that the actual costs will not vary from
those originally estimated.
Bidding the contract as was originally
budgeted and suggested by the estimating department will result in incomes
of $10,000 and $7,000 for the first and
second periods, respectively. Bidding the
contract as suggested in the unbalanced
Bid -1 will change the above periodic incomes to $30,000 for the first period for
the performance of Task X, and to a
loss of $13,000 for the second period for
the performance of Task Y. The net income for the contract as a whole remains
$17,000 (see Table 1).
The drastic changes in periodic income are, to put it mildly, rather misleading. The $30,000 income, reported
for the first period on this contract, is
far in excess of the total income that
was anticipated from this contract. This
information is not suited for decisions,
control or evaluation of performance.
The loss reported for the second period
would not serve any useful purpose
either.

$

items, they are included with those
specified in the contract by simply increasing the bid price for an appropriate
amount. In other words, listed items are
loaded to cover unlisted performance
items.
The second reason for unbalanced
bidding may be the desire of the financial management of the company to
speed up the cash inflow on a given
contract. Loading performance items
which will be completed first and unloading those which will be performed
last accomplishes this aim.
A third reason may be the desire to
maximize the possible revenue flow for
a given contract. If a contract, among
others includes a fixed quantity for a
certain item which is expected to overrun or underrun, and it is stipulated that
the company will get paid per -unit price
bid, it may maximize the contract revenue flow by loading items expected to
show overruns and unloading items
where underruns are expected. The same
can be accomplished by loading expected
overrun items and unloading fixed price
items which are expected to be partial
or complete nonperformance items.
Other similar items with loading and
unloading possibilities are available to
accomplish the maximization of revenue
flows from a contract.
A fourth reason for unbalanced bids,
considered very important in certain industries, is the maintenance of secrecy.
It is understandable that, in a highly
competitive industry, companies might
be very reluctant to reveal their costs
on various bid items. Yet, a line -item
listing is published by government
agencies for each bid received after the
bids have been decided upon for certain
federal or state contracts. To make sure
that this information will not reveal any
useful data to the competition, unbalanced bidding is used.
As management skills improve, and
with the assistance of computers, one
can expect that unbalanced bidding will
expand in the future, particularly for
such reasons as accelerated cash inflow
and revenue maximization. With the
increasing use of this bidding, the importance of finding an equitable and
workable solution to the problems discussed becomes more pressing.

27,000
$17,000
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Table 3
SUMMARY COMPARISON
PR OF IT S

$

10,000
30, 000
17, 000
(10,000)

where the unbalanced Bid -1 was used.
Moreover, if this provision is used, it
results in yet another reported different
periodic income. Since we can estimate
that Task Y will show a loss of $13,000
in the second year, we should make provision for this loss by reducing the current income from $30,000 to $17,000.
Thus, this practice will result in showing the total estimated contract profit
in the first year, with the first task performed, and show neither gains nor
losses for the performance of Task Y
in the second period.
Table 3 shows, in summary, the difference between the income reported
in the two periods using the various
bids discussed in this section, and the
effect of the adjustment for future
losses suggested by the AICPA.

$

Bid used
Original Bid
Unbalanced Bid -1
Unbalanced Bid -1
(AICPA Adjustment)
Unbalanced Bid -2

7,000

Both periods
Task X
Y
&

Period 2
Task Y

Period 1
Task X

T ime performance

$17, 000

($ 13,000)

17, 000

-027,000

17,000
17,000

bidding by adjusting the revenue accounts of the various periods to the
actual completion of tasks. Thus, the
reveune would be recognized as expected
under the original contract terms. Any
difference would be deferred for recognition in the subsequent periods.

to operating performance, but to the act
of unbalancing the bid.
In the following demonstration, it is
estimated that Bid -1, as shown previously, was applied and that the actual
quantity to complete Task X was only
80,000 units, while the anticipated
quantity of Task Y remains as originally
estimated. During that period, the revenues, therefore, would amount to
balanced bidding will have no effect
$100,000 ($1.25 x 80,000 units). The
costs associated with those 80,000 units
would amount to $76, 000 ($.95 x
80,000 units), assuming they are completely variable and then in accordance
with the original estimate. The company
would lose $4,000 in total revenues, as
calculated below:
Revenues (original bid):

$84,000 (80,000 x 1.05) + $67,000
(50,000 x 1.34) = $151,000.
Problem of Performance
Measurement
Revenues (with Bid -1 in use) :
Another possible consequence of unbalanced bidding is the increase or de- $100,000 (80,000 x 1.25) + $47,000
crease of income due to changes in the ( 50,000 x .94) = $147,000.
number of units of loaded and unloaded
On the other hand, should the quantitems produced. Gains and losses attributable to these unit changes should ity of Task X prove to be, sav, 130,000
not be reported with operating per- units, the company would gain $6,000.
One can determine the above gains
formance data. This is a separate, distinguishable cause, associated with bid- and losses in a simpler way than that
ding rather than operations. The prob- demonstrated, provided that only two
lem of the determination of increased items are involved, or if the loading and
Alternative Solutions
or reduced gains attributable to un- unloading of the various items can be
It is the contention of this author balanced bidding, is not limited to any matched. For instance, in our demonthat unadjusted records in case of un- specific method of income recognition; stration problem, each unit of Task X
balanced bidding are useless and that it applies to the percent -of- completion has been loaded to provide a $.20 (1.25
the approach concerning adjustments is method as well as to the completed - - 1.05) compensating contribution
margin to the performance of Task Y.
incomplete and unrealistic. Two alter- contract method.
To demonstrate the consequence of Therefore, each unit of Task X not pernative solutions to this problem are sugunbalanced bidding on income when formed, and thus not paid for, will leave
gested.
First, a company which employs un- quantity changes of loaded and un- the company without the necessary
balanced bidding extensively may use loaded items have taken place, reference compensating contribution margin for
the completed- contract method of in- is made to the case previously used, the unloaded items in Task Y, should
these units prove to be full performance
come recognition for unbalanced bids. with the addition of quantities.
So long as the company is required to items. In the first example, the perThis method is preferable even when the
completions of bid items in a contract perform the number of units as stated formance was reduced by 20,000 units
can be accurately measured. As shown in the contract, the practice of un- which multiplied by the compensating
in Table 3, unbalanced bidding will not balanced bidding will have no effect contribution margin of $.20, would
affect the total income of a contract, other than that discussed in the previous show us a loss of $4,000, an amount
provided that no quantity changes oc- section. However, if the units vary from identical to that of the other, more
cur. (Quantity changes are discussed those estimated, a corresponding in- cumbersome computation.
The same technique can be used to
in the following section.) The use of crease or decrease in income will be obthis method solves the periodic report - served for the contract as a whole, ac- solve the related problem where the
ting problem, and by going over to cording to the number for which company produces 30,000 units more
project reporting, the misstatement of increases or decreases of loaded and un- of Task X than was originally estimated.
the periodic incomes. It does not solve, loaded items have taken place. These In this circumstance, the company rehowever, the performance- measurement changes in income, assuming that costs ceives 30,000 more units of contribuare kept within those estimated in the tion margin than is necessary and,
problem for individual tasks.
The second alternative is to correct original bid except for proportionate therefore, is $6,000 ahead. ( 30,000 units
the problems resulting from unbalanced volume adjustments, are not attributable times $.20) .
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Many variations of combinations of
increased and decreased quantities of
performance items are possible. With
the increase in the numbers of tasks to
be performed, those combinations become more numerous. From the basic
principles extracted from the examples
given, the effects of each possible combination can be deduced, and it would
be repetitious to consider each possibility individually.
The need for proper accounting increases with the increased possibility of
large income fluctuations due to unbalanced bidding. Control of these
fluctuations and motivation of managers to conduct their affairs in a manner
which will benefit the company is possible only if the cause and the person
responsibile for it can be identified.
The following deductions and generalizations concerning disproportionate
quantity changes and their effect on income in situations when unbalanced
bidding has been used, can be drawn
from and tested with our example:
1. If quantity changes are such that
the quantities of the unloaded item
exceeds proportionately those of the

loaded items, the company is under
obligation in the future, or had in
the past period to perform some
unloaded units without the benefit
of the compensating margin. These
losses should be separated from the
operating results.
If quantity changes are such that the
quantities of the loaded items exceed proportionately those of the
unloaded items, the company has
received or will receive compensating margins which are not required
to cover reduced revenues on unloaded items. These gains, like the
losses discussed in the paragraph
above, should be separated from the
operating results.
Should a company feel that periodic
income adjustments, necessitated by
loading or unloading, are unfounded or
difficult to determine in their approximate amount, the company is advised to
use the completed- contract method if
the contract extends over several accounting periods. The management of
a company should not, however, fail to
recognize periodically the effects of unbalanced bidding on the total contract

income, regardless of the accounting
method used for the recognition of income for a particular contract. These
gains and losses can be measured by the
compensating contribution margins.
Summary
The practice of unbalanced bidding
results in mistatements of income if the
loaded and unloaded items are performed in different periods and if the
company uses the percent-of-completion method to recognize income for
that contract. It will not, however, influence the total contract income if the
quantities planned to be performed and
those actually performed are identical.
Adjusting entries to reflect the revenues
as originally planned, or a change to
completed- contract method have been
suggested to remedy the effect on financial statements.
Furthermore, when the actual quantities of loaded and unloaded performance
items differ from those in the contract,
the resulting gains and losses should be
separated from those due to operations,
in order to allow management to measure the effectiveness of the strategy of
unbalanced bidding.

STOCK INVENTORY CONTROL WITH DATA BASES AND ANALYSES
Continued from page 28
6. Inventory Turns equal to [4 X (Usage of last two months + current
month)] - Inventory on Hand
7. On -hand inventory message: Stock out, excess inventory, Inventory below safety stock
8. Material commitment code
Following the publication of the Inventory Analysis Report, major pieces
of information are recapped. Many items
listed in that report are summarized.
This permits analysis at a total inventory level and pertinent factors can be
traced to individual part numbers. This
analytical report is structured so summaries are prepared for each major element of the material codes. Additional
information provided in the inventory
analysis recap are as follows:
1. EOQ at 6 and 18 Month Minimum
and Maximum: EOQ's are limited
under certain conditions
2. Requirements Late Plus 1st Period:
Total part requirements which have
been posted for the next material con MANAGEMENT ACCOUNTING /MAY 1970

trol period plus those which are late
from prior periods
3. Requirements Total Future: Total of
all future requirements after next
period
4. Priority Orders: Orders placed in a
critical category for special expediting
5. Danger Parts: Total number of parts
for which the on -hand inventory is
below safety stock level
Particular attention should be paid to
the fact that the working tools of inventory management and the analytical reports are tied to the same data base.
Through analysis, specific weaknesses
requiring correction can be traced to the
management action causing them.
Since the Inventory Analysis Report
is published monthly, there is a need
for interim reports. An Inventory Analysis by Commitment Code Report provides a varietv of data on the status of
inventory as well as the value of open
purchase orders and future requirements
on a weekly basis. Its primary purpose is
to help material control see inventory
trends during the month instead of wait-

ing until formal accounting reports are
prepared at month -end. In addition, an
Inventory Purchase Commitment Report is prepared to further detail open
purchase orders.
Summary
The entire system has been installed
and has been operative for over a year.
We have experienced a number of substantial improvements:
1. The different sections of our inventory can be handled separately. Being
able to reduce inventory to its lowest
common denominator limits the
number of variables and simplifies
management action.
2. Organization of data for reporting
purposes makes analysis easier and
less time consuming.
3. Faster analysis permits quicker reaction time to problems.
f. Separating data into various parts of
our inventory conforms with our material control organizational structure.
Each man focuses on data which
pertains specifically to him.
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Make It Happen
THE PERT /CPM PROGRAMMING DESIGN ALLOWS YOU TO DO THE JOB PROMPTLY AND EFFICIENTLY
By Fred Cataldo
It is commonly agreed that time spent
in planning is time well spent. Nowadays
it is indeed a rare case when even a small
business does not plan at least one year
in advance. Most of the large companies
have five -year plans even though their
value has been questioned by many.
Future planning has for the most part
been developed on the basis of what is
expected to happen or what is desired to
happen and not on what we can actually
make happen. Very few plans contain
sufficient back -up to show how we intend to make it happen.
Manufacturing management has made
considerable strides in these areas. Once
a sales forecast has been finally agreed
upon, manufacturing people coordinate
manpower requirements, facilities, equipment, inventories, purchasing and many
other requirements, and develop a production plan showing in detail how
many items will be produced, by what
people, lines or facilities and on what
day, month or year. They have started
their goal and have stood up to be
measured. In many cases they have stood
up well.
Sales management has also improved
considerably in the areas of detailed
planning during the last ten years. The
computer has assisted greatly in this
area. Sales personnel are now developing detailed plans coordinating manpower, training, advertising, shows, exhibits, distribution, new product
introduction, dealer -agent programs, and
manv other areas to display how and
when events must happen to realize
their goals.
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Financial and administrative areas,
however, still have a long way to go in
the art of scheduling their objectives in
detail. Granted, the preliminary task of
developing objectives in this area sometimes come slower than desired because
its goals are usually based on the objectives of all other areas of a company.
Once the objectives are established, the
task of scheduling how and when becomes the same.
One Good Picture . . .
This article briefly outlines how the
use of PERT /CPM can assist in scheduling and controlling planned events in
the financial /administrative areas. It
works on the basis that one good picture
is worth 1,000 words.
It is agreed, however, that an objective can be achieved without detail
planning. Then again it is also agreed

FRED CATALDO

Kalamazoo Chapter (Merrimack Valley 1967), Controller, Doubleday Bros.
& Co., division of Standard International Corp., Andover, Mass. Mr. Cataldo, who has been associated with
several companies as a manufacturing
and financial executive and consultant,
received a B.S.B.A. degree from Northeastern University, Boston, Mass.

that almost anyone can do a job if given
enough time and money but it takes
something special to do a job in the
shortest period of time with the least
amount of money.
Scheduled Objectives
To illustrate the PERT /CPM programming design, five objectives were
selected from a three -year financial and
administrative plan. This plan was originally a four -year plan but after PERT/
CPM programming, it was reduced to
three years.
The listing below illustrates the way
financial and administrative area personnel usually narrate a description of
scheduled objectives:
F I N A N C I A L AN D A D A I I N I S TR A TI V E
T H R E E YE A R A C T I V I T Y P L A N

Calendar Years Ending 1968 to 1970
1. Develop, install and refine a manual
manufacturing cost system.
2. Develop, install and debug an accounts receivable/ invoicing system
on data processing.
3. Develop, install and refine manual
departmental indirect budgets.
4. Convert the cost system to data
processing.
3. Establish a data processing and information reporting system based on
coordination and refinement of the
above items which can assist as a
basis of management decisions.
Summary Report
Exhibit 1 is the Summary CPM Program showing the major significant
events to be accomplished for each obMANAGEMENT ACCOUNTING /MAY 1970
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Exhibit 2
CALENDAR OF DUE DATES FOR FISCAL YEAR ENDED JUNE 30,1970
Refer to
APM #

July

Quarterly 941 Report
Quarterly State Unemployment
State Local Income Tax
Withheld Monthly
State Local Income Tax
Withheld Quarterly
Monthly Division Report
Balance Sheet
Reconciliation Sheet
Statement of Source
Application of Funds
Weekly Cash Report
(Quick Assets)
Life Insurance
—

26

jective. This Summary Report displays
all major objectives planned for the
three -year period.
The Summary Report is also used as
a status report to senior management.
The use of color provides a method of
exception reporting. If the event is
colored green, then it indicates that the
specific event has been accomplished.
If the event is colored yellow, that indicates it is running slow— behind
schedule. If the event is red, it means
problems have developed. If an event
that is on the critical path (the path of
greatest resistances in terms of time
demands) is colored red; it means that
problem immediately places all related
events in jeopardy because the total objective will not be achieved.
By use of a weekly or monthly Summary Report, senior management can
be appraised of the status of all objectives in a matter of minutes. Any exceptions or deviation from the plan will
automatically be colored in yellow or
red. Usually a written report explaining
red colored items should be submitted
with the Summary Report.
Project Report

The third step in PERT /CPM planning is the Detailed Project Report.
This report contains all the major significant events that are displayed on the
Summary Report. It also contains details of all other events considered prerequisites in order to achieve the major
significant events shown on the Sum mary Report. This report is used by
project managers and personnel directly
related to the responsibility and control
of the specific project.
The first three steps discussed above
40
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cover the planning, control and reporting of objectives. These three steps are
the easy ones. The difficult part is
getting the job done.
Getting the Job Done

The Monthly Pert Calendar is the
device that assists in getting the
job done. This calendar tells specific
people what they have to do and when
it has to be done. In effect, it provides
the most efficient use of personnel and
their time because it puts first things
first. (See Exhibit 2.)
In most companies, especially the
smaller ones, perhaps more than 90 percent of these scheduled jobs or reports
and their due dates are more than likely
already permanently instilled in the
minds of all managers involved with the
requirement. None the less, this plan
does indeed state when a job has to be
completed.
Now the task is to carry the ball one
step further in order to realize full team
planning. Scheduling via a Monthly
Pert Calendar can help accomplish this.
The first step in developing the
Monthly Pert Calendar is to schedule
all the regular daily assignments required for normal operations for each
individual. We then extract all the
events that must be accomplished from
the Detailed Project Report and schedule them on this Monthly Pert Calendar. If the time estimates were reasonable when the detailed Project Report was prepared, then there exists a
reasonably good chance that it can be
scheduled in the monthly calendar.
Situations will develop that will require
overtime, but you normally have a
month's time to squeeze it in.

31 st
1st

30th

2nd

2nd

30th
1st

As each task on the Monthly Pert
Calendar is completed, the person assigned that task color codes the task. A
green line through the task indicates the
job was completed on time. A yellow
line means the task was one day late in
being accomplished. A red line means
the job was more than one day late.
The color coded lines are applied only
when the job is completed. This means
a supervisor can review the status of all
assignments each day in a couple of
seconds. Follow -up action is not necessary on the items lined in green. If the
monthly calendar is carefully prepared,
a supervisor need only spend time on
the exceptions which will automatically
display themselves.
Summary

The use of PERT /CPM is a positive
method of planning and control that
can assist you in achieving your goals.
It allows you to make the most efficient
use of time thereby eliminating time
pressure buildups.
With senior management support,
the effectiveness of PERT /CPM Planning will be realized to its maximum.
Without senior management support,
it still will assist you greatly. However,
you more than likely will find yourself
always requesting completion of assigned tasks from personnel outside of
your area of supervision control. This
in manv cases is not a desirable situation
to be in. If top management supports
the use of PERT /CPM this situation
will occur but the personnel interplay
will go much more smoothly.
This is a device for planning but we
cannot forget the most important element— people.
MANAGEMENT ACCOUNTING /MAY 1970

Extending PERT /CPM Into
Computerized LOB
A TECHNIQUE THAT COMBINES LABOR BUDGETING AND CONTROL
WITH PLANNING AND SCHEDULING
By Jack H. Carter and
Don Tomlinson
In recent years, many papers have discussed applications of the Program
Evaluation and Review Technique
(PERT) and the Critical Path Method
(CPM). In some applications the techniques have been correlated with cost
control programs. However, it has been
discovered that PERT or CPM techniques do not always provide adequate
means for the planning, scheduling and
control of large quantity production
programs.
Attempts to reflect multi -unit production schedules on PERT or CPM
networks result in cumbersome networks

JACK H. CARTER

San Diego Chapter 1961, is a Management Consultant in San Diego, California; he u,as previously associated
with Cubic Corporation. Mr. Carter
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with so many inter - relationships that
networks are extremely difficult to construct after several production units are
portrayed. Consequently, personnel
adept in the use of PERT or CPM for
single or several unit projects find that
it is almost impossible to apply the same
techniques to large multi -unit production programs.
Years before PERT was formalized
on the Polaris submarine program, or
before Mauchlev Associates introduced
their CPM program, Line of Balance
(LOB) technique had been successfully
pioneered for the United States Navy,
and was practiced in various forms by
industrial firms. In April, 1962, after
LOB had been practiced for over ten
years, the Office of Naval Material, Department of the Navy, revised their outstanding manual of LOB and issued it
under the title, "Line of Balance Technology, A Graphic Method of Industrial Programming." However, personnel
who skillfully applied LOB techniques
to multi -unit production programs generally found the techniques inadequate
for research and development projects
and "pipe" line activities necessary to
establish a pilot line production "run."
The potential advantages of combining PERT /CPM with LOB techniques was recognized by industrial programmers and Department of Defense
Agencies several years ago. The purpose
of this paper is to present a method by
which PERT /CPM can be successfully
combined with LOB. In addition, the
application combines labor budgeting

and control with the planning and
scheduling aspect of the techniques. Although this paper discusses a computer
application, the same data can be processed manually.
Approach
This paper assumes that the reader is
familiar with the routine applications of
PERT /CPM and classical LOB techniques as described in many previous
articles of this publication. Consequently, this paper is confined to:
1. A discussion of the specific extension
of PERT /CPM techniques into a
modified LOB chart, hereafter referred to as an LOB Matrix chart.

s
DON TOMLINSON
is Programs Administrator for Cubic
Corporation, San Diego, California.
He u,as formerly associated with Straza
Industries, El Cajon, California, and
Stromberg Carlson, San Diego, California.
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2. Subsequent processing of original
data.
3. Processing of periodic time status
information.
4. The advantages of such a system.

Across the bottom of the columns are
cross - reference numbers to identify the
parts for which the information is entered in the vertical columns.

Labor Cost Control Program
The establishment of the computer
report program requires the following
progressive and sequential steps.

Time-Scaled Network Schedules

BOTTONI SECTION.

Its six columns are
headed by the cross reference numbers
from the top section for each part, the
work order (or other cost accumulation
number) for the part, part number, part
nomenclature, quantity used per assembly, and total quantity required for
the program. After the Matrix is completed, the computer inputs can be prepared for the labor cost control program.

STEP 1. Computer inputs are prepared
and processed from the LOB matrix
chart and PERT /CPM network, as
follows:
a. From the matrix chart — quantity required per part for each time period,
starting from the first time period, to
make each final assembly to scheduled requirements (Matrix chart).
b. From the network —labor estimates

Exhibit 1
PERT /CPM TIME SCALED NETWORK
I

I

2

l

Time Scale
in Work Weeks

The Matrix Format
Using the PERT /CPM network, a
LOB Matrix chart is prepared to present
the data normally depicted on three
LOB Program Charts. The three charts
replaced are (1) Production Plan chart,
(2) Production Progress chart, and (3 )
Cumulative Delivery Schedule chart.
The matrix is prepared to provide the
four (4) elements of a LOB program.
Specifically, these elements are (1) Objective, (2) Program, (3) Program
Progress and (4) Comparison of Program Progress to Objective -Line of
Balance. The matrix format is divided
into top and bottom sections (Exhibits
2 and 3) .
The horizontal columns
represent the time periods —in weeks,
days, months, etc. (For purpose of this
paper, time period references will be two
weeks.) The vertical columns indicate
the quantity of parts scheduled for manufacture each week and the cumulative
quantity of the part for each week.

3

I

A -20 Hrs.
Assemble
AB Sub -assy.

F -15 Hrs.
Fab. A
Detail

Labor
Estimates

F -20 Hrs.
Fab. B
Details

=

F Fabrication
A Assembly

Exhibit 2
LOB MATRIX CHART — TOP SECTION
I

2

WEEKS

3

3

TOP SECTION.
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I

Receive
Parts

=

From time - scaled PERT /CPM network schedules prepared and used for
the control of the research, development and prototype production model,
detailed PERT /CPM networks are prepared for the "pilot" or "initial" production lot. These networks are constructed
to reflect the lowest fabricated detail
(i.e., brackets, machined part, printed
circuit board, etc.) . Also included on the
network(s) are all subcontracted and
long lead material procurement items,
in addition to the requirements for special facilities, tooling and machinery
necessary to "start -up" and maintain the
production cycle. Once delivery cycles
are set, tooling is available and facilities
are allocated and available to the project,
they may be omitted from further
project control plans as far as the LOB
program is concerned and monitored by
standard procedures.
After the detailed PERT /CPM network schedule (Exhibit 1) is completed
and approved, direct man -power estimates are applied to each work activity
to achieve a manpower forecast and
direct labor budget, directly correlated
to the scheduled plan, for all manufacturing, inspection and testing activities.

0 0

0 0

O 0

O

I

0
2

0 0
O

fl

2

I

3

Cross Reference Numbers
Horizontal Column Time Scaled for Production Cycle for One Unit /Set

0
O

Indicates cumulative quantity for part
Indicates weekly production requirements to maintain schedule
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STEP 2. The computer basic array is
reviewed against the LOB matrix chart
and PERT /CPM networks to ensure
accuracy of quantities and labor estimates. If there are errors, they are corrected accordingly before proceeding to
the next step.
Next, the budget data, as derived
from the contracted costs developed in
the proposal stage, are input into the
computer program at the work order
level the program was estimated at during the proposal and /or contract negotiation stages.
The data is then processed through
the computer for a comparison of
budgeted inputs against the array of
basic labor estimated from the detailed
PERT /CPM network activities. From
this comparison, the computer prints
out a factored array (Exhibit 5) that
reflects a variance, in percentile, between
the budgeted labor and the estimated
labor.
For example, if the labor estimate for
an assembly is 1000 hours and the
budget estimate is 780 hours, the percentile will be 78 percent. The print -out
reflects a percentile for all budgeted
items input into the computer.
STEP 3. The factored array is reviewed
with cognizant managers and adjusted
as required (i.e., budgeted hours are reallocated from units /sub - assemblies,
etc., with excess hours to units /subassemblies, etc., with insufficient
budgeted hours.
The budget adjustments are then
processed through the computer to obtain an adjusted factored array which
now becomes the approved program
labor target correlated to a time base
schedule. All subsequent progress reporting will be against this program
labor target.
MA NA G EM EN T A CC O UN TIN G / MA Y 1 97 0

etc., base. (Hereafter, the time period
will be referred to as weekly) .

Program Progress Comparison
To compare actual time and labor
performances to scheduled time and
labor budgets, the following inputs are
processed on a daily, weekly, monthly,

STEP 1. The LOB Matrix chart is
graphically posted with the following
data: (a) completed parts (quantity-

Exhibit 3
LOBMATRIXCHART —BOTTOMSECTION
CROSS
REF
No.

WORK ORDER
No.

PART
No.

NOMEN•
CLATURE

QTY PER
UNIT /SET

TOTAL FOR
PROGRAM

I

XXXX

A

A DETAIL

I

50

2

XXXX

B

B DETAI L

1

50

3

XXXX

AB

AB SUBASSY

1

50

4

Exhibit 4
BASICARRAY
PART OR WORK ORDER No. X X X

COST /SKILL
CENTER

LABOR FOR
ONE

WEEK No.

1

Q7y

5

3

4

5

6

7

3

4

5

3

4

5

-

by cost /skill centers required to fabricate and /or assemble, each part and
sub - assembly through final assembly,
including all inspection and test labor
estimates.
The above inputs are processed
through the computer to obtain a basic
array (Exhibit 4) which will present the
hours required (by cost /skill center) to
fabricate and assemble to fulfill the LOB
scheduled requirements for each time
period. The array can be set up for any
level of production, from lowest manufactured detail to selected assembly
levels. The array also presents the total
hours of all different cost /labor centers
required to perform the program.

A

1.00

5.00

3.00

4.00

B

2.00

10.00

6.00

8.00

C

.05

.25

.15

.20

D

.10

.50

.30

.40

E

.10

.50

.30

.40

F

1.00

5.00

3.00

4.00

Exhibit 5
FACTOREDARRAY
WORK ORDER No. XXXXXX
COST/
SKILL
CENTER

BUDGETED
LABOR

ESTIMATED
LABOR

PERCENTILE OF
BUDGETED TO
ESTIMATED
LABOR

A

780

1000

78%n

B

50

100

50%

C

200

100

200%
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Exhibit 6
ETC PRINTOUT FORMAT

Job No. XXX

Work Order No. XXXX

Cost/
4
5
Total
Labor
Center O1 O2 O3 O1 O2 O3 O1 O2 O3

Target
Prop sed Variances
Budget

p@ o

-

-

45 +5 50

200

50

250

225

+25

B

10 -5 +1 20 5 - 10 -

-

30 -5 25

100

25

125

120

+5

-

15

-

15

50

15

65

60

+5

30 -

-

90

-

90

350

90

440

405

+35

-

60 -

Basic ETC data from original established program labor target.
Adjustment hours due to subcontracting manufacturing task, behind
schedule production, or ahead of schedule production.
Quantity subcontracted, ahead ( +) of production schedule,
or behind ( -) production schedule.

wise) which are posted to the matrix
against the weekly and cumulative
scheduled requirements for the report
period and (b) the variance(s), ahead
or behind schedules, between accumulated actuals and scheduled accumulations for each part. Variances are inputed to the computer from the LOB
matrix —under the time period affected
by rescheduling due to ahead or behind
conditions.
If there are no variances, no inputs
are required, the computer can be programmed to automatically update the
status.
ST EP 2. Th e computer processes the
data and prints out one or two Estimated to Complete ( E T C) reports
(Exhibit 6 ) . E T C is defined as the
estimated labor required to complete a
program, based on actual performance
required to complete the program.
E T C printout format in Exhibit 6
reflects:
1. Estimated hours by part and cost/
labor center to complete each part
required for the program.
2. Actual versus scheduled performances (if there are no variances between actual is printed out).
3. A variance column that shows the
input variance figures. Combined
E T C and Manpower format (Exhibit 7) prints out the requirements
to complete the program. It shows:
1. Adjusted ETC.
44

Total
Hour
Com 1

15 +5 -1 30

Totals

3O

Adj.
ETC

A

C

Ol
O2

Accts
to
Date

2. Manpower by cost center (by time
period) from lowest to top assembly.

tivity for which resources will be
expended.
Resource schedules of expenditures
are directly correlated with the time
schedule for work accomplishment.
A re- estimate is obtained as soon as
the program is fully defined and is
measurable against earlier negotiated
estimates.
Schedule performance is graphically
and immediately portrayed on a
timely basis and in a man n er t ha t
can be immediately correlated with
expenditures. Such a correlation
provides for the rapid projection of
estimated cost at completion compared to targeted cost at completion
for each report period.

STEP 3. Using the actual expenditures,
accumulated by work order, the E T C
is added to the actual expenditure to
date for each work order to arrive at the
projected cost at completion based on
cost of work completed and projected
cost to complete remaining work.

Summary
Use of the above system provides
several advantages over conventional
scheduling systems that are not directly
correlated with cost control:
Resources (cost) are estimated and
allocated directly to the work ac-

Exhibit 7
COMBINED ETC AND MANPOWER FORMAT

Job No. X X X
Work Order No. X X X X
Cost / Labor
Center

Weeks remaining @
Status Date

4

5

6

Adj
ETC

Equiv
Men

Adj
ETC

A

20

%i

15

B

5

!4

10

'A

C

30

3s

5

Y

TOTAL

55

1X

30

Equiv
Men

3i

1

1

Total
Equiv
Men

Adj
ETC

Equiv
Men

Ad'
ET

15

'A

50

1Y4

10

V4

25

%

5
30

1

!4

1

3;

1 15 1 iii
1 9 0 1 2%
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The Captive Finance Company:
Profitability and
Control Reporting
ACCOUNTANTS' MONTHLY REPORTS ARE THE BACKBONE OF CONTROL
IN THE CAPTIVE FINANCE INDUSTRY
By Richard C. Lang
and Charles F. Lursen
The basic material in the finance industry is money which is borrowed, and
which is in turn loaned out in the form
of finance contracts. There is no product
cost made up of labor, material and
overhead, nor any suggested selling
price, as in the case of manufacturing a
widget. However, there is emphasis put
on the interest rates paid on borrowings
as well as the rates earned on finance receivables. These, in effect, become the
cost and income factors, and to the extent that interest received exceeds the

7*Tt

At

RICHARD C. LANG
Michiana Chapter 1963, is a Financial
Analyst for Clark Equipment Credit
Corporation, Buchanan, Michigan.
Mr. Lang received a B.B.A. degree
rvith a major in accounting from the
University of Notre Dame, South
Bend, Indiana.
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sum of interest paid plus other expenses,
a profit results.
The main purpose of this article is to
illustrate a system of control and planning used at the Clark Equipment
Credit Corporation that has evolved in
actual practice over a period of years.
The credit corporation is the finance
arm of Clark Equipment Company, and
is engaged in financing the sales of industrial lift trucks, construction machinery, highway trailers and store equipment manufactured by its parent. Financing is done both at the retail level,
for the ultimate user and at the wholesale level for dealers and company owned
branches. It operates completely independent of its parent's sales departments
as far as credit and collection decisions
are concerned, but in such a manner as
to provide substantial assistance to these
sales departments. This is the finance
company's primary objective. Its secondary objective is to earn a profit after taxes
equal to at least 10 percent of the parent
company's investment in the financing
operation.
Monthly Reports

Each month a financial report is published and distributed to all operating
and administrative managers., This is
highlighted by a meeting where ques'Four managers head the retail financing activities
of the four different product divisions referred to
hereafter as A, B, C and D and one manager runs
all of the wholesale financing operation.

tions and answers are exchanged with
regard to the figures. Exhibit 1 is the
first page and is a summary of operations
that gives the management team a brief
look at overall key figures. It tells one at
a glance:
1. The overall profit picture trend and
what profit centers have shown improvement.
2. The extent of the finance corporation's ability to lend sales assistance
to the manufacturing divisions of
the parent.
3. What proportion the wholesale volume is compared to retail and how

CHARLES F. LURSEN

Michiana Chapter 1960, is Vice President and Comptroller of Clark Equipment Credit Corporation, Buchanan,
Michigan. Mr. Lursen, ivho is also a
CPA, is a graduate of La Salle Extension University, and is currently President of the Michiana Chapter.
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Exhibit 1
SUMMARY OF OPERATIONS
F o r s e ve n m o n t h s e n d e d July
(000 O m i t t e d )

13, 1969

Profit and Ra te of Return
A n n u a l i ze d r a t e
of ret urn on

Net

in c om e

in c om e

in c om e

9,500

%

Gr o s s

to
Gr o s s

10. 0%

7. 2%

765

9. 0%

6. 1%

17 , 0 0 0

1, 7 5 1

10. 3%

7.3%

15,200

1, 3 8 3

9. 1 %

6. 0 %

Th ru 7 - 31 - 68
+

forec as t 19 69
Actual
Actual 1968

$

950

8,500

$

Th ru 7 - 31 - 69

a ve r a g e p a r e n t
i n ve s t m e n t

Rate of Return by Profit Center
RETAIL
To t a l

W h ol es al e

D

C

B

A

Th r u J u l y 3 1
1969

8. 3 %

8.2%

8. 6%

6. 8%

4. 3%

7. 2%

19 6 8

7.8%

5. 8%

7. 5%

6. 3%

4. 0%

6.1%

%

to sales

$

9,000

36,000

$10,000

53,000

38,000

44,600

203,800

13. 2%

15 .1 %

26 .3 %

20 . 2 %

17 .7 %

9,000

$

8,000

68,200

$

F i n a n c e vo l u m e
Ma ch i ne s a le s

To t a l r e t a i l

D

C

6

A

Th ru 7 - 31 - 69

$

%

Ret ai l Fi na nc e Vol um e to S al es

Th ur 7 - 31 - 68
F i n a n c e vo l u m e
Ma ch in e sa le s
%

to sales

8,600

8,800

8,600

9,000

35,000

64,200

50,000

36,200

193,800

13. 4%

17 .6 %

23 .8 %

43,400
20 . 7 %

18 .1 %

F i n a n c e V o l u m e a n d Ba la n ce s
R e c e i va b l e b a l a n c e

$

8,600

$

9,000

$

Re ta i l A

@

th r u 7 - 3 1
24,000

7 -31

$

Fi n a nc e vol u m e

23,000

Reta il B

8,000

8,800

22,000

23,000

Retail C

10,000

8,600

25,000

21,000

Re ta i l D

9,000

9,000

21,000

19,400

100,000

92,000

68,000

62,600

$136,000

$127,000

$160,000

$149,000

Wholesale

D e l i n q u e n c i e s a n d Losses
U n p a i d b a l a n c e t o R e c e i va b l e ba l a n c e
-

D e l i n q u e n c y o ve r 3 0 d a y s
7 -31 -69

6 -30 -69

12 -31 -68

7 -31 -68

Re ta il c on trac ts

3.5%

W holes ale c ontrac ts

2. 1 %

2. 9%
2. 0 %

4. 1 %
2. 3%

2. 4%
4. 3%

B a d d e b t l o s s e s ( N e t o f re c ove r ie s )
T h r u 7 -31

46

$

90

Ye a r 1 9 6 8
15 0

15

75

150

11 5

16 5

300

$

To t a l

$

W ho le sa le

100

$

$

Reta il c us tom ers

$

19 6 8

19 6 9
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much total balances have increased
in a 12 month period.
4. The trend in the quality of the receivables portfolio and comparative
figures on accounts written off as
bad debt losses.
Exhibit 2 is a comparison of the latest month's balance sheet with the prior
year end balance sheet. From this management can tell quickly where the funds
have come from to finance increases in
assets. Emphasis is placed on accounts
peculiar to the finance business, especially in the capitalization area. At the
bottom of the page, a summary of the
more common debt ratio limitations in
the industry is shown. The cash and
borrowings manager uses these ratios to
plan future sources of borrowings and
to be certain that all debt restr chons are
maintained after such placements.
The income statement, Exhibit 3,
covers the current month and compares
year -to -date of the current year with the
same period the previous year. Stress is
placed on what classes of business are
producing gross income. A key percentage is interest expense to gross income.
Analysis of the year -to -date income
statement reveals that the increase in
net income has been caused by higher
gross income and a smaller provision for
losses caused by lower write -offs. This
more than offsets the increase in interest
expense and salaries with their related
fringe benefits.
Increases in gross income are a result
of either higher receivables balances or
higher rates being charged or some combination of the two. Increases in interest
expense are caused by either larger
amounts of borrowings outstanding or
higher rates being paid on these funds.
RATE OF RETURN

The next monthly report, Exhibit 4,
titled rate of return by profit center is a
breakdown of the income statement into
the five operating areas. Gross income is
kept in separate accounts for each profit
center. Interest expense for an operating
area is allocated proportionately on the
basis of average net receivables to the
total net receivables for the period involved. The provision for losses is actual
for each area since different rates for each
area are maintained and actual write -offs
kept separate. Salaries and benefits also
include payments to service department
personnel like accounting, contract proccessing and data processing and must be
charged proportionately to one of the
operating areas.
MAN AG EM E N T AC C O UN T I N GI M AY 1 9 7 0

In the comparative summarized version, Exhibit 4 shows the results of the
first seven months of operations for retail profit center A along with the totals
to tie into the income statement (Exhibit 3) . Besides a historical review of
the trends for each area, a calculation is
shown of the simple interest rate need
to breakeven and to earn 10 percent on
the parent investment.
INTEREST EXPENSE ANALYSIS

The overall interest expense rate is
7.44 percent and can be used to find
the break -even point in retail profit center A. Since the interest expense alloca-

tion of $999,000 is based on a proportion of net receivables which (along
with the other assets like cash, bond discount, prepaid interest, etc.) should
parallel the total capitalization, then
7.44 percent represents the rate that area
A would pay as a separate corporation
or entity. By proportion this yields 9.36
percent which becomes its break -even
point.
To earn 10 percent on the parent's
investment, area A would have to net
$191,000. This becomes a pretax
amount of $398,000 which when added
to area A's actual allocated expense of
$1,257,000 means that its gross income

E xh i b i t 2
BALANCESHEET
July 31, 1969
(00 0 Om i tte dl
July, 31,
Assets
Cash

Dec. 31J

19 69
$

12 , 2 0 0

19 68
$

11 , 40 0

Re c ei vab l es :
Re ta i l A

24,000

Retail B

22,000

23,000

Retail C

25,000

21,000

Re ta i l D

21,000
68,000

19 , 4 0 0
62,600

160,000

149,000

12 , 00 0
75 0

10 , 4 0 0
700

14 7 , 2 5 0
70 0

13 7 , 9 0 0

W ho les ale
To t a l r e c e i va b l e s
Less: U n e a r n e d i n c o m e
Allow ance for l osses
Ne t r e c e i va b l e s
Reposse ssions
U n a m o r t i ze d d e b t d i s c o u n t

23,000

550

500

525

1,0 00

950

$161,65 0

$ 151 , 3 2 5

$

$

P r e p a i d in t e re s t

Liab ilit ies
Ac co un t s pa yab le :
Pa re n t c om p an y
Ot h e r
To t a l a c c o u n t s p a y a b l e

250

200

500

50 5

75 0

705

Senior notes - Short term
Banks
Com m e rc ial p ap er
Senior notes - Long term
To t a l s e n i o r n o t e s
Sen io r s u bo rd in at ed n ot es

30,000

38,600

38,500
57,000

30,220
5 0, 0 0 0

125,500

118,820

12 , 0 0 0

10 , 0 0 0

P a r e n t i n ve s t m e n t :
Ju n i or s u bo rd i na t e d n o t e

3,600

2,950

Capital stock

6,000

6,000

13 , 8 0 0

12 , 8 5 0

Retained earnings
To t a l p a r e n t i n ve s t m e n t

23,400

21,800

$161,650

$151,325

3. 6 0

3. 8 0

De b t ra t i o l i m i t a t io n s :
Sen ior de bt to Ca pit al bas e (1)

S e n i o r s u b or d i na t ed d eb t t o l i q ui d pa r en t i n ves t m en t ( 2 )
.52
Junior s ubordina ted debt to liqu id net w orth (3)
.19
( 1 ) T h e s u m o f s e n i o r s u b o r d i n a t e d d e b t a n d l i q u i d p a r e n t i n ve s t m e n t

,47
.1 6

( e xc l u d e s d e b t d i s c o u n t ) . T h e t y p i c a l i n d u s t r y m a x i m u m i s 4 . 0 0 .
( 2 ) Th e t y p i c a l i n d u s t r y m a x i m u m i s 1 . 0 0 .
( 3 ) Th e s u m o f c a p i t a l s t o c k a n d r e t a i n e d e a r n i n g s l e s s d e b t d i s c o u n t .
Th e t yp i c a l i n d u s t r y m a xi m u m i s . 5 0 .
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for the first seven months would have
to be $1,655,000. Again this amount
can be related to the interest expense
allocation of $999,000 and correspond•
ing rate (7.44 percent) to show that it
must charge on the average 12.34 percent to hit the target.
The Interest Expense Analysis, Exhibit 5, shows comparisons of both the
individual rates by sources and the overall rates for the year -to -date periods. In
addition, there is shown the current
month alone, and a forecast for the year
in total matched against the actual for
the previous year. These schedules are
of value to operating management as
guidelines in their attempts to get their
particular profit centers up to the rate
of return target of 10 percent. The interest expense schedule spotlights the
trend in interest rates paid and what is

RETAIL CONTRACT
STATISTICS

expected for the rest of the calendar
year. From this each activity can gauge
what rates they must be earning from
their customers to be on target.
Quick comparisons of short term or
long term money costs versus the going
rates as published daily in financial circles is readily available for decision making in borrowing. Note the amount of
compensating balances which must be
maintained on deposit with banks where
lines of credit exist is shown as a deduction from short term debt averages. This
enables the computation of a "true"
short term rate which can be compared
to the going rates on longer term borrowings where such compensating balances are not required. This raises the
effective rate on short term funds from
the nominal 8.90 percent to 10.87 percent.

An analysis for the month and year to -date of credit inquiries received from
dealers and branches, the approvals on
these, and the ultimate booking of volume in contracts completed gives the
manager a feel of the basic business available, what proportion of this business is
his credit personnel approving or rejecting, and how much of this he is actually
getting compared to the previous year.
This is shown for retail product area A
on Exhibit 6 along with information on
the number of product units involved and
also the number of related contracts.
The data can be used to develop statistics on the average value of new units
financed, the average value per contract,
etc., all of which point to trends in the
activity of an area.

Exhibit 3
INCOME STATEMENT

For seven

months ended July
(000 Om it t ed)

31, 1969

%

Act ual

of gross
income

%

of gross
income

%

Act ual
Ac tual

1968
year-to-date

1969
year-to-date

Mon t h

Ac tual

of gross
income

Gross income
52.9
23.5
16.5
7.1

8, 500

100.0

5,429
350
493

63.9
4.1
5.8

45
35
70
51
11
57
9
35
45
39
227
10

.5
.4
.8
.6
.1
.7
.1
.4
.5
.5
2.7
.1

100.0

6,175
165
575

65.0
1.7
6.1

.4
.4
.3
.3
.1
.6
.1
.4
.3
.6
.9
.1

50
40
60
41
10
60
10
40
40
60
180
15

.5
.4
.6
.4
.1
.6
.1
.4
.5
.7
1.9
.2

4.5

606

6.4

634

7.4

7, 52 1

79. 2

6,906

8 1. 2

1,979
1,029

20.8
10.8

1, 594
829

18.8
9.8

950

10.0

765

9. 0

$1,057
16
95

66.5
1.0
6.0

7
6
5
5
2
9
1
7
5
10
14
1
72

$

100.0

$

9, 500

$1, 590

$

53.7
22.1
15.8
8. 4

55.0
21.5
15.5
8.0

$

T otal

4, 500
2,000
1, 400
600

5,100
2,100
1,500
800

875
342
246
127

$

Retail customers
Dealers
Branches
Parent Interest charge

End of peri od

48

$

$

10.4

$

165

$

22.0
11.6

$

78.0

350
185

$

Net i ncome
Retained earnings:
Beginning of period

$1, 240

$

T ot al
Income before tax
T ax

$

Total other expense

$

&

Interest expense
Provision for losses
Salaries and benefits
Other expense:
Rent
Telephone
Office supplies
Legal expense
Audit f ee
local taxes
State
Insurance
Travel
Collection expense
Repossession expense
Data processing
Miscellaneous

$

Expenses

$12, 850

$11,46 7

$13, 800

$12.232
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Exhibit 4
RATE OF RETURN BY PROFIT CENTER
F o r s e ve n m o n t h s e n d e d J u l y 3 1 , 1 9 6 9
(000 Om it ted)

Re t a i l A (Ty p i c a l )

Gros s i n c om e

To t a l

19 69
$1,586

19 6 8

19 6 9

$1,489

$ 9,500

19 6 8
$

8,500

E xp e n s e s :
I n te r es t exp en s e

999

966

6,175

5, 4 2 9

P r o vi s i o n f o r l o s s e s

20

30

16 5

350

Salarie s & be nefits

98

85

575

493

14 0

110

606

634

O t h e r o p e r a t i n g e xp .
To t a l e xp e n s e s

1,2 57

1, 19 1

7, 5 2 1

6,906

In c o m e b e f o r e t a x

329

298

1, 9 7 9

1, 5 9 4

Ta x

17 1

15 5

RETAIL

1, 02 9

829

Net incom e

158

1 43

B, C, D

950

765

$22,600

$21,670

�

AND
A l l o c a t e d a ve r a g e p a r e n t i n ve s t m e n t

$3,278

Ra t e o f re t u rn
T h r u J u l y 3 1 ( a n n u a l i ze d )

$3,147

8. 3 %

W HOLE SALE

7. 8%

7. 2%

Ye a r 1 9 6 8

8.1%

6. 0 %

Ye a r 1 9 6 7

8.8%

6. 1 %

6. 1 %

Th r u J u l y 3 1
Sim pl e int eres t rat e c ha rged
To b r e a k e ve n

9.36%

To e a r n 1 0 % o n p a r e n t i R ve s t m e n t 1 2 . 3 4

12.34%

Net i ncom e as % of
gro ss in c om e t h ru J ul y 3 1 10 . 0

10. 0%

Of prime significance is the breakdown of volume into three areas, new,
used and non - Clark. Most of the captive's business is in the area of newly
manufactured products of the parent,
but the financing of trade -ins of used
products (manufactured by the parent)
and similar products of other manufacturers is a logical extension of this
business. Some non -Clark financing is
occasioned by the simplicity and con-

9. 6 %

10. 0%

venience of making one payment a
month on one contract covering several
items of equipment manufactured by
the parent and related items of other
manufacturers. Instead of having to get
two or three contracts signed, being
overloaded with paperwork and wasting
ti m e in soliciting ea ch cr e di t a pprova l,
on ly o n e co n t r a c t wi th o n e fina n cing
pa r ty is re qu ire d.
T h e l a st p a r t o f E x h i b i t 6 s h o w s t h e

9. 0 %

dollar amount of contract balances extended or rewritten for the periods involved, again key figures in the business.
This means that all supplemental agree nlents become the basis of semi - annual
reports that relate the rewritten or exte n d e d b a l a n c e s t o t h e t o t a l p o r t fo l i o o f
re ce iv a b le s. T h e ex te nsio n a nd n lo di fi ca ti o n o f c o n t r a c t s is th e a r e a to ca refu lly
Nvatch in a fina nce c o m p a n y . I t c a n b e
u sed to hi d e losses or ma j or col le cti on

Exhibit 5
INTEREST EXPENSE ANALYSIS
For seven months ended July 31, 1969
(000 Omitted)
Act ua l p lu s f oreca st
Yea r -to - da te 19 69

In t e r e s t r a t e

A ve r a g e

Co m m erci al p ap er

$

Ba nk n ot es
To t a l ( b e f o r e c o m p . b a l . )
Less: Com pensating balances
To t a l a va i l a b l e s h o r t t e r m
To t a l l o n g t e r m s e n i o r d e b t
To t a l s e n i o r s u b o r d i n a t e d
Ra te on u s ab l e bo r ro w ed f u nd s
P a r e n t c o , i n ve s t m e n t
To t a l u s a b l e f u n d s e m p l o ye d
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$

Current

Ye ar - to - da te 1 96 9

da il y

In t e r e s t

%

month

7
Months

balance

e xp e n s e

Rate

only

19 6 8

n e xt
month

32,000

$1,640

8. 7 8

8. 8 9

8.95

9.00

8.50

8.73

8.86

8. 9 2

8. 3 7

34,000

1,7 8 5

9. 0 0

9. 1 2

8. 1 5

9. 12

8. 6 2

8.9 6

9.04

9.08

8.63

66,000
( 12, 0 0 0)

3, 4 2 5

8.90

9. 0 1

8.63

9. 0 7

8. 5 8

8. 8 7

8. 9 7

9.00

8.50

54,000

$3,425

10. 87

11 . 0 0

10 . 0 6

11 . 1 0

10 . 3 0

10 .8 1

11 .0 6

11 . 2 0

10.10

57,000

2,411

7. 25

7. 50

7. 2 3

7.50

7.30

7.24

7. 4 0

7.47

7. 2 3

8,600

339

6. 75

7. 2 3

6.50

7. 2 3

6. 7 5

6.6 8

6. 8 8

6.9 7

6. 5 0

119,600

6,175

8. 8 5

9. 2 1

8.10

9.26

8.15

8.78

8. 9 8

9.12

8.15

22,600

$6,175

7. 44

7. 71

6. 81

7. 86

6. 9 5

7. 37

7.57

7. 68

6.86

$142,200

Forec as t

Fi rs t
F irs t

Six

ni ne

Ye a r

1968

qu a rt e r

months

months

19 6 9

Actual
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Final Comment
These reports were selected as the
backbone of monthly reports in the captive finance industry and do not purport
to be the last word in useful and meaningful reports that can be constructed
by the accounting department. For example, operating personnel are also
asked to forecast their respective volume, liquidation and bad debt write -offs
for the remaining quarters in the year.
With these estimates a balance sheet
can be projected and assumptions on the
borrowing mix and interest rates made
to project the income statement. This
forecast is useful in determining the best
sources of funds and the most advantageous timing of borrowings in the immediate year ahead.
For longer range purposes, for in-
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Jul y 31, 1969
(000 O mi tted)
AR E A A
Month of J uly, 1969

Un i t s

Cont.

Am ount

In q u i r i e s :
308

77

U sed

49

27

No n - C la r k

30

14

10 0

38 7

118

1, 80 0

New

To t a l

$

RESERVE FOR BAD DEBTS
The reserve for bad debts focuses on
the actual amount of losses written off
in the current year with prior year's figures. This is done via operating area. The
story of an unwise credit decision normally unfolds first with the contract becoming delinquent. If it does not leave
this status by becoming current with
regular collection procedures, then typically it is repossessed. If it is not repossessed because conditions point to it becoming successfully paid out, the contract might be extended or rewritten in
which case it becomes a part of the
monthly figures on Exhibit 6. The final
step is that it is written off as a bad debt
loss.
Although bad debt losses are closely
watched by management in the industry,
they are not absolute standards and must
be related to the trends in delinquency,
repossessions, and contract extensions
before a meaningful evaluation of the
portfolio can be made. Low bad debt
losses coupled with a low delinquency
rate could mean higher levels of repossessions and extensions in one company.
Higher amounts of losses and delinquency could mean lower repossessions
and extensions in another company. Yet
the ultimate quality of receivables for
either one of the two companies could
be the same.

Exhi bi t 6
R ET AIL C O N T R AC T ST AT IST IC S

1, 51 0
190

$

problems and should be closely controlled.

C o n t r a c t s a p p r o ve d :
226

51

1, 15 0

U sed

46

24

15 0

No n - Cl ar k

30

14

10 0

30 2

89

1, 40 0

New

To t a l
Co n tra ct s co m pl e te d :

192

43

1,0 00

U sed

46

24

15 0

No n - C la r k

17

12

50

255

79

1, 20 0

4

2

47

2,020

481

$11,920

613

299

95

34

1, 53 9
476

2,728

814

13,935

2, 36 9

71 3

13,214

1, 86 6

47 7

9,590

299

141

695

11 0

51

418

To t a l

2, 27 5

669

10 , 7 0 3

Yr. - to - da te la s t y r.

1, 73 6

534

9,954

1,7 00

434

8,110

24 2

12 0

595

90

35

295

To t a l

2, 0 3 2

589

9,000

Yr. - to - da te la s t y r.

1,9 41

58 1

8,600

Ne w

To t a l
C o n t r a c t e xt e n s i o n s
and rew rites :
Ye a r- t o- c la t e
I nq ui ri es
New
U sed
No n - C la r k

Yr. - to -d ate l as t y r.
C o n t r a c t s a p p r o ve d :
Ne w
Us e d
No n - Cl ar k

Co n tra ct s co m pl e te d :
New
Used
No n - Cl ar k

C o n t r a c t e xt e n s i o n s
and rew r ites

34

15

611

Yr. - to -d ate l as t y r,

75

31

1, 16 9

stance five years ahead, historical data
has developed a strong correlation between each parent product division's
sales and the related receivables in the
captive. With the five year sales forecast
for each parent division, balance sheets
for the captive can be projected for the
same periods in the future. The major
benefit here lies with the ability to bor-

row long term funds at favorable rates.
An eighth of a percentage point decrease
in the interest rate on $20,000,000 of
20 year debt represents a $500,000 reduction in interest paid. This long range
forecast is generally prepared once a
year or when major changes are made in
the various parent product division's
long term estimates of volume.
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How a Foundry Revised
Its Standard Cost System
CHANGES IN THE COST SYSTEM SHOULD MATCH THE CHANGES IN BUSINESS OPERATIONS
By Florence Anderson
Foundry accounting presents a challenge
to the management accountant. The
cycles through which the product must
necessarily go are a constant source of
scrutiny for all those concerned.
I would like to submit a case where
the revision of the standard cost system
has provided management with much
needed information for expansion in
the foundry business.
The Hammond Brass Works was enjoying reasonable prosperity. Things
were going as well as could be expected,
but "out of the blue" the unexpected
came about. The Hammond Brass
Works was purchased by the Condec
Holding Company, and initially no one
knew what the future held in store.
Shortly thereafter, it became known
that the holding company had no intention of "running" the Brass Works;
growth was their only objective.
The Brass Works changed its name,
adopted a more aggressive sales policy,
expanded its product line, added new
service centers and national distribution
became more than a dream.
The Need for Action
The company had always employed
the standard cost system, but it was less
than adequate. With additional territories, salesmen, and more people involved than ever, the Hammond Valve
Company was being plagued with questions like, "How much does this valve
MANAGEMENT ACCOUNTING /MAY 1970

cost us to make, what does it weigh,
what direct charges do we attribute to
this particular valve ?"
The company's dynamic new president knew that there would have to be
"some changes made." A system would
have to be designed to provide answers
to' these questions —to specify exactly
what each valve should cost.
The New System
Data processing equipment was installed and the entire standard cost system was revamped. The 400 accounts
were used for controllable burden, the
800 accounts for uncontrollable burden,
and the 353 -381 accounts for variances
between actuals and standards.
But let us examine the cost system
further: How does this standard cost
system reflect itself in the In- Process
and Finished Goods inventory accounts?
How are material, labor and supplies
added to each of the following Inprocess Accounts, transferred out and
finally into Finished Goods? It should
be interesting to find out:

FLORENCE ANDERSON

Calumet Chapter 1969, is an Accountant with Hammond Valve Corp.,
Hammond, Ind. Prior to joining Hammond, Mrs. Anderson operated her
own accounting firm. She is a graduate
of the La Salle Extension University.

In Process
A/C 134 Foundry
( 1)
16,973
(14)
201,625
(14) (135,486)
(14)
642
(15) (212,845)
(19)
52,829
In Process
A/C 135 Machine Shop
( 1)
9,625
(14)
(51,916)
(14)
(2,013)
(15)
212,845
(16) (294,483)
(16)
17,182
(19)
40,481
In Process
A/C 136 Assembly
( 1)
11,795
(14) ( 5,835)
(14) ( 1,171)
294,482
(16)
(16)
16
(16) (
30)
(16) ( 17,182)
(19)
22,102
(23) (
497)
(24)
4,551
(24)
3,728
(44)
60,845
(17) (363,446)
Journal entry 1 is direct labor at standard. Standard hours, per payroll distribution, are extended by the standard rate
51

of labor per department. Department 1,
where they melt the metal, uses pounds
of metal melted as their criteria, while
the packaging and wrapping departments use the number and size of each
valve wrapped multiplied by a predetermined standard rate per size of valve,
such as V4 inch, Vz inch, etc. This procedure provides direct labor at standard.
The 401 account is compared to the
direct labor at standard to determine the
labor variance figure.
The direct labor at standard, by department, is multiplied by the standard
burden rate for each department to obtain journal entry 19. The burden figure,
thus obtained, is compared to the total
of the 403 -495 and 800 accounts to arrive at a favorable or unfavorable burden
variance.
The next step is to determine how raw
material is added to the In- Process
Foundry account.
The daily metal sheets are summarized monthly to show the pounds of
ingot melted and the turnaround, borings, scrap and other material returned
to the foundry for melting. The pounds
are extended by the standard costs of the
different types of metal.
Journal entry 14 reflects the material
put into process (turnaround), and

(returns) from the machine shop and
assembly.
Smelter analysis sheets are compared
with the standard copper content and
the total pounds of castings cleaned are
multiplied by the percent of valve metal
melted to arrive at the metal usage variance, $642, A/C 134. The actual scrap
in the foundry and machine shop is
compared to the standard scrap allowance to arrive at an excess scrap variance,
($2,013), A/C 135, unfavorable, and
($1,171), A/C 136, unfavorable.
journal entry 15 shows the amount of
castings cleaned, ($212,845), and transferred to the machine shop. Castings
cleaned, like all other tabulations required, are summarized by valve, quantitv, weight, purchased cost, metal cost,
and labor and burden cost, all at standard.
Journal entry 16 ($294,482), shows
the amount of work completed by the
machine shop and transferred to assemblv, but not without getting extra parts
needed to machine the valves from the
assembly department, $17,182.
In A/C 136 you will note journal
entry 44. This is a direct charge. When
an invoice comes through, the accounts
payable section charges purchased parts
to A/C 136 and purchased castings to

A/C 135 at standard, and any differences are debited or credited to a variance account.
Journal entries 23 and 24 show adjustments and returned to stock items from
debit and credit memos.
Journal 17 shows the amount of regular and salvage valves wrapped, at standard, and transferred to finished goods.
Conclusion
The company is making good use of
its revised standard cost system. The accounts more clearly reflect actual operating costs. It is readily apparent
whether the proper ratios are being
maintained in the inventory accounts,
as well as which of the product lines are
profitable. Variances have been set out
for management to scrutinize, and in
this wav the trouble areas are more
readilv defined.
The cost system has been further expanded to include a variable departmental budget system to control direct
labor and burden cost, and to forecast
departmental performance. All in all, it
is possible, if needed accounting techniques and a more comprehensive cost
system had not been utilized, Hammond
Valve might well have remained chained
to its original narrow confines.

On April 2, 1970, I. Wayne Keller, as chairman of the Management Accounting
Practices Committee, testified on behalf of the Association before the Subcommittee on Production and Stabilization of the Senate Committee on Banking and
Currency, holding hearings on S. 3302. The bill deals with the establishment of
uniform cost accounting standards. In his testimony, Mr. Keller endorsed the
effort to improve cost standards that are used in government contracting but urged
caution in the development of such standards. This is the first time an official
representing the Association has ever testified before a Congressional committee.
The full text of that statement will be published in the June issue of MANAGEMENT
ACCOUNTING.
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Recent Publications
Continued from page 8
DEVE LOPING COMPUTER.
BASED EMPLOYEE INFORMATION SYSTEMS
Edward J. Morrison
American Management Association,
Inc., 125 W. 50th St., New York, N. Y.
10020,1969, paperbound, 80 pp., $6.75.
A report that gives the details about
employee information systems, emphasizing their nature and scope and
describing the various phases of development and implementation. It helps
management to have more accessible
and up-to -date information about their
present employees, and even more information about their current and future
manpower needs.
ADM INISTERING AND
CONTROLLING THE COMPANY DATA PROCESSING
FUNCT IO N
Leonard I. Krauss
Prentice -Hall, Inc., Englewood Cliffs,
N. J. 07632, 1969, 282 pp., $9.95.
This book, written for managers, concerns itself with the people, problems,
and potential of EDP. For those in
Accounting, the Chapter on cost estimating, analysis, and control for EDP
may be of particular interest.
CO M M ER CI A L TI M E SH A R I N G SE R V I C E S
AND UTILITIES
R i c har d T. B ue sc he l , A nd re w G.
Stephenson and Douglas C. Whitney
American Management Association,
Inc., 135 W. 50th St., New York, N. Y.
10020,1969, paperbound, 95 pp., $4.85.
Time sharing is discussed from the
viewpoints of historical development,
hardware and software components,
applicability to various problem types,
and availability as well as government
interest and future trends.
COMP UT E R IN DUS T RY
A N N U A L 1969 -70
Computerfiles, Inc., P. O. Box 258,
Baker Ave., W. Concord, Mass. 01781,
1970, 434 pp., $18.50.
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The complete reference guide for comparing, selecting, specifying and purchasing computers, data systems and related products and services. Includes
comparative performance analysis, manufacturers' catalogues, product directory
and manufacturers' directory.
RESEARCH FOR PROFIT
Paul W. Bachman
The Ronald Press Co., 79 Madison Ave.,
New York, N. Y. 10002, 1969, 197 pp.,
$10.00.
An appraisal approach to research for
profit is presented here which the author
believes can be used to increase profits.
Profits from the commercialization of a
group of completed researches are related to the cost of all profit- motivated
research conducted during a given period
of time and forms the background for
the research appraisal.
ST A T IS T I CA L SE L E CT I O N
OF B USINESS STRATEGIES
John Forester
Richard D. Irwin, Inc., I818 Ridge Rd.,
Homewood, Ill. 60430, 1968, 220 pp.,
$10.60.
A book for people who are interested in
graphical analysis statistical theories. A
prerequisite, according to the author, is
not mathematical tools but the ability
to understand the logic of the discussion.
THE NATURE AND
STAGES O F ACCOUNTING
DEVELOPM ENT IN LATIN
AM E RI C A
Edward L. Elliot
Center for International Education and
Research in Accounting, 320 Commerce
and Business Administration (W), University of Illinois, Department of Accountancy, Urbana, Ill. 61801, 1968,
paperbound, 215 pp., $2.50.
This monograph traces the nature and
degree of accounting development in
Spanish- speaking countries. The countries selected for the study were Mexico,
Colombia, Peru, and Chile which contain 54 percent of all Spanish- speaking
people in Latin America and range from
the Southern border of the United

States to the extreme south of South
America. They also provide a representative cross section of the various stages of
economic development which exists.
H AND B O O K O F G O VE RNMENT CONTRACT
ADMINISTRATION
W. H. Riemer
Prentice -Hall, Inc., Englewood Cliffs,
N. j. 07632, 1968, 1087 pp., $39.95.
Although the purpose of this book is to
assist the Contract Administrator to
perform his function; it could well serve
the Management Accountant, employed
by a Government Supplier, to understand his own role. Many aspects of
costs and pricing, of mutual interest to
Administrators and Accountants are
discussed.
AFIPS 1969
Am er ica n Feder at ion of In for ma tion Processing Societies, Conference Proceedings, Volume 34
AFIPS Press, 210 Summit Ave., Montvale, N. J. 07645, 1969, 866 pp., $22.20.
This volume contains 112 papers which
span a wide gamut of areas in computer
technology and information processing.
Of particular interest to management accounting would be those papers having
to do with on -line- business applications,
time - sharing systems, and software.
INTERNATIONAL COMP U T E R B IB LIO G RAPH Y
The National Computing Centre, Manchester, England in Association with
The N e t he rl a nd s A D P R e s e a rc h,
Amsterdam, Holland, U. S. distributor:
Science Associates International, Inc.,
23 E. 26th St., New York, N. Y .
10010, 1968, 327 pp., $50.00.
A guide to books on the use, application
and effect of computers in scientific,
commercial, industrial and social environments.
PRINCIPLE S OF AUDITING
Walter B. Meigs and E. John Larsen
Richard D. Irwin, Inc., 1818 Ridge Rd.,
Homewood, Ill. 60430, 1969, fourth
edition, 857 pp., $14.60.
In the February 1970 issue, our Recent
Publications note on this book appeared
under the erroneous title Principles of
Accounting.
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This monograph, the result of interviews with some 30 U.S. parent companies and over 60 of their affiliates in
Europe and Canada, provides basic data
and a description of the district characteristics of the multinational enterprise.
INTERNATIONAL FINANCIAL MANAG EMENT
David B. Zenoff and Jack Zwick
Prentice -Hall, Inc., Englewood Cliffs,
N.J. 07632, 1969, 550 pp., $11.95.
Illustrated with twenty case studies
based on the experiences of international businesses, this book describes
and analyzes the financial problems, opportunities and questions the confront
the management of international firms.
RE A D IN G S I N IN T E RN A TIONAL ACCO UNTING
Kenneth B. Berg, Gerhard G. Mueller
and Lauren M. Walker, editors.
Houghton Mifflin Co., 110 Tremont
St., Boston, Mass. 02107, I969, paperbound, 305 pp., $4.75.
A member of very interesting articles
for the international accountant,
whether he is located in the United
States or overseas. Presented in four
parts, this anthology covers the international dimensions of accounting, patterns of accounting development, bridging the gap in accounting between
countries and areas, and selected practical international accounting problems.
THE INTERNATIONAL
B U S I N E S S E NV I R O N M E N T
A Management Guide
Harold J. Heck
American Management Association,
Inc., 135 W. 50th St., New York, N.Y.
10020, 1969, paperbound, 192 pp.,
$6.75.
The purpose of this book is to identify
and study some of the major economic
and legal institutions that differentiate
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domestic and international business.
It serves to acquaint the reader with the
general environment within which international business is conducted, and
especially the elements over which an
individual firm has little or no control, but to which it may have to adjust.
INTERNATIONAL
BUSINESS MANAGEMENT
A Con cept ua l Fr a mewor k
John Fayerweather
McGraw -Hill Book Co., 330 W. 4'2nd
St., New York, N.Y. 10036, 1969, 220
pp., $3.95.
This book focuses on the unique role of
the multinational company as an international transmitter of resources.

INFORMATION
PRO CE SSIN G SI M ULA TIO N
MODEL
Thomas H. Williams, James Wesley
Deskins and J. Stanley Fuhrmann
Richard D. Irwin, Inc., 1818 Ridge Rd.,
Homewood, Ill. 60430, 1968, paperbound, 23 pp., $2.35.

CANADIAN STANDARDS
OF ACCOUNTING AND
FINANCIAL REPORTING
FOR VOL UNTARY
O R G A N I ZA T I O N S
Publications and Information Branch,
The Canadian Welfare Council, 55
Park-dale Ave., Ottawa 3, Ontario, Canada, 1969, paperbound, 15 pp., $1.00.
FINANCIAL RE PORTING
IN THE EXTRACTIVE
INDUSTRIES
Robert E. Field
American Institute of Certified Public
Accountants, Inc., 666 Fifth Ave., New
York, N. Y. 10019, 1969, paperbound,
184 pp., $3.50.
An evaluation of financial reporting
practices in the nonregenerating types
of extractive industries, i.e., petroleum
and natural gas, coal, metals and nonmetallic minerals. The study considers
the distinctive elements of extractive
operations, the investors need for information, and applicable concepts of
general accounting theory to select and
recommend appropriate accounting and
reporting practices.

O F F IC E SA L A RI E S
Dir ectory for United States and
Canada
Administrative Management Society,
International Headquarters, Willow
Grove, Pa., 19090, 1969, paperbound,
32 pp., $24.50.
STATISTICS FOR MO DERN
B U SI NE S S DE C IS IO N
M AK ING
Kyohei Sasaki
Wadsworth Publishing Co., Inc., 10 Davis Dr., Belmont, Calif. 94002, 1968,
562 pp., $13.25.
DE C I S IO N A N AL Y S I S
Introductory Lect ur es on Ch oi ces
Un de r Uncer ta in ty
Howard Raiff a
Addison - Wesley Publishing Co., Reading, Mass. 01867, 1968, paperbound,
309 pp., $4.95.
ADVANCED ACCO UNTING
Text and Probl ems for C.P. A.Oriented Students
Arnold W. Johnson
Vantage Press, Inc., 120 W. 31st St.,
New York, N.Y. 10001, 1968, third edition, 595 pp., $15.00.
COM PUT ERIZED
APPROXIM AT IO N AND
S Y N T H E S I S O F LI N EA R
NE TW O R K S
Jiri Vlach
John
& Sons, Inc., 605 Third
Ave., New York, N.Y. 10016, 1969, 477
pp., $14.95.
Wilev

SO M E PAT TERN S IN TH E
RISE O F TH E M ULTINATIONAL ENTERPRISE
Research Paper 18
Jack N. Behrman
The University of North Carolina,
Graduate School of Business Administration, Chapel Hill, N.C. 27514,
1969, paperbook, 180 pp., $2.95.

PAKISTAN IN THE
DEVELO PMENT DECADE
Problems and Performance
Agha M. Ghouse, Editor
The Economic Development Seminar,
14 Race Course Road, Lahore, Pakistan,
1968, 406 pp., 15.00 Rs.
UNIFO RM SY STEM O F
ACCO UNTS FO R
RESTAURANTS
National Restaurant Association, 1350
Lake Shore Drive, Chicago, Ill. 60610.
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The seats are empty but Professor John W. Ruswinckel at
Michigan State University is lec turing to several hundred stu-

dents via closed circuit television. At console he goes over
lesson. Telephone receiver at left enables him to hear students.

Starring an Accounting Professor
ONE PROFESSOR TEACHING 650 STUDENTS? IT ALL ADDS UP WHEN HE USES CLOSED CIRCUIT TV
When Professor John W. Ruswinckel
A member of the Lansing- Jackson
walks into his "classroom" at Michigan Chapter of NAA, Prof. Ruswinckel has
State University, he walks into an empty devoted more than 30 years of his career
room. But as technicians activate to teaching at Michigan State Universwitches, suddenly his image appears on sity. Like most conscientious teachers,
television sets in 15 separate classrooms he would prefer a live class of 2 5 stuon the sprawling MSU campus —and dents supported by the use of visual aids.
some 600 -odd students sit up and gaze With the tremendous expansion of stuintently at the screens.
dent enrollment at MSU, however, this
Prof. Ruswinckel, known affection- has become prohibitively expensive.
ately to his students as Professor Bull So when his department head, Dr.
winkle, is a television pro who has logged J. D. Edwards [past president of Lansing more than 3,000 hours before the video Jackson and member of Committee on
cameras. He has been teaching Principles Research], assigned Prof. Ruswinckel
of Accounting for 12 years via closed the task of utilizing closed circircuit television.
cuit television to teach accounting stuMA NA GE ME NT AC CO UN TING /M AY 1 97 0

dents, he "reluctantly accepted the
assignment assuming some way could
be worked out so that the students could
communicate with me during the class
meeting." He wanted an audience in
front of him in order to receive feedback,
but his first CCTV presentation was
given to two cameramen (one a buxom
blonde) in an empty 400 -seat hall.
"It took just one presentation to make
me realize that the students would not
be watching me; that I could not see
them if they had been there, and my
attempt to lecture to the live audience
would make the TV classrooms just observers, not participants."
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Like other teachers who have experimented with CCTV, Prof. Ruswinckel
realized that feedback from the students
was essential if the educational process
was to work. Through a 12- channel cable
network, he was able to reach students in
10 different buildings. Direct phone line
hookups between the classrooms and the
studio were installed to insure student
participation.
Each viewing room is equipped with
a telephone at the end of an extension
cord which will reach all of the seats
in the room. The hand set includes
an off /on switch. When the student
flips the switch, a light goes on in the
studio indicating which room wants to
talk. When the instructor pushes the
appropriate button, the student's voice
and his voice go out over the TV cables
to all of the rooms on the hook -up. The
instructor can conclude the discussion at
any time by depressing the button and
cutting off the student at the other end
of the line.
"Since two -way audio and one -way
visual communication has been established I conduct my class much as I
would with 20 to 30 students. However,
instead of calling on a student to discuss
I call on a room, and the proctor in that
classroom picks a student to recite via
the talkback. As the student and I work
out the solution to the problem, the
solution appears on the TV —step by
step, or debit by credit, or entry by entry, just as it would normally be written
on a blackboard."
Because of space limitations Prof.
Ruswinckel often prepares in advance
the solutions to be placed under an
overhead camera. Thanks to the flexibility of the TV studio facilities, a completed solution can be presented line by -line.
Any student in a classroom on the
CCTV network can call in at any time.
"When I get to a good stopping place,
I seek students' questions (which all can
hear) and I reply or discuss the question as the case may be. Often when I
answer the first question some of the
other calls will be withdrawn indicating
that I answered their question."
This procedure is the key to the success of the system. "The talkback answer- and - question facility is the real reason why our CCTV offering is successful. None of us in Accounting using
CCTV would even consider using it if
we could not have talkback."
At fir st dubi ous a bout teaching
through the video tube, Prof. Ruswinckel soon found himself an en56

This is how students see Prof. Ruswinckel in classroom. They can ask questions
during lec ture by telephone.

thusiastic proponent of CCTV. He
pointed out in an article written for
The Accounting Review that the chief
advantage of CCTV instruction using a
talkback system is that it enables the
teacher to transmit uniform instruction
to many students. "This could be done
in a lecture of 400 to 600 but there you
could not have the student participation
provided by the talkback. A TV instructor must be fully prepared. Often graduate assistants teaching live sections of
an elementary accounting course are not
prepared at all times. Hence their students may be at a disadvantage when
compared with other sections. CCTV
avoids this."
CCTV instruction also avoids perennial staff problems. Most accounting instructors with rank do and have taught
elementary accounting, but not many
arc willing to devote full time to that
course. Without CCTV graduate assistants would have to be used. With a
ranking faculty member doing the instruction over television, graduate assistants can be used as proctors.
"We do not have enough accounting
graduate assistants to staff the elementary classes under traditional methods,"
Prof. Ruswinckel says. "I doubt if the
Universitv saves money through the use
of CCTV, but the department does save
staff."
He believes that CCTV instruction
should, and does, improve the sound
student. In a comparison of students
taught the traditional way and those
taught through closed circuit television,

results showed that students taught by
CCTV performed as well as, if not
better than, those taught by more conventional procedures. The study was
made by the Evaluation Service at
Michigan State University. Although
the results might only be a reflection
of better teaching, "at least it indicates that the TV instruction did not
penalize or handicap the student," Prof.
Ruswinckel concluded.
On the other hand, an instructor who
is separated from the classroom by a long
cable cannot prod the student who neglects his homework or will not ask
questions. "In other words you can't
needle the loafer." Another disadvantage
is that the CCTV instructor must be
better prepared than a classroom teacher.
"But it is worth it because you give a
better presentation once you are used
to the lack of an audience, and the presence of a camera or two."
"The chief disadvantage to the instructor is that he has no chance of
knowing any of his students. But how
many would you know standing in front
of 400 to 600 in a lecture? Or, what advantage is there in knowing only 50 or
a hundred you might have in one or
two `small' sections? Once you are accustomed to talking to the camera rather
than a live audience you can teach any
accounting course as well, if not better,
on CCTV (live with talkback) than live.
To me, the question of using CCTV vs.
live instruction is one of breakeven and
available faculty. The breakeven point is
somewhere around 200 students."
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Although CCTV does have advantages, it is not likely to reduce instructional costs. Prof. Ruswinckel points out
that "The cost of equipping, maintaining, and operating a TV studio for the
exclusive use of one or two courses
would be prohibitive. At best the fixed
costs and maintenance would have to be
absorbed by three to five hours per week,
per school year, per course."
What about the students? Do they
dislike being taught via television? Are
they getting full educational value from
the course? As might be expected, some
students blame poor grades in the course
to the use of CCTV. Prof. Ruswinckel
suggests, however, that it may reflect an
inability to shift from "spoon- feeding"
or memory courses to a reasoning course
— rather than the use of CCTV. "Most
students seem to accept CCTV, particularly with the talkback. Some say
they prefer it over a large lecture since
they can ask questions of the lecturer."
Occasionallv, Prof. Ruswinckel will
tape a lecture when he has to attend a
professional meeting in another city.
This procedure is not recommended for
more than one or two classes a term because the students are encouraged to ask
questions. "There are more complaints
against the so- called taped courses via
CCTV than toward our type of live
CCTV presentation where students can
ask questions whenever they wish."
Visiting lecturers soon adapted to the
video network, according to Prof. Ruswinckel. He invited three of his former
students who held responsible positions
in accounting to discuss the desirability
of accounting as a livelihood. "Talking in
front of the camera bothered them a
little but not for too long."
It was an entirelv new adventure for
him when CCT V instruction was
started in 1958. "Now," he says, "I
would not consider returning to the
older ways of handling 200 to 650 students in a term, the main reason being
that it would be very hard to find the
necessary staff. If you could find them,
could you afford to pay them? If you
both find and pay them could you exercise sufficient control over their work ?"
The answer is obvious and the solution
at Michigan State seems to work.

Sorry About That
On page 57 of the March 1970 issue of
MANAGEMENT ACCOUNTING, Marshall
M. Johnson, Nice president of Los Angeles Chapter, was incorrectly identified
as Marshall M. John. Our apologies to
Mr. Johnson.
MANAGEMENT ACCOUNTING /MAY 1970

A&atch Game
See how many of the definitions on the left
you can match with the terms on the right.
1. New NAA program that will
make educational courses and
seminars available at the chapter
level.

❑

A. Memorial Education Fund

❑ B . CEP
2.
Sh o u l d yo u have an
accounting problem and want to
check other than local sources,
this NAA information source
can offer invaluable assistance.
3. Established in 1966 at the
request of numerous individuals
who wished to remember a
fr iend or colleague through
NAA.
4. High on the list of NAA
benefits, this diversified yet
comprehensive educational
program covers a wide variety of
technical topics.
5. Among the richest rewards
of NAA membership.
6. What you should do if you
have a friend or colleague who's
interested in career advancement
in the management accounting
field.

❑ C . Technical Inquiry Service

❑

D. Lasting Friendships

❑ E . LEAP

❑ ❑ F . Tell him about the many
benefits NAA has to offer. (Why
not tell him today ?)

Answers:
3 9 ' 4 9 "8 t i' V C0 Z "31,

You don't need a special reason to support the
NAA Memorial Education Fund. Any day is the right day to
help fu rther the edu cational goa ls of the Association.
Remember the NAA Memorial Education Fund today.
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Close -up

For distinguished service to NAA, Dr. G. Kenneth Nelson (right)
is presented a resolution by Paul Johnston, secretary- treasurer
of Central Pennsylvania Chapter. Dr. Nelson has been a national director, president of the Williamsport Chapter, and
organizing chairman and president of Central Pennsylvania.

President Edward J. Kral of Detroit Chapter kicks off the chapter's
50th Anniversary celebration with the unveiling of a plaque.

J. Lamar Nix, first president of Tyler (Tex.) Area, holds charter
presented at a recent meeting by Executive Director Rawn

Brinkley (left) and President Grant U. Meyers. Mr. Nix was organizing chairman of the chapter chartered Feb. 1, 1970.
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On visit to Cape Canaveral Chapter are, L -r., National Directors
Robert L. Cramer, Russell M. Bruce, Jr., and National Vice
President W illie E. Fergusson. At right, George W . Gaudy, past

president of Cape Canaveral. The national officers met with
chapter officers for dis cuss ions on chapter operations and adminis tration problems.

President Harold Heintz (center) of Northwestern Michigan
Chapter holds charter just presented by NAA President Grant U.

Meyers (right) and NAA Managing Director Robert H. Sommer.
Mr. Heintz was organizing chairman of the new chapter.
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Speakers at 51st Annual Conference
To Look at Economy, Computers & Reporting
TREASURY SECRETARY KENNEDY AND SEC COMMISSIONER NEEDHAM SCHEDULED TO SPEAK
The technical program at the 1970 Annual International Conference in Minneapolis, June 21 -24, will reflect the
theme, "... Preparing for the Future."
Topics range from the state of the
economv to the use of computers in corporations.
The program was planned by Bernard
H. Semler, general chairman, in cooperation with the NAA staff. Mr. Semler is
vice president- finance, Abbott Laboratories, North Chicago, Ill., and past national vice president of NAA.
Governor Harold LeVander is scheduled to welcome NAA members to Minnesota as the Conference officially opens
in the Hall of States at the Hotel
Leamington. Governor LeVander, a
former professor of speech and debating coach at Macalester College, has
won wide acclaim as a public speaker.
Dr. Hideva Kumata, director of the
International Communications Institute, Michigan State Universitv, will deliver the opening address. He is the
author of numerous articles and studies,
as well as two books, dealing with cross national communications research. His
address is titled, "Success Is ... Awareness."
Executive Director Rawn Brinkley
will then call the Annual Meeting to
order. Members will vote on 14 national
officers to serve during 1970 -71 and 50
national directors to serve a two -year
term, 1970 -72. At the same time the winners of the Certificates of Merit, Certificates of Recognition, Membership
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Achievements Awards, and Public Rela- Focus on Computers
tions Awards will be announced.
Computers and their use and misuse
Secretary of the Treasury David M. will be the general topic for speakers on
Kennedy is the scheduled speaker at the Tuesday morning. Chairman of the seskeynote luncheon to be held in the sion is Donald P. Selleck, controller of
Municipal Auditorium. Before he was 3M, Inc., St. Paul, Minn.
appointed to the Treasury, Mr. Kennedy
Terrance Hanold, president, Pillsbury
was chairman of the board of directors Co., Minneapolis, will discuss "Role of
and chief executive officer of the Con- the Computer in Business Management
tinental Illlinois National Bank and —A Critical Look at Computers." Mr.
Trust Co. of Chicago. Secretary Kennedy Hanold received his law degree from the
has a broad background in public finance University of Minnesota where he did
and private banking, as well as extensive postgraduate work in accounting, transservice in numerous civic capacities.
portation, traffic and labor relations. He
Secretary Kennedy's remarks, "A was named assistant secretary and assistView from the Treasurv," will be closely ant treasurer for Pillsbury in 1952 and
followed by businessmen in light of the rose to his present position as president
current anti - inflation fight by Washing- and chief financial officer.
Robert L. Patrick, computer specialist,
ton.
Two speakers are scheduled on the Northridge, Calif., will deliver the secafternoon technical program. James J. ond major address of the day. His topic
Needham, Commissioner on the Securi- is "Understanding Computer Operations
ties & Exchange Commission, will dis- —Third Generation Computers and
cuss "Current Status and Trends in How Thev Work." A free -lance comCorporate Reporting." Commissioner puter specialist, Mr. Patrick has designed
Needham is a certified public account- and implemented several computer opant who was formerly partner in charge, erating systems, ran a computer language
New York Office of A.M. Pullen & Co. design project, and is the author of 56
Albert R. Wayne will discuss "Man- technical papers.
aging the Foreign Operations'of a Multi Dr. Richard F. Peirce will deliver the
National Company." He was fonnerly third address on "Line Management's
executive vice president, International Utilization and Control of Computers."
Operations, Abbott Laboratories.
Dr. Peirce, a national vice president of
Allen H. Seed, III, Director of corpo- the Association for 1969 -70, is director,
rate diversification, International Paper Management Information Svstems, MoCo., will act as chairman of this session. torola, Inc., Franklin Park, Ill. Dr.
Mr. Seed is a past president of Minne- Peirce's diversified background which inapolis Chapter.
Continued on page 63
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Stamford, has joined Alan Patricof Associates, Inc., as vice president.

Chapter /Member News
Emeritus Life Associates
JOHN H. CHAPMAN, Los Angeles.
EINAR G. JOHNSON, Rockford.
BENJAMIN H. MOORE, Pittsburgh.
LEWIS C... PRESTON, Massachusetts

North Shore.
THOMAS F. QUINLAN, Newark past president. Stuart Cameron McLeod Society.

Promotions and New Positions
Three Birmingham members have been
named at Birmingham Trust National
Bank. NEAL P. HARBOR was elected vice
president, AUBREY D. BARNARD has been
named comptroller, and Ri zzo F.
STANLEY, assistant vice president, in
operations management.... BURTON W.
BROOKS was appointed supervisor of the
invoice bureau and FRED L. RAWLINcs,
supervisor of office service, at U.S. Steel
Corp.... THOMAS F. LEOPARD is president of a new data processing company,
Computer Wares, Inc.... CHARLES C.
McLANE has been named senior vice
president- comptroller of Saunders Leasing Svstem, Inc.... DONALD R. DON ALDSON is controller of O'Neal Steel,
Inc.
RICHMOND P. MILLER, JR., Boston, has
been named controller of Raytheon
Company's Equipment Div.

was recently elected to the board of
directors of Iowa Electric Light & Power
Co. He is vice president and controller
of the company.
THOMAS F. DONOVAN, Central Arkansas,
is now controller, Financial Security Life
Assurance Co.
DON WILLIFORD, Charlotte, was promoted to assistant treasurer, The Ruddick Corp.
EDWIN W . CUNNINGHAM, Cincinnati,
is now treasurer at E. A. Ki n s e y. . . .
MARTIN R. ENGLAND was named manager Of Hillcrest Motel.... ROBERT J.
NICKLET is now assistant controller,
Wabash Consolidated.

Two Columbus members have been
named at Jeffrey Mfg. Co., division of
Jeffrey - Galion, Inc. JAMES B. BIANCHI
was appointed manager of general accounting, and JAMES L. BYER is now assistant controller.

LEE RUDINs, Brunswick Area, has been
appointed controller of the Titanium
Pigment Div., National Lead Co.
ROBERT M. WHITBECK, Buffalo, has
been named sales manager of the
Johnstown - Altoona, Pa., office of Monroe International, Inc.
W. W. BOLEN, Canton, is now manager
of E DP Svstems and Methods Div.,
American Electric Power Service Corp.,
succeeding A. W. LINDAHL who joined
Indiana & Michigan Electric Co. as assistant accounting manager.
MARSHALL G. HARDESTY, Cedar Rapids,
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DAVID J.CATROW, JR., Kalamazoo, has
been named controller of Leaseway
Transportation Corp.... HOWARD W .
CROSWELL is now assistant division controller, Gulf & Wes tern Industries....
HENRY K R O E Z E has been named city
sales manager, Doubleday Bros. & Co.
DONALD L. REYNOLDS, Kansas City, has
been promoted to senior vice president,
Commerce Bank of Kansas City.
Three Longview-East Texas members
have been named at R. G. LeTourneau,
Inc. LEON CARPENTER was appointed
plant controller of the Heavy Equipment Div., JACK T . HILL has been
promoted to operations controller, and
CARROLL D. PHILLIPS was appointed
plant controller of the Metal Parts
Div.... ALLEN D. BASSHAM was promoted to supervisor of accounts payable,
and DAVID R. KIRKHAM was named unit
chief of accounting of the E. W. Pipe
Mill, both at Lone Star Steel Co.
WILLIAM R. WIEBE, SR., Massachusetts
North Central, has been named financial
controller for Executive Airlines.

HARDESTY

Cedar Rapids

CHARLES R. HAMPTON, Brooklyn president, was recently appointed manager
of budgets, and JOHN KEPIC, coordinator
of special projects, at F. & M. Schaeffer
Brewing Co.

LARRY AGLE, Hawaii, has been appointed vice president and general manager of Panorama Pacific, Inc.... JOHN
JAQUETTE, past chapter president, has
been named financial vice president of
United Utilities.... JACK MARSHALL
was named treasurer and controller of
Cin era ma Hawaii Hot el s, I n c . . . .
G E O R G E NOMURA has joined Hertz International, Ltd., as chief accountant.

MCDONOUGH
Member -at -Large

ROBERT HAMILTON, Cumberland Area,
is now controller for Gibbs Textile.
KENNETH R. BULL, Delaware, has been
elected treasurer and assistant secretary
of J. E. Rhoads & Sons, Inc.
DAROLD P. ADAMI, Evansville, is now
assistant controller, Fiberfil, Inc., a division of Dart Industries.... JOHN R.
PAYNE was named a staff accountant
with Seidman & Seidman.
ROBERT J. ENERSEN, Florida We st
Central, past national vice president, is
now president of Hytronics Corp.
PAUL F. RARDIN, Fort Worth, has been
promoted to management planning director of Dynalectron's Aerospace Operations Div.
LEONARD VIGNOLA, JR., Greenwich-

JAMES T . TUCKER, Mass. Route 128,
has been named controller for Raytheon
Company's Missile Systems Div.
KEITH E. LOHNES, Member -at- Large,
Africa, has been appointed accounting
supervisor for schools and hospitals of
the Free Methodist Mission, Burundi,
Central Africa.
ROBERT E. HOWELLS, Member -at- Large,
Europe, has been promoted to European
controller, Motorola, Inc. He was formerly affiliated with Scottsdale Area.
WAYNE P. ASPHOLM, Member -at- Large,
U.S., was appointed comptroller, Pep peridge Farm, Inc.... RICHARD D.
MCDONOUGH has been elected vice
president and appointed controller of
The Singer Co., succeeding ANDREW J.
REINHART who was named a member of
the president's office.
DR. RICHARD DEUTSCH, Memphis, was
promoted to assistant chairman, Division
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of Business Administration, Christian
Brothers College.... JAMES H. PERDUE,
JR., has been promoted to vice president
of marketing at NCC Leasing....
FRANK SWORDS was promoted to manager, general accounting, at Memphis
Hospital Service & Surgical Assn....
JAMES E. TAYLOR has been named vice
president at First National Bank of
Memphis.

Time Off

FRED J. FENWICK, Mid - Florida,has been
promoted to zone manager, Burroughs
Corp.
JOHN ARROL, Milwaukee, has been promoted to vice president - controller, Globe
Union Corp.... ROBERT R. HULT IS
now internal auditor, Falk Cor p. . . .
ARTHUR E. MORGAN has been appointed
general manager, Specialty Products
Div., Cutler- Hammer, Inc.... JAMES
SCHAUER was named manager of the
cost recording department, Louis Allis
Corp.... ROBERT E. SCHMITZ is now
executive vice president of Pelton Steel
Casting Co.

"The firs t thing you must realize is that the bus ines s will be there when you get
back."

'Up the Organization'
YANOW
Ne wa rk

MIS CKE
Phoenix

RAYMOND J. BOWERS, JR., Mohawk
Valley, was appointed assistant treasurer City of Rome, N.Y.... HARRY E. FISH,
JR., is now secretary with Divine Bros.
JOHN DAYOCK, Morristown, was appointed assistant controller, RDL Industries, In c.. . . W. F. GERTH, past
chapter president, has joined Tufts University as director of finance....
JOSEPH H. KRESSMAN was named financial manager of Van Nostrand Reinhold Co. and Litton International Publishing Co., divisions of Litton Educational Publishers, Inc.... JOHN F.
MURPHY was named manager - general
accounting and special services accounting Plastics Div., Allied Chemical.
ALVIN M. YANow, Newark, has been
elected president of National Printing
Co., succeeding IRVING YANOW who has
retired.
ALVIN E. JONES, New Orleans, leas been
promoted to treasurer of Jahncke Service, Inc.

Abacus vs. the Computer

The man who took Avis Rent A Car Don't count out the abacus yet, even
Corp., and made it the best known in a world of proliferating computers
"Number Two" in the country has — especially not in Japan. A record
distilled some of his experiences into five million abacuses were produced
a new book which is certain to delight in that country last year. Everybody
—and outrage— businessmen. Pub- uses the abacus, or soroban as it is
lished by Alfred A. Knopf, Inc., the called in Japan, to calculate simple
book is titled Up the Organization. sums. A Westerner uses pencil and
Here's a sample of Author Robert paper but a Japanese will pull out a
Townsend's thinking: "No account- handy abacus and tot up sums by
ing system is very good, and all of moving certain beads strung on the
them are infinitely variable. What the wires in a wooden frame. An expert
controller should do is insist that is said to be able to beat an electric
management pick one system and adding machine in adding and subthen not let them change it. He must tracting figures —but not in multiplybe very strong on this point. Other- ing or dividing.
wise the management will fall or leap
into the trap of inconsistency. The Accounting for the Pumpkin
easiest way to do a snow job on in- The grandfather was telling the story
vestors (or on yourself) is to change of Cinderella to his young grandson.
one factor in the accounting each The grandson, listening very intentiv,
month. Then you can say, `It's not waited until grandfather had finished
comparable with last month or last and asked, "Grandfather, when the
year. And we can't really draw any pumpkin changed into a coach, was
conclusion from the figures.' " He it a capital gain or to be treated as
adds: don't make quickie reports with- taxable income?'
out labeling them as such.
Parkersburg- Marietta Newsletter

IRA D. SCHONBERG, New York, has been
named controller of Visual Graphics.
62

MA N AG E ME N T A C CO U NTING /M A Y 1970

DENNIS MCCUISTION, North Texas, has Industries, Inc. Chief auditor for the
been promoted to senior vice president, firm, he also serves as assistant vice presFirst Bank & Trust Co.... ROBERT W. ident of Interstate Securities Co.,
WIXON is now controller for Fox & consumer finance subsidiary.... RAY
WEATHERBEE has been named a vice
Jacobs.
VINCENT A. PARSONS, Norwich pres- president of Dean Machinery Co.
ident, is now controller with American DARREL GRABOW, St. Paul, is now assistant controller with Trojan Seed Co.
Enka Corp.
RODNEY P. THORESON has been
FRANK J. PILNEY, JR., Ohio - Western ...
named financial planning director,
Reserve, has been promoted to chief acBattery Group, Gould, Inc.
countant at Reactive Metals.
EARL J. EVANS, Salt Lake Area, has been
Louis B. BONO, Peninsula -Palo Alto,has named controller of H & J Bearing
been appointed controller for Golden
Supply Co.
Grain Macaroni Co.... D. S. DYE has
`
►
7
been named group controller for international operations at Varian Associates.
A. J. GAMBINI, JR., is now division
+r►
...
controller, Vacuum Div., Varian
Associates.
FREDERICK C. MISCHKE, Phoenix, has
been appointed vice president and
treasurer, Skyline Corp.... GERALD G.
VAN TATENHOVE
GREGG
S.W. Los Angeles
Waukesha Area
PARKINSON is now secretary- treasurer
and controller, Baron Industries Corp. Two San Diego members have been
named at Cubic Corp. GEORGE PEEK
He is president of the chapter.
has been named manager of operational
DAN S. MUCHISON, Piedmont, has joined planning, and ROBERT W. SKINNER
Hanes Corp. as manager of general ac- joined the company as manager of
counting.... MAX PRESNELL was p I o - programs control and budgets....
moted to administrative manager of LESTER C. LEMKE, JR., was promoted
Luck's, Inc.... WALTER STOLTZ has to program manager at Ryan Aeronautbeen promoted to department chief .in ical Corp.... E. L. HUGHES is now
cost accounting with Western Electric. manager, accounting services, with
Two Portland members have been Irvin J. Kahn Organization.... FRED
named at First National Bank of Oregon. HUMPHREY was promoted to general
RICHARD J. EASTMAN was named as- accounting supervisor, San Diego Gas
sistant manager of the corporate ac- & Electric CO....ROBERT LOWELL was
counting department, and DON H. named a partner of Marinos, Augustine,
WAKE was appointed manager of the & Delafield.... ROGER SCHAMP is now
corporate finance de pa r t m en t . . . . supervisor of general accounting, Aerojet
WALTER R. DEE, chapter president, has General.
been appointed vice president, finance, CHARLES APPEL, Sangamon Valley, was
of the White Stag Div., and FRANK named vice president of Central ComTRAEGER named controller in the White puting Co.
Stag Apparel Div., in Warnaco, Inc.
HAROLD G. BUCHOLZ, JR., Seattle, has
RONALD S. LANGOS is now vice presbeen appointed accounting supervisor
...
ident- finance, Precision Fastening Subat United Pacific Insurance C o . . . .
sidiary of Omark Industries, In c. . . .
DENNIS HERBERT has joined Nelco
Roy M. MARVIN was appointed vice
Corp. as controller.... JAY C. WILpresident- finance, Precision Castparts
LIAMS is now assistant vice president for
Corp.
People's Mortgage Co.
DAVID B. AYRES, JR., Roanoke past pres- DAVID BENEFIELD, Shreveport, was
ident, has been appointed controller of
promoted to controller, Gym- Dandy,
the State of Virginia.
Inc.... HOWARD QUALLS has been
HARLAN WALKER, Sabine, has been elected a vice president of First Nanamed plant manager for Evans Prod- tional Bank of Shreveport.... J. LAMAR
ucts Co.
STALL, past chapter president, was
GORDON F. KOUDELE, St. Louis, has elected to the board of directors of the
been named controller of Gas Service Pioneer Bank & Trust Co.
Co.... LESTER F. MEREDITH was DANIEL L. LORD, Southern Maine, has
elected assistant vice president of ISC been appointed controller of L. L. Bean.
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DALE HILL, Southern Minnesota, has
been promoted to cashier, Northwestern
National Bank.
DAVID H. HOUGH, South Jersey past
president, has been appointed manager
of data processing for Atlantic Richfield's Products Division.... GLENN A.
MARTIN was recently appointed assistant controller of Sanger, In c. . . .
JOHN C. WENRICK IS now supervisor general accounting of Airwork Service
Div., Pacific Airmotive Corp.
JAMES VAN TATENHOVE, Southwest Los
Angeles, has been appointed vice president- business management, Los Angeles
Div., North American Rockwell.
DONALDJ. BEDARD,Springfield,has been
named controller for Stacy Machine.
RICHARD KUNEY, Washington, has
joined Steadman Security Corp. as assistant controller.
LOWELL DAGGETT, Waukesha Area, is
now a manager on the audit staff of
Touche Ross & CO....MICHAEL W .
GREGG was promoted to controller of
RTE Corp.
WILLIAM F. LEPORE, Youngstown, has
been appointed assistant treasurer of
Carbon Limestone Co.
Organization Service
JOHN H. LAPPERRE, Chicago, was recently re- elected chairman of the board
of trustees, Chicago Chapter, National
Multiple Sclerosis Society.
SPEAKERS AT 51ST CONFERENCE

Continued from page 60
eludes positions with North American
Rockwell Corp., as well as assistant professor at U.C.L.A., lends authority to
his address.
Six concurrent sessions will be held
Wednesday morning and three of the
sessions will be repeated Wednesday afternoon, with three sessions on different
topics added. The topics of the sessions
are: "Appraising Performance Measurements and the Use of Incentives," "Managing Computer Operations and Controlling Computer Costs," "Accounting
for Mergers and Acquisitions," "Management Accounting for Small -Sized
Companies," "Public Reporting Requirements and Accounting Principles,"
"Responsibility Accounting for Planning
and Control," "The Management Accounting Function in a Diversified
Multinational Company," "Corporate
Financial Reporting by Segments," and
"Costs for Decision Making."
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Membership Growth...
What's in It for You
"Nowadays, it takes all the running you can do just to keep in the same
place," as the Red Queen said. It was true 100 years ago in Lewis Carroll's
time, and it's more than ever true today.
Take NAA's membership growth, for example. Did you know that to
fill membership vacancies caused by natural attrition— moves, retirements,
death —we must bring in 10,000 - 12,000 new members each year, just to
"stand still "!
But standing still is the last thing we want to do at NAA. If we are to
continue to remain in the forefront of the influences which shape the
advances of the management accounting profession, we must fulfill our
obligation to make NAA benefits available to the largest possible number
of interested people, who are involved in any phase of accounting.
The principal purpose of the Association is the dissemination of sound
accounting information to its members. This is accomplished, most
importantly, through meetings at the chapter and national levels, where
individuals speak about their knowledge and out of their experience. It's
very clear the more members we have, the more opportunities there will
be for all members to engage in a stimulating exchange of ideas and viewpoints with others in the profession, and to form new and lasting friendships.
There is no advantage to any member in Having Association membership
stand still. A member can grow only as fast as those around him grow —and
it is only the continued expansion and diversification of NAA membership,
to include men and women from all fields, and at all levels, that will keep
the fabric of NAA strong, its benefits meaningful, its impact vital.
It is said there are over 4,000,000 potential members of NAA, all over
the world. Yet, NAA at the end of February, had a mere 66,725 members.
As you can see, we have only scratched the surface.
How can we make our impression deeper? That depends on you. Only
a concerted chapter -level program of active planning for diversification of
membership, and a meaningful, productive effort by every NAA member,
will enable the Association to meet its commitment —to assist and
encourage in the further development of the management accounting
profession.
One of the important benefits you acquired when you joined NAA was
the privilege of bringing into membership any of your friends and business
associates who might profit from Association membership as you have.
When was the last time you exercised this privilege?
To encourage others to join NAA —in order that they too may participate
in Association activities, contribute to and share the experience of learning
and fellowship in NAA —is a responsibility worthy of the highest dedication.
Grant U. Meyers
President, 1969 -70
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NO T ICE O F A N NU A L M E E TIN G
Notice is hereby given to all members of the Association
that the Annual Meeting of the National Association of
Accountants will be held at the Leamington Hotel in Minneapolis, Minnesota, on Monday, June 22, 1970, at approximately 10:00 a.m., or immediately following the
conclusion of the opening session, to receive the report
of the Nominating Committee and to transact such other
business as may properly come before the meeting.
New York
Rawn Brinkley
May 1, 1970
Executive Director

Nominating Committee Report
TO MEMBERS OF NATIONAL ASSOCIATION OF ACCOUNTANTS:
The 1969 -70 Nominating Committee is pleased to present the following members as nominees for
election to national office at the
Annual Meeting of the Association
to be held in Minneapolis, Minnesota, Monday, June 22, 1970.
Under the Constitution and ByLaws of the Association, 14 national
officers —the president, 12 vice
presidents, and the treasurer —are
elected to serve a term of one year.
Fifty national directors are elected
to serve a term of two years. (One
additional director has been nominated to serve out the one -year
term of a current director who was
nominated for vice president.) Their
terms overlap with those of 50 current directors, thus assuring con-

tinuity on the National Board.
The report also includes nominees for the Nominating Committee
to report in 1971.
All of the nominees have compiled extensive records of service
in the Association, at the chapter
or national level, or both. Full consideration was given in their selection to representation from all areas
to insure a broad cross section of
the membership.
The Nominating Committee endorses this group of outstanding
members with great pride.
Respectfully Submitted,
Nominating Committee
1969 -70

NOMINATING COMMITTEE 1969 -70
CHAIRMAN:

JAMES E. MEREDITH, JR.,

FRED ANDERSEN, MILW AUKEE
LEO J. BARNECUT, JR., CHICAGO
ARTHUR P. BARTHOLOMEW, NEW YORK
PAULA. BUSCH, CINCINNAT I
FLOYD F. CRAVENS, SAN DIEGO
PAUL W. DEMAREST, OMAHA
FIRMAN H. HASS, DETROIT
MANAGEMENT ACCOUNTING /MAY 1970

NEW YORK

ROBERT J. HINZ, NORTH ALABAMA
J. WILL LEWIS, SALT LAKE AREA
R. TERRY LYLE, FLORIDA W EST CENTRAL
CHARLES R. MILLER, PITTSBURGH
THOMAS L. MORISON, BOSTON
JACK W. ROBINSON, TULSA
WILLIAM M. YOUNG, JR., WASHINGTON
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Nominee for President

ETTORE BARBATELLI
New York (1948): Director of Member
Attendance, 1952 -53; Director of Membership, 1953 -54; Director of Special
Activities, 1954 -55; Director of Program,
1955 -56; Vice President, 1956 -59; and
President, 1959 -60. During his two terms
as a National Director, he served on the
Committee on Accounting Development,
1960 -61; Com m i ttee on Cha pters,
1962 -63; and Committee on Finance and
Budget, 1963 -64. Elected a national Vice
President, 1964 -65, he became a member of the Board of Directors upon completion of his term. He was appointed
Chairman of the Committee on Chapters,
1965 -66, and 1966 -67. During 1967 -68,
he served as Chairman of the Committee
on Membership and as a member of the
Executive Committee. He was reappointed for a three -year term, 1968 -71.
Chairm an of Pl a n ni n g Co m m it tee,
1968 -69. Currently affiliated with the
Milwaukee Chapter, he is a member of
the Stuart Cameron McLeod Society. He
is President of American Appraisal Co.,
Milwaukee, Wis.

66

MA N AG E ME N T A C CO U NTING /M A Y 1970

Nominees for Vice Presidents
R. LEE BRUMMET

I

;

-

Ann Arbor (1952): Secretary, 1956-57;
Treasurer, 1957 -58; Vice President,
1958-59; and President, 1959-60. During
his term as National Director, 1960 -61,
he served on the Committee for the Study
of Direct Costing and on the Annual Conference Program Committee. A member
of the Committee on Research Planning
since 1964 -65, he has served as Chairman since 1967 -68. Member of Management Accounting Practices Committee,
1969-70, and 1970 -71. Stuart Cameron
McLeod Society. A member of the
Raleigh- Durham Area Chapter, he is Willard J. Graham Professor of Business
Administration, University of North Carolina, Chapel Hill N.C.

rA

,

ri,

&

Baltimore (1953): Director of Education,
1958 -59; Director of Program, 1959 -60;
Treasurer, 1960 -61; Vice President,
1961 -63, and President, 1963 -64. He was
elected National Director, 1964 -65, and
served on the Membership Committee,
1966-70. National Director, 1968 -70. He
is Chief Accountant, Davison Chemical
Co., Baltimore, Md.
Div., W. R. Grace

"

ROBERT R. ELLIOT--

WILLIAM L. FERRARA
Sangamon Valley (1959); Williamsport:
Director of Manuscripts, 1963 -64; Special Assignments Director, 1964 -65; Vice
Pr es i den t , 1966 -67, and Pr esi d en t ,
1967 -68. National Director, 1968 -70,
when he served on the Committee on
Publications. He has spoken before NAA
conferences and won two Certificates of
Merit for his contributions to Management Accounting. He is Professor of Accounting, College of Business Administration, Pennsylvania State University,
University Park, Pa.

.

GORDON A. JOHNSON
Rochester (1953): Director of Manuscripts, 1957 -58; Director of Meetings,
1958 -59; Director of Member Attendance
and Treasurer, 1959 -60; Secretary,
1960 -61; Vice President, 1961 -63; President, 1963 -64; National Director,
1964 -65, and Member, Committee on
Chapters, 1967 -68. He was elected to a
two -year term as National Director, 1968 70, when he served on the Committee on
Chapters and the Committee on Chapter
Operations. He is Financial Analyst,
Pfaudler Company Division of Sybron
Corp., Rochester, N.Y.
HAROLD E. LITTLE
Washington Tri- Cities (1966): Chairman
of the Organizing Committee, 1965 -67;
President, 1966 -67; Director of Education, 1967 -68. He was elected National
Director, 1968 -70, when he served on the
Committee on Chapters, 1968 -69, and
the Committee on New Chapter Forma tion, 1969 -70. He is Manager, Administration, Battelle- Northwest, Richland, Wash.
RAYMOND LUTJEN
Des Moines (1944): Director of Publicity,
1960 -61; Director of Manuscripts, 1961 62; Secretary, 1963; Vice President,
1963 -65; President, 1965 -66. He was
elected National Director, 1967 -69, and
served on the Committee on Chapters,
1967 -70. He is Treasurer and Controller,
Pioneer Hi -Bred Corn Co., Des Moines,
Iowa.
WILLIAM R. McCAMY

JOHN J. FOX
Detroit ( irec Director of Publicity,
D
Director of Manuscripts, 1960 -61; Vice
President, 1963 -65, and President,
1965 -66. He was elected National Director, 1968 -70, when he served on the
Committee on Accounting Development.
He is Partner, Lybrand, Ross Bros.
Montgomery, Detroit, Mich.

tions, and continued to serve on that
committee during 1968 -69. He served as
a member of the Committee on Chapter
Operations, 1969 -70. He is Controller,
Power Equipment Co., Knoxville, Tenn.

&

.

t

Fort Worth (1949); Longview -East Texas:
Director of Program, 1964 -65; Vice President, 1965 -66, and President, 1966 -67.
He was elected National Director, 1968 70, and served on the Committee on
Public Relations. He is Chief Financial
Accountant, General Dynamics, Ft. Worth,
Tex.

VINCENT B. GRANDE
Knoxville (1955): Director of Publications, 1957 -58; Vice President, 1958 -60;
President, 1960 -61, and National Direcfor and member of the Committee on Promotion and Publicity, 1961 -62. He was
elected a National Director for a two -year
term 1966 -68, when he served on the
Committee on Promotion and Public RelaMA N AG E ME N T A C CO U N TIN G / M AY 19 7 0

WADE B. SALISBURY
Sacramento (1958): Vice President,
1960 -61; President, 1961 -62, and National Director, 1962 -63. San Jose: Secretary, 1963 -64. During his second term
on the National Board, 1964 -65, he
served on the Committee on Chapters;
On the Committee on Promotion and Pub lic Relations, 1966 -67; and on the Cornmittee on Membership, 1967 -69. He is
currently Chairman of the Committee on
C7

Nominees for Vice Presidents
New Chapter Formation and a member
of the Executive Committee. Stuart Cameron McLeod Society. Partner, Price
Waterhouse Co., San Jose, Calif.

ROBERT J. WEAFER
Boston (1947): Director of Education,
1953 -54; Director of Publications, 1954 55; Director of Membership, 1955 -56;
Secretary, 1956 -57; Vice President,
1957 -58; President, 1958 -59; Member,
Accounting Development Committee,
1959 -60; National Director, 1960 -61;
Accounting Development Committee,
1960 -64; Research Planning Committee,
1965 -69. Elected National Director,
1969 -71, he served orrthe Committee on
Publications, 1969 -70. He is Vice President for Finance and Treasurer, Bentley
College, Waltham, Mass.

"

&
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JAMES C. STEPHENSON

&

Birmingham (1951): Director of Member
Attendance, 1954 -55; Director of Employment, 1955 -56; Treasurer, 1956 -57; Director of Publicity, 1961 -63; Vice President, 1963 -65; President, 1965 -66. Lake
Erie Central. He was elected National
Director, 1968 -70, when he served on the
Committee on Education. He is Controller,
M Division - Vulcan Materials Co.,
A
Sandusky, Ohio.

Nominee for Treasurer
JOHN E. VAVASOUR
Albany (1949): Director of Special Activities, 1953 -54; Treasurer, 1954 -55; Vice
President, 1955 -56; President, 1956 -57;
National Director, 1957 -58 and 1959 -61;
National Vice President, 1962 -63; Member of the Committee on Promotion and
Publicity, 1957 -59; and Chairman of that
committee, 1960 -62; Member of the
Committee on Accounting Development,

1959 -60; Chairman of the Committee on
Chapters, 1963 -65; and Chairman of the
Committee on Long Range Location,
1965 -67. National Treasurer, 1966 -70.
Stuart Cameron McLeod Society. He is
now affiliated with the Westchester
Chapter and is Director, Information
Processing Dept., Consolidated Edison.
Company, New York, N.Y.

Nominees for National Directors
Beaver Valley (1957): Director of Education, 1957 -59; Director of Program, 195960; Vice President, 1960 -61, and President, 1961 -62. National Director, 196263. Oakland County; Pittsburgh. Now a
member, Fox River Valley, he is Vice
President Finance, Taylor Forge Division,
Gulf & Western Industrial Products Co.,
Bellwood, III.

JOHN A. BANNACH

.;,

WILBERT S. ANDERSON, JR.

••

ROBERT E. BRITTLE

ALAN B. ANSON
Buenos Aires (1959): President, 1965 -66;
Public Relations Director, 1966 -67; Communications Director, 1967 -68; Member
of Committee on International Chapters,
1969 -70. He is Assistant General Manager, Merck Sharp & Dohme, (Argentina)
S.A.I.C., Buenos Aires, Argentina.
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Youngstown (1952): Director of Publicity,
1954 -55; Director of Education, 1955 -56;
Director of Programs, 1956 -58; Vice President, 1958 -59; President, 1959 -60; National Director 1960 -61. He is Treasurer,
Carbon Limestone Co., Lowellville, Ohio.

k

Richmond (1956): Director of Special
Activities, 1958 -59; Director of Commu" nications, 1962 -63; Director of Programs,
1963 -64; Director of Manuscripts, 1964 65; Treasurer, 1965 -66; Vice President,
1966 -67, and 1967 -68; President, 1968 69. He is Controller, Richmond Hotels,
Inc., Richmond, Va.
MANAGEMENT ACCOUNTING /MAY 1970

Nominees for National Directors
FREDERICK J. DRESSER

WILLIAM H. CALDWELL
Pittsburgh (1947): Associate Director of
Publicity, 1958 -59; Wheeling: Vice President, 1959 -61; President, 1961 -62; National Director, 1962 -63. He is Corporate
Controller, Centre Foundry & Machine
Co., Wheeling, W. Va.

.. ►
,

ROBERT S. DURNWALD

HARRY B. CARLSON

Cleveland (1953): Assistant Secretary,
1961 -62; Assistant Treasurer, 1963 -64;
Director of Meetings, 1964 -65. Cleveland
East: Chairman of Organizing Committee;
President, 1969 -70. He is Secretary Treasurer, Sawyer Research Products,
Inc., Eastlake, Ohio.

Des Moines (1952): Director of Newsletter, 1956 -57; Secretary, 1959 -60, and
1960 -61; Vice President, 1961 -62, and
1962 -63; President, 1963 -64. He was
elected National Director, 1964 -65. He
is Partner, Peat, Marwick, Mitchell & Co.,
Des Moines, Iowa.
ROBERT H. CARNEIRO
San Antonio (1962): Director of Employment, 1963 -64; Director of Publications,
1964-65; Director of Programs, 1965 -66;
Vice President, 1966 -67 and 1967 -68;
President, 1968 -69; appointed to Texas
Council of NAA Chapters, 1969. He is
Data Processing Manager for Carneiro,
Chumney & Co., San Antonio, Tex.

G. WILLIAM FAHEY

.

San Francisco (1953): Director of Membership, 1963 -64; Director of Manuscripts, 1964 -65; Secretary, 1965 -66;
Vice President, 1966 -67, and 1967 -68;
President, 1968 -69. He is currently Gen eral Chairman of the 1970 Western Regional Conference. He is Secretary,
Stecher - Traung- Schmidt Corp., San Francisco, Calif.

'

JAMES A. CONNELL

k
-

JAMES J. FINERTY

New York (1954): Director of Communications & Employment, 1959 -60; Director of
Programs, 1960 -61; Director of Member ship, 1961 -62; Vice President, 1962 -63;
First Vice President, 1963 -64; President,
1964 -65. He is Comptroller and Treasurer, The M. W. Kellogg Company, New
York, N.Y.
EMMETT B. DAY
Houston (1947): Director of Publications,
1949 -50; Director of Education, 1950 -51;
Director of Special Activities, 1951 52;
Vice President, 1952 -53, and 1953 -54.
nate
President, 1954 -55. He served as AlterDelegate to the Ninth International
Congress of Accountants, Paris, France,

Minneapolis (1960): Director of Member ship, 1962 -63; Vice President, 1963 -64,
and 1964 -65; President, 1965 -66; Vice
Chairman, Operations Committee, 1970
Annual International Conference. He is
Assistant Vice President, Midwest Federal
Savings & Loan, Minneapolis, Minn.

Cedar Rapids (1954): Director of Public ity, 1958 -59, and 1959 -60; Director of
Communications, 1960 -61, and 1961 -62;
Director of Programs, 1962 -63; Director
of Manuscripts, 1963 -64; Secretary,
1964 -65, and 1965 -66; Vice President,
1966 -67, and President, 1967 -68. He is
on the Controller's Staff, Collins Radio
Co., Cedar Rapids, Iowa.
m.M,

DOUGLAS L. FRANCEFORT

N
a

Greenwich- Stamford (1960): Director of
Programs, 1963 -64; Vice President, 1964 66; President, 1966 -67. He is Manager,
General Accounting, Pitney Bowes, Inc.,
Stamford, Conn.

t

1967. He is Assistant Secretary and Tax
Manager, Wrightsman Investment Co.,
Houston, Tex.
HENRY DeVOS
West Bergen- Passaic County (Paterson) M
(1960): Director of Manuscripts, 1961� �,,
62; Director of Programs, 1962 -63; Vice
President, 1963 -64, and 1964 -65; Presi� _
dent, 1965 -66. He is presently with
Arthur Young & Co., New York, N. Y.
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LUIS GOMEZ
Puerto Rico; San Juan (1963): Employ ment Director, 1965 -66; Communications
Director, 1966 -67; Vice President, 1967 68; President, 1968 -69. He is Financial
Officer, Food & Housing Group, International Basic Economy Corp., New. York,
N. Y.
69

Nominees for National Directors
IAN D. GORDON

DAVID H. HOUGH

Medellin International Chapter (1963):
Chairman of the Organizing Committee,
1968. President, 1968 -69. Member of
Committee on International Chapters,
1969 -70. He is Manager of the Medellin
office of Price Waterhouse, Medellin,
Colombia.

South Jersey (1961): Director of Special
Activities, 1964 -65; Director of Programs,
1965 -66; Vice President, 1966 -67, and
1967 -68; President, 1968 -69. He is Manager, Atlantic Richfield Co., Philadelphia,
Pa.

+

CHARLES W. GREENWOOD, JR.

DONALD E. IBURG

Shreveport (1952): Director of Special
Activities, 1953 -54; Director of Program, ,
1959 -61; Director of Communications,
1961 -62; Vice President, 1962 -63, and
President, 1963 -64. National Director,
1964 -65. He served four terms on the
Committee on Promotion and Public Relations, 1964 -68. He is Manager of Regulatory Affairs, United Gas Pipe Line Co.,
Shreveport, La.

Omaha (1961): Director of Public Relations, 1962 -63; Director of Programs,
1963 -64; Vice President, 1964 -65, and
1965 -66; President, 1966 -67. He is Vice
President, Peoples Natural Gas Division,
Northern Natural Gas Co., Omaha, Neb.

WILLIAM C. GROOME

CHESTER R. KENNEDY

North Central Indiana (1961): Vice President, 1963 -64; President, 1964 -65. He is
Vice President, Finance, Zurn Industries,
Inc., Swartwout Div., Kokomo, Ind.

Pittsburgh (1959): Director of Membership, 1964 -65; Director of Special Activities and Public Relations, 1965 -66;
Director -at- Large, 1966 -67; Vice President, 1967 -68, and 1968 -69. President,
1969 -70. He is Treasurer, Washington
Steel Corp., Washington, Pa.

NORMAN E. HADAD

KENNETH B. KIRKWOOD

Bridgeport (1960): Director of Public Relations, 1962 -63; Director of Program,
1963 -64; Secretary, 1964 -65; Vice President, 1965 -66, and 1966 -67. President,
1967 -68. He is Chief Accountant, Varo Inertial Products, Inc., Trumbull, Conn.

Detroit (1958): Director of Manuscripts,
1963 -64; Director of Membership, 1964 65; Vice President, 1965 -66, and 196667; President, 1967 -68. Chairman of
Nominating Committee, 1968 -69. He is
Partner -in- Charge, Pea t , Ma r w i c k ,
Mitchell & Co., Windsor, Ontario, Canada.

FREDERICK J. HARPER

WESLEY A. LUETH

Seattle (1957): Director of Member Attendance, 1965 -66; Vice President, 196668; Host Chapter Representative, Western
Regional Conference, 1968; President,
1968 -69; Chairman of Chapter Nominating Committee 1969 -70. He is Division
Controller of the Renton & Structural
Divisions of Pacific Car and Foundry Co.,
Renton, Wash.
JAMES H. HOPPER
Dallas (1958) Shreveport: Director of Education, 1959 -60; Director of Chapter
Seminars, 1960 -61; Treasurer, 1961 -62.
Central Arkansas: Director of Programs, ;1963-64; Vice President, 1964 -65, and lv,'
1965 -66; President, 1966 -67. Now a '`
member of the Jackson Chapter. He is a
Partner, Ernst & Ernst, Jackson, Miss.
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Sacramento (1962); Director of Manuscripts, 1963 -64; Director of Competition,
1964 -65; Treasurer, 1965 -66; Vice President, 1966 -67, and President, 1967 -68.
He is Audit Manager, Office of Auditor
General, Sacramento, Calif.

DEAN R. LUXTON

Lk

�"

Massachusetts North Shore (1956): Director of Membership, 1962 -63; Director
of Program, 1963 -64; Secretary, 1964 65; Vice President, 1965 -66, and 196667; President, 1967 -68. He is Assistant
to the President, Boston Gas Co., Boston,
Mass.
MANAGEMENT ACCOUNTING/MAY 1970

Nominees for National Directors
GEORGE W. McBRIDE

H. MAX NESBITT

Baltimore (1951): Director of Newsletter,
1957-58; Director of Membership, 195859; Director of Meetings, 1960 -61; Treasurer, 1961 -62; Vice President, 1962 -63,
and 1963 -64. President, 1964 -65. He is
Comptroller, American Psychiatric Assn.,
Washington, D. C.

'
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*JAMES W. MCLEOD

VERNON OWENS, JR.

1

Birmingham (1944): Director of Education, 1954 -55; Secretary, 1955 -58; Vice
President, 1958 -60, and 1965 -66. President, 1966 -67. He is Vice President,
Treasurer and Director, The Progressive
Farmer Co., Birmingham, Ala.

`'

RONALD P. McKEEFREY
Mid - Hudson (1956): Mem bership Director, 1959 -60; Director of Programs,
1960 -61; Secretary, 1961 -62; Treasurer,
1962-63; Vice President, 1963 -64, and
1964 -65; President, 1965 -66. He is Manager, Accounting & Administrative Services, IBM Corp., Kingston, N. Y.

Co l um b ia (1 9 62 ) : Dir ect o r o f Man u scripts, 1963 -64; Director of Meetings,
1964 -65, and 1965 -66; Director of Educational Activities, 1966 -67; President,
1967 -68. He is Fiscal Officer, the Governor's Office, State Planning & Grants
Division, Columbia, S. C.

ROBERT L. PYLE

Merrimack Valley (1958): Director of Programs, 1962 -63; Director of Meetings,
1963 -64; Vice President, 1964 -65; President, 1965 -66. He is Partner, James &
Page, Lawrence, Mass.

Cleveland (1955): Director of Member Attendance, 1963 -64; Director of Programs,
1964 -65; Vice President, 1965 -66,
1966 -67, and 1967 -68; President, 1968 69. He is Regional Manager, The American Appraisal Co., Cleveland, Ohio.

HARRY L. MORRIS il l'
Kansas Citv (1957): Director of Communications, 1959 -60; Director of Member
Attendance, 1960 -61; Director of Pro gram , 1961 -62; Secretary, 1962 -63;
Treasurer, 1963 -64; Vice President, 196465, and 1965 -66. President, 1966 -67. He
is Resident Partner, Price Waterhouse &
Co., Kansas City, Mo.

_

VERNON C. QUARLES
;.

r.

DAVID M. MURRAY -

IVAN W. ROBERTSON

Oleanthe Organizing
Bradford Area
Committee;
(1952): Chairman
President,
of q
1958 -59; National Director, 1959 -60. He
is Vice President, Hysol Division of Dexter
Corp., Olean, N. Y.

'

@

Ak
A. REED NELSON
Salt Lake Area (1960): Director of Communications, 1967 -68; Vice President,
1968 -69; President, 1969 -70. He is Vice
President in Charge of Finance, The
Eimco Corp., Salt Lake City, Utah.
*Nominated to serve one -year unexpired term
of current director.
MANAGEMENT ACCOUNTING /MAY 1970
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Delaware (1962): Director of Meetings,
1963 -64; Director of Manuscripts, 1964 65; Director of Program, 1965 -66; Vice
President, 1966 -67, and President, 1967 68. He is Assistant Manager -A & BA Division, Explosives Dept., E.I. du Pont de
Nemours & Co., Wilmington, Del.

#

Owensboro
grams,
1964
Area
-65;
(1962):
Secretary,
Director
1965
of Pro
-66,1966 -67, and 1967 -68; President, 1968 69. He is Manager of Plant Accounting,
Western Kentucky Gas Co., Owensboro,
Ky.

RAYMOND A. ST. PIERRE
Southern Maine (1960): Membership Director, 1964 -65; Treasurer, 1965 -66; Vice
President, 1966 -67, and 1967 -68; President, 1968 -69. He is Assistant Controller,
Bates Manufacturing Co., Inc., Lewiston,
Me.
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Nominees for National Directors
HORACE G. SANDERS
Birmingham (1955): Mobile- Pensacola:
Director of Communications, 1962 -63;
Director of Programs, 1963 -64; Director
'
of Employment, 1964 -65. North Alabama:
,,:
Director of Programs, 1965 -66; Secretary,
1966-67; Vice President, 1967 -68; President, 1968 -69. He is President of North ,
*
Alabama Hospital, Russellville, Ala.

1

ALLEN H. SEED, III
Twin Cities (1947): Director of Publications, 1955 -56; Minneapolis: Director of
Publicity, 1956 -57; Director of Programs
& Vice President, 1959 -60; Vice President, 1960 -61; President, 1961 -62; National Director, 1962 -63; Member of
Research Planning Committee, 1965 -69.
Member of Education Committee, 196970. He is Controller, Packaging Group,
International Paper Co., New York, N.Y.

' =

KENNETH M. SIME
Los Angeles (1946): Director of Meetings,
1953 -54; Director of Special Activities,
1954 -55; Vice President, 1955 -56, and
1958 -61. President, 1961 -62. National
Director, 1962 -63. He is Director, Management Information Systems, Pacific
Tube Co., Commerce, Calif.

PHOTO
NOT
AVAILABLE

CHARLES T. SMITH, JR.
Piedmont (1957): Director of Public Relations, 1957-58; Director of Membership,
1958; Western Carolinas: Director of Manuscripts, 1963 -64; Treasurer, 1964 -65;
Vice President, 1966 -67, and 1967 -68;
President, 1968 -69. Atlanta Chapter,
he served on the Committee on Membership, 1969 -70. He is a Manager with Peat,
Marwick, Mitchell & Co., Atlanta, Ga.

;w, _

ROBERT E. SOBRASKE
Angeles
(1961): Director of ManuLos An
g
scripts, 1962 -63; Director of Member Attendance, 1963 -64; Director of Special
Activities, 1964 -65; Vice President, 196566, and 1966 -67; President, 1967 -68. He
is Vice President - Finance, International
Video Corp, Sunnyvale, Calif.
EDWARD W. BYFPHFNB

f

% 1 P 1

Hampton Roads (1950): Director of Manuscripts, 1965 -66; Director of Public Relations, 1966 -67. He is Partner, Lybrand,
Ross Bros. & Montgomery, Norfolk, Va.

MANUEL R. SYLVESTER
Hawaii (1957): Director of Manuscripts,
1963 -64; Director of Programs, 1964 -65;
Vice President, 1965 -66; President, 1966 67. General Chairman of Operations, 1971
NAA International Conference. He is Part ner, Lybrand, Ross Bros. & Montgomery,
Honolulu, Hawaii.

F. B. THOMAS III
North Penn (1960): Director of Member ship, 1961 -62; Director of Manuscripts,
1963 -64; Director of Program, 1964 -65,
and 1965 -66; Vice President, 1966 -67,
and 1967 -68; President, 1968 -69. Host
president of Regional Chapter Operation
Workshop, May 1969. Currently affiliated
with Lancaster Chapter, he is Manager in- Charge, Lancaster office of Ernst &
Ernst, Lancaster, Pa.

EDWARD J. TRELEASE
Raritan Valley (1955): Director of Special
Activities, 1961 -62; Director of Communications, 1962 -63; Secretary, 1963 -64;
Vice President, 1964 -65; President, 1965 66. He served on the Registration Committee at the 1969 Annual International
Conference and on an Advisory Commit tee to Somerset College, 1969 -70. Cur rently Chapter Historian, he Is Account H Manager, Hewlett-Packard, Berkeley
Heights, N.J.

R. J. WILLS
Central Arkansas (1962): Treasurer, 196364, and 1964 -65; Vice President, 1965 66, and 1966 -67; President, 1967 -68.
is Vice President and Manager, Commercial Banking Division, Worthen Bank
Bank
& Trust Co., Little Rock, Ark.

KENNETH T. WOODRUFF
St. Paul (1956): Director of Manuscripts,
1960 -61; Director of Membership, 1961 62; Director of Publicity, 1962 -63; Direcfor of Programs, 1963 -64; Vice President,
1964 -65, and 1965 -66; President, 1966 67. He is Vice President, Burlington
Northern, Inc., St. Paul, Minn.
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FINANCIAL REPORTING FOR
SECURITY INVESTMENT AND
CREDIT DECISIONS
by Morton Backer, Ph.D., C.P.A.

Are you perplexed by the current controversy over
acceptable methods of financial reporting? Here
is information that will help you choose the
best accounting method for financial reporting
to your stockholders and creditors.

The effectiveness of accounting reports depends on their relevance to
decisions made by those who use the reports. This study compares the
usefulness of several alternative accounting methods, and examines results
of a wide - ranging, five year study into corporate financial reporting methods.
The first study of its kind to examine the broad spectrum of financial reporting methods of corporations,
Dr. Backer's book gives broad coverage to the type
of information, and method of its presentation, that
users of financial reports actually want in order to
evaluate and compare different companies.
Based on depth interviews with security analysts,
commercial bankers and corporation executives, the

book covers such currently controversial areas as
proposals for recognizing price level changes in
reporting income and financial condition, depreciation and def erred charges, methods of accounting
for inventories, and disclosure of supplementary information. Investors' and creditors' decision models
are used to evaluate the comparative usefulness of
certain alternative accounting methods.
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At Robert Half our procedures are efficient 1
quick and confidential. We are the largest specialists
in the Financial and EDP placement field, and
we therefore have access to the most. people and the
most positions within this concentrated area
of employment....
and from the most we carefully select the best....
for you.
It makes no difference whether your requirements
are local , regional, national or international...
if it has to do with Financial or EDP employment
we are best equipped to serve you through our
extensive files, resources and intensive
knowledge of our specialization.
We succeed on merit alone.
Our fees are earned only when we actually make the
placement, and all fees are paid by management.
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