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By Charles H. Smith and Roy A. Lanier
A survey of the opinions of corporate controllers and CPAs on ramifications
of an audit of management by independent external auditors.
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By Michael R. Tyran
Planning in terms of basic data requirements is new as the key to dynamic
reporting.
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By Robert E. Bates
System and programming personnel, having a vested interest in their segments
of the project, cannot be expected to evaluate their own performance. Management must set up some other pipeline for obtaining system - performance data.
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a committee charged with the responsibility of communicating the needs of
retail operations to the analysts in data processing who would implement the
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investigate other factors before signing a lease.
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COMMENT

NAA Goals Through
Chapter Competition
As the NAA Chapter Competition draws to a close, the computer tallies
the�scores�of�239�chapters—�representing�69,000�members�—�competing�for
more than 60 trophies, banners and other awards. Through a built -in
system of checks and balances, the competition encourages a well- rounded
program of chapter activities. It also provides for communications between
the membership and the national organization.
To assure that large and small chapters have an equal opportunity,
the competition is divided into two major divisions: Stevenson Trophy,
with 22 other awards, for larger chapters (125 members or more) and
Warner Trophy, with seven other awards, for smaller chapters. All these
awards are made on the basis of attainment of objectives of the competition.
T o maintain a balanced program in each chapter, point values are
assigned according to relative importance of activities. Control over the
emphasis placed on activities is exercised in two ways: by setting point
values on specific activities and by limiting the number of points attainable for each activity. Attainable total annual scores in the competition
for St ev ens o n Tr o ph y and Wa r n e r T r o p h y are 5,400 and 3,800, respectively.
Dues income is allocated in two wa ys. In addition to 44 cents per

member per month, each chapter receives 9 cents for each point won in
the competition. Thus, while a larger chapter may derive only 10 percent
of its total income from competition points, a small chapter can often
increase its income 50 percent through the competition. This works in
favor of smaller, newer chapters, which is an important factor in encouraging their growth.
Preliminary figures on the 1969 -70 results indicate intense competition.
Of the 183 chapters competing for the Stevenson Trophy, 99 finished
with more than 90 percent of the maximum. In the competition for the
Warner Trophy, 35 of the 56 chapters competing attained over 75 percent of the maximum.
Point scores, awards to chapters and growth percentages all clearly show
the effectiveness of the program and steady growth of chapter activities.
A dynamic force in furthering the aims of the Association, the Chapter
Competition is enabling it to better serve its members.

NOTICE
Membership dues invoices for 1970 -71 were mailed to all active members
last month. Your membership dues of $35 ($25 for members living in
countries other than the U.S. and Canada) are due July 1. Membership
termination for nonpayment will be on September 30, rather than November 30 as in the past. Thus, the grace period from the due date has
been reduced from five to three months. Two follow -up notices will be
mailed during this period to remind you of the dues obligations; however, payment should be made as soon as possible to ensure there is no
interruption of NAA services.

Data
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D e ma n d f or A c c ou n t a n t s U p
Accounting bucks the trend as job offers
for June graduates drop substantially,
according to a recent salary survey made
by the College Placement Council. The
accounting category is a notable exception
to the fall -off in recruitment activity,
both in number of offers and in percentage
increase in average dollar value of
offers. Accounting majors have received
9% more offers than in the similar period
last year, with 80% of the offers coming
from public accounting firms. The report
notes, "Dollarwise, accounting has been
increasing at an average rate of approximately 9% a year for the past three years
and is apparently continuing that trend
with a gain since last June of 8.5%
from $761 to $826."

Ac c oun ti n g Sal a r i e s G ai n
Those accountants already employed in
industry or public accounting registered
significant salary gains during the period
from June 1968 to June 1969. Average
salaries for accountants increased 7 %, and
5.8% for chief accountants, according to
the latest survey of the Labor Department's Bureau of Labor Statistics.

X e r o x F o r m s N e w S e r vi c e F i r m
A new company in the computer service
industry has been formed by Xerox Corp.
The company, Xerox Computer Services, will
provide a time- sharing accounting service
for small businesses. Its first facility
is expected to open this month in Los
Angeles where the company will be based.

ation which can be and has been best
resolved by viewing the EDP operation as
either a corporate asset which can be
more fully utilized or as a liability
which should be dispensed with." Many
corporations underestimate the value of
the EDP department, he noted.

E d uc a t or N a m e d t o A c c oun t i n g Chair
The Ohio State University has named
Dr. John L. Livingstone as the
university's first Arthur Young Professor
of Accounting, effective Oct. 1. The
professorship was established last year
through grants from 15 partners of
Arthur Young & Co. Dr. Livingstone is
widely recognized for his research and
writing on financial planning and control.

F or e i g n I n ve s t me n t S e e n R i s i n g
Inflation in the U.S. seemingly has not
daunted corporations with foreign
affiliates abroad. They plan to increase
their plant and equipment expenditures
20% in 1970, according to the Commerce
Department's Office of Business Economics.
This increase if realized, notes the
government bureau, would represent the
most rapid growth in such expenditures
since 1965.

P r op os e d R ul i n g on B us i n e s s
Combi n ati ons Critici zed

In a critique of the Accounting Principles
Board's proposed rulings on accounting
for business combinations, Herbert C.
Knortz writes in the April issue of
Financial Executive that "The solution to
the present dilemma does not lie in
EDP: A s s e t or Li ab i l i ty?
maintaining the status quo. ... but it
The electronic data processing department
would be improper to rush forward into
may be viewed as either an asset or
solutions that are discriminatory,
liability, depending upon management's
inconsistent, unrealistic, or capricious."
approach, according to James A. Stone,
Mr. Knortz, senior vice president and
director of the computer technology
comptroller of International Telephone &
division of Quantum Science Corp. He told
Telegraph Corp., and an NAA member, adds:
an American Management Assn. seminar that
"The profession must not defraud investors
"The changing role of EDP technology has
by incomplete logic, nor accept corkscrew
put increasing pressure on EDP management
concepts that circle around and around,
to use the computer for new applications
maintaining a fixed axis, and always
while management is also faced with a
coming out at the same point — unrealistic
shortage of qualified EDP personnel. These asset values and arbitrarily reduced
pressures have created an unstable situearnings."
4
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Data Sheet

continued

H a r n e ss i ng th e C omp ute r
In an address before the
NICB one -day conference in
Los Angeles, "Financial Management for the 1970's,"
John W. Buckley suggested
that accountants were being
progressively "buried in an
avalanche of systems data,
figures and facts, much of
which would prove to be useless if we understood the
processes at work." Mr.
Buckley, chairman, Accounting- Information Systems,
Graduate School of Business
Administration, University
of California, Los Angeles,
charged that "The traditional accounting curriculum is particularly devoid of
thinking as to processes.
Hand -me -down tools and techniques are the stock -intrade." He called for an
optimum mix between "systems" and "processes."

Ne w B a n k i n g P ub l i c a t i on
The Bank Administration Institute has just published
a new quarterly magazine,
Journal of Bank Research. It
will publish reports on
banking and finance.

MANAGEMENT ACCOUNTING /JUNE 1970

i

-

-

-

small enoug h to f i t in an attac he c ase.
Our newest model, the 521, has all that
the 411 has, plus a direct memory entry
u n i t an d a u t o m a t i c rou nd -of f , f or
$750.00.
W e know you c an't buy a Denon just
by reading this ad, but you could avoid
your f irs t error on a c alc u l at o r b y s en d i n g f or
more information.
-

Nati onal Comput e r Y e ar
Representatives of more than
40 professional organizations are planning a National Computer Year. An
Ad Hoc Committee, consisting
of representatives from
science, engineering, finance, medicine, law, government, education and other
professions met last month at
the Spring Joint Computer
Conference in Atlantic City.

Each Denon electronic calculator is
t h e b es t i n i t s c l as s . E ac h d el i ve r s
greater perf ormanc e than any c ompetitively priced elec tronic c alculator. So...
if you're about to buy an elec tronic c alculator and you haven't looked at Denon,
you're about to make your first miscalculation.
Every Denon adds, divides, subtracts and mult i p l i e s by a c o n s t a n t .
Everyone offers non -glare
nixie tube display —zero
suppression —and the exclusive Denon instatouch
keyboard. And you get a
lot more!
W e have a single memory mac hine t h at functions like a two memory
unit f or $895.00 and an
au tomati c s q uare r oot s i ng le m em or y
unit for under $1,000.00. And our Model
411, shown above, features a 24 -digit calculating capacity— automatic chain discounting— directsubtraction with a credit
balance and minus sign and 9 selectable
decimal positions —all for $595.00. It's

-

The National Society of Public Accountants celebrates
its Silver Anniversary in
Boston, August 17 -21. The
13, 000 - member organization
was founded by 33 men in 1945.

Forthe same money you can only doworse

------
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Readers React
Goodwill—An Alternative Approach
To the Editor:

quired company's financial statements
would seem to be possible by recording
the acquired company's assets and liabilities at their re- stated book value
with any excess charged to the capital
section. In the following situation certainly more comparability would be
achieved by this latter approach —and
this situation is not atypical in today's
happenings.
Company X is formed and begins
merger operations in one of the glamour
industries; capitalization $500,000. It is
acquired for stock two years after its
founding, having never yet made a
profit, for $5,000,000. If the acquisition
is accounted for on a purchase basis and
the goodwill handled under the investment method —the results of its operations would be so far different from that
of Company Y, a similar company with
precisely the same characteristics, that
a reader of the financial statements could
be mislead.

that the charge -off is made as a non operating charge. However, so many
readers of financial statements look to
one number —net income —that it is not
valid to have entered an arbitrary charge
and simply dismiss the potential harm
by showing the item as extraordinary.
Lastly, the usual contention that goodwil l accounti ng on t he immediate
charge -off basis does not require accountability of the management for the
price paid in excess of book value is incorrect in that certainly the funds or
stock issued in the acquisition cause
either interest charges or stockholder
dilution that must be absorbed by operations of the acquired company.

—

—

—

—

Alan F. Smith's article, "Purchased
Goodwill Is an Investment: Treat It as
Such" (November 1969), excellently
presents the theories and mathematics
of goodwill accounting on an investment
basis in a situation with an arbitrarily
assumed life of the assumed amount of
"excess earnings." The article, however,
fails to grapple with the real problems
of the proposed method and of goodwill
accounting in general.
The main problem with the proposed
investment method that makes it extremely difficult to administer in practice is the determination of the life of
the excess earnings. This, at best, must
Tim A. Smith
be an arbitrary determination with little
Treasurer
possibility of comparability with a simiTracor, Inc.
lar situation.
Austin, Tex.
Additionally, it could be assumed that
the costs paid in excess of book value
amount could be partially, or wholly, asNo Idle Money
signed to values other than excess future EXAMPLE A
earnings. For example, an amount in Company Xs Goodwill amortized over To the Editor:
excess of book value may be paid for a 10 years.
In his article, "Hidden Resources in
Company
Company the Dues Dollar," (December 1969)
going business simply because of the
X
Y
market factors at play upon the acquired
Mr. Thomas P. McConnell states some
Operating
company's stock —which will normally
very interesting points on how to utilize
1,000,000
income
1,000,000 dues income.
cause an excess value even though only
normal earnings are expected. The even Goodwill
This article is very informative becharge -off
450,000
larger issue though is capitalization of
cause at the beginning of each year we
goodwill (regardless of the capitalization Net income
550,000
1,000,000 have a large cash reserve from dues. Alapproach or the write -off method, if
though this cash represents a total
any) versus write -off to capital at ac- EXAMPLE B
year's income of dues, we can only requisition. Also of significance in the Company Xs Goodwill charged off on port 1 /12th of this cash as income for
price can be the valuation of the stock acquisition.
each month.
Company
Company
of the buying company if it is used as a
The balance must be invested, but
X
Y
part of the consideration. The market
be available for further needs in the
value of stock given may, at the acquisi- Operating
forthcoming year. This cash reserve must
income
1,000,000
1,000,000 be utilized to its full possible potential,
tion date, not at all represent a pricing
of excess future earnings of an acquired Goodwill
instead of maintaining a checking accharge -off
company —the deal may instead hinge
count balance.
on the past performance or the future Net income
We employ a similar system as stated
1,000,000
1,000,000
potential of the acquiring company's
by Mr. McConnell, but on a smaller
stock.
Mr. Smith's article gives recognition scale. This article gave us other alternaBecause of the extraneous factors and to the fact that goodwill amortization tives that we may use it in the future.
the unrelated nature of price for a going (and its related interest income and exThere is one point that must be conbusiness versus its anticipated future pense entries under the investment sidered at all times and that is the availearnings, greater meaning in the ac- method) is at best arbitrary by the fact ability of cash from a short -term investMANAGEMENT ACCOUNTING/JUNE 1970

ment before the investment maturity
date in case of an emergency.
As stated by Mr. McConnell, a cash
forecast is a necessity. In our case we
maintain a savings account with a local
savings and loan institution to offset
any emergency. This helps alleviate the
necessity of selling short -term investments on the secondary market before
the investment maturity date.

I would like, however, to comment on
the two major problem areas that are
covered by Mr. King in his article:

tion. The loss is not major, however, as
the present value of such future impairment would be slight when assessed at
present interest rates. Moreover, many
That fixed assets of foreign subsidi- countries with high inflation frequently
aries suffer an impairment of worth permit asset revaluation to restore effecwith devaluation. The author's argu- tive depreciation.
ment is that to use historical costs in
Mr. King's point regarding the cost
translating fixed assets after a devalu- from interest rate differentials is valid.
ation is the same as writing up these However, I would question that the basis
assets in the terms of local currency for the accrual for devaluation should
Charles W. Harper, fr.
in anticipation of a gain.
be the difference between the cost of
Secretary- Treasurer
That the avoidance of exposure by using dollars rather than local currency
Credit Bureau of South Bend, Inc.
increased local borrowing may cost borrowing. There are instances where
312 W. Colfax Ave.
more than occasional devaluation this difference does not adequately reSouth Bend, Ind.
losses if interest rate differentials are flect the risks.
large.
Anytime funds are borrowed from the
U.S. parent and are invested in assets
Unless the parent company's historic vulnerable to devaluation, there is an
Investments in Foreign Subsidiaries
dollar investment has been impaired immediate risk that should be reserved
To the Editor:
through sale, or other conversion, there for rather than wait for the accrual of a
In his October 1969 article, `Budget- is no need to depart from cost as a basis reserve to build up from a month by
ing Foreign Exchange Losses," Mr. for asset valuation. In fact it could be month entry. Conversely, continuation
Alfred M. King discusses the need for argued that some fixed assets, particu- of a month by month accrual could balplans and budgets to anticipate and larly land, would no doubt recoup their loon a reserve far beyond the risk and
analyze the effects of continued inflation value in local currency upon disposal.
cost of a devaluation.
and subsequent devaluations on foreign
It is true, however, that depreciation
investments. Mr. King's thoughts on would be affected. But the advantage
David P. Hopley
keeping management informed through lost here would only be the equivalent
Director of Finance 6 Control
budgets of the true risk and cost of op- dollar value of future local tax deducDeere 6 Company
erating abroad are excellent.
tions in the form of reduced deprecia- Moline, Ill.

M A R K S OF SERVICE

Value of
the Fire Mark
T he f ire mark was an emblem c reat ed by early
Americ an f ire ins ur anc e c ompanies to n ail on
outs ide walls of their ins ured homes . T he Colonial
f ire mar k s ignif ied valu able pr otec tion f or the owner.
T oday, c orporate i ns uranc e protec tion is
es s ential. Values f or a s ound program are nailed
down with prof es s ional apprais al s . T he s ure mark
of ac c eptanc e in apprais als is the name Mars hall
and Stevens —f or what ever th e p urpos e ...
ins uranc e plac ement, s al e or merger, f inanc ing,
ad val orem t axation.

BOSTON 185 Devonshire Street
CHICAGO 120 S. Riverside Plaza
DALLAS 312 Stemmons Tower East
DETROIT 17500 W est Eight Mile Road

LOS ANGELES 1645 Beverly Boulevard
MINNEAPOLIS 930 Plymouth Building
NEW YORK 25 Broadway
PHILADELPHIA 1845 W alnut Street

1 1 MARSHALL and STEVENSincorporated /appraisals
The Mark of Service in professional appraisals.
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ST. LOUIS 314 North Broadway
SAN FRANCISCO 918 Fox Plaza
WASHINGTON, D.C. 1629 K Street, N.W .

Recent Publications
A C C O UN T I N G : ITS
N A T U R E A N D US E S
Joseph E. Hampton and
Laura L. Karadbil

ACCOUNT ING FOR
C O N T R O L A N D DE CISIONS
Arthur W. Holmes, Robert A. Meier
and Donald F. Pabst

MANAGEMENT OF
H U M A N RES OURC ES
Paul Pigors, Charles A. Myers
and F. T. Malin

M. D. I. Publications, 148 Lancaster
Ave., Wayne, Pa. 19087, 1969, revised
edition, 642 pp., $14.95.

Business Publications, Inc., 3511 Manor
Road, Austin, Tex. 78723, 1970, 754
pp., $12.65.

Divided into four parts, this introductory text discusses the accounting process, management use of accounting
data, problems of income measurement,
and current accounting practices.

Prepared in a style and format that permits its use at the beginning level of instruction for college students, this book
is appropriate for either accounting or
non - accounting majors.

McGraw -Hill Book Co., 330 W. 42nd
St., New York, N.Y. 10036, 1969, second edition, 580 pp., $7.95 (paperbound $4.95).

PRO G RAM B U D G E T I N G
A N D BENEFIT -COST
AN A L Y S I S
Cases, Text and Readings
Harley H. Hinrichs and
Graeme M. Taylor

MANAG EM ENT ACTION:
Models of Administrative
Decisions
C. Edward Weber and
Gerald Peters, Editors

Goodyear Publishing Co., Inc., 15115
Sunset Blvd., Pacific Palisades, Calif.
90272, 1969, 420 pp., $10.00 (paperbound $4.50).
A text and casebook on the systematic
analysis of public expenditures for government officials, consultants and students of economics. The book presents
a conceptual framework of economic
theory: ends, means, rules of the game,
externalities, and measurement problems followed by a number of readings
and cases for study.
ACCOUNTING
For Life Insurance Companies
Charles L. Van House, Sr. and
W. Rogers Hammond
Richard D. Irwin, Inc., 1818 Ridge Rd.,
Homewood, Ill. 60430, 1969, 512 pp.,
$10.00.
The main portion of this book discusses
typical accounting processes used in connection with each insurance function. It
is intended for the individual who is
already oriented with life insurance
rather than accounting and offers several
chapters in the fundamentals of double
entry bookkeeping.
8

International Textbook Co., Box 30,
College Dept., Scranton, Pa. 18515,
1969, paperbound, 324 pp., $5.25.
A book of readings that focuses on
model building and brings together
empirically based studies in several institutional settings, including retail department stores, basic metals industry,
government health agencies and a library. The intention being to demonstrate the applicability to on -going management.
LI NE AR PR O G RA M M IN G
FO R M A N A G E M E N T
DEC IS IO NS
Richard I. Levin and
Rudolph P. Lamone
Richard D. Irwin, Inc., 1818 Ridge Rd.,
Homewood, Ill. 60430, 1969, 308 pp.,
$12.65.
Linear programming can help management determine how it can best use the
resources of the business to achieve a
specific objective when the resources
have alternate uses. This book explains
the fundamentals of the technique and
some of its applications and requires
only a modest competence in elementary
algebra.

A collection of the principle ideas and
key areas in the field of management.
The lines of thought developed in this
book of readings reflect the management
of human resources as a philosophy of
getting results through, and with, people.

PR I N C IP L E S O F
MANAG EM ENT SCIENCE
With Applications to Executive
Decisions
Harvey M. Wagner
Prentice -Hall, Inc., Englewood Cliffs,
N.J. 07632, 1970, 562 pp., $11.95.
A college level text for students who intend to be managers and not specialists.
The book is mathematical in context,
requiring a knowledge of calculus and
statistics. The author cautions the reader
to be prepared for patient reading and
some rereading.

CORPORATE FINANCIAL
MANAGEMENT
Raymond P. Kent
Richard D. Irwin, Inc., 1818 Ridge Rd.,
Homewood, I11. 60430, 1969, third edition, 918 pp., $14.00.
A logical progression of ideas beginning
with an introductory analysis of the nature and scope of corporation finance
and proceeding to a study of the corporation itself. In this edition the author
has greatly expanded the treatment of
the theory and techniques of capital
budgeting and he has added a new chapter on the cost of capital.
Continued on page 51
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FREE 10 -DAY EXAMINATION
the most complete and authoritative
accounting reference ever published

HANDBOOKOF
MODERN
ACCOUNTING
SIDNEY DAVIDSON, Editor -in -Chief

Dean and Arthur Young Professor of Accounting,
Graduate School of Business, University of Chicago

JUST PUB LISH ED! Here, in one handy 1,500 -page volume, is full in -depth coverage of every aspect of accounting —from time - tested practices and procedures
to the latest, most sophisticated developments in EDP
and computerized systems.
Written by 49 of the nation's foremost accounting experts, this extraordinary work gives you sound, practical
solutions to just about any conceivable accounting problem. What's more, this Handbook is so clearly organized
and indexed that every fact you need is almost instantly
at your fingertips.

ments in their sector, and its relationship to the overall
accounting picture today.
Among the many renowned contributors are Hector A.
Anton, Homer A. Black, Gordon B. Davies, Paul Grady,
Emerson O. Henke, Robert K. Jaedicke, John H. Myers,
Williard E. Stone, and Thomas H. Williams. A top - flight
advisory board assisted Prof. Davidson in structuring
the Handbook and in selecting the contributors.
Helps you streamline procedures — cut costs
In addition to its unparalleled "how -to " guidance,
HANDBOOK OF MODERN ACCOUNTING also describes
valuable ways to streamline accounting procedures ...
suggests various methods to cut costs and increase
revenues. W hatever your experience —whatever your
specialty—this unprecedented Handbook is the one
indispensable reference for your professional library.

Contains 44 sections — hundreds of entries

A veritable "Who's Who" in accounting
The 49 authors — a veritable "Who's Who" in accounting that includes the foremost names in industry, the
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Operations Research and
Decision - Oriented
Management Information System
THE O.R. APPROACH, INCLUDING EQUATIONS AND SOLUTIONS,
FOLLOWS DIRECTLY FROM THE T- ACCOUNTS
By E. Leonard Arnoff
How many of you are redlly seriously
concerned about your personal future?
How many have given serious reflection
to the nature of your job 1, 2, 3, ... , 5
years from now? Wh a t kind of work
will you be doing? What prestige will
accrue to you in your future work? What
will be your role in your organization?
We are in the midst of a great scientific and technological revolution. This
revolution directly and seriously affects
each and every accountant.
It offers mixed blessing. It holds unusually great promise; but, at the same
time, it represents a most serious challenge —and even a threat. It is a big
challenge. Will you, the accountant, accept it? Some accountants already have,
and have benefited greatly. Others have
failed to do so—and have already fallen
by the wayside.
In particular, I am referring to the
spectacular development and use, during the past decade, of electronic computers and the management sciences,
particularly Operations Research.
Dazzling Op portunities
Through the application of Operations Research and computers, the accountant has a unique opportunity to
control and mold his destiny. Here there
MANAGEMENT ACCOUNTING /JUNE 1970

are new horizons to challenge the accountant and, at the same time, dazzling
opportunities to improve his ability and
his performance in serving operating
management. What kind of opportunities? Opportunities for cogent analysis
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and, in turn, improved reporting of historical results; for effective forecasting,
planning and control of operations; and,
most important, for evaluating the benefits, risks and effects of contemplated
plans, actions and decisions on the business organization. Or, stated in broad
terms, opportunities that arise through
the design, development and implementation of a decision- oriented management information system.
By learning to effectively utilize Operations Research, the accountant is materially enhancing his ability to assist
management to successfully respond to
the challenges and opportunities of tomorrow. More strongly, the accountant
will thereby assure himself of an even
greater role as a top member of the management team.
Wh at i s Operations Research? How
does it affect the accountant? How can
the accountant effectively use the methods, techniques and tools of Operations
Research in designing, developing and
implementing a decision - oriented management information system? These will
be discussed in this paper, along with a
brief description of a case history.
Before doing so, however, let me point
out that Operations Research represents
a sound and outstanding business investment; namely, experience has shown
that the successful Operations Research
11

study will typically result in benefits
that pay for the study within 3 -4 months
after implementation —a 300 -400 percent return on investment in just the
first year, with continuing benefits
thereafter.
New Decision-Making Tools
Executives and operating personnel
make decisions every day, many of which
significantly affect costs and profitability.
Some decisions are based on clear -cut
analyses and reasoning, but many other
decisions rely heavily on combinations
of general experience, judgment and
conjecture. Further, there is the ever present risk that a decision now is not
as good as a later one which is based on
better information as well as more careful analysis and reflection. On the other
hand, opportunity may vanish through
failure to make timely decisions.
In recent years, concerted effort has
been devoted to clarifying and simplifying the decision- making process. This effort has met with considerable success
through the application of modern management technology to the solution of
problems in business and industry.
Through newly developed methods,
techniques and tools — especially Operations Research and high -speed electronic
computers— management is now able to
solve a broad variety of complex problems which heretofore were handled on
a judgmental basis.
Use of Operations Research
Operations Research (commonly referred to as "O.R. ") is the systematic
study of the basic structure, characteristics, functions and relationships of an
organization. Such study is intended to
provide the executive with a sound, scientific and more factual basis for decision- making.
Operations Research is based on the
fact that economic systems, like the
physical world, contain a great deal of
orderliness and regularity, even where
this is not readily apparent. Thus, O.R.
is concerned with determining (1) how
a system behaves under a wide range of
conditions, (2) the relationships which
explain why the system behaves in this
manner, and finally, (3) the manner
and timing through which this behavior
should be changed so as to best achieve
the organization's goals.
The roots of Operations Research are
as old as science and management. O.R.
uses techniques adapted from many
fields, such as physics, psychology, industrial engineering, and —most partic12

ularly— mathematics, probability, statistics, and mathematical logic. In addition, new methods and techniques have
been developed or adapted specifically
for O.R.-type problems. Many of these
developments are new, so that one can
now solve with assurance a host of important problems that were heretofore
resolved by conjecture and "feel."
Electronic computers have aided in
the growth of Operations Research.
They have made possible the study and
solution of complex problems within a
practical period of time. However, in a
number of areas, highly effective work
can be accomplished with little or no
use of computer time.
Here are the things that the use of
Operations Research can provide for decision- makers:
1. Substantial improvement in the operations under his control.
2. Reduction of the time and effort required for routine decisions ("man agement-by- exception ") .
3. Better definition and achievement
of the goals of the organization.
4. Increased knowledge and insight
into the basic facts, characteristics
and relationships of the business.
5. Better, more timely and more quantitative information. (Decision -oriented management information.)
The Role of Mathematics—
An Example
Earlier, it was stated that the Operations Research practitioner relies heavily on the use of mathematics, statistics
and probability. This is true. However,
it must be emphasized that the accountant and, more generally, the management consumer of Operations Research,
does not have to be well- versed in these
subjects.
BASIC DATA

question by means of a simple example,
use mathematics? Let us answer this
questions by means of a simple example,
that of determining the optimum purchase quantity of a raw material. For
each item to be purchased, one can list:*
Usage of the raw material (e.g.,
monthly)
Cost of making a purchase
Cost of receiving, verifying and processing the raw material
Cost of carrying the material in inventory until used (includes storage,
*It should be noted that getting good basic data,
such as these listed here, will in itself be a major
and difficult task in many companies.

taxes, insurance, deterioration, obsolescence, etc.)
Price(s) of the raw material, including quantity discounts.
TRIAL - AND -ERROR CALCULATIONS

Then, one can calculate the costs associated with purchasing various
amounts of a given raw material and, by
successive trial and error, "zero in" on
a good answer. Further, if one continues
long enough, he can finally determine
the precise quantity which will result in
the lowest annual "total" cost for the
individual raw material.
Of course, he would have to repeat
this tedious process for each individual
raw material being purchased.
MATHEMATICAL SOLUTION

Through the use of mathematics, a
simple formula can be developed which
will avoid the need to make successive
trial- and -error computations. Then,
through the use of a chart, table, special
slide rule, desk calculator, or computer,
this formula will give the best purchase
quantity for a raw material.
We do this by expressing the total
cost mathematically. This results in a
"mathematical model" of the system.
Then, by solving the model, we obtain
the resulting formula which then permits us to immediately calculate how
much of each raw material should be
purchased so as to minimize total cost.
ADDITIONAL BENEFITS

Furthermore, we can make our model
and, hence, our answer more realistic by
developing a formula which will also
take into account (1) the probability of
usage (or non - usage) of the material
(after all, we can only forecast how well
the finished product that uses this raw
material will sell), (2) the cost of being
short of the raw material if sale of the
associated finished product exceeds our
expectation, and (3) any other factor
which may be significant in a specific
situation.
Through all of this, management
judgment is not replaced but, rather, is
enhanced through the use of solid, reliable facts to make decisions. By means
of analysis and mathematics, the Operations Researcher can arrive at formulas
and /or procedures for developing sound
decision rules that not only fully meet
management objectives and policies, but
which can also be used routinely by company personnel. Management still participates directly, but only on an exception basis.
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More generally, through the use of
mathematics, statistics, probability theory, and a number of newly developed
techniques, the Operations Researcher
can provide management with answers
to all kinds of questions of the type
"What would happen if . . . ?" and can
help the decision -maker determine and
evaluate the many alternative courses of
action that are open to him.

Characteristics of an
Operations Research Problem
Problems to which Operations Research can be successfully applied have
the following general characteristics:
COMPETING OBJECTIVES

Operations Research has become increasingly useful to management, especially for solving those problems which
affect more than one functional unit of
an organization. Such problems involve
competing objectives, or conflicts of interest, where a policy most favorable to
one unit is rarely most favorable to the
others.
In such circumstances, one seeks to
resolve these conflicts of interest —to
determine those policies and decisions
that will maximize the effectiveness of
the organization as a whole. If all the
competing objectives are not carefully
considered —if a decision is based on
only a limited viewpoint —the outcome
will usually be a plan of action that is far
afield from what would best serve the
company's overall interest.
MANY FACTORS

In many problems, we are faced with
a vast bulk of data, many factors that
must be considered, and a great number
of highly complex interactions. Through
Operations Research, we can analyze
vast amounts of data, and can determine
which factors are significant and how
they interrelate.
LIMITED RESOURCES

Here, we can take into account limitations on manpower, productive facilities,
storage space, money, materials, etc., and
determine the most effective utilization
of these resources or, in turn, the benefits to be achieved through alleviation
of such limitations (e.g., expanding our
plant capacity and, if we are to do so,
the best plan and program for such an
expansion) .
UNCERTAINTY

In real -life problems of business and
industry, we are always faced with uncerMA N AG E ME N T A CC O UN TIN G / J UN E 1970

tainty— uncertainty with respect to (a)
customer demand for our products, (b)
process yields, (c) prices for raw materials (e.g., commodities), (d) actions
and reactions of our competitors, and
many others. Now, through Operations
Research (using probability, statistics,
simulation, etc.), such uncertainties can
be considered quantitatively.
RISK

For each alternative course of action
open to the decision - maker, the Operations Researcher can help management
evaluate the probable outcome and also
the associated risks involved. (We all
talk about taking a "calculated risk,"
but few of us ever really do so. In Operations Research, the risks can, and must,
be calculated.)
For problems where such characteristics are present, Operations Research
is of highest value. It is a very useful
means by which to clarify and simplify
decision- making.
How O.R. Works
Operations Research, like all scientific
research, is based on scientific methodology, which proceeds as follows:
The objectives
of the study, and the specifications,
form, and characteristics of the solution
to the problem, must be determined.
Before this can be done, there must be
a good, unbiased working knowledge of
the existing system. (This is materially
assisted through flow charting the relevant parts of the business under study.)
Basic to this stage is identification of
decision points plus determination of
relevant factors and the extent to which
they are subject to control. The eventual solution, accordingly, is conditioned
by restrictions as to what must be done
and what must not be done, as well as
by consideration of limiting values and
expressions of management policies.
It is at this stage that a research plan
is developed and the general approach
is established, and the problem is formulated and often partitioned into interconnected sub - problems. It is at this
stage that broad appraisal is made as to
both the cost and the pay -off value of a
successful study, and estimates are made
of the required time and effort. This,
combined with an appraisal of the difficulty of the study and the probability of
its success, determines whether it is
worthwhile (feasible) to undertake an
Operations Research study and, if so, in
what scope and depth.

This first stage, as described above, is
commonly referred to as an orientation feasibility study (or, alternatively, a project planning study) . An important product of the orientation - feasibility study
is a detailed research plan which sets
forth the one or more phases of the
study in such a manner that, phase by
phase, results can be implemented and
benefits achieved without awaiting the
completion of the full study.
A model is a
representation of the system. It must
have sufficient likeness to the real situation so that the model, rather than the
system, can be manipulated meaningfully. The formal model is usually a
mathematical representation of the system under study, designed in such a way
as to facilitate the most effective evaluation of the influence of the various factors that affect the decisions.
CONSTRUCTING A MOD E L.

The model must
reflect those (and only those) real -world
conditions that are pertinent to problem solution. Collection and analysis of
pertinent data then lead to appropriate
modification and refinement of the
model.
TESTING T HE M OD E L.

ANALYSIS OF THE SYSTEM.

SOLVI N G T HE M ODE L. The model is then
solved; that is, for any given set of conditions within stated policies and restrictions, the model is used to establish
recommended courses of action. The analyst also calculates the effect of relaxing
or tightening restrictions or of changing
one or more policies.
CONTROLLING

T HE

MOD E L AND SOLU-

At this point, controls must be
established to indicate the limits within
which the model and its solution can be
considered as sufficiently reliable, and
to indicate under what future conditions
and in what manner either the model or
solution will have to be modified.
TI ON .

Finally, when
the research is at an appropriate stage
of progress, steps must be taken to put
its findings to work.
I M PLE M E N T I N G RESULTS.

While it is true (as stated earlier) that
the Operations Research practitioner
relies very heavily on mathematics, statistics, and probability, it must be emphasized that the Operations Research
approach to a problem gives consideration to the practical solution, as contrasted to the purely mathematical, or
theoretical, solution. Analyses are per13

formed to determine when further research or refinement will be more costly
than the potential savings. Altemative
solutions, indicating the cost of deviations from the computed optimal solution, are also derived and presented to
management, thus giving management a
better basis for selecting from among a
group of alternative courses of action.
Importance of O.R. in a
Management Information System
The benefits that Operations Research can provide for the decision maker (as listed in an earlier section)
are important, individually and collectively. However, in view of our focusing
attention in this paper on Operations
Research and management information
systems, further amplification of two of
the listed benefits are in order.
First, company management can
rarely state, in an operationally meaningful manner, the goals, objectives and
policies of their company. Hence it is
exceedingly difficult (and often virtually
impossible) for company management
and employees to carry out their respective responsibilities in a manner such
that each will individually contribute to
the overall good of the company.
Through Operations Research, management is not only able to define and
specify, in an operationally meaningful
manner, the company's basic goals, objectives and policies, but also to set forth
corresponding goals, objectives and policies for each department (and other
company units), and develop appropriate measures to determine the contribution of the unit to the total company.
Second, to speak of a "management
information system," by itself, is not
enough even if one also describes it as
"total" and "integrated." Specifically,
you cannot properly determine what
kind of information is required, what
kinds of measurements should be made,
and what kinds of reports should be generated unless you know how the information and the reports will (and should)
be used. In designing an information
system, it is essential to know, and be
responsive to, the end user and the end
use of the information itself. Hence, a
decision - oriented management information system is required.
Much of today's work in management
information is over - concerned and over enamored with hardware. All too often
a "management information system"
(or "MIS ") is simply a mechanization
of an existing system, a conversion from
manual to card, card to tape, tape to
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disc, etc. All too often, redesigns of basic
information systems are over - concerned
with the flow of data and overlook the
decision - making process and appropriate
opportunities for optimization.
Even where formulas are used (in the
pursuit of "optimization" and the scientific process), all too often such formulas have been adopted rather indiscriminately or precipitantly; as, for example,
the widespread use of a standard lot -size
formula (which was developed in 1915
and, as used, is inappropriate in almost
every case), or the blind use of "canned"
computer programs or packages where
custom adaptations or custom designs
are required. All too often, what with
the use of a formula and the use of a
computer, the result is, at best, pseudoscientific and gives one a false sense of
security and achievement.
In brief, to design, develop and implement an effective decision- oriented management information system, Operations
Research is an essential ingredient. Obviously this is not intended to deprecate
all management information systems in
which Operations Research is not used.
Much work of high quality has already
been achieved in MIS without the use
of Operations Research, per se. However, in general, the quality and effectiveness of the MIS program can be
greatly enhanced through the use of
O.R.
Through Operations Research (in
concert with data processing, systems,
programming, accounting, and many
other functions of the company —both
operating and staff), one can design, develop and implement a highly effective
decision- oriented management information system. To do so, one must sequentially answer the following questions:
What are the basic goals, objectives,
and policies of the organization, in
an operationally meaningful sense?
What decisions need to be made to
achieve these goals?
How should these decisions be
made?
What information is needed to make
these decisions? Hence, then and
only then, can one determine,
What data must be generated and/
or collected?
Stated in another manner, through
Operations Research, one can determine
—who needs what information, when,
with what accuracy, in what form —to
best contribute to the success of the
overall organization.

To further illustrate how Operations
Research can be applied in designing,
developing, and implementing a decision- oriented management information
system, an actual case history will next
be briefly described.
Case History
This case study was conducted for
(and with) a chemical company where
the initial objective was to develop a
cost accounting system, so that all costs
incurred in a fixed period of time could
be assigned to the output of the chemical process, that is, to products sold or
to changes in physical inventory in that
period.
It was desired that costs be assigned
to output on a consistent, logical and
equitable basis. A further requirement
was that the system should yield costs
that are fully responsive to changes in
the operating system, such as changes
in volume, product mix, process yield,
or in the process itself.
SCHEMATIC DRAWING

A highly simplified, schematic drawing of the chemical process involved is
given in Exhibit 1. Here, P represents
purchased materials; CA, CB,
, CF
...HB,
represent process operations; HA,
, HF represent holding centers for
...
the product after each respective operation; IC and IE represent inventories
of products "C" and "E "; and SB, SC,
SD and SE represent sales of products
"B," "C," "D," and "E." Also, dashed
lines represent "sewered" or scrapped
products. Note that the process can
branch at almost every stage (and,
hence, there is no fixed sequence of operations), and also that recycling
through earlier operations is inherent to
the process.
The actual process is highly complicated, especially in terms of all the
branching and recycling through many
more operations than are shown in Exhibit 1, and involving many more products. Consequently, it is easy to understand why the company was experiencing difficulty in (1) balancing process
inventories and (2) developing an effective cost system which would also
enable it to fully absorb all costs on a
consistent basis. Traditional accounting
approaches had failed to resolve the
problem; consequently, the company
sought out another approach —and
turned to Operations Research.
T- ACCOUNTS

The process was represented matheMANAGEMENT ACCOUNTING /JUNE 1970

matically as follows. First, T- accounts
were established for product flow
through each process cost or holding
center. All products (in thousands of
pounds) entering a center had to leave
that center. Then, corresponding T -accounts were set up for the costs associated with each center. (These are listed
below —for four of the cost centers.)
T- ACCOUNTS (000 LBS.)
CA
(P) 125

25 (L)
100 HA
HA

CA 100

50 CB
10 HC
40 CD
HD

CD 30
(P) 6
HC 5
HF 1

25 CE
17 SD

HE
CE 20
HF 1

5 CF
10 SE
6 IE

(L) =Loss of product (i.e., process scrap)

center, "input- output" equations were
developed, as illustrated below:

conventions before adopting a specific
accounting system.)

CA: 125 K1 + 250 = 100 Y1 + 25 (0)

PROCESS OPTIMIZATION

HA: 100 X2 = 50 Xs + 10 Xo + 40 X T
HD: 30 X8 + 6 K 2 + 5 Y 6 + Y 12
25 Xs + 17 Y8
HE: 20 X 1 0 +
+ 6 Yio

Y12

= 5 X11 + 10

=

Y10

These input- output equations follow
directly from the T- accounts listed above,
and are nothing but the mathematical
statement of a double -entry bookkeeping
system. (This input- output approach not
only makes the system compatible from
an accounting viewpoint, but also assures that all costs will be fully absorbed.)
Costs are then assigned to each product by solving the full set of input -output equations. Specifically, the unknowns whose values are determined in
the solution are the costs (per thousand
pounds of product) assigned to the respective outputs of the productive
process.
Clearly, the method is general. Specific answers depend on the particular
assumptions made and conventions
used. (Consequently, one can evaluate
the impact of various assumptions and

Having developed a mathematical
model of the process and, then, having
developed an accounting system that
will, retrospectively, fully absorb all
costs (for any volume, product mix,
process yield, variation in process, etc.)
one is immediately led into Phase II;
namely, process optimization.
Here, first of all, one determines retrospectively how the process should have
been run so as to maximize its effectiveness relative to a specific management
objective. Or, equivalently, assuming a
"known" demand for each product,
known process yields, etc., one determines the best plan for the operation
of the chemical process. (This is easily
achieved via the so- called simplex technique of linear programming.) This is
good for gross planning.
Next, taking into account the probabilities ( forecasts and forecast errors)
of demand, the probabilities of process
vields, etc., one optimizes the process
for more detailed planning and control
of the productive system.
Finallv, in this phase, one develops
decision rules for optimum day -to -day
operation of the process, including the
development of "shadow prices," or

T- ACCOUNTS ($000)
CA
125 K1
100 Y1
250
HA
100 X2

I

50 X3
10 Xs

40 X,

HD
25 X9
17 Ye

30 X8
6 K2
5 Ye
1 Y12
HE
20 X 1 0
1 Y12

I

5 X11
10 Y10
6 Y10

K1 and K2 are costs of purchased materials.
X1, X 2 ,
; and Y1, Y 2 . . . . represent
costs ...
to be assigned to the respective
outputs of the process.
INPUT - OUTPUT EQUATIONS

Next, since all costs entering a center
(including costs incurred in a cost center and /or overhead) must leave that
MANAGEMENT ACCOUNTINGIJUNE 1970
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marginal costs, of production which reflect current volumes, product mix, process yields, facilities capacities, etc.
COSTING AND PRICING

In Phase III, we resolve the ever present question of transfer pricing and
by- product costing (again via mathematics), and develop standard costs that
are truly responsive to, and reflective of,
volume, product mix and all other pertinent factors.*
In this phase, we also develop forecasts, budgets and pro forma statements
to relate volume, product mix, facilities
capacities, etc. (The value of changes
or additions to productive facilities is
also determined here.)
In Phase IV, based on (1) forecasts
of demand for each product and (2)
optimum ( "ideal ") utilization of the
facilities, one determines optimum
prices for the products.
INTEGRATION OF THE RESULTS

Having achieved all of this, one now
has a thorough understanding of the
process, the economics of the process,
and the nature of the market. Further,
as each phase of the study was conducted
—as part of an overall research plan —
segments of an integrated decision oriented management information system were being developed and implemented. Hence, at this point, it is
fairly easy to combine these segments
and develop an integrated decision -oriented management information system.
Clearly, any attempt to develop a
management information system based
on the then - existing accounting system
and on the process as it was then understood would have been of no value.
Management Information
Systems and Data Requirements

In view of the present advanced state
of the technology with respect to
*Linear programming, mentioned earlier, is so effective, and often so essential, in developing meaningful costs that I believe, in the not too distant
future, it will be firmly established as an integral
part of all accounting education and, eventually,
accounting practice.
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Operations Research, computers and
communications, it seems clear that
forthcoming management information
systems must be decision - oriented, integrated and, eventally, total. A company can no longer afford the luxury
of separate information systems within
the organization. This is true not only
for marketing, purchasing, etc., but also
for accounting.
Furthermore, as stated above, the
management information system must
be decision - oriented. Hence, it introduces and imposes special data (and information) requirements.
New kinds and forms of data must
be generated and /or collected to supplement that which is already available
within the company. These new data requirements will be determined through
an analysis of the decision- making process, through optimization studies, and
through determination of how these data
should be used. (Who needs what information, when, with what accuracy.)
An example of special data requirements can be given by referring back to
the case history described earlier.
Through the use of linear programming,
marginal costs can be derived that will
properly and accurately reflect the volume, product mix, process, facilities
capacities, etc. In turn, standard costs
can likewise be developed.
Other examples are (1) information
regarding lost sales (to determine the
demand for a product instead of its
sales) ; (2) the distribution (or variation) of customer demand for each product (since using either average or maximum sales can result, respectively, in
excessive shortages or excessive inventories); (3) determining when variations from expected costs are statistically
significant (rather than issuing variance
reports for every variation); (4) estimating the cost of a shortage (to establish
inventory levels which will properly provide a desired level of customer service);
(5) use of statistical sampling in quickly
and accurately estimating sales to customers by thousands of retail dealers.

Conclusion
In closing, let me note that I have
spotlighted the role of Operations Research in designing, developing and implementing decision- oriented management information systems — primarily
because this is the subject of this paper.
However, let me again emphasize that,
no matter how important and useful the
methods, techniques and tools of Operations Research may be (and they are
useful and important), they are only
part of the story.
It is very essential that the decision oriented management information system be designed through a joint, closely
coordinated, highly cooperative effort
among all the pertinent disciplines (such
as, accounting, data processing, industrial engineering, systems, and Operations Research) and all pertinent operating functions (such as engineering,
manufacturing and sales).
However, even though Operations Research is only part of the story, without
Operations Research the result is, all too
often, a mediocre information system;
one that basically mechanizes the existing system or over - emphasizes the mass
flow of data. All too often, the result is
little improvement of the operating
system and the results derived therefrom and, instead, a false and costly
sense of achievement.
Returning to my introduction, you,
the accountant, face a big challenge and,
more importantly, a great opportunity.
The literature is clear on this point; the
evidence is likewise clear. Seize this opportunity. Provide the stimulus and the
leadership for the development of a
decision - oriented management information system. Work with the Operations
Researcher as well as with data processing, systems, industrial or chemical engineering, and all the other pertinent
functions to produce such a system. The
rewards and personal satisfaction will be
great —as they have been for those accountants who have already taken the
step forward.
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Pitfalls of Misinformation:
A Case Study
MISLEADING INFORMATION IS WORSE THAN NO INFORMATION
shipment. Shipping labor for crating and

reader will observe later.
Limited number of wearing parts are
replaceable as maintenance and the
company enjoys a good parts business.
This is a fortunate situation. Wh e n
business expenditures for capital goods
are down, maintenance outlays are up.
Therefore, gross margin on parts is important to the company.
The company has two manufacturing
departments: ( I) the machine shop,
where parts are shaped and finished
either from raw materials or castings,
and (2) the assembly floor, where most
machines are assembled from parts and
where all machines are tested before

boxing machines is included in the assembly department. These departments
are supported by maintenance, engineering, purchasing, receiving, storing, order,
and shipping functions, as well as plant
supervision, and operating expenses are
grouped under general factory.

/1

MANAGEMENT ACCOUNTING /JUNE 1970

N,

t

JAMES W. JONES

The Company

Baltimore Chapter 1939, is a Certified Public Accountant on the staff
Wooden, Benson 6 Walton, Baltimore, Md. Mr. /ones is also an
Instructor in Accountancy at the UniBaltimore. He attended
versity
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Commerce in
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The company under study is a manufacturer of special purpose machinery,
long term capital goods. It enjoys a good
reputation in industry, and exports to
many foreign countries.
The product consists of several basic
models which can be modified to user's
size requirements. Adaptations command increases in selling prices which

0

r

It is astonishing to note in these days of
easy communication and the advancement of management techniques that
there are still many organizations that
wander along without any directional
guidance. The wonder of it is that many
of the companies make profits. The
question arises as to what the ultimate
profit potential might be if the officers
would devote some time to ascertaining
what the figures are and what they mean.
Of course, one of the requisites for
disseminating information is a good accountant to gather accurate financial
information. Such was not the fortune
in the case study about to be presented.
In recent months we came upon a
situation which points up the lack of
communication and dissemination of
financial information. I am presenting
some of the highlights of the situation.
I have also drawn some conclusions,
right or wrong on the situation as we
saw it.

are not always related to costs, as the

of

By James W. Jones

The Information System
Direct overhead for the two departments is accumulated in the accounts
as well as the expenses for general factory. Labor hours are used in both departments as the basis for distributing
the burden. General factory overhead is
apportioned on the same base —labor
hours of both departments.
Production orders are divided into
three general groups. Manufacture of
parts is accomplished on one series
designated "P" orders. Assembly of machines is scheduled on "A" orders. The
"S" series is devoted to manufacture or
assembly of parts and subassemblies
made specially for customers.
All the production orders have common characteristics. Material or parts
are supplied to the floor on requisitions.
Labor is recorded on time cards, designating order number and department.
Job cost is accumulated by pricing and
extending time cards at the standard
production rate for each department.
In the assembly function, the stores
department delivers to the floor the
parts specified on a standard parts list
17

Product Costing
We will discuss only that part of the
accounting system which pertains to the
costs of production. These costs are accumulated in one Factory Expenses
Control account which is cleared
monthly to Work in Process. There are
three groupings of costs by departments
with sub - classifications of expenses by
uniform account numbers. In this way
departmental overhead is accrued in supplementary records. Work in Process inventory is relieved at standard hourly
production rates as jobs are closed. Unabsorbed costs are transferred to variance
accounts.
Manufacturing premises are limited.
A few years ago, as a result of increased
sales and consequent expansion of production, manufacture of some parts was
assigned to outside vendors. Prices
charged by vendors were from thirty
cents to one dollar per hour higher than
the company's machine shop labor cost.
However, management considered that
thev were fortunate.
This practice grew and grew until no
one had any idea of how much work
was done by outside vendors except as
to dollar volume which passed through
the accounts and was not communicated
to responsible personnel.
When we encountered the situation, a
study of records indicated something in
the neighborhood of 57,000 man -hours
was being provided by outside shops.
18

Selling Prices
When an invoice was received from
a vendor, the finished or semifinished
part was entered on inventory records at
the billing price. Selling prices to the
customers were established on this cost,
as well as the company's own manufacturing cost. The result would be as illustrated below:

:

Cost of a part requiring 11/a hours
machine time (either shop)
@

Vendor invoiced
Selling price
Vendor invoiced
Selling price
Company's shop
cost for same
Selling price

@

Practically all of this work could be
done in the company's machine department, but the habit of outside procurement had become so entrenched that
no one seemed concerned about the effect on the company's operations, which
covered about 19,000 hours.
One of the results of this practice was
the deterioration of shop personnel
capabilities. While it was so easy to send
work outside, no effort seemed to be
devoted to staffing the shop with capable
and energetic craftsmen.
Another result was the effect of lowered shop production on the absorption
of overhead. For several years there had
been substantial sums of unabsorbed
overhead at year end. When attention
was drawn to the unabsorbed burden
and its ultimate effect on machine
profits, a decision was made to increase
standard production cost rates by $1.00,
without endeavoring to detennine the
sizes of the bases to be used. Furthermore, no consideration was given to increases in costs of manufacturing expenses. These rate increases resulted in
the figures quoted earlier for hourly
rates.
On the outside operations, it was the
company's practice, and one might sav
it was its policy, to furnish the vendor
with all materials, drawings, etc. Most
of these items were delivered to the
vendors. In some cases the vendors
trucked themselves the parts and materials pertaining to their orders.
All parts had to be covered by drawings prepared by the company's Engineering and Drafting Department.
These costs were part of general factory
overhead. Moreover, the cost of purchasing, receiving, storing, cutting, packaging and shipping of all materials and
parts to vendors was included in general
factory overhead. When the vendor completed his order, the same acts of receiving and storing were repeated. Other
related costs are insurance and taxes.
The company management failed to
associate these costs with the parts made
on the outside and did not allocate any
general factory overhead to the cost of
these parts.

@

for each model of machine. When these
requisitions are received by the cost department they are priced from inventory
records on the basis of first -in- first -out
costs. Inventory costs are obtained from
vendors' invoices and from parts manufacturing orders in the machine shop.
The reader will see that any understatement of costs on parts orders understates costs on assembled machines and
misleads the officers as to the size of
profit on individual machines.
Composition of the standard production rate of $7.00 for the machine shop
was roughly: direct labor $2.50, direct
departmental expense $2.50 and indirect expense $2.00. Standard rate for
assemblv was $5.75, made up of direct
labor $2.50, direct expense $1.25 and
$2.00 indirect expense.
A fourth group of orders affecting
inventories is that related to purchases
from outside vendors. As will be explained later, no factory burden has been
added to these orders, although processing of said orders and the treatment
thereof warrants serious consideration.

11/ z x $3.00 $4.50
9.00
IV2 x $3.70

5.55
11.00

I V2 x $7.00 10.50
21.00

Thus, the same part could cost the
customer from $9.00 to $21.00, depending on where the part was made.
It can also be seen that the profit potential was lost as well as the unabsorbed
overhead.
While this was going on, the expenses
of manufacturing were steadily increasing and no adjustments were made in
hourly production rates charged to job
costs.
At this point let us bring into the picture that group of manufacturing orders
designated "S" which are used to produce for customers special parts and replacements parts for old machines. Cost
is accumulated in the usual way by
drawing materials and parts on requisitions and charging labor on time cards
whether in Machine Shop or Assembly.
However, inasmuch as these are special
orders they are not entered on the inventory records. The sales price is determined by doubling the cost of production, i.e., material and parts cost plus
departmental costs at the standard rates.
Because the standard rates were too low,
none of these jobs realized the profit
potential for the company, and none
were carried in inventory where they
could be adjusted in the future.
In some cases, work on these jobs
was done by outside vendors at agreed
rates. The invoices were charged as direct costs to the jobs but no consideration was given to assigning a portion of
the company's overhead for the work
done outside.
Table 1 shows an example of what
could happen, comparing the same part
made in the company's shop and the
vendor's shop. It will be noted that on
the job where most of the work was
done outside, the company absorbed
only $7.75 in overhead, whereas if the
job had been done entirely in the company's shop, the company would have
absorbed $30.25 in burden. As can be
seen, the company lost $40.00 in revenue as well as the unabsorbed burden,
because of the omission of overhead
on the outside work.
MANAGEMENT ACCOUNTING /JUNE 1970

rates was the basis for a ten percent adjustment of selling prices on all machines
although no one knew the portion of
labor cost in each of the machine models.

Table 1
JOB COSTS VS. SELLING PRICES
Job cost
Outside vendor

Job cost
Company

Material
Machine Shop
Vendor Shop
Assembly
Total cost

1.50
7.00
15.00
5.75
29.25

1.50
7.00
35.00
5.75
49.25

58.50

98.50

—

—

—

Cost element
1 hour
5 hours
1 hour

Selling price

Purchase Orders to
Assemble Machines
We consider now the practice of dispatching outside purchase orders to assemble machines. Here, again, seasonal
delivery schedules as well as limited
space had much to do with pressures on
production personnel forcing a decision
to resort to outside assembly labor on
certain models of the machines.
This necessitated the withdrawals
from stores of all parts necessary for assembly in the normal routine but required special handling for delivery to
the vendor shop. Although fifty hours
of labor were performed outside, many
additional hours had to be expended on
the assembly floor when the machine
was returned —to fit, adjust and test it
for the customer's end use.
The company was fortunate in securing services of a couple of shops whose
charges per labor hour were only $3.00.
This represented a premium of only
thirty cents per hour over the department's standard rate of $2.70. It was felt
that maintenance of the goodwill of
customers justified this practice. However, overhead was applied only to those
few hours consumed for fitting, testing
and shipping. No burden was allocated
for all attendant service functions or
special handling of the machines.
The result was that a machine built
in this way appeared to have been assembled at a cost of $152.50 less than
one constructed in the company's shop.
After deducting the labor premium of
$15.00, the net effect would be a decline
in cost of $137.50. Thus, on a machine
selling for $2,000 the apparent benefit
would be 6%s percent additional profit.
However, the other machines carrying
normal burden actually showed less than
a satisfactory margin of profit; and the
burden unabsorbed on the outside built
machines accumulated till year end when
the sad news was published.
Because of the large sums of unMANAGEMENT ACCOUNTING /JUNE 1970

Overhead absorbed
Vendor Company
4.50
3.25
7.75

4.50
22.50
3.25
30.25

absorbed overhead charged at year end
into overall cost of goods sold, the Internal Revenue Service argued that much
of these unabsorbed expenses should be
applied to inventory. They worked out
the assessment of additional taxes, using
a formula of their own design which had
no relation to the practical problems of
the company. We were able to reduce
substantially the additional tax cost but
could .not persuade them that the unabsorbed expenses were largely related
to current production as shown by the
repeated occurrence of the large unabsorbed balances.
The contention with the Internal
Revenue Service could have been fairly
resolved by withdrawing from files all
completed production orders and refiguring same at revised hourly production
cost rates determined by using year -end
figures on labor and expense pools in
every department. Such a procedure
would have restated the costs of all parts
which went into finished inventory.
Here, again, it would have been necessary to withdraw from files all machine
assembly orders and restate parts cost on
each machine as well as the revised assembly costs.
Had this been done it surely would
have been an eye- opener for the management. Although they felt that adequate
profit margins had been built into their
selling prices, detailed cost studies which
we made on individual machines sold
brought out very narrow margins as well
as some losses —far too many of both
for the generally accepted gross margin
on capital goods. Understated costs of
production on parts and subsequent understatement of costs on machines led
officers to falsely assume satisfactory
profits and they maintained selling prices
status quo. However, increased labor
rates resulted in arbitrary adjustments of
selling prices, without determining the
relationships of labor or other costs in
each case. A ten percent increase in labor

Review and Improvements
Early in our review of the accounting
records of the company, we recommended to management that the company's production rates should be increased to figures more closely related to
actual experience as shown by the records. Consequently, hourly production
rate for Machine Shop was increased to
$10.00, which consisted of $2.70 for direct labor, $4.90 for direct burden and
$2.40 for indirect burden. Assembly
hourly rate was increased to $6.50, which
consisted of $2.90 for direct labor, $1.20
for direct departmental expense and
$2.40 for indirect burden.
Some measure of improvement was
attained but at year end, the actual rates
were $10.65 for Machine Shop and
$6.99 for Assembly. Direct and indirect
burden was $.72 per hour over the established rate for Machine Shop and $.48
over the established rate for Assembly.
Although considerable overhead had
been absorbed on the later orders, the
costs of earlier orders were not adjusted
to the new rates. This latter was not
practical because too many parts had
been withdrawn and included in costs
of other orders. Due to the lesser burden
on these orders and the inadequate
hourly rates mentioned herein, there remained a considerable amount of unabsorbed burden at year end. Furthermore,
while management understood that costs
had to be absorbed in the parts and
machine orders, no concerted effort was
made to adjust the selling prices of all
parts.
Increased sale volume had a misleading effect, especially because management looked at units sold rather than
dollar results. However, the increase in
shipments was insufficient to absorb
costs. The loss was even greater because
of the use of improper hourly production rates, which situation came about
largely because of the inside - outside practice of replenishing stock.
Returning to the orders for parts
which were sent out to vendors, we demonstrated to the management what was
happening and what could be accomplished to correct the situation. As the
orders were completed each month, we
assigned overhead to the costs and then
compared the results with many of the
orders produced by the factory. The reContinued on page 23
19

Controllership Obsolescence:
Fact or Fiction
CONSTANT UPDATING IS OBTAINED PRIMARILY BY READING ARTICLES,
ATTENDING TRAINING SESSIONS OR BY OTHER MEANS OF SELF -STUDY
By K. Fred Skousen and
Robert K. Zimmer
The purpose of this article is to report
some of the results of a survey conducted
among a limited number of controllers.'
While our sample is small and geographically limited, questions raised by this
survey seem worthy of further study. It

is in this light that the results are presented.
A primary objective of the survey was
to probe, empirically, the extent of use
in practice of certain modern tools and
techniques currently taught in managerial accounting courses at the university level. The intention was to provide

some indication of the correlation, or
lack thereof, between procedures used in
practice and those emphasized in the
classroom.
A second objective of the study was
to determine the nature of the controllership function as it exists today. Specific
consideration was given to isolating any
changes which have occurred in the last
five years and to identifying those

changes which might be expected to
occur in the future. In this connection,
opinions were sought as to qualifications
deemed necessary for controllers of the
future.
Presentation of the results of the survey is preceded by a brief explanation of

merit information systems is another
topic receiving increased attention, many
times as a separate field of study. The
assumption is made that these and other
topics, e.g., present value analysis, linear
programming, simulation, Markov chains
and Bavesian statistics, are valid areas of
study because of present or future usefulness to practicing accountants and
therefore to students who in the future
will be practicing accountants.
This assumption is given support in
current accounting literature which cites
examples of the varied use of most of
these concepts and tools. Moreover, the
high demand for students who are specifically trained in these areas presumably

th e ra ti o na le u nd e rl yi ng th e re se a rc h a n d

rfr_
,,
e

the methodology followed.2
The Hypothesis
Examina tion of the content of controllership and other managerial accounting courses reveals considerable emphasis
on quantitative techniques and behavioral science considerations. Manage-

K. FRED SKOUSEN
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the University of Minnesota, Min neapolis, Min n. Professor Skousen, a
CPA, holds a B.S. degree from Brigh a m Young University and M.A.S.
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ROBERT K. ZIMMER
'T we nty-two controllers of large manufacturing
corporations in Minneapolis-St. Paul we re included
in the survey. Although the exact titles and responsibilities differed somewhat ( 19 had t he title
of controller ), for the purpose of this article the
respondents will be refe rred to as controllers.
Acknowledgment is given to the students in a
controllership course at the University of Minnesota, Spring Quarter, 1969, for their work on
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indicates a need for, and use of, these
managerial concepts and techniques in
the real world.
Notwithstanding their presumed usefulness, it was our hypothesis that many
of these modern tools and techniques
were not being used in practice. The survey was an attempt at testing this
hypothesis. It was not intended to be a
conclusive test, nor can it be, because of
the limited scope and coverage of the
survey.
Results obtained from this survey,
while not conclusive, are considered
significant in the sense that they may
provide a basis for, and give direction to,
further research on this topic. The possibility that the hypothesis may be true,
especially as supported by the data of
this limited survey, leads to two possible
conclusions, both of which should be
considered seriously. If controllers are
not utilizing the concepts and modern
quantitative techniques taught in the
classroom, it may be a warning that these
accountants are not keeping pace with
conceptual and technological advances
in the profession, that there is in fact
controllership obsolescence. On the
other hand, it may be that inappropriate
materials are being taught in the classroom, that certain concepts and modern
tools taught at the university are not
practical. It may be, as our data tend to
indicate, that both of the above possibilities are partially true.

Scope and Methodology of
the Study
Data were obtained from responses of
twenty-two controllers of large manufacturing corporations in the Minneapolis St. Paul metropolitan area. The corporations represented vary in size and business activity. Accordingly, the environmental situations of the controllers are
not entirely comparable; this may account for some of the differences in the
responses received.
A questionnaire, filled out by the respondent in the presence of a team of
two interviewers, was used to obtain the
data which are summarized in tables included in this article. The interview technique was used in conjunction with the
questionnaire to increase the assurance
that the respondents understood the
questions as stated and to probe for
specific examples in support of particular answers. The interviewers were all
graduate or senior students majoring in
accounting and were instructed in interview techniques prior to their meeting
with individual controllers.
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Results of the Study
The questionnaire was divided into
four sections. Section I was directed toward biographical data and included such
items as the official title of the respondent, previous positions held, and educational background. As expected, we
found that the respondents have held
various positions prior to becoming controller in their respective corporations.
Several of the controllers have worked
in industrial accounting for many years,
twenty-five or more for five of the respondents. Approximately one- fourth of
those participating in the survey worked
in public accounting (as CPAs) before
becoming a controller.
All respondents received some post high school formal education. Twenty
of the respondents attended a university
and two attend business school. Of the
twenty who attended a university, six
earned graduate degrees (nine others received a bachelor's degree) .
CONTROLLER'S FUNCTIONS

Section II of the questionnaire asked
the respondent to list his five most important functions as measured by the
amount of time spent in fulfilling each
duty. In addition, we sought specific information as to those functions which
are increasing or decreasing in importance, again as measured by the approximate amount of time spent on these
duties relative to other activities.
Table 1 provides insight into the nature of the controllership function in
current practice. Note the importance
of "planning" and work in "management
information systems," two areas often
viewed as non - traditional. (See also
Table 3 which indicates that these funcTable 1
FUNCTIONS OF THE CONTROLLER
Ranked functions

General accounting
Planning
Internal auditing
Reporting and
interpreting of
financial results
Data processing (MIS)
Tax administration
Staff supervision

Number
of
responses
17
16
14

12
10
8
6

Mean
time
involved'
21%
26
10

22
19
11
18

*The respondents listed their duties according
to the amount of time spent in relationship
to total working time.

tions have increased the most in importance over the past few years.)
The major reason seen for increased
emphasis upon the EDP and MIS as a
function of the controller is that management now considers this activity more
important. As to the planning function,
the controllers feel that technical tools
have contributed significantly to the increased importance of planning. The controllers also indicated that the increase
in both areas is being caused by a shifting
of these functions to their departments
and by the development of formal activities, which, for some companies, may
have been almost non - existent.
THE DEGREE OF INVOLVEMENT

Table 2 is a summary of the degree
of involvement by the controllers, and
change in this involvement, over the
past five years for a selected list of functions. Of these functions, the first seven
were listed as controllership functions
and the next seven as functions of the
treasurer by the Financial Executive Institste.3 The last three functions were
added by the authors.
The functions attributed to the controller by the F.E.I. for the most part
are still considered part of the controllers'
responsibility. Again we note that planning for control appears to be increasing
in importance. On the other hand, tax
administration and economic appraisal
appear to be declining in importance.
The controller appears to have increasing activity in certain of the functions
traditionally attributed to the treasurer.
This could be caused by the tendency
to combine these functions under a single financial executive. The more significant increases appear to be in cash
management, and credit and collection.
The last three functions, those that
had not been included by the F.E.I.,
were found to be significant. The controller is actively involved, and the degree of involvement appears to be increasing, in the capital budgeting area,
the data processing area, and the management information systems area.
TOOLS AND TECHNIQUES

Section III of the questionnaire attempted to determine the extent and
level of use of some of the specific tools
and techniques currently taught in
courses at the University of Minnesota.
We first asked whether or not the tool
was used, then to what extent it was
used, and finally, how knowledge of the
Becomes FEI," The Controller, May, 1962,
p. 228.
3 "CIA

21

22

Number of responses

Not
Involved

Involved

Increasing

Decreasing

Involvement
constant
(or no answer)

FU N C T I ON S OF
C ON T R OL L E R *
0

22

13

2

7

0
6
1
5

22
17
21
16

12
6
7
7

0
3
1
2

10
6
13
7

1
0

21
22

11
7

0
1

10
14

9
16
10
16
10
13
13

13
4
12
6
12
9
9

2
3
4
3
6
1
1

3
0
2
0
0
0
3

B
1
6
3
6
8
6

1
1

21
21

12
16

1
2

1

21

16

0

&

&

Planning for control
Interpreting
Reporting
financial results
Tax administration
Government reporting
Economic appraisal
Evaluation
consulting
with other departments
Protection of assets
FU N C T I ON S OF
T R EAS U R ER
Insurance requirement
Investor relations
collection
Credit
Short -term financing
Cash management
Banking
custody
Provision of capital
&

a

OT H ER F U N C T I ON S
Capital budgeting
Data processing
Developing management
Information systems
educating users

4

6

Treasurers' functions are listed as defined by the
*The Controllers'
Financial Executive Institute (sea Footnote 3)
&

Several observations can be made from
the responses. First, it appears that
knowledge of certain tools, specifically
Markov chains and Baysian statistics, is
indeed limited. On the other hand, the
majority of respondents have at least a
reading knowledge of most of the other
tools listed. In general, controllers feel
competent to directly supervise, and even
technically apply, such tools and concepts as flexible budgeting, present value
concepts and contribution analysis.
Linear programming, statistical sampling and PERT /CPM are tools which
are used, but often by subordinates of
the controller or in other divisions of the
company. However, as one controller
pointed out, the controller must understand these tools, even though he does
not technically apply them himself, if
he is to devise, supervise and direct the
reporting of results in divisions or segments of the company where these tools
are used. For example, the controller
must keep pace with advances in the use
of linear programming in production if
he is to report and interpret results obtained in a production department utilizing linear programming.
From the data in Table 3, it appears
that only a small number of respondents
acquired their knowledge of the respective tools in their formal education. This
is an indication of the relatively recent
emphasis upon these tools at the university. Undoubtedly it also indicates that
managerial accountants are cognizant of
the need to keep abreast of current developments and have taken steps to acquire such knowledge, primarily by participating in executive training programs, by working with consultants, or
by self -study of articles and textbooks.
It is interesting to note that articles represented the greatest source for knowledge of the tools.

THE INVOLVEM ENT IN THE FUNCTIONS ATTRIBUTED
TO THE CONTROLLER AND THE TREASURER

&

Flexible Budgeting
Present Value Concepts
Linear Programming
Statistical Sampling
Sensitivity Analysis
Contribution Analysis
Pert /CPM
Simulation
Optimization Techniques
Markov Chains
Baysian Statistics

Table 2

&

tool was acquired, e.g., from the respondent's formal education, from executive
training programs, by the study of articles
in professional journals and so on. The
tools referenced in the questionnaire
were as follows:

QUALIFICATIONS FOR THE JOB

The concluding section of the questionnaire, Section IV, asked for opinions
as to certain qualifications one should
have in order to perform the controllership function in the future. The levels of
knowledge required in mathematics, behavioral science and computer science
were specifically requested as well as an
indication of the minimum level of
formal education and business experience that would be acceptable.
Most of the respondents felt that
study of mathematics through calculus
was important to the future controller.
Only a few felt that courses beyond
calculus was critical. The requirement for
knowledge in the applied mathematical
areas of statistics, decision theory and
operations research was also significant.
Knowledge of behavioral sciences was
deemed essential for the future controller. Many of the controllers interviewed
considered this area to be one of the
most important areas of study, now and
for the future.

Somewhat surprisingly, during the interviews more than 50 percent of the
controllers expressed some reservation
about the importance of the computer
sciences area. They emphasized the overall need for a general knowledge of the
areas listed under computer sciences, but
felt that a strong technical background
is of questionable value.
One item which was not specifically
provided for in the questionnaire but
which was singled out by several respondents as being especially important is the
expressed need to be able to communicate, both orally and in writing.
Conclusion
Data obtained in this survey indicate
that a degree of disparity does exist between certain managerial tools and techniques taught at the university and those
used in practice. Despite some differences of emphasis, however, most of the
controllers interviewed have some knowledge of many of the so- called modern
managerial tools. Even more importantly,
such knowledge is generally obtained by
MANAGEMENT ACCOUNTING /JUNE 1970

Table 3
CONTROLLERS' ACQUISITION OF KNOWLEDGE OF CERTAIN TOOLS
Number of responses

SOURCE OF
KNOWLEDGE
Formal training
Executive training
programs
Articles in the professional journals
Textbooks
Working with
consultants
Combination
of the above
None of the above
Note:

Pert
Present
Optimization Markov. Baysian
Statistical Sensitivity Contribution and
Flexible value
Linear
CPM Simulation techniques chains statistics
analysis
budgeting concepts programming sampling analysis
10

5

3

10

3

7

1

2

2

0

0

5

7

3

6

4

7

6

6

3

0

0

11
8

12
7

9
4

7
6

7
3

8
4

14
7

18
4

7
5

0
0

0
0

6

4

10

4

3

4

5

6

6

0

0

4
0

2
1

3
0

2
0

1
1

2
0

3
0

3
0

2
1

0
3

0
3

So me re s po n de n ts ga v e mo r e t ha n o n e a ns w er .

reading articles, attending training sessions, or by other means of self- study,
thereby indicating that controllers are
aware of the dangers of obsolescence and
are trying to keep pace with modern
developments.
This is as it should be. Controllers,
and managerial accountants with various
other titles, periodically ought to evaluate the procedures they use in light of
modern conceptual and technological ad-

vancements to see that the most efficient
and effective means available are being
utilized in the performance of their responsibilities. This constant updating is
necessary for a variety of reasons, among
them the changing role of the controller.
A controller today appears to spend less
time on traditional, general accounting
responsibilities, concentrating more on
newly developed functions or functions
such as planning and budgeting which

are now considered more important.
Controllers of the future should have
considerable knowledge of the behavioral
sciences, of mathematics, and of computer sciences. Also of prime importance
is an ability to communicate effectively.
Also, controllers of the future, like those
of the present, will have to recognize
that obsolescence is not just restricted to
an outdating of plant or equipment; it
can happen to controllers too.

PITFALLS OF MISINFORMATION: A CASE STUDY
Continued from page 19
sults were enlightening and steps were
taken to adjust selling prices of parts. We
made monthly lists of the completed orders along with computed costs, current
selling prices and recommended selling
prices. On one such list, the sale of one
piece of each part at the recommended
prices would have increased profits by
$1,100. Considerable progress has been
made toward revamping the price structure.
We also made a study of the cost of
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machines, as noted elsewhere, segregating material and labor. There were some
interesting cases where the same model
of machine had variations in material
cost as well as in labor. The factory superintendent had never seen such information and made haste to look into
the causes, especially the labor factors.
No adjustments in prices could be made
on these machines studied, as they had
already been sold, but the infonnation
pointed up the need for a thorough study
of machine prices.
The factory superintendent is also de-

voting additional time to a study of the
procurement of parts, armed with the
data furnished to him, and is bringing
back to the shop some of the work
formerly let out. Our conversations have
caused the boys to sharpen their pencils.
The Lesson
Lack of information has cost the
company profit in two ways, underselling
and selling at a loss, and the fees paid
for our work. However, the profit capability has been raised and the cost of
fees will be a good investment.
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The Audit of Management:
Report on a Field Study
MANAGEMENT WOULD DO WELL TO COOPERATE IN THE SEARCH FOR OBJECTIVE AUDIT CRITERIA
By Charles H. Smith and
Roy A. Lanier
Accountants have in recent years given
increasing attention to a systems approach to auditing the "affairs" of a
business organization. Although writers
differ in their description' of the approach, all differentiate it from the
usual financial audit which is financial
statement oriented. It is a useful simplification to state that the systems audit
is concerned with an examination and
evaluation of the systems (production,
selling, information, etc.) that enable
an organization to function (operate).
T1ie objective of this paper is to report

the results of a field study which was
conducted to determine:
Whether managers and public accountants deem an audit of management, by independent external auditors, necessary.
The scope and evaluation criteria appropriate for such an audit.
Implications for management and
the public accounting profession.
It is to be noted that it is an "audit of
management" that is the subject of
studv herein. Such an audit would be
similar in objective to a financial audit,
and conducted by an independent outsider. It is not a management review and
appraisal conducted by a firm's employees or management consultants
hired by management. The latter is
really an audit for management.

of concepts, the management function,
the attest function, the three auditing
standards, independence and legal responsibility were defined and /or briefly
explained in an introductory section of
the questionnaire.
The questionnaire was mailed to the
corporate controllers of 115 firms (selected on a random - start - systematic
basis) on the 1967 Fortune 500 list,s
and to the managing partners of 108 accounting firms (selected on a random
basis from the lists of Certified Public
Accountants in the telephone directories of five metropolitan cities which
were selected on the basis of size and
geographical dispersion) .

t,

The Questionnaire and
Analysis of Data

Austin Chapter 1969, is Assistant Professor of Accounting at the University
of Texas, Austin, Tex. Dr. Smith holds
M.S. and Ph.D. degrees in Business
Administration from The Pennsylvania State University, University
Park, Pa.

A questionnaire was sent to the two
groups who would be most directly affected by an audit of management, i.e.
CPAS2 and corporate controllers. In
order to ensure uniform understanding
' "Ope rat ional audi t ," "functional a u d i t " "systems audit ," "management audi t " and "audi t of
manageme nt " are often used.
7
This study assumes that the CPA is a logical
choice to be the audit or of management.
"T he Fortune D i rect ory of t he 500 Large st U .S.
Industrial Corporati ons," Fortune, June 15, 1968,
p. 186.
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Of the 223 questionnaires mailed, 56
were returned. Of these, 53 were completed while three replies were in letter
form. The 53 questionnaires were completed by 19 CPAs and 34 controllers
while the three letters were from controllers. The data generated by the survey are analyzed under separate headings hereunder. These headings relate
to the objectives of the study.
The survey was not designed in a
manner that would ensure "statistical
proof," and for good reason. The questionnaire permitted only "yes" or "no"
answers, but provision was made for
elaboration and comment on each question. The latter was done in order to
encourage "free expression" on this subject which obviously provides serious
implementation and other problems.
The data presented hereunder contain
information on the "yes" answers.* The
" no" answers and comments are referred
to in the analysis where they are
pertinent.
Certain interpretations are made and
hypotheses suggested in the analysis of
the data. Although there is a lack of
"statistical proof," the writers believe
that the "yes" and "no" answers together with the many comments supplied, permit certain interpretations to
be made. The hypotheses could serve to
direct further study.
The Need for an Audit of
Management by CPAs
Questions:
1. Is there a need for CPAs to attest
to the management function today?
2. If your answer to the above is "no,"
do you believe there will be such
a need within the next ten years?
3. Should the SEC, or some other
agency, require an opinion by a
CPA with regard to the management function within the next ten
years?
Replies ( "Yes" replies only):
CPAs
Controllers
1.
10
5
2.
2
0
3.
9
2
The above data reveal that the CPAs
are divided on the issue of need to attest
the management function today, but
63.1 percent (12 out of 2 1 ) see a need
within the next ten years.
The controllers are strongly opposed
' This was done because ( 1 ) it is clear from the
responses to the multiple -part questions that repondents often elected to express their feelings by
means of "yes" answers only, and (2) "comment '
answers were often supplied in lieu of "yes" or
"no" answers.
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to the audit, and more so to making it
mandatory. Only one controller who
stated that the audit should not be made
mandatory had a suspicion that it will
be so made anyway.
The major objections expressed by
those respondents opposing an audit of
management by CPAs are the nature of
the management function itself and the
qualifications of CPAs to perform such
an audit.
Accounting Income as a Measure
of Management's Performance
Net income, as determined on traditional accounting financial statements,
is considered by many as one measure
of managerial performance. It is interesting to note from the data that CPAs
support "their" income concept as such
a measure, despite continued criticism
and "credibility gap" accusations 5 from
others.
Questions:
1. Do you agree that income as determined on an accounting income
statement is a most useful criterion
for measuring the performance of
management?
2. Do you believe that other criteria
should be developed for this purpose?
Replies ( "Yes" replies only):
CPAs
Controllers
1.
13
18
2.
13
20
On comparing the replies to the first
question with the replies regarding the
need for an audit of management, one
is tempted to conclude that the CPAs
are against the audit because they
believe strongly that net income is a
useful enough measure of management's efficiency. And this temptation
becomes even greater on examination of
the comments to Question 2. Although
68.4 percent believe other criteria need
to be developed (this includes 8 of the
13 CPAs and 11 of the 18 controllers
who answered "yes" to the first question), an extension of the auditing
function is not necessarily implied —
the suggested criteria include rate of
return on investment, expenditures for
research and development, market share,
etc. Conceivably these criteria could be
developed from currently audited data.
Controllers do not want an audit of
thems"1yes, and from their replies, one
See, for example, "What Are Earnings? The
Growing Credibility Gap," Forbes, May 15, 1987,
pp. 28 -31, 34, 39, 42, 44.
B

would tend to say that this is because
they believe useful criteria already exist.
They appear to regard accounting net
income as at least slightly useful, and
their suggestions of other criteria are
similar to those of the CPAs, i.e. criteria
that can be generated from currently
audited data.
The Scope of the Audit
Writers on the subject of management auditing by CPAs usually take
one of two positions: (1) any audit of
the management function should be
restricted to the means utilized by
management in the performance of that
function," or (2) any audit of the
management function by CPAs must
include both the means utilized by
management and the results achieved
through performance of the management function.?
It is evident, as shown below, that
CPAs favor an audit of both means and
performance. Controllers certainly favor
means and performance as opposed to
either separately. Comments by controllers on this question revealed continued
judgment as to a CPAs lack of qualification to perform such an audit.
Questions:
A CPAs opinion concerning the
management function should include:
1. Management performance only.
2. The means utilized by management
only.
3. Both performance and means.
Replies ( "Yes" replies only):
CPAs
Controllers
1.
3
2
2.
1
2
3.
14
15
Performance-Evaluation Criteria
It is going to be a difficult task to
develop standards of managerial performance. There are no "generally
accepted management standards." Given
their choice of three possible performance standards, both groups prefer the
use of industry norms, and both groups
reveal a similar order of preference for
the three standards listed. More detailed
analysis of the replies reveals that 9
CPAs (47.4 percent) and 15 controllers
(44.1 percent) feel that management
performance should be evaluated by a
comparison of all three standards.
See Neil C. Churchill and R. M. Cyert, "An Experiment in Management Auditing," The Journal
of Accountancy, February 1988, p. 40.
1
See, John C. Burton, "Management Auditing,"
The Journal of Accountancy, May 1988, p. 41.
I
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("Yes" repliesonly):
CPAs
1. Industry
norms
16
2. Predetermined
Plans
13
3. Past performance
11

Controllers
23
21
17

The writers regard the choice of
industry norms as a surprise because of
the problems presented by the use
of this concept. Two of these problems
are the classification of firms into
industry groups or categories and the
variability of accounting methods within
any group.

The Data to Be Audited
Irrespective of scope and criteria, the
CPA has to have data to audit and on
which to base his opinion. The listing
below represents the order of support
by CPAs.
( "Yes" replies only):
CPAs
Data that 1. Is financial in
nature
16
2. Can be objectively determined
14
3. Deals with the
present
13
4. Deals with the
12
past
5. Is measurable 12
6. Is quantifiable 8
7. Is qualitative
in nature
8
8. Deals with
the future
4

Controllers

14

24
14
12
24
14
9
6

1. CPAs suppor t financial data
decidedly more strongly than controllers. This could be because controllers equate financial and dollar
information. The controllers obviously want quantity-type (pounds,
feet, etc.) data included (note their
support for objectively - determinable
data) , and yet it is possible that
CPAs interpret financial as being
inclusive of such quantity data.
2. Strong support by both groups for
data that can be objectively determined. This support could provide
the reason why there is continued
support for the accounting net
income criterion, and measures such
as rate of return on investment,
market share, industry norms, etc.
3. Controllers appear to emphasize
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their support for data that can be
objectively determined by similar
support for measurable data.
4. Support by CPAs for present, past
and measurable data. This is not a
surprise.
5. There is a lack of support by both
groups for future -type data. This is
strange in view of their support for
using predetermined plans as evaluation criteria. Future -type data is
certainly measurable. The argument
against it is probably on the basis
of an inability to objectively determine this data.
6. Lack of support for qualitative data.
This is somewhat of a surprise in
view of the qualitative information
that is currently used by CPAs in
financial audits, e.g. evaluation of
internal control systems.
Two comments regarding the above
are in order. First, quantifiable data is
equated with measurable data in the
minds of many people —if data is
quantifiable it is also measurable. This
apparently is not the case with the
respondents to the questionnaire; while
63.2 percent of CPAs favor inclusion of
measurable data, only 42.1 percent
would include quantifiable data. As for
controllers, 70.5 percent favor inclusion
of measurable data, while only 4.2 percent are for including quantifiable data.
Second, the requirement that data
included in management audits by
CPAs be measurable and objectively
determined is a contradiction. Data
need not be measurable to be objectively
determined. Qualitative data can be
just as objective as quantitative data.
Any attempt to restrict evidence to
data that is objective and measurable
would surely reduce the validity of the
audit since many of the means available
to management can only be meaningfully evaluated in qualitative terms.
This is not to say that the audit should
not be restricted to questions that can
be objectively answered with reliable
evidence. Much of the evidence relating
to a firm's system of internal control
now used by financial auditors is qualitative in nature. In fact, the auditor
makes judgments concerning the system
before deciding how much "testing"
must be done to support his opinion.

Audit Standards
A question was asked as to the
applicability of existing audit standards
to an audit of management. It was
anticipated that the general standards

and standards of field work would
require minimum revision, but the
results below do not support this feeling:
( "Yes" replies only):
CPAs
1. General
standards
14
2. Standards of
field work
8
3. Standards of
reporting
6

Controllers
13
11
8

The general lack of support for the
standards by controllers could be the
result of a lack of understanding of the
standards and their role in the public
accounting profession. Each of these
standards was briefly explained in an
introduction to the questionnaire, but
even then a lack of clarity could have
existed.
It is interesting to note the strong
support by CPAs for the current general
standards. One might even express
surprise at this support in light of the
current uncertainty surrounding the
legal responsibility concept.
The lack of support by both groups
for the reporting standards is not a
surprise because of the reference to
"generally accepted accounting principles" in these standards. One might
evidence surprise at even the 31.6
percent and 23.5 percent support, unless,
of course, these respondents conceive
of a simple substitution of terminology
and concept.
An analysis of the replies revealed
that 2 CPAs and 7 controllers supported
all 3 sets of standards, while 10 controllers answered "no" to all 3 sets.

Summary, Conclusions
and Suggestions
This study does not purport to establish whether there is a need, per se, for
an audit of management by CPAs, and
what the scope and evaluation criteria
should be for such an audit. Rather, it
reports the results of a survey of the
opinions of corporate controllers and
CPAs on these issues.
It is possible that the results could
have been predicted, and to that extent
the study does nothing more than
indicate the probability of accuracy of
the predictions. However, the study does
highlight the attitudes, on some important issues, of two groups who could be
"involved" in an audit of management.
CPAs tend to believe that there is a
need for an audit of management, and
Continued on page 46
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Computerized Cost
Accumulation —A Must for
Management's Effectiveness
COST ACCUMULATION IS A CRITICAL AREA IN THE REPORTING CYCLE
By Michael R. Tyran
Man has proven that he can walk on the
moon, but this extraordinary feat was
not accomplished without sweat, blood,
planning, advanced computerization and
associated technologies as well as dedication of effort on the part of thousands
of support people. The same type of
emphasis, effort and determined dedication is needed in corporate information systems. The advancement in dynamic management reporting has not
kept similar pace in spite of the tools
available. This endeavor may not hold
the glamour of the moon project, but it
is a "must" for a successful enterprise —
actually, a "star of a different twinkle."
The keynote to achieving dynamic reporting is planning the objectives in
terms of basic data requirements and
then pursuing a course of action that will
produce the results required. This planning should start at the cost origin or
lowest level of cost commitment, which
is the basic point of consideration. The
flow of data must then be methodically
channeled to provide the need for varying summary levels.
In building the reporting model, the
necessary assessment must be made of
the type data required, its source, manipulation and end results planned. Logical and specific data identifications must
MANAGEMENT ACCOUNTING /JUNE 1970

be assigned in order that information
can be controlled from its input through
the manipulation and storage processes.
Today's challenge in management re-

porting is not the quantity of output and
its associated detail, but rather meaningful selective and exception reporting that
requires minimal management review
and analysis. The theme of this article is
a model which will fulfill these reporting
needs at the appropriate level of information.
Transaction Reporting

MICHAEL R. TYRAN
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1955), is Chief, Controller System
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Exhibit 1 displays the type of information that will generate an end data
product to meet specific requirements
at three levels of reporting.
Transactions occurring as a result of
an organization's activities provide detail reporting at the lowest information
level. Functionally they represent the
basic record of "what happened." This
information is used primarily by operating organizations to monitor performance, and schedule and provide data for
the higher -level reporting. The reporting
at this level is concerned with production (end items, spare parts) and engineering aspects of activities. It also includes the placement of purchase orders,
customer invoicing, acquiring fixed assets, paying vendors and employees —in
other words, transaction based operating
data. Appropriate compilation of the
transaction data results in reports such
as labor distribution, payroll, expense
and cost ledgers, and others.
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taxes, etc. Current period's financial data
are further compared to the budget, last
year's activity and the most recent forecasted trends in order to relate performance to plans and time periods.

Exhibit 1
ESTIMATE OF THE SITUATION
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CRITICAL DATA
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"Pot of Gold" Concept

OPERATION

Meaningful information is synonymous to a "pot of gold" in that it proONTRO
vides the "payoff" means for planning,
A
controlling
and action decisions.
T R A N S A C T I O N S4
ACTIVITY
II''
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Exhibit 2 indicates how the source
information at the lowest level flows
through various computer processes in
order to obtain a file that can be used
1
in satisfying multitudinous requirements
pertinent to the needs of management,
LABOR DISTRIBUTION/ PAYROLL
ACCOUNTS PAYABLE /INVENTORY
customer,
government, etc. This inforCOST /EXPENSE LEDGER
mation is compiled at a number of subGENERAL LEDGER/ TRIAL BALANCE /FIXED ASSET
DEPRECIATION/NEW ORDERS BOOKED / BACKLOG
system levels. As displayed on this exCONTRACT PROFIT B LOBS /ESTIMATING CRITERIA
hibit, the data must be sorted in logical
sequence and established in record files
FINANCIAL SCHEDULES /ASSET MANAGEMENT /MANAGEMENT
BUDGETS /FORECASTS /SELECTIVE "GAMING DETAIL"
for ease of access, flexibility in manipulation and reporting, preaudit and accuracy.
Intelligent highlighting of timely and
With this information, models can be pertinent information for ease of analysis
Reporting of Selected Data
developed which provide flexibility in and interpretation can save you countIn order to control an organization's manipulating data to test plans and de- less hours of manual search, thousands
operations, a summary of the operating cision- making. Overall financial sched- of dollars in problem - avoidance through
information must be made to provide ules are prepared which incorporate such appropriate action and provide a commanagement with further data to meas- statistics as working capital position, in- petitive tool for successfully operating a
ure results in terms of plans, actions and ventory balances, ratio of current assets business enterprise. The potential and
controls.
to liabilities, net investment, profit after use of sound, valid information can be
SELECTIVE DATA
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As noted on Exhibit 1, data is summarized into the General Ledger and
Trial Balance form so that the proper
perspective can be exercised in analyzing
the total picture of the financial operations. New orders are assessed in terms
of contract amounts, product line, customer, type contract and backlog effects.
Profit and loss is reported at the contract,
product line, customer and summary
level. Tactical information highlights
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The data is accumulated and reported
in a format that is readily understood
and /or actually set forth by management.
Through review and analysis of this data,
management is able to monitor the
planned effort and take action for correcting deficiencies as a result of the
reported information.
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At the next level of information, data
are further summarized to satisfy top
level management requirements. Stra-
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tegic data are used in simulating alternative courses of action, which gives management the capability of viewing their
overall operations in terms of critical
needs.
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accorded the same respect and security
as "money in the bank."
Information Objectives
The objectives of the information
system may be summarized as follows:
1.
2.
3.
4.

Establish a comprehensive data bank.
Mechanize record - keeping.
Apply effective reporting techniques.
Design an integrated financial reporting model.
5. Develop teleprocessing applications.

In order to achieve these objectives,
consideration must be given to support
programs and other capabilities for meeting the requirements. In this age of computerization, we definitely must consider
the potential aid of advanced equipment
and "state of the art" progress in information technology.
The data bank concept must be particularly assessed for usage since it represents an advanced concept in file organization and storage. Detailed source
records must be mechanized in order to
provide mass data accumulation, sorting
and summarizing without information
duplication to satisfy a number of needs
as is the case in manually prepared registers and ledgers.
Financial models must be constructed
in a manner that will provide for integrating information. Further, data flow
must be effectively channeled to perform
multiple updates simultaneously in developing the basis for the necessary file
records and summaries.
The teleprocessing applications are vital for immediate access and online retrieval of information. They also provide
the means for online decision simulation
and testing courses of action. Further,
more rapid problem - solving can be
achieved through online interrogations.
Cost Accumulation Principles
To accomplish the objectives discussed above, the cost accumulation process must be given its appropriate emphasis since it is the basic source for
management information development.
In the Pomona Division of General
Dynamics, the complete cost accumulation system was researched, analyzed and
the data needs determined in light of
management information requirements.
The review involved consideration of the
following principles:
Effective structuring of data identifiers
for use in accumulating and processing costs.
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Identification of cost elements to
source of charge.
Surveillance and verification of cost
distribution.
Proper cost classification, primarily in
terms of direct versus indirect effort
and expense.
Specific organizational task assignment
and responsibility for incurring expenditures.
Provision for authorized documents
which serve as the expenditure approval media.
Consistency of data for various uses in
financial reporting, bids and proposals,
budget comparisons, government and
customer requirements.
Cost Accumulation Responsibilities
In most companies, the management
accounting area is segregated into cost
and labor accounting activities and has
the responsibility for accumulating costs
in terms of the following activities:
Analyzes cost records, project budgets
and bids and proposals.
Audits detailed records of manufacturing parts, purchase orders, inventory and elements of cost.
Monitors and controls cost input data,
inventory reconciliations and parts
cost.
Provides a mechanical master audit
file of representative identifiers and
maintains its updating and interpretation.
Maintains liaison with various other

organizational units in order to provide them with data which will satisfy
their needs.
Continually plans to meet changing
recording and reporting requirements.
Provides records and reports in terms
of cost ledgers, trial balance, performance and job order cost detail.
This functional area is recognized as
an extremely sensitive and important
source for basic management data development.
Cost Accumulation Structure
No cost collection system can be efficient and successful without a sophisticated and detailed cost accumulation
structure that will provide and consider
all aspects of the organization's data
identification needs.
We have four inventory identifications
for storage and reporting in the record
files. With respect to the work- in -process account, there are 21 levels of data
segregation. Tire levels of data for
work -in process information are summarized from the cost code classification
up through contracts and general ledger
(WIP) account. Cost data is maintained
and updated in the files for satisfying retrieval and reporting needs.
WORK IN PROCESS BREAKDOWN

Exhibit 3 displays the structure of elements of cost identified and summarized
to project budget centers, accounting
work orders, contract items and total,
and work in process account.
The elements of cost considered include labor hours and amount, overtime,
overhead, material, other direct costs,
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to each store. Account 172 includes
perishable tools, raw materials and stationery/office supplies. Some examples of
the groupings would be tubes /diodes,
electronic modules, castings/ fo rgi ngs, rework in components, etc.

Exhibit 4
COST ACCUMULATION REPORTING
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interdivision activity and Corporate
Office expense. As further noted on Exhibit 3, there are ten project budget
centers for which costs are accumulated
by element. Budget centers are established to fulfill certain reporting needs
for control and measurement of performance. Organizations may have different requirements and number of budget
centers, but the processing would be
approximately the same.
The costs are summarized into accounting work orders, which is the next
step in cost accumulation, and totaled to
the contract item level. Items of a contract are then summarized to the contract total and the values of groups of
contracts are reflected in the work -inprocess account totals.
This system reflects two basic WIP
account classifications —one for cost type
contracts and the other for fixed price.

thorization to support generation of direct charges.
The four -digit alpha- numeric AWO,
therefore, contains complete reference
data to the work authority, basic work
requirement and a guide to departments
that incur charges. It is emphasized that
all contract costs distributed to WIP
and inventory accounts are accomplished
through the use of AWO identifiers.
AWOs are identified for internal use
by a three -digit AWO number. The
master file record consists of various
identifying data to serve a number of
requirements. Additions, deletions and
changes are a function of the industrial
accounting department. Weekly reports
in AWO and contract sequence are
issued to concerned organizations for
reference.

T h e a c c o u n t va lu es a re pro cessed i n t o

ID E N T I F I E R S

the General Ledger system and management reports.
ACCOUNTING WORK ORDER
(AWO)
There are many detailed functions falling within contract tasks which necessitate cost collection for performance review, detailed level control purposes and
future contract estimating. Tasks are
covered by a basic authority to perform
work. An AWO is designated for each

task to which the effort and cost will be
charged.
The number of AWOs assigned to a
contract is dependent upon reporting
needs. A minimum of one AWO is required for each contract or other au30

MATERIAL INVENTORY CODE

Up to this point, the discussion has
primarily been involved with types of
information needed and the means of
identifying costs for proper processing
in the overall system. Exhibit 4 indicates
the elements of cost and adjustments
which are inputted into the system for
generating the necessary files for the reporting requirements.
As in all programs, the input data is
screened through the use of an accounting work order master file and other
established program criteria, and validated before the physical processing
actually occurs. Updated ledger files result from the computer processing and
serve as the basis for generating the
various reports shown on this exhibit.
The source for the elements of cost
data are as follows:
Labor hours and amounts are obtained
from the labor distribution system
which is generated from mechanical
device and time card input.
Overhead dollars are mechanically calculated on a basis of a percentage rate
times direct labor dollars. The overhead percent is derived by mechanical
computation using the expense ledger
system and appropriate direct labor
dollars base.
Material dollars are obtained from the
material acquisition program.
Material, other than from inventory
r e q u i si t i o n , a n d o t h e r d i r e c t c o st s a r e

obtained from the mechanical acIn order to properly control and accounts
payable program.
cumulate costs for material stores inventories, it is necessary that identifiers be
A separate engineering computer alestablished for various type items. For
location is provided from a mechanical
summary purposes of cost collection, two
program that generates a rate which
general ledger accounts have been estabis applied to the accounting work orlished -171 for components and 172 for
der direct labor dollars.
raw materials and supplies. Productive
Interdivision activity is obtained from
materials, however, are carried in sepainterdivision
invoices.
rate stores to accommodate each major
production contract or product.
Adjustments and cost transfers are the
The inventory account coding system
result of manual entries prepared by
reflects a three -digit account number,
various organizations and entered into
the system through journal vouchers.
two -digit stores number, two -digit commodity group and a two -digit material
classification. Commodity groups repreAll these data are identified, sorted
sent categories of materials for more and summarized to produce the cost colfinite cost collection and are identified lection file.
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Reporting
There are basically seven reports that
emanate from the cost accumulation
system. Exhibit 5 shows the columnar
headings for each of these reports. They
are quite similar, with the exception of
the control report by work in process in
that it reflects data by journal voucher
identification.
Summary totals are shown by WIP
account, product code, contract (code,
item and task), element of cost, project
budget center, classification code, AWO
and journal voucher. The data is by
month, year -to -year date and cumulative to -date.
These reports are summarized at the
major sort levels indicated above the report examples and are tailored to the
needs of all organizations relative to
their cost accumulation needs.
The significant difference between the
data maintained in the Project Cost
Ledger versus the Cost Data Ledger is
in the distribution of labor and overhead costs. The costs shown in the
Project Cost Ledger for each burden
center are those incurred by the center
in which the work was performed. The
Cost Data Ledger reflects for each burden center the costs incurred for the
benefit of a center regardless where the
work was performed.
The Project Cost Ledger is maintained, primarily, for external and financial management requirements and provides basis for billing completed WIP
costs, allocation of overhead to direct
dollars, work in process trial balance and

source of costs by contract totals. The
Cost Data Ledger provides a basis for
budget performance reporting, contract
redetermination schedules and general
internal control totals for product hours,
test equipment and tooling costs, assist
work and management reporting.

Compatibility with Proposal
Data Flow
In developing the basic cost accumulation system, it is mandatory that its
compatibility be achieved with the new
business bids and proposals and the
negotiated budget. This is absolutely
necessary for proper comparisons and
reconciliation of the data throughout
the cost recording and reporting cycle.
The proposal estimates are generally
prepared by the "grass roots" or operating level. The data is forwarded to the
estimating department where it is audited for proposal guidelines, consistency
and reasonableness based on past performance, and then consolidated into a
complete formal overall proposal. This
proposed estimate is forwarded to the
appropriate management level for review
and approval.
The contract organization negotiates
the proposal with the customer and the
approved document or contract is forwarded to the budget department where
the budget is developed in detail and
control responsibility assigned. When
activity is performed on the contract,
the data is inputted into the cost accumulation system. The actual results are
compared and evaluated against the original proposal estimate.
This interfaced process represents the
capability required to monitor data from
the point of plan development through
the actual cost collection and reporting
process. Management is able, in this environment, to effectively review and con-

Interface with Procurement
Formal requests for material are prepared by Engineering and forwarded to
Material Control where they are screened
for contract budget authorization and
checked against internal inventory availability. If requirement is valid, then a
purchase order request is placed on the
purchasing organization who initiate the
purchase order and negotiate the requirement with the vendor.
Various organizational units receive
copies of the purchase order, The Industrial Accounting department performs
an audit as to description and budget
authorization, and provides the cost distribution account identification.
When the items are received, a receiving document is issued and forwarded to Accounts Payable and Purchasing for reconciliation purposes. The
Vendor's Invoice is also forwarded to
Accounts Payable who screen and compare it with the other related documents
in file. Payment is made after the appropriate document audit.
This information flows mechanically
into the cost accumulation system along
with pertinent journal voucher data.
Subcontract purchase order requirements
are handled in almost the same manner.

Exhibit 5
COST ACCUMULATION REPORTS
Cost Data /Ledger by Contract
WIP PRODUCT
ACCT
CODE

CONTRACT
CODE

ITEM

TASK

ELEMENT PROJECT CLASS
OP COST BUDGET CODE
CENTER

JOURNAL
VOUCHER
NUMBER

CUMULATIVEE

CURRENT

I

MRS

I

AMT

TO-DATE

I

MRS

I

AMT

MRS

I

AMT

Cost Data /Ledger by Accounting Work Order
WN PRODUCT
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P
T '
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NJDGET
Of
COST
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AteO

JOURNAL
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MRS

I
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I

TO DATE
MRS
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I

I

MRS

AMT

Cost Data by PBC /EOC /AWO
CURRENT

VOUCHER

CONTRACT
ELEMENT fRORCT
WIP PRODUCT
CENTER
T CODE
CODE
ITEM
TASK OFC08T CENTER

J►WO

NUMBER

MRS
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Cost Data /Ledger Control by Work In Process
WIP
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= , L ,
PROJECT
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I

AMT

L
TO-DATE

YEARTO-RATE
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I
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I

MRS

I
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*TOTALS SHOWN BY COLUMNAR HEADING
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Exhibit 6
COST ACCUMULATION SYSTEM
INTERFACE WITH FINANCIAL MANAGEMENT REPORTING
COST
FILES

G/L
MG MT REPORTS
TPBS

CONT
PERF

yWTB

JOURNAL
VOUCHERS
B/L
SYS

ACT.
EXTRACT

FIN.
SCHED
MASTER

Ole
'
1

WIP
TB

COS
ACCUM
FILE
(EOC)

BILLING

trol detailed progress and performance of
the effort planned and contracted in the
proposal against actual costs incurred.
Ma n a ge me n t Re p or t i n g In t e r fa ce
In addition to the interface relationship with procurement, proposals, budget
and other activities, the cost collection
system is the major source of information for management reporting. The detailed cost data is entered through journal
vouchers into the cost accumulation file.
This file is used for various purposes as
shown on Exhibit 6. Actual costs are
extracted from the file at the appropriate
level for utilization in the time phased
budget system where a comparison is
made to ascertain performance status and
variances. Selective reporting is achieved
by establishing criteria that necessitate
output of only that data requiring attention, such as, for example, over and unde r r u n s, b eh i n d sc h e du l e , e t c .

Actual information is also used for
the work -in- process trial balance which
includes total costs incurred, bid and
proposal, independent development and
research and development expenses, cost
of sales and work -in- process balance.
Cost of sales and expense information
is extracted for the profit and loss schedule requirements by contract. Profit and
sales data are further used in the backlog system which reflects beginning of
period outstanding balances, awards,
sales, ending backlog and profit. Award
and backlog data in certain summary
form (product line) are further required
in financial statement reporting to management.
The mechanical and manual journal
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CONT
P dl L

MGMT
REPORTS

JOURNAL
VOUCHERS

voucher data are sorted and summarized
into general ledger accounts and line
item categories to develop the working
trial balance which provides the data for
the overall profit and loss statement, balance sheet and other management financial schedules.
Data Bank Concept
Next we must consider storage and
arrangement of data to produce the reporting both from the standpoint of
batch and online retrieval. The data
bank techniques are strongly emphasized
for providing the means to store data
in a manner of rapid accessibility with

the least amount of effort and complexity.
Exhibit 7 displays, in abbreviated
form, how this concept can provide the
capability required. In essence, the costs
collected are inputted directly through
a remote station terminal to the subsystem data banks.
It is noted that the Cost Ledger is
classified as a file subsystem. Summaries
of the data in these subsystem banks are
further accumulated in a master summary base. This master file represents
strategic type information which is used
for management control, planning and
decisions.
The inquiry capability can be readily
achieved because the input message is
directed to specific record locations containing the information required. Retrieval of any information is only seconds
away.
The theory of one vast data base storing all information is not practical because of its complication in file organization. Further, the instructions for
online retrieval are too involved for the
ordinary layman's personal involvement
with file retrieval needs or "gaming." Another consideration is that the "search"
time through a massive data base is costly
in computer time as well as delays in
retrieval.
Corporate Data Management
In developing divisional and subsidiary information systems and data bases,
consideration must be given to corporate
management needs as well as the division

Exhibit 7
DATA BANK CONCEPT
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Exhibit 8
MANIPULATION OF STRATEGIC DATA FOR FORWARDPLANNING
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or subsidiary —this will lessen future
"headaches" in terms of flexibility for
meeting varying reporting needs.
Corporate information plan must include a . means for communicating directly with its divisions and subsidiaries
in a manner that will provide timelv, updated information in a short interval of
time. Online communication is certainly
the best known. It offers advanced capability and eliminates many telephone
calls, personal visits and considerable
paperwork from suborganizations in order to obtain the data needed.
An online inquiry device at the Corporate level would be tied in by telephone line to the various organizations
devices and data files. Information required would be "messaged" direcflv to
a division or simultaneously to all of
them. The query would conceivably be
addressed directly to the organization's
data base or the controller's remote station terminal. If the inquiry is made
directly to the division data base, an
electrical impulse would also activate the
pertinent terminal device with indication that an interrogation is being made
of its files. At the same time, the information is being retrieved by the corporate office, the local station device would
be printing out the same data at the
terminal.
This procedure, therefore, provides the
local management with knowledge as to
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what inquiries are being made and the
response that is being retrieved. In addition to the direct contact to the data
base, the inquiry could be made to the
division terminal for action, particularly
in the middle of a reporting period where
update data is unavailable in the data file.
In establishing the above communication, consideration should be given to
what information the division will divulge from its files direct because of
possible misinterpretation by higher level
management or division security. This
can be done through certain data in file
restrictions that can be accomplished
within the framework of your program
instructions and codes.
Another potential capability is that
when information is being updated in
the division organization, the same process can occur to the corporate data base.
It can be a simultaneous situation which
is contingent only upon the appropriate
program instructions which will make
possible the dual update in both files.
This method of file availability and
updating for reporting is dynamic in that
timely, relevant and accurate information is "on call" at any moment to top
corporate management for their decision- making.
Data for Forward Planning
In addition to satisfying reporting
needs, controlling and taking action, the

end result of all data must also provide
the tools for planning. Data must be
manipulated in order to achieve the
ultimate purpose of management operation control and direction. Exhibit 8
summarizes these needs.
A remote station terminal device is
used to provide instructions to the computer controller or teleprocessing monitor in the form of premises, factors,
requirements and decisions. These instructions, entered in conversational
mode, represent the guidelines for computer processing. History records, program controls and varied mathematical
modules are maintained in storage to
accomplish the processing of the instructions for providing the data required. A
stored program manipulates the data to
simulate strategic information.
As this information materializes in
completed prescribed formats, management has a means to assess the plans and
goals, and make decisions as to whether
other alternative actions are necessary.
Changes and alternative instructions can
quickly be made with a re -run processing
capability to provide supplemental plans.
Through this process, a logical comprehensive plan can be achieved in a
few minutes to provide the data for projecting level of operations, manpower
requirements, borrowing needs, expansion of facilities expenditure authorization and other pertinent data. This
capability is not restrictive to strategic
information only, but also can be expanded to serve the purposes of developing tactical and operating plans.
Summary
The cost accumulation area is the basic
source of information and, therefore,
emphasis should be given to planning the
needs at the appropriate level of information development. Well organized
and planned data collection and flow can
be manipulated and summarized in varying forms for record file storage, reporting and future planning. Multi -file update can be readily achieved in one single
process. Data can be organized into sub
and major system data bases which will
fulfill multi- organization requirements.
Cost accumulation is the foundation
or building block to the ultimate reporting cycle. Computerization of this data
and utilization of state of the art progress
in planning, systems, software and equipment should achieve the ultimate goal
of dynamic management reporting.
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Auditing the Advanced
Computer Systems
AUDITING TO INCLUDE PROGRAMMED CONTROLS SHOULD BE PERFORMED
IN PARALLEL WITH DESIGN DEVELOPMENT
By Robert E. Bates

sys-

How can the auditor establish a program for reviewing a complete and complex system of the magnitude being developed today? First, perhaps an outline
of a typical functional organization,
drawn from my own experience, would
be beneficial in visualizing an audit approach.
Work on new systems starts with a
small group consisting of four or five
persons representing top management.
This group is known as Applied Systems
Design and has the responsibility of defining total system needs and the system
design philosophy for developing management information systems. At a system and subsystem level, this group
defines the general objectives of the
tem and the functions it performs. This
information is combined into a gross
functional specification, which is released to an applied system development
division.
Included in the applied system development division are the system analyst and programming people who are
responsible for the detail design, development, and implementation of the
system. They pursue a more detailed
study of the system and program requirements and combine this collection of
data into a system notebook.
The study is carried out in phases,
which when documented in detail becomes a part of a total system notebook.
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The study will include the writing of
system functional and design specifications, program functional and design
specifications, and system and program
acceptance test specifications as well as
program coding and testing.
Upon conclusion of satisfactory testing of the programs and total system, and
evidence of satisfactory documentation,
a program review and release document
is written. A history is also maintained
depicting all important activity that affects the program. The main category is
program changes, but every phase of
program planning, development, conversion, testing, implementation and post release activity is documented as well.
The structure of the elements which
make up the total set of document types
is shown in Exhibit 1. The elements
shown at the left of the illustration are

ROBERT E. BATES

Cedar Rapids Chapter 1961, is Head
of EDP Audit, Collins Radio Co.,
Cedar Rapids, Iowa. He is a graduate
of Wichita State University.

the major elements of the system and
are arranged vertically in order of their
preparation as a project proceeds. Extending horizontally from each major
element block are separate blocks which
indicate the individual parts of each of
the major elements. Some elements are
separately produced and released documents; their subsections are shown in
dashed boxes. The others are independent elements produced and used during
programming and for storage by the
program library after release.
The responsibility for auditing should
be structured to cover all functional areas
of the applied systems development division from upper management, through
operational management, to actual development by operating people complete
with direct communication to the management design group. The audit responsibilities should be concentrated on all
facets of design and development
through conversion of existing files,
through testing, and the implementation
stage of all management information systems. Keeping in mind that the gross
functional specification dictates the will
of management, the audit becomes a useful objective tool in determining whether
system objectives are met adequately and
with sufficient controls to ensure satisfactory performance for management.
In the post - implementation world,
continuing audits are necessary to cover
input procedures from remote locations,
daily operational procedures in various
MANAGEMENT ACCOUNTING /JUNE 1970

At this point, thought should be
given to the audit or management
controls being considered in the system and system interface considerations.
3. The next system design level is the
more detailed program functional
and design specification. At this
point, sufficient detail should be
available to allow for program coding. Further review should be made
to evaluate these specifications for
completeness and adherence to the
gross functional specification, the
system functional and design specifications, and again to customer requirements. The auditor should also
expect to be active in the development of data management controls —
or those techniques which regulate
the handling of data and data files,
as well as audit trail considerations.
4. Next should come an evaluation of
the program acceptance test specification. This, the auditor can anticipate, will involve him in assisting the

computer programmed control, it is imperative that auditing to include programmed controls be performed in parallel with design and development.

geographical areas, and maintenance effort on existing systems.
If an after - the -fact audit were to indicate control weaknesses, the effort required to make the necessary changes
could be tremendous. A real -time system
cannot afford to have "bugs" or errors
once it is put into operation. Testing
of a real -time system should demand the
highest standards possible to minimize
any possibility of a machine shutdown
or, what is sometimes worse, misleading
output information.
Historically, auditors have functioned
on an after the fact basis, that is, the
audit activity took place after a program
or system was released and performing.
This has certain practicality in a second
generation computer environment where
batch processing and manual intervention is the mode of operation, and where
it is not too difficult to make modifications to existing programs. However, in
so- called advanced systems, comprising
on -line processing, integrated data flow
and parallel processing under complete

Auditors Task
What might be some of the typical
audit routines that should be considered,
and what are some of the changes in
audit environment characterized by a
real -time integrated system?
Logically, we should review the gross
functional specification with the
goal of understanding objectives and
policies established, and ensuring
that no functional areas have been
inadvertently omitted from the scope
of the project.
As the system study progresses at the
system /programming level, the system functional and design specifications should be reviewed for completeness and adherence to the gross
functional specification plan, policies, and customer requirements.
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system /programmer in development
of test standards, various levels of
testing, and actual test conditions.
He should evaluate the actual system
acceptance test to ensure a high level
of confidence and reliability of the
system.
6. Next, should be an evaluation of the
completeness of the User's Manual
containing all information pertinent
to the program to ensure an adequate
audit trail for future reference.
7. Certainly the auditor's responsibility
does not end with the implementation of a program. Of equal responsibility is an evaluation of the operating techniques for controlling file
space, documentations, hardware and
software malfunctions, and recovery
methods. He will also be interested
in distribution functions and controls
over handling of classified or company proprietary information.
8. Finally the auditor should be concerned with the procedures for inputting data, both at remote and
centralized stations. We can see the
use of remote input stations will
create new problems in standardization and control techniques.

up

Auditing, as we know, is a continuing
effort. No system remains static. Even
though a thorough review is made during
the development process, the auditor
should follow
periodically with audits
triggered either by program changes or,
more simply, an interval of time.

Changes in Audit Environment
We will doubtless see many changes
in the audit environment brought about
by new system concepts and advance
processing techniques. Following are
some of the items to be checked during
systems development:
1. We will doubtless see a change in
the visible audit trail. That is, the
means to trace a transaction from
creation through to final ledger posting. Much has been written about
audit trail considerations, and we
have much to learn as our systems
take form concerning what is necessary and what is required to meet
adequate control.
Z. We may have no source documents,
just recordings via transaction recorders. If source documents do exist,
they may be scattered over wide
geographical areas.
3. There may be no printed listing of
transactions or file printout.
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If files are updated in real -time, perhaps there will be no retention of
past generations of records.
With data communications, transactions are transmitted rapidly to the
data processing center with consequent problems dealing with correction of mistakes, voiding of transactions, and proof of receipt.
With multiprogramming, the computer will be working on several jobs
concurrently, and we will want to
establish that one job cannot damage

the data pertaining to another job.
The use of remote input - output
terminals may present many control
problems such as:
a. Identification procedures for identifying both the terminal and the
operator and for checking requests
against authority lists. Personnel
turnover necessitates constant training and necessitates changes of identification codes and perhaps procedures.
b. Unauthorized access to the sysMANAGEMENT ACCOUNTING /JUNE 1970

tern may exist; control may be bypassed, accidentally or deliberately,
and damage done.
c. Control totals may not always be
used for verification of quantity figures.
8. The control group function (found
in batch systems) may be eliminated,
due to data transmission, but someone must handle error rejects and
control the entry of corrections and
adjustments.
9. When equipment failures occur, the
fallback and recovery procedures are
more complex than with batch systems, and there is a greater chance
for transactions to be missing or
duplicated.
10. The system will use complex control
programs, which in themselves can
inject errors into data or programs.
For this reason they should be thoroughly tested before a system is made
operational. These factors and many
more result in a more complex audit
environment than has been true with
batch -type EDP systems, and as the
systems grow in complexity, more
and more factors will prove to be
pertinent.

ditions to test the ability of the program
to edit and perform the intended functions of the program. All these program
segments, having been found to work
satisfactorily as individual units, must be
tested to assure they will work correctly
together.
PHASE II. Phase II would involve the
testing of a number of related programs
or program segments as a single package.
This phase would likely bring into operation the use of certain control programs, assuming these programs have
been tested and proven reliable.
We should remember that all the program segments needed for a package are
not normally written by the same programmer and consequently may suffer
from misunderstandings, overlooked relationship, or other logical 'inconsistencies. Also, it may be that not all the
program segments needed to form a package are covered by one program specification; in which case, misunderstandings
can occur between specifications and program levels. New errors, not discovered
in Phase I, will arise in this phase, and be
more difficult to locate and correct.

Based on the knowledge we have of
the processing techniques involved in
future data processing environments, we
can see that testing procedures will involve several phases of testing Exhibit 2.
System testing will not be limited to the
checkout of the various application programs. It will extend also to the necessary checkout of certain control programs
and their ability to function in a multiprogrammed manner.
The proportion of program errors
found in each phase of testing will vary
greatly. The majority of program errors
will be found in Phase I where they are
easy to locate. For this reason, testing
should be as thorough as possible because
the later errors are detected, the more
trouble they can be to locate and correct.

PHASE III. This Phase would involve
multiple package testing. This would
consist of testing groups of packages that
have passed single package testing and
are now ready to nm concurrently for the
first time in a multiprogrammed manner.
The input is still simulated, but the
entries are fed into the system in groups
representing a mixture of input types.
Such an example might be in a personnel /payroll system which may include
a package system for processing payroll,
wage and salary information, skills inventory, and employee data. In a single
package test, we would be testing each
part of the system separately with test
transactions characteristic of that package. In a multiple package test, our input
would be of a heterogeneous mixture
that would satisfy all conditions of the
multiple package system.

PHASE I. The simulated testing of each
individual program or program segment
as an individual entity. This would include simulated test transactions representative of both valid and invalid con-

PHASE IV. Errors arising in this phase
will be still more difficult to locate in
most cases than in prior tests. Dependent
on established testing procedures, we
should want to make sure we utilize all

Testing
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types of storage devices. If we utilize
tape, drum, and disc type storage in normal processing, then we would want to
process test data through these devices
to simulate normal operating conditions.
PHASE V. The Application Programs,
having reached the final system testing
stage, are now required to cope with input generated at the terminals, which are
linked to the central processing site, and
presumably debugged from an equipment standpoint. During this final testing stage, the transaction input from the
terminals should provide entries in a mix,
a sequence, and a format and content
that closely resemble operating conditions to flush out any error cases not
detected during prior simulated tests. At
the conclusion of this final system testing, a system should emerge capable of
operating in a sufficiently reliable manner to permit conversion and productive
operations.
PHASE VI. Through the testing in prior
phases, it, is virtually certain that errors
will occur when the system first becomes
operational. For this reason, the auditor
should follow up on the system's performance until he can be reasonably sure
all is going well.
Conclusion
In summary, it is the audit responsibility to make certain that management
controls are built into all systems effort
to ensure the integrity of the system and
resultant confidence of management
personnel at all levels.
Our experience seems to show that
three basic principles should be observed:
1. It is important that the auditor be
called in on the development and
installation of new systems at an early
stage so that any suggestions he has
can be considered before changes
become too costly.
2. There must be understanding and
willing cooperation between the
auditors and system /programming
personnel.
3. The auditor should be willing to
consider the acceptance of new types
of controls to replace those outmoded
by EDP.
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Planning Communications
in a Computer Network
FROM THE REAL WORLD OF GROCERY MERCHANDIZING TO THE ESOTERIC WORLD OF DATA PROCESSING
By Glenn K. Mowry and
Bardo G. Jacobi
Accounting and financial personnel are
required to prepare, read, and interpret
reports, and to make decisions based on
their contents. Not too long ago almost
all accounting data was developed in the
accounting area, and the accounting reports that resulted were tediously and
meticulously prepared by hand. Now,
however, accounting data is released into
the hands of data processors, and the
required reports come back as computer
printouts.
This new method of operating is only
the beginning. The computer represents
the most significant breakthrough in history for both handling mass data and as

GLENN K. MOWRY
is Vice President— Finance and Treasurer of Safeway Stores, Inc., Oakland,
Calif. Mr. Mowry, who is a graduate
of the Pacific Coast School of Banking, holds a B.S. degree from Kansas
State College and an M.B.A. degree
from Harvard University.

a management aid to decision making.
Almost every business management in
the country today is challenged by the
presence of the computer. If those managements are imaginative and creative
enough to take advantage of the computer's capabilities, it offers an opportunity for doing business in completely
new and better ways.
Problems to Overcome
But ask your data processing manager
and he will tell you that there are many
problems to overcome. He will probably
tell you that he could do a better job,
and a faster job, if only he knew what
vour goals were, and what you needed
from your reports. In other words, you
must be able to communicate to him,
clearly and decisively, what you expect
from data processing. Any limitations on
these communications will limit your
progress.
Is this situation unique to accounting
and data processing? Or unique to data
processing and other corporate financial
areas? Of course not. If we are really
honest with ourselves, we can look
around and find communications gaps
existing between individuals and departments quite remote from data processing. Communications gaps are often a
corporate or company -wide problem.
If we view a lack of communications
with data processing simply as a problem,
several solutions suggest themselves:

calling for closer cooperation between data processing and other corporate functions.
2. We could call for regular meetings of
all functions using data processing
services to try to keep one another
informed.
3. We could ask that each user write
detailed specifications of his needs
and present them to data processing
as reasonably firm and final.
Do any of these solutions hold any
long term promise? Not really. They
may work for a while, but experience has
shown that if no positive program is
initiated under top corporate leadership,
then there is little chance of getting
needed answers over a period of months
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BARDO G. JACOBI
is a Senior Systems Analyst in the
Data Processing Division of Safeway
Stores, Inc., Oakland, Calif. He was
previously with the UNIVAC division
of Sperry Rand. Mr. Jacobi has a B.A.
degree in industrial technology from
San Jose State College.

1. We could write a series of memos
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or years. These solutions allow only
initial improvements in communications
which eventually peter out because they
have no built -in follow -up, or follow through.
An Opportunity—Not a Problem
The key is not to view poor communications as a problem, but as a sign of
a need; an opportunity to find new and
better ways to communicate within the
corporate structure.
At Safeway we felt it was imperative
to find better ways to communicate between operating management and data
processing personnel. Safeway is a large,
widespread company, the third largest
retail operation in the world, with head
offices in Oakland. It is also in the food
manufacturing and processing business —
what we call our Supply Operations. Our
data processing goals were initially set
for serving our 18 U.S. retail divisions,
although the magnitude and scope of
Safeway's operations present great opportunities for the future in other areas.
Safeway is not new to the data processing game. We have been using computers for over a decade. We installed an
early model computer in a retail division over fourteen years ago. Our first
"second generation" computer was installed over eight years ago. It was the
first of a number of medium and small
scale systems used in five regional accounting centers located in our major
retail division offices. A few of these computers are still in use, doing yeoman
service processing hundreds of thousands
of lines of store orders dailv, in addition
to payrolls and a variety of accounting
jobs.
It was in the regional data processing
and accounting environment, several
years ago that we experienced, and
profited from, the difficulties of communicating details for a data processing
application across divisional lines, geographic separation, and levels of experience.
For example, at one time our regional
system processed payrolls and store orders for Phoenix, El Paso and Los
Angeles, in Los Angeles, with the same
services performed for Portland, Butte,
Spokane and Seattle in Seattle. Each of
the regional data processing centers,
which included Washington, D.C., Denver, and Oakland, in addition to Seattle
and Los Angeles, had staffs of systems
analysts and programmers of their own.
A measure of standardization of equipment, programs and procedures was
developed between regional centers.
MANAGEMENT ACCOUNTING /JUNE 1970

However, different state and local re- no real surprise. They found that to meet
quirements, varying union requirements, our goals we needed a powerful central
equipment variations, and differences in computer capability located in the home
division size prevented even more stan- office area, linked to high speed terminal
dardization from being developed.
devices in each of our eighteen retail
In many cases, also, special reports divisions via ]eased telephone lines.
were specified by division managers and
They also found that we would be
controllers whenever they felt they could starting with a significant bonus, a bydo a better job with these reports in product of the central approach. Central
hand. This independent action by divi- processing would allow us to concentrate
sion management was neither hampered our technical data processing skills in one
nor discouraged, for it is part of manage- location with all the advantages of good
ment's philosophy to allow divisions the internal communications and standardmaximum freedom to meet competitive ized procedures.
challenges.
However, the central approach also
Therefore, there was no guarantee that challenged us to find an effective way to
just because one division may have found communicate the needs of eighteen dia given report useful that it would be visions to our central systems group. The
necessarily desired or accepted in other stickv part, of course, is that each of our
divisions. And although we had to pro- divisions have their differences; in warevide each division with the information housing, trucking, store operations, buyit needed, there was the obvious cost ing, merchandising and accounting.
and logistical disadvantages in attemptWe knew firsthand, from our experiing to equip and staff (to proper scale) ences with computers in regional centers,
both large and small divisions. This was of the costs and delays resulting from
complicated by the need to then design, communications that are less than the
program and maintain systems uniquely best. So, in 1966 soon after our "go
suited to one, or a few divisions.
central" decision, several other decisions
were made aimed directly at improving
A Look Into the Future
our internal communications.
In 1966 we took a long look into the
future. How could Safewav best be COMIFRO
served by computers three, five or even
One of the most significant decisions
ten years hence? This, of course, de- was to form a group of top quality key
pended on our goal of having the most personnel taken from successful produceconomical system that would have out- tion positions and charge them with the
standing capability in three areas:
responsibility for representing all of our
retail operations to our central data pro1. Our system must serve even our cessing systems staff. Our group was
smallest divisions with the same named the Committee On Management
speed and computing capability avail- Information For Retail Operations, or
able to our largest divisions, scaled " COMIFRO." This group, acting as
down only for volume.
representatives of retail operations and
2. It must have great potential for build- working closely with our data processing
ing a comprehensive management analysts, has helped to build the cominformation system, accessible to all munication bridge between the "real
divisions and top management. As world" of grocery merchandising and the
such, it must be a system that makes esoteric world of data processing.
us a leader in our field, and thus gives
Several ground rules were set down
us that all important "competitive for the committee's operation. We made
edge."
these rules to assure that the committee
3. It must be relatively insensitive to would be responsive to the needs of manobsolescence. New ideas and new agement and field operations, and would
techniques must not force us into an be able to effectively communicate those
early, expensive, time consuming sys- needs to our data processors.
tem re- design or hardware change.
The committee chairman would reA detailed analysis lasting several
port to the president, and must
months was performed by our data proclosely coordinate his committee's
cessing division to determine the system
activities with corporate financial
which would best meet our requiremanagement and data processing
ments. Thev measured, weighed, and put
management.
under a microscope four alternative deThe committee would be kept small.
signs. The outcome of the analysis was
We did not wish to have communica39

tions problems within a group
charged with improving communications. One person representing each
major logical operational area would
be sufficient.
3. Members would be attached, or on
loan to the committee, not necessarily permanently assigned.
4. Members would be selected on the
basis of their proven performance in
the field.
Besides having broad experience and
an "in depth" knowledge of Safeway,
the committee had to have members
with other qualifications. Each member
would have to be a skillful salesman. He
would be faced with the paradox of selling the advantages of some far -out future
system to a manager, and then once having him sold and excited on the idea,
displease him by telling him he may have
to wait two to three years to get it.
All members of the Committee would
have to have a basic up -to -date knowledge of computer capabilities and limitations, and some experience in data processing conversions. They also had to
have an awareness of the latest advances
in technology and their possible use in
the company. Each member must not
only be able to relate user information
to the data processing team but also be
able to explain system capabilities to the
users in the field.
We were aware that the idea for
COMIFRO was not necessarily new,
nor did it offer guaranteed results. But
whereas the others we had heard about
had staffed their committees with less
than top quality personnel and had
severely limited their power, we instead
have committed ourselves with the best
we have and gave them virtually a free
hand. Their freedom of action included
the responsibility for organizing themselves into the most effective unit possible and to define their own method of
operation.
APPLICATIONS DESIGN

At the time our "go central" decision
was made our data processing staff was
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nition for our Management Information
System was developed.
A Management Information System
is a system that provides operating management with timely, accurate information that can be used to make effective,
profitable decisions. The basic information that a company needs, and I stress
needs, to know to stay in business, to
perform its major functional operations
with speed and efficiency, and to gather
statistical data for future use, may be
described as a Basic Management Information System. To Safeway this is keeping warehouses and stores properly
stocked, providing for proper retail accounting, and paying our employees and
vendors.
At S a fe wa y, r et a i l op er a t i on s ,
COMIFRO and the Data Processing Division are working together to translate
our immediate retail division needs into
high quality working systems that will
perform the "nuts and bolts" of our
business. At the same time, we are storing data; not all data of course, but data
with a carefully calculated anticipated
future use.
Part of our Basic Management Information System is working today. In our
SYSTEMS PROGRAMMING
10,000 square foot Corporate Data CenAnother group, called Systems Pro- ter in the Port of Oakland's new Indusgramming was charged with the devel- trial Park, our large scale computers are
opment of a control system to adapt the on line to terminals in San Francisco and
power of the central computer to make Sacramento. Each day store orders are
it available to all the retail divisions. processed for frozen foods, dairy prodThis would be an extremely demanding ucts, bakery products, meat and produce.
and highly technical undertaking. We Soon we will add groceries, our largest
realized we would be pushing the "state volume category.
of the art" in designing and programConclusion
ming for high speed communications
Much of what we practice today in
over telephone lines to process eighteen
divisions virtually concurrently. Again, accounting and grocery merchandising
several of our very best people were surely will be made obsolete by computer
pulled from current production to lead management information systems of the
future. But we must accept the chalthis group.
lenge. We must learn all we can about
A Basic Management
our company, its needs and its goals.
Information System
We must learn all we can about the
Under the guidance and cooperation application of computers, too. Then we
of top management, these three groups must use our imagination and find still
are shaping Safeway's future in data pro- better ways to communicate between
cessing. Under this organization our defi- the two.

still heavily involved in regional computing. However, our data processing management also had the foresight to pull
several top quality analysts and programmers from current production to form a
new group to plan our new applications
designs. Analysts in this group would be
data processing's representatives to
COMIFRO in the development of all
new applications systems. The responsibility of this group would be to help
close the communications gap.
As wi t h t h e s e l e c t i on of ou r
COMIFRO members, the analysts selected were chosen from the top. Experience in accounting and the grocery business were weighed as heavily as data
processing experience.
Initially, a representative from Applic a t i o n s D e s i g n wa s a t t a c h e d t o
COMIFRO as a technical adviser. This
was soon found to be unnecessary. Instead, as application areas were defined,
an application analyst and a member of
COMIFRO worked together as a team
—and carried on this teamwork into the
programming and testing phases, and
beyond. Today this same scheme is still
working for us, and working well.
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The Mall: Treasure Trove or Trap
YOU CAN'T GET A BAD LOCATION IN A MALL, BUT YOU MUST WATCH YOUR COSTS
By Robert B. Oakleaf
The current phenomenon fascinating the
retailer and the general public is the
mall. Sophistication of the affluent society demanded a new facility to replace
the plaza, the appeal of which had begun to pall. Urban renewal agencies were
hard put to replace what their bulldozers
had so easily demolished. Into this vacuum came the completely enclosed, air conditioned, decorated shopping area
called a mall, the latest addition to the
retail picture.
To eliminate any confusion about the
difference between a mall and a plaza,
it may be stated that a plaza is merely
a group of buildings clustered near a
parking area. It is not enclosed as a
unit under one roof. It has no heated,
air - conditioned and decorated promenades.
When locating a retail business, management looks at factors which tend to
weaken a location such as:
Numerous vacant stores within a one block radius
Neighbors such as taverns, garages,
pawn shops, etc. that appeal to non retail customers
Low - income community
Inadequate parking in the immediate
area
One block, or equivalent, from the
main business area
Adjacent businesses needing repair
and maintenance
At the same time, of course, manageMANAGEMENT ACCOUNTING /JUNE 1970

ment looks for factors that strengthen
a location such as:
Two or less vacant buildings within
one block
Middle to upper middle income community
Heavy traffic businesses adjacent.
Location in main business area and
within one block of dominant retail
store
Stable businesses supported by medium to large industries that have
good year -round employment
Adequate parking facilities with lots
in the immediate area
A mall usually has all or at least most
of the positive location factors and none
of the negative, plus the glamour attached to a dramatic and exciting new

merchandising technique. The anchor
stores (department stores) are experiencing heavy traffic and gross sales well
above that in their plaza locations. The
smaller stores (specialty shops) are benefiting from the traffic that is being generated and are showing percentage increases in their gross sales equal to and
in some instances above that of the larger
stores. The smaller specialty store is no
longer described as a parasite in retailing
texts. Many of them have demonstrated
ability to create traffic. Their locating in
a mall has added to its popularity.
This aura of success has created a rush
to construct malls in as many feasible locations as the developer can find. Many
of the malls are ]eased up to 80 percent
of their capacity before the foundation
is poured. It would appear that the mall
has created a bonanza for the retailer,
but prudent management will investigate
other factors before signing a lease.
A Lessor's Lease

Olean- Bradford Chapter 1958, is President of the F. H. Oakleaf Co., Inc.,
Olean, N. Y. Mr. Oakleaf received an
A. B. degree from Princeton University, Princeton, N. J. He has also done
graduate work at the Wharton School,

at the University of Pennsylvania.

Retailers will look at the trap part of
the treasure trove. Many feel that you
cannot get a bad location in a mall.
There is enough traffic and enough entrances to benefit everyone. It is no
longer felt necessary to locate alongside
—or near —a high quality fashion store.
It is felt that the stores that carry medium to low- priced items are the traffic
builders and near them is a prime location. The rental cost per square foot,
which varies widely according to location within the mall, is therefore a prime
consideration.
Then management will take a look at
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the lease instrument itself, truly an im- the first year's volume is a very difficult
The cost of sales figure shown is based
posing document. Of course, it is a task. The mall operators will give you on a percentage of 55. This figure takes
lessor's lease drawn up for their benefit the figure they expect the entire mall to into account the utilization of cash disby their attorneys. The tenant pays for produce the first year. To this you must count as well as inventory shrinkage and
everything including the lights, heating apply factors that you have developed obsolescence. It can be adjusted when
and air - conditioning which become the from a consideration of traffic, store size, experience indicates it should be
property of the lessor as soon as they are location, etc. in order to come up with changed.
installed. Lease -hold improvements are your forecast.
The heavy expense items are rent and
usually negotiable. If the landlord does
the job, he will get a higher rent and vice
Exhibit 1
versa.
The anchor stores wield heavy inAPPROXIMATE INVESTMENT REQUIREMENTS
fluence in the mall association which the
INSTALLATION AND 4 MONTHS OPERATING COSTS
lease makes everyone join. They can deST OR E SI Z E I N SQU AR E F E ET
COST PER
mand ever increasing maintenance and
SQ. F T.
EXP EN D I T U R E
1,000
1,500
2, 000
2, 500
security measures -and get them -and
the cost is divided up among all the Rent
1.32
1,320
2,000
2, 660
3, 330
merchants in the center.
Salaries
1.75
1,750
2,625
3, 500
4,375
.88
880
1,320
1,760
2, 200
There are other restrictive clauses Supplies
1.00
1,000
1,500
2, 000
2, 500
tucked away but the toughest concerns Opening Costs'
Stock
the percentage of gross sales which must
Everyday
2.80
2, 800
4,200
5, 600
7, 000
be paid as an over -ride on the basic rental
Season Reserve
1.70
1,700
2,550
3, 400
4, 250
Fixtures
5, 550
8,325
5.55
11,100
13, 875
once a certain volume is reached. Usually
$15. 00
15, 000
22,520
30, 020
37,530
the formula is worked out so that this Total Investment
$10. 00
Cash Needed
10, 000
15, 020
20, 020
25,280
over -ride goes into effect as soon as sales Li qui d Assets
5. 00
5,000
7, 500
10, 000
12, 500
volume times the percent over -ride
equals the basic rental. To illustrate this As a rule of thumb $15.00 per square foot is a good average to use to predict costs.
point assume that basic rental is $10,000 'Opening Costs include such items as: insurance, business licesnes, opening promotional
expenditures and store Installation.
and the over -ride percentage is 10. When
volume reaches $100,000, the lessee will
have to pay the basic rental plus 10
Exhibit 2
cents on every additional dollar of sales
for the balance of his lease.
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FI R ST 12 M ONT H S
PERC EN T
IN C OM E
Gross Sales
Cost of Sales
Beginning Inv.
Net Purchases
Less: Ending Inv.
Total Cost of Sales
GR OSS M ARG I N
EXPENSE
Rent
Salaries
Hospitalization
Group Insurance
Advertising
Freight In
Telephone and Telegraph
Heat, Light
Water
Insurance
T & E
Maintenance
Business Taxes
Supplies
Accounting
Legal
Postage
Interest
Depreciation
Other
&

BU D G ET

100

$120, 000

55

66. 000

45

$54, 000

10.5
15.5

$12, 480
18,606
306
170
1,200
1,700
600
1,536
2, 400
600
600
1,800
720
3,600
240
3, 600
2, 250

1.0
1.5
.5
1.4
2.0
5
5
1.5
.6
3.0
.2
3.0
1.9

ACT UAL

-

N ET OPE R AT I N G PR OF I T

43.7

$5 2,408

1.3

1,592

$

When management has gone through
the early part of its analysis and worked
out the technicalities to its satisfaction,
it must then have a projection of its
capital requirements. Exhibit 1 gives the
approximate investment necessary to
start up and operate four different sizes
of mall greeting card and gift shop for
four (4) months. Not included in any of
these figures are lease -hold improvements su ch as air conditioning, interior
decorating, flooring, store front, signing,
etc. These expenditures are negotiable
and therefore are difficult to predict.
The next consideration is the cost of
money. At this writing, the prime rate
is 81/ 2 percent. We must write an operating, or profit budget to determine
whether the mall location can return a
fair amount on our investment. The
operating budget shown in Exhibit 2 is
in fact the year -end total derived from
a monthly cash -flow analysis of revenues
and expenses.
The Sales Forecast, as the key figure,
is the starting point because it represents
the dollars available to earn a profit after
merchandise purchases and operating expenses have been deducted. Estimating

OPERATING BUDGET

&

Initial Planning
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varies from area to area. For an opening
year, the following averages for the 12
months are expressed in percent of total
sales:

Exhibit 3
SC HED UL E OF EXT EN D ED F OR EC AST S
(D OL L AR S I N T H OU SAN D S)
YEAR

2

3

4

5

M AX I M U M

$1 80

220

280

300

400

99

120

155

165

220

Margin

81

100

125

135

180

Operating
Cost

60

70

73

77

90

N ET

21

30

52

58

90

11%

14%

18%

19%

22%

%

Gross
Cost of
Sales

SAL ES

salaries and although the other expense
items are negligible when expressed as
a percent of sales, they still must be
given consideration and be controlled.
The net of 1.3 percent is acceptable
only for the first year of operation and
then only because many businesses
budget a loss for their first year's operation. Actually the net profit goal for a
greeting card and gift shop should run
from 15 percent to 20 percent. If extended forecasts do not indicate such a
return is available, it would be unprofitable to embark on the venture. A downward revision of the profit goal is unacceptable because the effort expended
will benefit only the bank, the landlord
and the government.
The schedule of extended forecasts
(Exhibit 3) shows a typical condensed
profit budget for years 2 -3 -4 -5 and for the
plateau (Maximum) that space limitation
will impose on the operation. Expansion
of physical facilities has not been con-
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January
6.0%
February
9.0%
*March
6.5%
*April
6.5%
May
8.0%
6.5%
June
July
5.0%
August
5.0%
September
6.0%
October
8.0%
November
11.0%
December
22.0%
*Easter will change these from year to
year.

sidered because in a profitable mall, space
will either not be available or available
Proprietary Withdrawal and considonly at an unacceptable premium.
eration of Federal Income Taxes are not
Years 2 -3 -4 show a heavy increase in included in the budget because these
expected gross sales. This increase tapers vary so widely that it would be impossioff in year five and increases only slowly ble to establish a standard for comparifrom that point until the maximum po- son if they were included. Also, when a
tential is reached at some future date. business is evaluated, all return on capiTotal operating costs will not show as tal investment should be taken into
heavy a percent increase as gross margin consideration.
because the two main elements, salaries
Conclusion
and rent, are controlled.
When actual figures are compared
Is the mall a "treasure trove or is it
with the budget, the variances must be a trap" for the unwary retailer? Start -up
studied and the causes determined. If it costs are increasing all the time adding
is decided that the plans were incorrect, to the initial investment. The 72 hour
the budget for the next period can be week adopted by many mall developers
adjusted. If failure to control operating and forced on the lessee has increased
expense is exposed as the cause, manage- salary and other expenses. The budgets,
ment must face the problem and re- based on those two bogies— assumption
move the cause.
and allocation— indicate that unless sales
The sales forecast from the profit volume can be held at a relatively high
budget must be broken down by the level, rent, salaries and interest erode
month. Experience in this allocation profits to an unacceptable degree.
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Records and Procedures
for Joint Pole Use
STANDARDIZED PROCEDURES AND INTER - COMPANY COOPERATION IN
THEIR APPLICATION UNDERLIE THE NEW ACCOUNTING SYSTEM
By Robert E. Nevling
The joint use of poles by utility companies requires procedure development
to ensure accurate documentation of
such usage. This article presents a new
system of accounting for the joint use of
poles, as devised and implemented between Penelec (Pennsylvania Electric
Company) and two major telephone
companies.
Our Former System

served Space or to Transfer Ownership.
There is no need to go into any more
details covering the system revolving
around the use of these forms. We
merely state that the Property Records
Section of Penelec's Accounting Department became increasingly aware that
this system of accounting for the joint
use of poles was both burdensome and
costly for the following reasons:

Initially Penelec and the telephone
companies adopted a space rental type
agreement to set forth the requirements,
obligations, rights, specifications, etc. of
both the owner and the licensee in the
joint use of poles. This agreement
entitled, "General Joint Use Agreement" was supplmented by a more
specific and less legalistic document
called a "Guide to Practice" which
interprets the general agreement and
otherwise outlines the administrative
procedures t., he followed.
To operate within the framework of
the general agreement, the companies
agreed to employ two standard documents:

1. Permits require too much preparation time.
2. Transmittal time for reporting
attachments between companies is
too lengthy.

1. Application and Permit Form —for
requesting approval for attachments,
notifying the owner of attachments,
billing computation, maintaining the
record of jointly used poles, etc.
2. Notice of Intent to Abandon Re-

visor of Methods and Procedures at
General Public Utilities Corp., Information Services, Reading, Pa. Mr.
Nevling received a B.S. degree from
the University of Pittsburgh.
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3. Too many people are involved in the
procedure.
4. When existing permits are revised
to add or delete a pole, up to twentyfour poles must be recorded on the
revised permit, thus increasing the
possibility of error.
5. Permits require an excessive amount
of filing space.
6. Access time for information is too
great.
7. Clerical duties consume time of
engineering and property records
personnel.
After much study, review and discussion, a new system was devised and
implemented. To make the new system
functional, all three companies adopted
standard operating procedures, along
with an attitude of cooperation which
cannot be overstressed.
Joint Use Field Note

ROBERT E. NEVLING

Johnstown Chapter 1968, is Super-

The heart of this, system is a three part document entitled, "Joint Use Field
Note." This document (see Exhibit 1)
is originated by the licensee ( Penelec or
the Telephone Company) to record
new attachments to the owner's pole,
removal of attachments, replacement of
poles, etc. Penelec's Division or District
Engineering personnel prepare "Joint
Use Field Notes."
When completed, the "Joint Use
Field Note" contains: (1) the necessary
information- for billing the licensee for
MANAGEMENT ACCOUNTING /JUNE 1970

his requirements which deviate from a
"normal pole" as defined in the agreement and (2) the information necessary
for establishing a "Master Record" for
the pole and its attachment.
Each "Joint Use Field Note" is forwarded to the Accounting Department
of the originating company monthly or
as otherwise requested. Personnel of the
Property Records Section of Penelec's
Accou nt in g De p a r t me n t aud it the
information posted to the Note as

Copy 3 (file copy) is retained by the
originator (licensee) and may be used
to check invoices received from the

effect gives each company a punched
card record of attachments made to its
poles and also a record of its attachments
to the other company's poles. The
punched cards received from the Telephone Company and the cards punched
by Penelec are sorted into pole number
order by District and now become input
to the Penelec's Computer System.
Accuracy of source documents is
essential so that records of each company
can be verified and controlled. This
entails cooperation between Penelec and
the Telephone Companies.

owner.
At the end of the month, the original
copy of the Note is forwarded by
the Property Records Section of the
Accounting Department to the EDP
Center for keypunching. A card called
a "Joint Pole Card" is punched for each
pole. The formats of the "Joint Use
Field Note" and of the "Joint Pole
Card" are identical. Each is assigned a
number which is punched into the Card
to provide an audit trail back to the
source document.

necessary.
Copy 2 (owner's copy) of the Note is
exchanged weekly between the local
Engineering Departments of the Telephone Company and Penelec. This copy
is used to verify the licensee's attachments to the owner's poles and also to
provide a district file for ready reference.
The weekly exchange of "Joint Use Field
Notes" on a local basis also allows
sufficient time to make corrections at
the source before the original copy
is processed.

Master File
The first step in implementing the
new system was to convert the existing
"Per mit" type record to a master file
adaptable to machine application. This
was accomplished by punching a card
for every pole listed on each Permit. All
the necessary information concerning
the attachment was punched into the
card. To provide an audit trail back to

Exchange of Information
After all the cards have been punched,
a duplicate deck of cards is reproduced
and forwarded to the appropriate Telephone Company. The Telephone Company will in turn send to Penelec a deck
of cards punched from "Joint Use Field
Notes" originated by them. This in

Exhibit 1
JOINT USE FIELD NOTE
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BILL LICENSEE - ADDITIONAL ANCHOR
BILL LICENSEE - OTHER COSTS
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the source document, the Permit number was also punched into the card.
The cards were theft sorted into pole
number order by District and Transferred to a magnetic tape record, thus
creating a Master Tape of Jointly Used
Poles. This file was then ready for comparison with the same record created by
the Telephone Company. After verification by exchange of tape records, the
new master file was ready for entry of
new transactions.
Updating Master Tape
The punched cards representing the
month's activity in jointly used poles are
posted to a magnetic tape transaction
record (Transaction Tape). As in any
good computer system, the information
contained in the punched cards is tested
for validity before it is allowed to post
to the magnetic tape. When errors or
other conditions requiring investigation
are detected, the transaction is rejected
and error memos are printed.
The monthly Transaction Tape and
the Master Tape of Jointly Used Poles
are merged to create an updated Master
Tape. At this time the information on
the Transaction Tape is compared to
information on the Master Tape and
error memos are again printed for conditions which prevent transactions from
posting to the Master Tape.
All memos are forwarded to the
Property Records Section of the
Accounting Department for investiga-

tion. Corrections to transactions which
failed to post to the Transaction Tape
or to the Master Tape are initiated by
the Property Records Section of the Pen elec's Accounting Department through
preparation of a "Joint Use Field Note."
These corrections will be processed with
the following month's business unless
the magnitude of the correction demands
immediate processing.
Transaction Register and Invoices
From the Transaction Tape, a Transaction Register containing the details of
the month's activities in jointly used
poles is printed on three -part paper.
From the Transaction Register, Penelec
prepares an invoice charging the Telephone Company for additional facilities
(deviations from a "normal" pole)
required for telephone company attachments to Electric poles during the
month. Following a similar pattern, the
Telephone Company sends Penelec a
copy of its Transaction Register along
with an invoice for additional facilities
required for attachments to telephone
company poles.
Having originated from the same
source documents, the Transaction Registers should agree. However, they will
be manually compared and invoices will
be checked to catch any bill preparation
or other human error. The company
making the error will prepare a "Joint
Use Field Note" to correct the "Master
Tape of Jointly Used Poles."

When an error results in an incorrect
invoice, the original invoice will not be
corrected but a separate invoice will be
rendered to compensate for the error.
This will be accomplished by negotiation
between companies.
A copy of the Monthly Transaction
Register prepared by Penelec along with
a copy of the telephone company's
invoice will be sent to the appropriate
Division and /or District Office for final
verification and approval before payment
is made. The remaining copy of the
Transaction Register is retained by the
Property Records Section of the
Penelec's Accounting Department.
Annual Billing for Space Rental
Once each year the "Master Tape of
Jointly Used Poles" is printed so that the
annual invoice for space rental may be
computed in accordance with the General Agreement. At this time and as
otherwise considered necessary, Penelec
and the Telephone Company will
exchange print -outs of their Master
Tapes. The basic procedure as outlined
under the caption "Transaction Register
and Invoices" is followed to compare
Master Tape print -outs and to verify
space rental invoices.
By the adoption of a common system,
Penelec and the Telephone Companies
hope to eliminate a large portion of the
clerical work, thereby reducing the cost
and improving the accuracy in accounting for jointly used poles.

THE AUDIT OF MANAGEMENT: REPORT ON A FIELD STUDY
Continued from page 26
this is interesting in view of the numerous problems that they will have to
solve.
CPAs deem an audit of both performance and means necessary while controllers tend to make the same judgment.
The specific means listed in the questionnaire received support from the
CPAs, but the controllers tend to support only some of these means. The
performance- evaluation criteria received
support from the CPAs and the controllers. Although the controllers tend to
support an audit of both means and
performance, they evidence greater support for the performance - evaluation
criteria.
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CPAs support the audit of data that
is financial in nature, is measurable, can
be objectively determined, and that
deals with the present and past. Controllers support only the second and
third data -types of the above listing.
They tend to support financial and
quantifiable data, and data that deals
with the present.
The study identifies the need to
develop competent auditors and criteria
other than the traditional net income.
The former requires serious attention if
the cooperation of controllers is to be
obtained. Research in the measurement
area is imperative if we hope to minimize problems that could result from
increased subjective evaluations and
criteria. The audit will require increas-

ing professional judgment unless the
measurement problem can be adequately
overcome. Management would do well
to cooperate in this research for measurable evaluation criteria.
Although the point has not previously
been made, the results of this study
draw attention to the very real possibility
that an independent group, other than
the public accounting profession, should
be found to conduct an audit of management. A useful first step in pursuing
this matter would be to sample the
opinions (with the same questionnaire
used in this study), of financial analysts
and stockholders who control large
holdings of stock in trust for others.,,
i The writers are in the process of conducting such
a survey.
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Don't Forget Your
Purchase Order Commitments!
ESTABLISH A PURCHASE ORDER FILE SYSTEM THAT YIELDS REPORTS
ON THE NET OUTSTANDING COMMITMENTS
By Richard A. Duro
In the process of controlling project or
production costs, it is important that
committed costs be included in the original estimates as well as in the ensuing
financial progress reports. You may have
a sophisticated system of cost control
installed to provide management with
faster and more complete information,
yet in the final analysis, project or product budgets may still be overrun because
the committed purchase orders were not
considered.
The Need for Commitment Reports
To illustrate, let us listen in on John
Goodwork as he explains to his boss the
overrun on a special project:
"I checked the financial progress report at the end of March. According to
the expenditures versus the budget, I
still had about $2,700 available. About
the middle of April, when the project
was pretty well wrapped up, I requested
a special report and found that I had
overrun the budget by about $700.
When I called the Accounting Department to find the cause of the overrun, I
was informed that the material which
we had received in March was not invoiced until April. You know, I sure
wish there was some way of finding out
about outstanding purchase order commitments...."
Purchase order commitment reports
are not a new tool for management. InMANAGEMENT ACCOUNTING /JUNE 1970

deed, they have been around for many
years in one form or another. Simply
stated, a purchase commitment report
is the total amount of dollars written in
purchase orders, less the invoices which
have been processed against those orders,
resulting in the net committed dollars
outstanding at a given time. There are

ramifications which make this simple
statement more complicated in actual
practice, some of which will be mentioned later in the discussion.
A Purchase Order
Commitment System
Let's examine a particular purchase
order commitment system which has
been integrated into a computerized

I
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management information system to see
how it works. For this particular system,
all purchase orders issued must have a
project or job number on the purchase
order form, in addition to a vendor quote
or a reasonably accurate estimated cost
of the materials to be purchased. A potential problem now appears— "reasonably accurate" costs of materials on the
purchase orders.
In most cases, the Purchasing Department can get accurate quotes from the
vendors and of course these quotes are
used. However, there are purchase orders
which are not specific in requirements.
Two examples of this type of order are
yearly supply orders and open service
orders.
I offer two possible solutions to this
potential problem. First, require individual purchase orders for each order
of supplies or each service trip; or "release" orders for each shipment of
supplies, or service trip. If this is not
feasible, the second solution is a periodic
update or revision of these "ambiguous"
purchase orders. This means that every
month or perhaps every other month,
the "ambiguous" purchase orders should
be updated to include the total amount
of dollars expended at that point in time.
The Commitment File
A computer file is created to store the
purchase order number, purchase order
amount, and job number. Once the file
is established, we can introduce remain47

Exhibit 1
MONTHLY PROJECT COST STATUS
PROJECT: ANTI - POLLUTION SYSTEM

Month of March
issued 04/04/70

Order No. 2374 -01
Responsibility
Cost
center

Pri.
Total
est.

Chem. Engr.

03/ 31/ 69

Jan

Feb

Sec. None

Mar

Apr

May

Customer or Division

Jun

Jul

Aug

Sep

Oct

Nov

Doc

Beyond
Bal.

750 B
A

0
0

0
0

0
0

0
0

250
0

250
0

250
0

0
0

0
0

0
0

0
0

0
0

0
0

0
0

34500 B
A

13600
12836

5000
4837

4800
4579

4800
3420

6500
0

6000
0

6000
0

1000
0

400
0

0
0

0
0

0
0

0
0

0
0

Computer

0 B
A

0
56

0
31

0
12

0
14

0
0

0
0

0
0

0
0

0
0

0
0

0
0

0
0

0
0

0
0

Electrician

0 B
A

0
47

0
0

0
0

0
47

0
0

0
0

0
0

0
0

0
0

0
0

0
0

0
0

0

U

0
0

0 B
A

0
1288

0
172

0
973

0
143

0
0

0
0

0
0

0
0

0
0

0
0

0
0

0
0

0
0

0
0

1250 B
A

1250
435

500
430

500
0

250
5

0
0

0
0

0
0

0
0

0
0

0
0

0
0

0
0

0
0

0
0

500 B
A

500
0

0
0

250
0

250
0

0
0

0
0

0
0

0
0

0
0

0
0

0
0

0
0

0
0

0
0

0 B
A

0
602

0
30

0
229

0
343

0
0

0
0

0
0

0
0

0
0

0
0

O
0

0
0

0
0

0
O

Materials

13000 B
A

9300
448

300
296

6000
47

3000
104

2500
0

800
0

200
0

200
0

0
0

0
0

0
0

0
0

0
0

0
0

Total

50000 B
A

25650
15712

5800 11550
5795 5840

8330
4077

9250
0

7050
0

6450
0

1200
0

400
0

0
0

0
0

0
0

0
0

0
0

Chemistry
Chem. Engr.

Designs
Pilot Pit.
Machine Shop
1 nstruments

Accumulative Total
Net P.O. Committed

5800 17350 25650 34900 41950 48400 49600 50000 50000 50000 50000 50000 50000
5795 11635 15712

B
A
6141

Authorized Funding

50000

Funding Balance

28147

ing data, consisting of the invoices processed against the purchase orders.
As with the purchase order, the invoice must also carry certain pertinent
data in order to find its proper location
in the purchase order file. The pertinent
data on the invoice is the purchase order
number, the job order number and the
invoice amount. Additional data in this
particular system includes the invoice
date, vendor name, and a code which
indicates whether it is a complete or
partial billing.
With the input phase complete, the
computer processes the invoice charges
against the proper purchase orders,
makes the necessary audits and calculations, and leaves in the file only the
balance of the purchase order commitment. Simultaneously, the invoiced
amount is distributed to the job or order
number and becomes a material cost.
If the project file should be accessed at
this time for any reason, we would find
that the project had the invoice costs
included as a material charge, and the
net purchase order amount would have
48

B — Budgeted costs
A — Actual costs

been reduced from the previous net purchase order amount by the amount of
dollars expended for the material.
The Output
At the scheduled reporting time,
which in this particular case is the
fourth working day of the month following the reporting period, we receive two
different outputs from the purchase
order commitment file.
T H E S T A T U S L I S T . The first report Is a
purchase order status list. It contains
the following information:

Order Number
Responsible Section
Purchase Order Number
Purchase Order Issue Date
Vendor Name
Gross Amount of Purchase Order
Dollar Amount Invoiced in the Current Month
Dollar Amount Invoiced to Date
Balance of Purchase Order
Date Order is Completed

When all purchase orders have been
listed for each job or order number, a
summation is made of the dollar
amounts.
This purchase order status list is a
very useful tool for the Purchasing Department, as well as for the Accounting
Department. The report is used by the
Purchasing Department to review and
place in the inactive file those purchase
orders which are completed. The Accounting Department uses the report
for providing details as requested by
project management on the status of
individual purchase orders for any particular job.
TH E

NET

O UTS TA N D I N G

COMMITMENT.

The second output from the purchase
order file during this reporting period is
a "Net Outstanding Commitment"
against each project or job on the books.
(see Exhibit 1). Instead of merely listing the project number and the outstanding commitments for each project,
the computer is instructed to print the
Continued on page 50
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Check - Account Payroll System
EMPLOYEES WRITE THEIR OWN PAYCHECKS

The American Appraisal Company,
with some 30 branch offices located
throughout the United States, is headquartered in Milwaukee, where it centralizes all its accounting functions. Payrolls are prepared bi- weekly, and the employees, all of whom are salaried, are
paid every other Thursday for the two
weeks ending the previous Saturday.
Previously, the company had been
paying its employees with checks run off
on our computer; simultaneously the
earnings statements were prepared. The
checks were manually stuffed in envelopes and mailed to the out -of -town employees on Wednesday evening for the
Thursday payroll. As a result, most out of -town employees did not receive their
money until Fridav, Saturday or sometimes even the following Mondav —depending upon the speed of the U.S. mail.
As a service to any employee who
traveled extensively, we mailed the paycheck directly to the individual's own
bank. This involved some 75 or more
banks located throughout the United
States. With a payroll of 650 employees,
it took three to four man -days a week to
prepare and distribute the payroll checks.
This included the reconciliation of the
payroll account and followups on uncashed checks.
The Plan
We worked out a plan with one of
the Milwaukee banks to establish a
Check - Account Payroll System. A checking account was provided at the bank for
each employee. All that is required is
MA N A GE M E NT A CC O U NTIN G / J UN E 19 7 0

to punch out a tab card for each employee with his employee number, bank
account number and net pay which is
taken to the bank every other Wednesday night. An earnings statement, comparable in content to the old payroll stub,
is also printed and mailed to the employee at his home or branch office address on the same night. Regardless of
any delays in receiving the earnings statement, one is always sure that his net pay
is in the Milwaukee bank on Wednesday
night, available for the Thursday pay
date.
The bank made arrangements permitting employees to write a substantial
number of checks each month without
charge. It is possible to transfer the net
pay out of the Milwaukee bank to whatever banking institution is desired. In
fact, many employees have found it eco-

.:c
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nomical to bank at the institution where
the Check - Account Payroll System was
established.
For those whose pay is subject to
overtime or other variations, arrangements were made with the bank whereby
employees could transfer their expected
net pay before they received the earnings
statement. Any amount over their normal pay could be transferred via a second
check, when the earnings statement is
received. If the first transfer check is in
excess of the actual pay, the employee
must make an adjustment on the next
payday. In this case, the normal overdraft rules on such transfers are waived.
The Earnings Statement
To speed up the process, we designed
a self - mailing earnings statement, which
has two parts. The earnings history is
printed on an original copy, which the
company keeps, and is separated from
the second part by a bursting machine.
The second part of the form is an envelope on which the computer prints the
employee's name and address. Within
the envelope is the employee's copy of
the earnings statement printed right
through the cover of the envelope by
internal carbon paper. All we do is tear
off the company's copy, and run the
earnings statement envelope through the
postage meter, completely eliminating
the stuffing operation.
Benefits to the Company
The computer operating time is exactly the same, whether we run an earnings statement and punch out a deposit
ticket or print a paycheck and stub. How49

ever, the savings in clerical effort in the
Accounting Department are substantial,
because we no longer mail checks to
numerous banks throughout the country.
In addition, we are not stuffing envelopes
with the paycheck, and we are not making out duplicate paychecks when an
original check is lost or delayed in the
mail. A substantial bank reconciliation
every month is also avoided.
Benefit to the Employee
From the employee's point of view, the
system works well too. He receives his
earnings statement as usual and he knows
that the money has been deposited in the
bank and is available for cash or to be
transferred to another bank. Many out of -town employees can even write checks
transferring their balances from the Milwaukee accounts to their local banks several days before the money is actually
deposited by us. This may not be sound
banking practice, but it seems to work
out for many of our employees. As a
result, they have access to their net pay
almost a week earlier than in the past.
They are required to write a check transferring the funds, but this is not different from endorsing the old paycheck and
depositing it in their own bank.
Problems
There have been two types of problems related to our Check - Account Payroll System. One can be classed as nonrecurring and the other is of a more

The other problem, one which probpermanent nature. In establishing the
Check - Account 'Payroll System, we al- ably has no permanent solution, is that
lowed plenty of time to obtain the certain people have difficulty with checkneeded information from each employee, ing accounts. Because of such problems
such as whether a single or joint ac- as overdrafts, we have found it advisable
count was required and the style of check to pay them with regular paychecks.
he desired. However, despite the most
strenuous efforts of the Accounting De- Conclusion
Our basic experience with the Check partment and the bank, we came to the
first day of the new procedure, and a Account Payroll System has been excelnumber of new employees did not have lent. The clerical savings in the accounttheir checks. As a result, we were unable ing and payroll sections have been equal
to deposit money in these particular ac- to our expectations. A few new operacounts because it could not be with- tions are now required, such as opening
drawn. It was necessary to continue send- checking accounts for new employees,
ing company checks to all employees not but the bank handles all of the details.
yet on the Check - Account Payroll Sys- We simply send the forms to the bank
tem. In the process of resolving these to be certain that the employee obtains
clerical problems, it was found that a few his checkbook, and then we record his
people had no accounts and a few others checking account number as part of our
had more than one account number. standard payroll data. The turn - around
These problems took abut three pay time of only two or three days in no way
periods to resolve and no longer exist. holds up our payroll procedures.
To summarize the procedure, then,
They could, in effect, be classed as
each employee of the company is given
start -up costs.
We also had a non - recurring problem his own free checking account at the
with some individuals who, for various bank (either a single or joint account).
personal reasons, did not wish to par- His net pay is deposited in the bank
ticipate. We did not insist upon their every payday, and an advice is sent to
using the Check - Account Payroll Sys- the employee indicating the gross earntem since they were long -time employees. ings, deductions, and the balance availA few exceptions were, therefore, neces- able. With the preprinted checks availsary and as a result, we ended up with able to the employee, he can either use
only about 95 percent participation. Cur- the account as a regular checking acrently all new employees joining the com- count or write one check and transfer the
pany start out with the Check - Account net balance to his own bank without
any service charge.
Payroll System.

DON'T FORGET YOUR PURCHASE ORDER COMMITMENTS
Continued from page 48
net commitment amount as a part of
the summary of each financial progress
report on each project or job.
You will note that Exhibit 1 shows
the costs incurred by month, and also
a year -to -date or current cumulative
cost. This cumulative cost is added to
the item which reads "Net PO Committed." The two items together are
subtracted from the "Authorized Funding" (in this case $50,000), and the
"Funding Balance" is shown as $28,147.
Now the picture is much clearer as we
note that $15,712 is the actual costs in-
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curred through March against the
$50,000 authorization for the project.
If the outstanding purchase commitments were not included as a committed
cost, the computer would take the authorized funding of $50,000 subtract the
$15,712 actual expenditures, and show
a funding balance of $34,288. Without
knowledge of the outstanding commitments of $6,141 shown, the project manager is immediately misled into thinking
he has more funding available than is
actually there for him to use.
"Why wouldn't a project manager
be aware of outstanding commitments
of $6,000 on any project ?" This is a rea-

sonable question, with a variety of answers or reasons ranging from credible
to incredible. What is important to this
article is that such a thing can happen,
and has happenedl
Conclusion
Accounting has an inherent obligation
to management to provide the best information possible for management use
in operating, planning, and decision
making. By including this additional
tool of Purchase Commitments to a
modern progress reporting system, the
accountant's image is enhanced and
management is better able to do its job.
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Recent Publications
Continued from page 8
PROG RAM MIN G LANGUA GE S: HIS T O RY A ND
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N. J. 07632, 1969, 785 pp., $18.00.
corporate financing decision. It concerns
An original reference work that provides itself with the twin problems of deciding
fundamental information on program- on the "right" combination of capital
ming languages, including history, gen- sources for a business enterprise and of
eral characteristics, similarities and determining the lost to the enterprise
differences.
of that combination.

TH E COMMUNICATION
B ARRIER I N
INTERNATIONAL
MANAG EMENT

A MANAG EM ENT GUIDE
T O PERT / CPM
Jerome D. Wiest and
Ferdinand K. Levy

Dimitris N. Chorafas

Prentice -Hall, Inc., Englewood Cliffs,
American Management Association, N.J. 07632, 1969, paperbound, 170 pp.,
Inc., 135 W. 50th St., New York, N.Y. $4.95.
10020, 1969, paperbound, 76 pp., $4.50. For use by the student in management Questions regarding the problems com- oriented courses, this book is designed
panies have in maintaining communica- to acquaint him with all the fundations with their foreign subsidiaries are mental concepts necessary to understand
examined here with specific reference to and use PERT and CPM scheduling
the executives involved, the kind of in- techniques, and as a guide and basic
formation communicated, and the meth- reference to these techniques.
ods used. The report is based on interviews with 106 company executives and
42 bankers, consultants, professors and
UNDERSTANDING
others in the United States, Europe,
C
OMPUTERS
South and Central America.
A Guide for Management
AUDITING BY COMPUTER
Peter I. Kennan
The Accountants' Publishing Co., Ltd.,
for The Institute of Chartered Accountants of Scotland, 27 Queen St., Edinburgh EH 2 1 LA, Scotland, 1969,
paperbound, 66 pp., 50 shillings.
A book that concerns itself only with the
use that the auditor might make of the
computer. It presents the case for using
the computer and sets out the steps to
be taken by both the client and the
auditor when this is done. It also describes six programs which have been
written for audit purposes with no attempt to discuss the examination of the
operating environment, programming
standards and systems control.
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Thomas W. Blackburn and
H. Warren White
Clarkson N. Potter, Inc., 419 Park Ave.
So., New York, N.Y. 10016, 1969, 214
pp., $6.00.
A general introduction to the world of
computers, this book is written in nontechnical language. It describes the history, present capabilities, and future applications.

PR A C T I C A L C H A R T I N G
TECHNIQ UES
Mary Eleanor Spear
McGraw -Hill Book Co., 330 W. 42nd
St., New York, N.Y. 10036, 1969, 394
pp., $13.50.

A practical manual for those who make,
use, or view charts, maps, and diagrams.
The subject matter of charts covers a
wide range and should be of interest.

MODE RN FACT ORING
Irwin Naitove
American Management Association,
Inc., 135 W. 50th St., New York, N.Y.
10020, 1969, paperbound, 127 pp.,
$5.00.
A description of the factoring function
with detailed discussion of account sales,
credit, collection, bookkeeping, and accounting.
TH E MANAGEMENT OF
M A RK ET IN G R E S E A R C H
James H. Myers and
Richard R. Mead
International Textbook Company, Box
30, College Dept., Scranton, Pa. 18515,
1969, paperbound, 153 pp., $2.25.
Written for the user of marketing research rather than the doer, this book
presents the material for the purpose of
informing management about what to
expect from research and how to recognize competent methodology.
ACCOUNT ANT' S OFFICE
MANUAL AND
PRACT ICE GUIDE
Jeanne Zweig
Prentice -Hall, Inc., Englewood Cliffs,
N. J. 07632, 1969, 252 pp., $12.95.
A book prepared primarily for the public
accountant who heads up his own small
firm, its contents may be of interest to
management accountants as well. Included are such topics utilization of
financial budgets, time records, time
forecasts, job cost records, and internal
management methods.
OFFICE CALCULAT ING
AND ADDING MACHINE S
Flora M. Locke and Dorothy Dehr
John Wiley & Sons, Inc., 605 Third
Ave., New York, N. Y . 10016, 3rd
edition, spiral bound, 512 pp., $6.95.
For use in teaching fundamental operations of arithmetic and their application
to business problems on rotary calculators, key driven calculators, printing
calculators and adding machines.
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REALISTIC ACCO UNTING
AND REPO RTING IN
T H E S M A L L E R BANK
Bank Administration Institute, P. O.
Box 500, Park Ridge, I11. 60068, 1968,
paperbound, 62 pp., $3.00 (nonmember $6.00).
Described here is a method that a small
bank can use to install and maintain an
accrual accounting system. It explains
also the provision for loan losses and
Federal income tax expense as well as
the procedures to follow in changing to
the accrual basis for tax purposes.
B U SI NE SS B E H A VI O R ,
VALUE AND GROWT H
William J. Baumol
Harcourt Brace & World, Inc., 757
Third Ave., New York, N. Y. 10017,
1967, revised edition, paperbound, 159
pp., $4.25.
Presented in two parts, this work
studies static oligopoly theory and the
theory of economic development. The
intent being, to demonstrate that objectives other than profit maximization are
also amenable to rigorous analysis.
M I CR O EC O N O M I C
TH EO RY
C. E. Ferguson
Richard D. Irwin, Inc., 1818 Ridge Rd.,
Homewood, Ill. 60430, 1969, revised
edition, 521 pp., $13.00.
A textbook in neoclassical price theory
that is designed for, and intended
primarily to be used by, undergraduate
students. Some of the material, such as
the chapter on theory of cost, may be
of interest to Management Accountants.
MAKING EQ UIPMENT REPLACEME NT DECISIONS
Lawrence C. Hackamack
American Management Association,
Inc., 135 W. 50th St., New York, N. Y.
10020,1969, paperbound, 69 pp.,$4.50.
An overview of things to be considered
when equipment - replacement decisions
are being made.
HOW TO RUN A
CO NFERENCE
Marion Bieber
George Allen and Unwin Ltd., 40
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Museum Street, W.C.I., London, England, 1968, 124 pp., $2.52.
A helpful guide to planning, preparing
and running a conference. It deals with
the responsibilities of the organizer before, during and after the conference.
MANAG ING THE SMALL
B US INE SS
Lawrence L. Steinmetz, John B. Kline
and Donald P. Stegall
Richard D. Irwin, Inc., 1818 Ridge Rd.,
Homewood, Ill. 60430, 1968, 648 pp.,
$13.25.
Significant problems facing the owner
or manager of a small business are examined and discussed in this book with
an attempt to isolate them for solution.
PL ANNING PRO DUCTIO N
CO S TS
Usi n g t h e Im provem en t Cur ve
E. B. Cochran
Chandler Publishing Company, 124
Spear St., San Francisco, Calif. 94105,
1968, 716 pp., $23.50.
Long cycle manufacturing processes are
differentiated from short cycle processes,
and the special methods required to forecast and control the unit costs, unit output and investment required are described with consideration to the continuous reduction of long cycle unit
costs as reflected by the learning curve.
ACC RUA L A CCO UNT ING
Bank Administration Institute, 303 So.
N. W. Highway, Park Ridge, Ill. 60068,
1959, paperbound, 122 pp., $6.00.
The procedures required for a bank to
change from a cash basis to an accrual
system are explained in this manual and
outlined in detail. The methods discussed include an accrual system for use
on a daily or monthly basis.
B U S I N E S S P L A N N I N G : KEY
TO PRO FIT GROW TH
Patrick H. Irwin
The Ryerson Press, 299 Queen St.,
West, Toronto, 2B, Canada, 1969, 167
pp., $8.95.
Business planning, as defined in this
book, describes a total approach to
improving long -term profitability by
identifying opportunities, allocating

resources and organizing for immediate
and longer -range action to achieve
desired results. The purpose of the
book is to provide an understanding of
the philosophy and principles of planning to business.
BASIC MANAG ERIAL
FINANCE
Adolph E. Grunewald and Erwin Esser
Nemmers
Holt, Rinehart and Winston, Inc., 383
Madison Ave., New York, N. Y. 10017,
1970, 679 pp., $10.95.
Maximization of market value of the
enterprise is the guiding principle followed in this text, which views the
subject matter through the eyes of the
financial manager. The reader is guided
through such areas as working capital
management, intermediate- and longterm financing, capital budgeting and
cost of capital. The emphasis is on
planning and decision - making, with information feedback introduced to improve future successive decisions.
M I CR O E CO NO M I CS
an d Deci si on Models of th e Fi rm .
Thomas H. Naylor and John M. Vernon
Harcourt, Brace & World, Inc., 757
Third Ave., New York, N. Y. 10017,
1969, 482 pp., $10.00.
The position is taken in this book that
the economic theory of the firm is in
fact a collection of theories rather than
one unified theory. Marginalism being
only one of the many approaches. The
concern of these authors is with the
derivations of optimal decisions and the
process by which decisions are made by
the firm.
FUNDAMENTALS OF
FLOW CHARTING
Thomas J. Schriber
John Wiley 6 Sons, Inc., 605 Third
Ave., New York, N.Y. 10016, 1969, 127
pp., $6.95 (paperbound $4.95).
The intent of this book is to provide an
introductory approach to computer
(FORTRAN) programming. The book
discusses the formulation of problem
solving procedures through graphical
flow charts. When the flowchart for a
procedure has been developed, the logic
inherent in it is then re- expressed in the
form of the programming language and
is presented to the computer.
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WATCHOUT

1969 CONFERENCE OF
ACCOUNT ANT S
Accounting Papers
University of Tulsa, College of Business
Administration, Dept. of Accounting,
Tulsa, Okla., 1969, paperbound, 101
pp., $2.20.
A group of papers presented during
the twenty -third annual Conference of
Accountants held at the University of
Tulsa. The theme of the conference
program, as reflected in these papers,
was financial management and its current problems.

IN T RO D UCT I O N T O
BUSINESS MATHEMATICS
John W. Ernest and
Herbert M. Stein
Glencoe Press, The Macmillan Co., 866
3rd Ave., New York, N.Y. 10022,1969,
paperbound, 378 pp., $5.95.
Elementary mathematics, presented for
the reader who wishes to refresh his
memory with drill in basic mathematical
operations. The assignments are business
and accounting oriented.

DOING BUSINESS IN AND
WITH JAPAN
American Management Association,
Inc., 135 W. 50th St., New York, N.Y.
10020, 1969, paperbound, 112 pp.,
$6.00.
Comprised of seven individual articles,
this book presents an overview of the
background, possibilities and problems
of doing business in Japan. Some of the
subjects covered are banking, marketing,
joint- venture possibilities, and prospects
of U.S. - Japanese Relations.

WATCHOUT

WATCHOUT

WATCHOUT

WATCHOUT
for your new 1970 CEP Cat alog in July

MANAGEM ENT ACC OUNTING
We're so proud of this new Spring and Fall Catalog, we can't
wait to get your personal copy to you. So we're inserting it right
in your personal magazine. That way you can't miss it, or misplace it. And you wouldn't want to.
Wait until you read about the exciting Courses and Seminars.
They're specially planned to fill your most current needs, answer
some of your most pressing questions. They'll open up new horizons for self- improvement and increased opportunities, and they'll
give you the chance to meet and mix with the most knowledgeable
people in your field.
Everything about this catalog is bigger and broader in scope.
We've even found a better way to organize it, including listing
all the dates and new places where the sessions will be held. Now
you can appraise it quickly, and refer to it easily.
July is coming. So watch out!

T H E IN T E RN AL
CONSULT ANT
Anton K. Dekom
American Management Association,
Inc., 135 W. 50th St., New York, N.Y.
10020, 1969, paperbound, 102 pp.,
$7.50.
A study of more than 60 companies that
have adopted internal consulting groups
as a productive approach to the problem
of making expert knowledge and services
available economically through the corporate organization.
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P.S. Someone else may get to your July issue first, and borrow
your catalog. You'll be happy to know you can get another one
at the NAA conference in Minneapolis. See you there!

X
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Assisting a Small Business
ONE MEMBER'S EXPERIENCE AS A VOLUNTEER ON A FINANCIAL
MANAGEMENT ADVISORY SERVICE PROJECT
By Stanley J. Curran
In February 1969 theWashington Chapter of NAA publicly announced that it
had established a service designed to give
free, financial management advice to any
small, struggling business in the Washington, D.C. area. The chapter's pioneering efforts in the development of this
concept prompted the Association to
inaugurate a similar program, based on
the chapter model, on a nationwide basis.
As a member of the original Washington Chapter committee set up to
guide this program, I volunteered to assist on a project. My experience with one
struggling small business applicant illustrates the type of problems encountered
in the program, and as such may be of
value to other NAA members who volunteer. Only the names and type of
product have been changed in the following account in order to preserve the
necessary confidential nature of the undertaking.
The first contact with my client, Mr.
Roberts, president of Maryland Machine
Co., occurred in a downtown office provided at no cost by the Small Business
Administration. Mr. Roberts is a young
black man with some college and technical school training and a work background in the manufacture of small machinery. Several other individuals (black
and white) and he had pooled their
funds, some usable building space, and
their practical "know -how" to organize
a corporation to produce an electromechanical device to sell to manufacturers
of small hardware items.
During our initial meeting, which
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lasted approximately two hours, I learned
that the Maryland Machine Co. had
been in existence for more than a year,
and Mr. Roberts was concerned about
filing the corporation's first Federal Income Tax Return. The company had
maintained since its inception a day -book
type of journal, a check book, a payroll
record and a general ledger. These records had been developed by Mr. Roberts
based upon a smattering of accounting
knowledge and were being maintained
by an office secretary who had no experience in bookkeeping techniques. I
also learned that no trial balances had
been prepared from the general ledger,
nor had any attempt been made to close
the books.
As a result of this preliminary discussion of the firm's problems I suggested
that (1) the company adopt a fiscal year
for federal income tax purposes; (2) the
fiscal year be considered to have ended
a month and a half before our first meet-

STANLEY J. CURRAN
Vice President Washington Chapter
( Wabash Valley 1946) ; member of
Washington Chapter's Disadvantaged
Small Business Advisory Committee;
Certified Public Accountant, retired
from U.S. Government Service as Deputy Director, Internal Audit Division,
Post Office Department; formerly employed by Internal Revenue Service,
Office of Defense Mobilization, Bureau of the Census and the War Department.

ing; and (3) the company, assisted by
myself, determine within the ensuing
two months the results of its first year's
operations so that a timely Federal Income Tax Return could be filed. Upon
reaching agreement on these points, I
offered to visit the corporate plant and
office to lend the needed accounting assistance in order to complete the return
before the tax deadline.
During my first on -site visit to the
combined plant- office, located in a suburban town, I observed among other
things that the building was owned by
several of the stockholders. It consisted
of a plant area measuring about 20 by
2 5 feet and an office, 10 by 15 feet. Plant
equi pmen t in cl uded sever a l wor k
benches, some secondhand tools for
forming light metal components and a
few electronic test instruments. The
work force of eight men and women were
mainly "moonlighters" who, with the
exception of the company president and
office secretary, did most of their work
at night. The sole physical inventory to
date had been taken at the plant by the
company's staff several months prior to
the date suggested for the end of the
fiscal year. At that time, I outlined the
procedures Mr. Roberts and the office
secretary might use to develop, from the
general ledger, a trial balance as of the
end of the suggested fiscal year.
Toward a Trial Balance
It took several attempts and two more
visits to the plant to develop a trial balance. I appreciated the fact that neither
Mr. Roberts nor his secretary had any
experience in accounting, so the difficulty
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was understandable. Because of this it
was all the more satisfying when we
finally did achieve a trial balance.
After developing the trial balance and
related financial statements, I suggested
that a Federal Income Tax Return be
timely filed. I also suggested that columnar records might be adopted for books
of original entry so as to eliminate much
of the time previously spent in maintaining the day -book type journal and to
simplify the timely location of any daily
recording errors. Some sample formats
for the suggested records, together with
pro forma entries, were left for Mr. Roberts' further consideration.
After a period of three months, I again
contacted Mr. Roberts and visited the
plant on two successive days to assist the
secretary in establishing a new set of
books of original entry along lines previously suggested, rearranging accounts in
the general ledger to establish a more
orderly sequence, developing techniques
for isolating and currently correcting
b ook k e e p i n g e r r or s , an d p r e p a r i n g
monthly trial balances for each of t he
months succeeding the end of the first
fiscal year.
The free assistance was then mutually
terminated after approximately 52 hours
of voluntary effort on the project.
This project was mutually beneficial to
both client and advisor. For my part, it
was encouraging to see a small organization, composed of both black and white
people, functioning in an orderly manner as a private business. It was helpful
to Mr. Roberts because he was given
some idea of the accounting functions
he is going to have to take into consideration before and at the end of the
company's succeeding fiscal years.
I suggested to Mr. Roberts that he
would need some paid professional services at the end of the second or 1970
fiscal year to close the books and prepare needed statements and tax returns.
I also emphasized that he would have to
take a physical inventory at the close of
the 1970 fiscal year. It would help to
facilitate this, I suggested, if he would
establish a simple set of perpetual inventory cards for control of raw materials. I
emphasized to Mr. Roberts that if sufficient expansion of sales occurred, an
experienced accountant would be a good
investment so that costs could be determined on a timely basis and thus be
of major assistance in establishing realistic sales prices. He agreed with me but
was realistic enough to know that considerably more growth would have to
be made before he could carry through
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on this recommendation.
Unfortunately, an advisor cannot always determine just how effective his
recommendations are, or even if they
have been implemented. However, I
noted that Mr. Roberts, during the
period of my assistance, developed a
system for determining standard costs of
certain of the company's assembled components. I did not go into the merits of
this data but the effort showed that Mr.
Roberts was sincere in trying to get
records established.

pends on many factors, however, it will
have a good chance if it is able to patent
its product. Mr. Roberts has been taking
a nominal salary and no rent was paid for
plant and office space during the first
year. These two factors were of primary
importance in getting the business going. A move of plant and office has recently been made so rent is now part of
the costs of running the business. On the
other hand, more space is available if
production and sales make such an ex-

the advisor to meet with the client in a
neutral setting for the first contact. The
Small Business Administration was kind
enough to allow the NVashington Chapter advisors to use its offices for such
meetings. Subsequent meeting places can
be arranged with the convenience of the
advisor in mind. However, it would seem
to be helpful even though not always
necessary for the advisor, at some appropriate time, to visit the plant or office
of the business.
I was of the opinion before I undertook this project that every effort must
be extended to make the client feel at
ease from the first meeting onward. In
my case the first meeting, being in a private office away from the company
premises, was conducive in establishing
a good rapport with Mr. Roberts.
During all conversations with Mr.
Roberts and the office secretary, I made
every effort to refrain from using technical accounting terminology or to give
any appearance of talking "d own " to
them. To further the working relations
between client and advisor, I ate lunch
with Mr. Roberts on several occasions.

pa nsio n necessa ry.

D u r i n g the se per io ds we discu ssed o u r

From my experience on this project I
would suggest that it is important for

individual educational and work back Continued on page 63

Will It Succeed?
Eventual success of this company de-

NEW OPPORTUNITY!
Serve business clients with unique
computerized management services!
Own or manage an MCN franchise!
MCN already serves hundreds of clients through a growing network
of independent local offices. MCN provides the most comprehensive
comput er accounti ng programs ... s o that MCN Local Consul tants
can offe r un matched mana geme nt a nalysis informat ion to clien ts.
Choice regional, area and local management and self employment openings available now! MCN provides
training. Write for brochures!
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MAP Committee Studies
Many Subjects
SIX SUBCOMMITTEES ESTABLISHED TO MAKE RECOMMENDATIONS ON ACCOUNTING TOPICS
The Management Accounting Practices
Committee has been functioning for
more than a year. Initially it existed on
an ad hoc basis. Its first action was to
recommend a revision to the Association
By -Laws to establish the committee on a
permanent basis. At the same time it
drafted a statement of its policies and
procedures for approval by the Executive
Committee.
On June 21, 1969, the Executive Committee approved the following policies
and procedures for the Management Accounting Practices Committee:
1. Statements of the Committee may be
generated by:
a. Research initiated by and for this
committee;
b. Joint research or study of the Association with other bodies;
c. Research and opinions of other
bodies.
2. The committee shall have the authority to:
a. Appoint subcom mi tt ees of i ts
members or other members of the
Association to study, develop, and
recommend to the committee accounting principles and practices on
specific subjects assigned by it;
b. Appoint certain of its members or
other members of the Association
to serve on similar specific study
groups of other bodies and recommend to the committee actions to
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be taken.
Statements on accounting principles
and practices made by the committee
shall require approval by three - quarters
of the members of the committee.
Published statements may identify
dissenting members and their dissent
when so requested.
Publication of this committee's statements in response to research and
opinions of other bodies shall be coordinated with the originating source.
When the committee's opinion differs from that of the originating body,
it shall be discussed with the originating body confidentially, hopefully before final issuance of an opinion by
that body. If after such discussion, and
publication by the other body, there
is still very substantial disagreement,
the committee shall request the Executive Committee's approval to canvass
the members of the Board of Directors
for a vote to authorize the publication
of the statement of the committee. A
favorable vote by a majority of the
members of the Board shall be required for publication.
The committee shall take issue with
final published opinions of the Accounting Principles Board only after
the utmost consideration of the technical and public policy aspects of the
opinions.
The administration of the research for

this committee shall be performed by
the research staff of the Association.
Research projects for this committee
shall be coordinated with the research
program of the Association through
the chairman of the Research Planning
Committee.
Immediately after the formation of the
committee it began to receive correspondence from other bodies, and particularly from the Accounting Principles
Board, relative to matters they had under
consideration. One of the most important and most urgent from a time standpoint was the APB study on accounting
for business combinations and intangible
assets.
On January 14, 1970, the MAP Committee responded to the January 9, 1970,
statement of the APB on the above subject. It stated that it supported the draft.
At its meeting on March 19, 1970, the
committee studied the February 23,
1970, exposure draft of the APB and decided to maintain its posture of support.
This decision was reached after giving
careful consideration to several letters
from members of NAA expressing strong
opposition to the opinion of the APB.
In making this decision the committee
discussed at length its responsibilities to
the members, the profession, the business
community, and national social and economic problems. It concluded that it
must be completely objective in evaluatMANAGEMENT ACCOUNTING /JUNE 1970

ing the effects of its expressions. While
it will always give great weight to the
opinions of the membership, it will not
permit these to override what the committee deems to be the best practice
when all interested parties are considered.
To expedite its deliberations the committee appoints subcommittees to study

and make recommendations on specific
subjects. Current subcommittees are:
Basic Cost Concepts, with initial emphasis on uniform cost accounting standards for defense contracts [see following
pages for text of NAA statement]; Segment Reporting; and Interim Financial
Reporting. Subcommittees will be appointed on Inventory Valuation, Re-

search and Development Costs, and Depreciation Methods.
Members wishing to express opinions
on subjects being studied by the six
subcommittees, or on other management
accounting practices, should address their
letters to MAP, National Association of
Accountants, 919 Third Ave., New York,
10022.

NAA Testifies on Uniform Cost
Accounting Standards
On April 2, 1970, I. Wayne Keller testified on behalf of the National Association of Accountants before the Subcommittee on Production and Stabilization
of the Senate Banking and Currency
Committee. Mr. Keller, who is chairman
of the NAA Management Accounting
Practices Committee, testified during
hearings on S. 3302, a Senate bill designed to improve cost standards used in
government contracting. The full statement is printed below.
The National Association of Accountants is the largest accounting organization in the world. The majority of its
65,000 members in the United States
are associated with industrial and commercial organizations, but many are in
government, in other nonprofit organizations, in public accounting or consulting firms, and in colleges and universities. The Management Accounting
Practices Committee is authorized by
the Association to present an Association position on accounting issues. I
appear today as Chairman of that
Committee and on behalf of the Association.
Members of the Association have
cooperated with General Accounting
Office personnel who did the research
leading to the Comptroller General's
report, "Feasibility of Applying Uniform Cost Accounting Standards to
Negotiated Defense Contracts," the
study preceding the bill on which these
hearings are being conducted. The National Association of Accountants endorses wholeheartedly the intent of
S. 3302, which as we understand it, is
to improve the cost standards that are
used in government contracting. It believes that this effort, if successful, can
also improve cost standards in a variety
of other contexts.
Although endorsing the intent of the
effort, some members of the Association
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We assume, of course, that the objective is to develop standards, rather than
a uniform accounting system or a detailed set of rules. Such straitjackets are
completely unworkable.
The Timetable
We urge that the group responsible
for developing cost standards not be required to meet an arbitrary deadline. The
period of eighteen months now specified
in the bill seems to us to be too short a
time. If the effort is to produce worthwhile results, the following steps are
necessary:

I. Wayne Keller
have reservations as to whether the new
standards will in fact be an improvement
over those that now exist. The quality
of the standards depends on how the
proposed effort is organized and the competence of those who will participate in
it. We have three suggestions that are
designed to insure that this effort is successful. One is that a statement on concepts should precede statements on individual standards; the second relates to
the proposed timetable; and the third
relates to the organization of the effort.
Importance of Concepts
We suggest that this effort should
have two separate phases. In the first
phase, the objective should be to develop
a sound conceptual foundation. Standards should be developed as a second
phase, which should not be started until the basic concepts have been formulated. If standards are written without
reference to an explicit set of concepts,
they are likely to be a hodgepodge of inconsistent statements, rather than a coherent set of standards.

(a) Competent full -time personnel
must be recruited and organized, and
relationships must be established with
the principal professional organizations
and interested government agencies.
(b) Careful research must be undertaken as a basis for the development
of the basic concepts that will underlie
the cost standards.
(c) A tentative statement of these
cost concepts must be written, discussed
internally, and then widely circulated for
discussion and comment by informed
persons in government, industry, the accounting profession, and academia. From
this discussion, a statement of concepts
should emerge.
(d) Based on these concepts, tentative statements on the many topics for
which standards are necessary should be
written and circulated for discussion and
comment.
(e) Only after this has been done
can cost standards be promulgated.
The foregoing is a time - consuming
process. It should be carried out in a way
that encourages an expression of all informed opinions on the many currently
unresolved cost accounting issues. The
research required is substantial. If some
Continued on page 60
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Close -up

A Distinguished Service Certificate is awarded to Detroit
Chapter Past President Lester M. Elliott (right) by chapter
President Edward J. Kral. Mr. Elliott recently retired, becoming
an Emeritus Life Associate.

Celebrating the Raritan Valley Chapter's 15th Anniversary are
1969 -70 President Frank T. Berry, Jr. (left) and the firs t secretary of the chapter, Stanley C. Sikucinski.

During the 15th Anniversary celebration, these charter members of Raritan Valley paus ed for this group photograph. Spon-

sored by the Newark Chapter in 1955, the chapter has spun
of f three new c hapters. 45 organizers are s till active.
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At Jackson (Miss.) Chapter's 25th Anniversary meeting, these
members and national visitors were caught by the photographer. L.-r., Dr. Dora R. Herring; E. Griffin Alford, president;

Mrs. Sandra B. Parks; John E. W ooldridge; Mrs. Louise L. Jones;
R. L. Horton; James D. Collier, NAA staff, and Charles S. Myerly,
NAA Vice President.

In Monterey, Calif., at a recent Executive Committee meeting
were, I.-r., Vice President Hugh R. Pingree; James S. Jeffers,

vice president, Salinas Valley- Monterey Chapter; NAA President Grant U. Meyers, and Executive Director Rawn Brinkley.
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NAA TESTIFIES
Continued from page 57
steps in this process are omitted, glossed
over, or done hastily in order to meet an
arbitrary deadline, the resulting standards are not likely to be of high quality.
It is of course the Congress's intention
that these standards be of the highest
quality.
Further, we see no advantage to publishing a complete set of standards at one
time. A more realistic approach is first
to publish a set of concepts and then
to publish a standard on an individual
topic when it has been completed. This
is another argument against imposing a
deadline.
If those working on the project have
the competence and dedication that is
required to do a first -class job, the Congress need not be concerned about unnecessary delays, The Congress can, and
should, rely on this group to issue the
concepts and standards as rapidly as is
feasible. It would of course be appropriate to have progress reports submitted to
the Congress at regular intervals.

Organizational Responsibility
The development of cost standards is

Major Staff Change
Mr. Robert Sommer, Managing Director, offered his resigna-

tion to the Association last month. It was accepted, effective
as of June 1, 1970.
Information concerning his future plans will be announced
by Mr. Sommer at a later date.

on the other hand, it should be able to
obtain active cooperation of all such
groups in its deliberations. It should be
empowered to act authoritatively. Above
all else, the organization should be set
up in such a way that it can enlist, either
as active members or as advisers, the
most competent people available in the
profession.
The National Association of Accountants will cooperate with whatever organization is created, in any capacity that
the organization wishes. We assume that
the Association and its members will be
given an opportunity to comment on
proposed concepts and standards, and
that appropriate weight will be given to
these comments.

a matter of great interest to the members of the National Association of Accountants, and the Association has already sponsored extensive research in the
area. Consequently, the Association is
well equipped to participate in the effort.
We believe that the overall effort will
proceed most effectively if it is carried
out by an organization of the Federal
government.
We think it inappropriate to suggest
in detail what such an organization
should be. Obviously, it should be one
that will command the respect of all
parties who are affected by the cost standards. It should, on the one hand, be independent of any existing group that has
a special interest in cost standards, but,

GOLDEN WEST
RE GIONAL CON FE RE N CE

r

a

t o

12:00 noon - 2:00 p.m.
2:30 p.m. - 5:00 p.m.

P e 79� �
O e

1111�r�
1111111111111111".

111111111I

ill +

�► � r r

MI 11

t•�yyl f �L T r

, S aOC IATI ON

SPE CI AL L ADI E S AC T I VI T I E S

T hu r sda y, Sep tember 1 7
9:00 a.m. - 6:00 P.M.
Registration

� l 'tO
�

OF

'G

c

Hospitality Room In Florentine Room

Conference Luncheon
Technical Program

Fr id ay, Se pt e mbe r 18
9:00 a.m. - 3:00 p.m.
Registration
9:30 a.m. -12:00 noon
Technical Program
12:30 p.m. - 2:30 p.m.
Conference Luncheon
4:00 p.m.
Bay Cruise and Dinner

' le

S a t u r d a y, S e p t e m b e r 1 9
9:00 a.m. -10:00 a.m.
Registration
9:30 a.m. -12:00 noon
Technical Program

T h u r s d a y, Se pte m be r 17
12:00 noon - 2:00 p.m.
Conference Luncheon,
Optional
Fr id ay, Se p te mbe r 18
10:00 a.m. - 3:00 p.m.
Ghirardelli Square and
The Cannery area tour,
with Luncheon and
Entertainment at famed
Fisherman's Wharf
Saturday, September 19
9:00 a.m. - 11:00 a.m.
Breakfast and Oriental
Fashion Show at the
Top of the Mark

Mail this reservation form to:

Mail thi s Conf er enc e Regis t rati on F orm to:
DONALD C. W ATKINS, Conferenc e Treasurer
Box 3510 a Rinc on Ann ex, San F ranc is c o, Cal.94119

',

(Make c hec k pay able to: NAA Regi onal Conf erenc e)

Enclosed is check for $

covering
SEPARATE EVENTS

� �All� Event�.. ._. __. .. .�% 50. 00 - I ] Thur sday Lunc heon, Tec hni cal Sessi on, %12.50
(3 Ladi es, All Events 30. 0 0. � � Friday Luncheon ...................._...
_........ 12.50
� Mem ber
! � � Fr i day, Satur day Tec hnic al Sessi ons, es.
75 0
�
Mc Leod Soc iety Member �O � Ba
Bayy Cruise
r uts and
Dinner_
...........
Lunc heon
......... _.._....
......... 15.00
15A0
Sough
Tour,

I] Breakfast, Fusion Snow_.__..__........_.........
NAME
ple a" pr i nt or ty pe

CHAPTER
name to appear on bade
ADDRESS
CITY
W I FF S NAME
If attending the Conference

60

STATE

ZIP

7.50

A t t : R e s e r va t i o n s M a n a g e r

NAA CONFERENCE

registration as indicated below.
CONFERENCE EVENTS

HOTEL MARK HOPKINS, ONE NOB HILL
San Francisco, California $4106

'

Please make reservation for

'.

NA ME ( S )
.at

,

persons
fi rst

C OM P A NY

.—

ADDRESS
Clry

Stets

Arrival

a.m. Departure

D a t e _

p . m.

� �Si ngle�Room
� Double Room
� �Twin�Bed�Room
� �Sui te s� Ava ilable

$2 5, 28 .3 1, 34 .3 7
$33, 36, 39, 42, 45
$3 3. 3 6, 39 , 42 ,4 5
$60 - $150

Z l p _

D a t e _

Please circle room rate desired.

MANAGEMENT ACCOUNTING /JUNE 1970

Chapter /Member News
Emeritus Life Associates
R O B E R T J . BAR D,

Birmingham.
Westmoreland County.
W I L L I A M S . G R A N T , Piedmont.
N E L S O N HODGE, Michiana past president. Stuart Cameron McLeod Society.
R U T H M A C Q U E E N , North Penn.
N O R M A N A . P I E R C E , Akron.
J E R O M E J . Z I C H , Richmond.

FR A NK D . BYER S ,

Promotions and New Positions
WILLIAM LUTZ,
JR., Baltimore, has been
promoted to manager of accounting at
Glidden - Durkee.

Bi r mi ng h a m, was
named chief accountant, Fontaine Truck

MARVIN

BO R D E R S ,

Eq u ip m en t

CO. . . . F .

W .

BA RN ETT

KOLDA has been promoted to plant con-

JOHN T .

tro ller, a n d

troller at Martin School Equipment Co.

ROBERT WAGNER

has been

named plant controller, security divis i o n . . . . R OBE R T BUC HHO LZ Is n o w c o n -

troller, Hill & Griffith Co.
ROBERT

J.

DONAC HIE,

Dall as ,

is

now

executive vice president, Earth Resources
Corp.
KENNETH HOLMQUIST,
Des Moines, has
been named executive vice president of
Compu- Share, In c . . . . J A M E S C. MCCARL was promoted to assistant controller at Farm Bureau Insurance C o . . . .
LARRY L. SHELDON has been named vice
president— European Subsidiaries for
Delavan Mfg. Co.

is

now da ta pro cessin g ma n a ge r a t S t. Reg is

Paper Co., Nifty Div.
FR ANK M. YETMAN, B os t on,

has been appointed controller of American Optical
Corp.'s Cool -Ray Inc. Division.

F

M

JA MES J . H IC K E Y,

Bridgeport, has been
appointed director of financial analysis
and control for Standard Packaging
C o r p . . .. AR THUR

A.

KUKLA

has

been

appointed controller of U.S. Industrial
Chemicals Co., a division of National
Distillers & Chemical Corp.
ERNEST

M. MACY, Buffalo, has been
elected manager of general accounting in
the finance department of Marine Midland Services Corp.
DENNIS J. CELENICA,

Calumet, is now
chief accountant for Blaw Knox Foundry
& Mill Machinery, Inc.... CHAMP E.
MER RIC K,
JR., has been appointed controller of Trailmobile- Pullman.
G. F. LAWSON, Central Arkansas, is now
chief accountant, Philander Smith College.... BILL E. LEGGETT has joined
Cameron Feed Mill as office manager.
. . . B E N D. MOORE has been named
cashier, Union National Bank.
WILLIAM

M .

GILBER T,

Charlotte, was
named assistant controller and director
of internal audit department at Ervin Co.
Three Cincinnati members were named
at Fo x Pap er C o . FR ANKLIN C . J AC OB was
named

assistant

controller,

DONALD
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Roy M. MATSUDA, Hawaii, has been appointed manager of accounting at Amfac,
Inc.... PAUL ABLEs has been named
treasurer at Pacific Insurance.... KENNETH C. H. LEONG was promoted to accounting director, a n d J A M E S O R N E L L A S ,
data processing director, at Hawaiian
Telephone C O . . . . J O S E P H V. MICCIO
has been named a director of Sageco, Inc.

_

%

'

I

DO NA CH IE
Dal las

W H ITE
Member -at -Large

FR AN K SA NC H EZ,

East Bergen- Rockland,
has been appointed assistant to the controller at Lexington Management Corp.
WALTER

C H A Y K O S K Y,

Elmira Area, has
been appointed chief accountant at Robert Packer Hospital.
Two Erie Members were recently named
at Security - Peoples Trust. RICHARD
SQUEGL IA wa s p ro m o ted to assistan t vice

president and manager of systems, and
WILLIAM

LIC H TIN G ER ,

assistan t

treas-

urer and manager of customer services.
ROBER T GIFF IN,

Florida West Central,
was promoted to budget director, telephone operations, with General Telephone & Electronics Service Corp. in
New York.
DAVID

DIBBLEE,

Fox

River Valley, is
now chief accountant with Omega Press.

JOHN S. VANGELLOW ,

Greenwich-Stamford, has joined the Latin American Division of Xerox Corp. as manager of
financial planning and analysis.
J ULIUS E. BAC C I,

Hartford, is now executive vice president of Fenn Mfg. Co.

ALFORD, J ack s o n ,

is n o w

con-

J. P E T E R

FOLEY,
Johnstown, was named
assistant manager, corporate data processing services - systems and programming, Bethlehem Steel Corp.
AR THUR G . GI L L UM N ,

Kansas City, was
named a vice president at First National
Bank of Kansas City.

ARDEN S. HARRIS,

Los Angeles, has been
elected vice president and assistant treasurer of Wm. Lvon Development Co., of
American Standard Co. He will continue
as controller.... ROBERT R. PEEK was
named division controller, Amphenol
Space & Missile Systems Div., Bunker Ramo Corp.
Four Louisville members have been promoted at American Standard. ROBERT
S L A G E R was named controller of the
Plumbing Products Div., ART HU R GORE HAM is manager of general accounting of
the Plumbing Products Div., D. W .
G R A N T w a s named controller in the
Enamelware Department, and DAVID
SPATZ, managet of budget analysis in the
Enamelware Dept.
JAMES

J.
R U TH ER F O R D ,
Member -atLarge, U.S., has been elected senior vice
president, finance and administration, of
Giffen Industries, Inc. He is a past national vice president of NAA.... RONALD L. WHITE has been appointed president of the Royal Products Div., Litton
Industries.

Three Memphis members were named at
Alodex C o r p . C E C I L A B A R R w a s p r o moted to corporate vice president of
finance administration and control, GIFFORD MABIE is now c ost accounting man-

ager, and R I C H A R D
named controller.
RICHARD

MANSFIELD

was

BUTENHOFF,

Milwaukee, i s
now an accountant for Killam & Devalk,
CPA's.... MICKEY E. FOUTS was named
corporate director of business development for American Appraisal Corp....
R. W. HOFFMAN was appointed first Vice
president, First Wisconsin National
Bank.... HANS L. MATZNER, past chapter president, has been promoted to
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manager and controller, General Service
Operations Div., Allis Chalmers Corp.
LARRY C. ANDERSON, Minneapolis, has
been promoted to contr oll er with
Apogee Enterprises, Inc.... ALVIN
RAHN was recently elected treasurer of
First Bank System, Inc. ... WAYNE
WANDER has been named manager of
accounting at Grain Belt Breweries, Inc.
TRAVIS KENDALL, Nashville, is the new
controller of Building Industries, Inc.
CHARLES Goss has joined Murray
...
Ohio Co. as supervisor of budgeting control.
ROBERT DESROCHERs, New Hampshire,
was named controller and PATRICIA LE"RANC, assistant to the controller at
Dental Laboratory Div., Healthcare
Corp.
ARTHUR G. MATUSCHAT, Newark, has
been elected vice president of American
PIoducts Co.... ALFRED W. GRANT has
been appointed budget manager, accounting services department, Scbering
Corp.

Time Off

"There's a man to see you from Internal

BALTAZAR N. ENDRIGA, New York, has
been appointed senior consultant,
Touche, Ross & CO....PAUL M.
GANELES was appointed comptroller of
Len ox Hil l Hospita l.. .. JAMES B.
KEENAN was named vice president and
controller of Standard Security Life Insurance Co. of New York.... MICHAEL
P. DEBLASIO has been named treasurer
of Elgin National Industries, Inc.
ROBERT E. MURPHY, North Jersey Shore,
has been appointed controller of the
Asbury Park Press, Inc.
ROBERT BUCHER, North Penn, has
joined R. T. French Co. as plant cost accountant.
RICHARD J. KENNEY, Northern Wisconsin, has been appointed insurance manager at Consolidated Papers, In c . . . .
Roy RICKERT has been appointed vice
president and general manager of Superior Paper Specialities, Inc.
RUDY HOESCHULTE, Orange County, isnow office manager for Superior Fireplace.... LEw STEIN was promoted to
controller of Reliable Mfg.... WILLIAM
C. NORMAN, III, was promoted to secretary- treasurer of the Hydro Conduit
Corp.... JAMES NELSON Is now chief
accountant for Golden West Airlines.
RAY J. ANDES, Pennsylvania Northeast, is
now controller with Piasecki Aircraft.

...

Combustion Company."

WANTED: Inept Accountant
The headline on the Help Wanted
ad read: Mediocre Acct. Copy said,
"Disreputable company has recently
acquired obscure widget firm as a tax
loss and wishes to continue its unprofitable operation by hiring an
inept, apathetic accountant."
A put -on by a New York employment agencv, the ad was run in the
Wall Street, Journal to illustrate the
fact that many classified ads aren't the
golden opportunities they purport to
be. The agency was astounded, however, when it received more than 50
replies. One man insisted he was a
mediocrity and thus would fit the job
to a tee. The question arises: Who
was putting on whom?

The Accounting Love -In
Graduate students at the University of
Illinois have formed a Committee of

Loving Critics of the Accounting
Profession. The title refers to John
Gardner's 1968 Cornell commencement address, "Uncritical Lovers, Unloving Critics," in which he contrasted the "lovers" of institutions
who oppose any change and the
"critics" who want to destroy the institutions and start over.
The committee, composed of 15
candidates for master's and doctor's
degrees, will study current problems
facing the accounting profession, and
endeavor to develop constructive
recommendations for improvement.
John L. Carey, Visiting Professor of
Accounting at the University of Illinois, is moderator and consultant
to the committee. Prof. Carey, who
was formerly executive director of the
American Institute of CPA's, is the
author of The CPA Plans for the
Future and a number of articles in
accounting journals.

HARRY T. CAHILL, Philadelphia, has
been appointed manager of operational
audits for Teleflex, Inc.
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CLARENCE BAYNES, Piedmont, has been
promoted to assistant supervisor of financial accounting, Dan River Mills.
W. T. S. FITCH, Pittsburgh, was recently
elected to board of directors of Washington Steel Corp.... DONALD W. BLAcKA
has been appointed controller, HendeJon Furniture Showrooms, Inc.
Roy BERGQUIST, Portland, has been
named controller - Portland accounting for
Georgia- Pacific Corp.
DAN BRADY, St. Louis, has been appointed assistant controller of Mallinckrodt Chemical Co. . . . W . D. HENDERSON, JR., has been appointed manager of client services for Computer Advisors to Management.... RONALD M.
OAKLEY was elected controller, Cass
Bank & Trust Co.

AAI

DeBLASIO
New York

N O R M AN
Orange County

LOREN A. HAGEMEYER, St. Paul, has
been promoted to vice president-controller, American National Bank.... EMIL
KvCERA was named assistant corporate
controller, American Hoist.
HAROLD D. HAIGHT, Salt Lake Area, has
been promoted to senior vice president
of Bettilyon Mortgage & Loan Company.
LOREN HARRELL, San Diego, is now
senior accountant with Kearfott Div.,
Singer - General Precision.... EUGENE
SULLIVAN, chapter past president, has
been named vice president for Continental Aviation & Engineering Co. in
Toledo, Ohio.
DEAN KAMPE, San Francisco, has been
appointed to the newly- created position
of controller, Levi Strauss - Europe.
GEORGE AULD,Seattle, has joined Mason
Clinic as controller.
EDWARD J. KILLION, South Central Indiana, was recently appointed to the
board of directors of Arvin Industries.
He is assistant treasurer and corporate
controller.... HOWARD MELANDER has
joined H. O. Canfield Co. as assistant to
the controller.
Three Southwest Los Angeles members
have been named at North American
Rockwell. KEITH BENGTSON was named
M AN AG E M E N T AC CO UN TING / JU NE 19 7 0

controller of the Los Angeles Division,
D. J. SMOCK has been promoted to manager, and DENNIS YOSHIDA was named
manager- accounts receivable and costs,
Los Angeles Division.

GEORGE C. HICKERSON, 67, Jackson,
1946.
R. STANLEY LAMAR, 51, Kansas City,
1962.
JAMES H. LEDLOW, 68, Houston, 1932.
L. W. KINNER, Syracuse, has been pro- Emeritus Life Associate.
moted to divisional controller, Bomac ALBERT R. MASCHAL, 58, San Diego,
1960.
Div., Gould, Inc.
JOSEPH R. RATICO,Trenton,recently was HAROLD L. McKAY, 41, Williamsport,
named vice president and treasurer of 1968.
LEo W . MORTON, 58, Minneapolis,
Mercer Rubber Co.
1958.
WILLIAM TAGTMEIER, Tri- Cities, was
JOHN P. MURRAY, 71, Boston; Fort
elected vice president of Deere & Co.
Wayne; Merrimack Valley,1943. EmeriRICHARD E. BISHOP, Union County, has tus Life Associate.
been appointed assistant treasurer and as- RICHARD L. PAISLEY, 40, Pittsburgh,
sistant secretary of Continental Copper 1961.
& Steel Industries, Inc.
HOWARD T. PERCIVAL, 57, Minneapolis,
1966.
Three Washington members were named
at the General Accounting Office, Civil ANTONIO RAMOs- RAMIREZ, 61, MayDivision. WILLIAM MARTIN was named aguez, 1968.
assistant director; DONALD MUTZABAUGH, DAVID W . SCHELTER, 77, Rochester,
special assistant to the director, and 1938. Emeritus Life Associate.
GEORGE PECK, assistant director.
ROY W. SWISHER, 62, Cleveland East,
JOHN F. HONER,Waukesha Area, is now 1945.
controller, Eagle Knitting Mi l l s . . . . ROBERT W . WHITE, 42, Rochester,
WILLIAM R. KLIPPEL has been pro- 1969.
moted to manager of general accounting, WILLIAM O. WHITE, 76, Delaware
past president, 1946. Emeritus Life AsKoehring Div., Koehring, Inc.
sociate.
JOHN E. VAVASOUR, Westchester, was
named director of information process- ASSISTING A SMALL BUSINESS
ing department, Consolidated Edison
Co. of New York. He is national treas- Continued from page 55
urer of NAA.
grounds and personal likes and dislikes
THOMAS BENNETT, We st more land in the same manner as fellow co- workers
County, has been named senior account- would normally converse. These informal
ant at West Penn Power.... RONALD luncheons created the type of easy feeling
BROWN has been named assistant to the I had visualized as being desirable before
undertaking the task.
comptroller at Elliott Co.
In my opinion the personal relationNOEL ESTEP, Wichita, was promoted to ship established on this project did as
executive president of the Southwest much as the technical effort put forth
National Bank.... DOUGLAS SHARP was to further the goodwill that is intended
recently appointed chairman of the ac- to be established by the Association's
counting department at Wichita State (and Washington Chapter's) SocioUniversity.
Economic Program.
JOSEPH D. WILLIAMS, Worcester, has
been appointed director of budgets, Paul
Revere Life Insurance Co.

The efforts of Mr. Roberts and his fellow stockholders to establish a small
company that will flourish and give them
a return on their capital investment are
In M e m o r i a m
typical of American small businesses.
Their problems, too, are similar to those
Morristown,
DONALD H. BIESER, 39,
that will be encountered by other busi1970.
nesses that will seek and be given adJOHN DAVIS, 54, Member -at- Large,1961.
visory assistance.
NASH F. DuNNicAN, 56, Virginia Skyline,
Hopefully, voluntary financial man1954.
agement advisory programs such as the
MARC EISENDORF, 41, New York, 1963. one inaugurated by the Washington
GILMAN C. HARVEY, 75, Boston past Chapter —ind later adapted at the napresident, 1942. Emeritus Life Associate. tional level by the Association —will help
ARTHUR L. HAUER, 72, Reading past many of these businesses to succeed
president, 1942. Emeritus Life Associate. and thus strengthen free enterprise.
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PRESIDENT'S PERSPECTIVE

Responding to
Management Needs
In a speech at the National Industrial Conference Board's Financial Conference in Los Angeles last April, I tried to suggest some of the challenges
facing business in the Seventies. I listed the need for continuing corporate
expansion in the face of fixed dollar profits and inflation during the past
four years, environmental control, and the problem of coping with the
economic and other demands of the people employed by business.
If we accept the concept that the management accounting function
encompasses "the entire range of socio-economic information needed by
those who manage a business and by those who provide its capital," then
it is obvious that the management accountant has an important and challenging role to play in all these areas. To provide the information upon
which management makes decisions, he must have intimate knowledge of
overall company objectives and the inter - relationship of corporate functions. He must, in effect, organize and operate a management information
system.
He must also hone his ability to interpret and communicate. He must
communicate at the lower echelons in order to get the proper data for
processing. He must interpret if the data is to become meaningful to management. And he must communicate effectively to top management if his
information is to be accepted and utilized in decisions. As you probably
know, communications is receiving increasing emphasis in the Association's
Continuing Education Program.
In short, the management accountant must be responsive to the needs
of management and management must be responsive to the potentials of
management accounting. In my opinion, the management accountant has
measured up to this responsibility. He has earned his place at the top
management conference table.
At the Annual Dinner in Minneapolis this month I will turn over the
reins of office of the NAA presidency to my successor. It has been a very
rewarding year. My visits to chapters helped me to appreciate the extent
and depth of this organization. The involvement in policy- making
sharpened my appreciation of what the Association is doing and planning
to do for the membership. With these new insights, and in my new status
as a past president, I expect to continue assisting the Association in its
educational efforts in the field of management accounting.
Grant U. Meyers
President, 1969 -70
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Topical Index to Articles in
MANAGEMENT ACCOUNTING
Volume LI
and NAA Research Publications
July 1969 — June 1970

An Efficient Procedure for Audit of Accounts Receivable.
W. EDWARDS DEmiNC an d T . NELSON GRICE. March
1970.
Some Simple Shortcuts from Revenue Earned to Cash- in -theTill. RORERT F. GARLAND. March 1970.
Ae r os p a c e Indu stry
Charting Schedule Performance. JAMES A. BROADSTON. November 1969.
Computerized Communication and Control of Backlog Commitments: The 'Lifeblood' of an Organization's Survival.
MICHAEL R. TYRAN. November 1969.
Computerized Cost Accumulation —A Must for Management's Effectiveness. MICHAEL R. TYRAN. June 1970.
Crewloading: A Work Control Technique for Modern Management. C. GILBERT EVANS. February 1970.
Cycle Inventory Audit. RAYMOND G. YAKEL. May 1970.
Management Accounting Control by Remote Output. JACK
H. KORr. November 1969.
Managing Indirect Costs in the Aerospace Industry. JAMES
M. VAN TATENHOVI_ September 1969.
Agr i c u l t u r a l M a c h i n e r y a n d Eq u i p me n t
Dialogue Makes the Difference Between Accountant and
Management. ROBERT F. VAN LOON. October 1969
(Letter of comment McBRIDE April 1970).
How to Obtain Probability Estimates in Capital Expenditure
Evaluations: A Practical Approach. TERRY D. COLE.
June 1970.
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Al u m i n u m
Control of In- Process Inventory. HERBERT K. DAVID. December 1969.
Assets —F ixed (See also Bu dg et s, Dep r ec ia ti on , De pletion and Amor t i za t i on , Estima ting, F or eca sti ng,
Profits and Re t u r n on I n ve st me n t )
Allocation of Equipment Cost in the Heavy Construction Industry. WILLIAM H. RosSMAN. November 1969.
Cost Control at a New Plant. JACK R. LEACH. February 1970.
How to Obtain Probability Estimates in Capital Expenditure
Evaluations: A Practical Approach. TERRY D. COLE.
June 1970.
Purchase or Lease: That Is the Question. MAURICE F. `VILHELM, JR. July 1969.
Purchase vs. Lease: Computer Obsolescence. HOWARD M.
FELT and DONALD T. BARSKY. October 1969 (Letter
comment REDMOND May 1970) .
Use of Capitalized Cost in Repeated Replacement Problems.
ENRICO PETRI. September 1969.
Using Appraisal Information. ROBERT O. BROWN. October
1969.
of

Ac c ou n t s Re c e i va b l e (See also Billing)

Management Accounting in the Airlines with Optical Reading Computers. JACQUES MERLO. July 1969.
Progress in Corporate Financial Reporting. DUDLEY E.
BROWNE. July 1969 (Letter
comment CATLETT December 1969) .
Question of Uniform Accounting Standards, The. FORREST
L. HEUSER. July 1969.

As s e t s —Intangible
Analysis of Uncertainty in Capital Expenditures. Lours E.
GEILER. January 1970.
Management Of Capital Expenditures. WENDELL M. CHILDS.
January 1970.
Purchased Goodwill Is an Investment: Treat It as Such. ALAN
F. SMITH. November 1969 (Letter
comment SMITH
June 1970).
of

of

Accountants in 1984. JAMES J. FINERTY. March 1970.
Applied Mathematics and Accounting. A. WAYNE CORCORAN. August 1969.
Comparability in Accounting. ARTHUR R. WYATT. July 1969.
Progress in Corporate Financial Reporting. DUDLEY E.
BROWNE. July 1969 (Letter
comment CATLETT
December 1969) .
Proposal to Computerize the Accounting System, A. DAVID
R. SLUTZKER. September 1969 (Letters of comment
B o P P February 1970 and TRAPP May 1970).
Wh a t Business Are W e In? Information! BRUCE JOPLIN.
March 1970.

Ai rp l an e Con s t ru c t i on a n d Tr a ns p or ta t i on

of

Ac c ou n t i n g (See also Da t a P r oc e s s i n g and
S ys t e m s a n d P r oc e du r e s )

At om i c En e r g y
Program Control Network: A Tool for Month End Closing.
STEPHEN W. WUCHINA. July 1969.
65

Banks and Banking
Inventory and Financing Procedures for a Mortgage Banker.
JOHN W. HEANION. December 1969.
Put Your Banker to Work. JOHN B. PIPKIN, II. February
1970.

of

Cost Control and Reduction
Control Cost Accounting. KENNETH R. RICKEY. April 1970.
Control in Multi- Division Operations. JAMES J. BROWN. August 1969.
Control vs. Cost of Control. FORREST L. HEUSER. February
1970 ( Letter comment CULTER May 1970) .
Cost Control at a New Plant. JACK R. LEACH. February 1970.
Dialogue Makes the Difference Between Accountant and
Management. ROBERT F. VAN LOON. October 1969
(Letter comment McBRIDE April 1970).
Savings Game, The. PHILIP PHILO. February 1970 (Letter
comment CULTER May 1970) .
of

Billing (See also Accounts Receivable)
Some Simple Shortcuts from Revenue Earned to Cash- in -theTill. ROBERT F. GARLAND. March 1970.

Cost Accounting (See also Training of
Management Accountants)
Computerized Cost Accumulation -A Must for Management's Effectiveness. MICHAEL R. TYRAN. June 1970.
Controllership Obsolescence: Fact or Fiction. K. FRED
SKOUSEN and ROBERT K. ZIMMER. June 1970.
Research in Management Accounting by NAA. WALTER B.
McFARLAND. March 1970.
Update Your Cost Accounting System. ROBERT W. HOLMES.
February 1970 (Letter comment CULTER May 1970) .

of

Automobiles and Accessories
Captive Finance Company: Profitability and Control Reporting, The. RICHARD C. LANG and CHARLES F. LURSEN.
May 1970.
Flexible Report Generation Programs. JOE B. FREEMAN, JR.
September 1969.

Construction
Allocation of Equipment Cost in the Heavy Construction
Industry. WILLIAM H. RoSSMAN. November 1969.
Controlling and Estimating Labor Costs in the Construction
Industry. DAVID B. NORDBY. May 1970.
Mechanized Intercompany Transfer System. DAVID P.
FLANDERS. October 1969.
Unitization of Construction Work Orders. WILLIAM B. BELFORDand LELAND G. AYER. September 1969.

of

of

Auditing
An Efficient Procedure for Audit of Accounts Receivable.
W. EDWARDS DEMING and T. NELSON GRICE. March
1970.
Audit of Management: Report on a Field Study, The.
CHARLES H. SMITH and ROY A. LANIER. June 1970.
Auditing- Advanced Computer Systems. ROBERT E. BATES.
June 1970.
Cycle Inventory Audit. RAYMOND G. YAKEL. May 1970.
Statistical Sampling and Auditing. GARY MALLERY. August
1969 (Letter comment EISEN February 1970).
Use of Computer to Facilitate Audit of Transportation
Charges. JOHN M. LOXTON. January 1970.

of

of

Budgets (See also Assets- Fixed, Depreciation, Depletion and Amortization, Estimating, Forecasting,
Profits and Return on Investment)
Budgeting Foreign Exchange Losses. ALFRED M. KING. October 1969 (Letter
comment HOPLEY June 1970).
Control Cost Accounting. KENNETH R. RICKEY. April 1970.
Human Behavior: The Key to Success in Budgeting. RONALD
BEDDINGFIELD. September 1969 (Letter
comment
JAMEYsoN February 1970) .
Management Information System for Direct Planning, Forecasting and Budgeting. JOHN J. OMLOR. March 1970.
Managing Indirect Costs in the Aerospace Industry. JAMES
M. VAN TATENHOVE. September 1969.
PPBS: A Challenge to Non -Profit Accounting. DONALD R.
NICHOLS. November 1969.
Profit Planning with Probabilities. LEROY J. PRYOR. April
1970.
Setting and Controlling Budgets With Regression Analysis.
HUGH E. BRADLEY. November 1969.
Calendar Reform
Calendar Variance Reporting. DAVID G. CARREAU. January
1970.
Cash Flow
Hidden Resources in the Dues Dollar. THOMAS P. MCCONNELL. December 1969 (Letter of comment HARPER
June 1970) .
Of Men and Money: The Problem of the Small Business.
SHERMAN E. CRITES. April 1970.
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Credit
Credit Union Election Results by Computer. JAMES J. MCCUE. April 1970.
Financial Reporting for Security Investment and Credit Decisions. MORTON BACKER. Research Study No. 43.
March 1970.
Data Processing (See also Accounting and
Systems and Procedures)
Applied Programming Packages are Growing in Importance.
JOHN F. LENIHAN. January 1970.
Auditing - Advanced Computer Systems. ROBERT E. BATES.
June 1970.
Computerized Communication and Control of Backlog Commitments: The `Lifeblood' of an Organization's Survival.
MICHAEL R. TYRAN. November 1969.
Computerized Cost Accumulation -A Must for Management's Effectiveness. MICHAEL R. TYRAN. June 1970.
Credit Union Election Results by Computer. JAMES J. MCCUE. April 1970.
Data Processing Service Bureaus. DONALD R. THOMAS. March
1970.
Flexible Report Generation Programs. JOE B. FREEMAN, JR.
September 1969.
Integrated Accounting Systems: A Practical Approach. JOHN
L. GOOLSBY. September 1969.
Kelson Happening, The. J. FRED BIENZ. July 1969.
Management Accounting Control by Remote Output. JACK
H. KORF. November 1969.
MANAGEMENTACCOUNTING/JUNE1970

Management Accounting in the Airlines with Optical Reading Computers. JACQUES MERLO. July 1969.
Mechanized Intercompany Transfer System. DAVID P.
FLANDERS. October 1969.
People and Computers. ROBERT W. CLARK. October 1969.
Planning Communications in a Computer Network. GLENN
K. MOWRY and BARDO G. JACOBI. June 1970.
Program Control Network: A Too] for Month End Closing.
STEPHEN W. WUCHINA. July 1969.
Proposal to Computerize the Accounting System, A. DAVID
R. SLUTZKER. September 1969 (Letters of comment
BoPP February 1970 and TROPP May 1970) .
Purchase vs. Lease: Computer Obsolescence. HOWARD M.
FELT and DONALD T. BARSKY. October 1969 (Letter of
comment REDMOND May 1970) .
Touch -Tone Attendance and Labor Reporting. OREN H.
WELLER. August 1969.
Unitization of Construction Work Orders. WILLIAM B. BELFORD and LELAND G. AYER. September 1969.
Update Your Cost Accounting System. ROBERT W. HOLMES.
February 1970 (Letter of comment CULTER May 1970) .
Use of Computer to Facilitate Audit of Transportation
Charges. JOHN M. LoxTON. January 1970.
Using Data Processing in Tax Scheduling. RONALD E. FINK.
February 1970.
De p re c ia t i on , De pl e t ion a n d Amor t iza ti on (See also
As s e t s -F i x e d , Budgets, Estimating, F ore cast ing,
Profits and Re t u r n on I n ve s t me n t )
Casting Up a Projection. G. KENNETH DYE. February 1970.
Use of Capitalized Cost in Repeated Replacement Problems.
ENRICO PETRI. September 1969.

(See also O ve r h e a d )
Acceptance of Direct Costing. A. N. ANDERSON. March 1970.
Application of Direct Costing, An. PAUL NORTH. January
1970.
Contribution Margin in Decision Making. BRUCE L. MIL LIGAN. October 1969 (Letter of comment WRIGHT February 1970) .
Performance Reports Based on Direct Costing: A Case Study.
ROBERT D. MILLER and TERRY L. ROBINSON. April
1970.
Relevant Costing: Footnote to a Controversy. WILLIAM L.
FERRARA. January 1970.
Di r e c t Cos t i n g

Line of Business Reporting and Product Profitability. BERTRAND J. BELDA. March 1970.
Performance Reports Based on Direct Costing: A Case Study.
ROBERT D. MILLER and TERRY L. ROBINSON. April
1970.
Ea r l y Cl os i n g
Program Control Network: A Tool for Month End Closing.
STEPHEN W. WUCHINA. July 1969.
El ec tr ic al M a nu fa ct ur in g
Dynamic Accounting for Effective Management. HUGH D.
LUKE. May 1970.
Extending PERT /CPM Into Computerized LOB. JACK
CARTER and DON TOMLINSON. May 1970.
Kelson Happening, The. J. FRED BIENZ. July 1969.
Negotiating Overhead Expense With Confidence. RAYMOND
B. JORDAN. December 1969.
Stock Inventory Control with Data Bases and Analysis. CARL
D. CRANKSHAw and ROBERT J. CORLETT. May 1970.
Eng in ee ri ng
Credit Card /EDP Control of Engineering
LAWRENCE E. HOUK. August 1969.

Drawings.

Estimating (See also As s e t s -F i x e d , B u d g e t s De p r e ciation, De p l et i on and Amor t i za t i on , F or ec ast in g,
Profits and Re t u r n on I n ve s t me n t )
Unbalanced Bidding vs. Income and Performance Measurement. FELIX P. KOLLARITSCH. May 1970.
F a r ms
An Application of Direct Costing. PAUL NORTH. January 1970.
F i na n ci a l Con t rol
Captive Finance Company: Profitability and Control Reporting, The. RICHARD C. LANG and CHARLES F. LURSEN.
May 1970.
Maintaining Balance in Financial Position. ALBERT W .
WRIGHT. September 1969.
Make It Happen. FRED CATALDO. May 1970.
F i na nc ia l Or ga ni za ti on s
Cost Distribution Using Infinitely Variable Averages. BRUCE
K. WILLARD. October 1969.

Dis tri but ion
Computerized Communication and Control of Backlog Commitments: The 'Lifeblood' of an Organization's Survival.
MICHAEL R. TYRAN. November 1969.
Statistical Estimations of Historicar Distribution Cost. DORA
R. HERRING. October 1969.
Di ve r s i fi e d Comp a n i e s
Bridging Communications Gap between Accountants and
Managers. RAYMOND L. KELSO and ROBERT R. ELLIOTT.
November 1969.
Conglomerates and the Federal Trade Commission. ALBERT
G. SEIDMAN. April 1970.
Control in Multi- Division Operations. JAMES J. BROWN. August 1969.
Framework for Financial Reporting by Diversified Companies, A. ALFRED RAPPAPORT and EUGENE M. LERNER.
Research Study No. 2. September 1969.
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F i na nc ia l S ta te me nt s

(See also Re por ts )
Appraisal and Evaluation of Internal Financial Reports. SoM
PRAKASH and JACK E. CISNEY. January 1970.
Comparability in Accounting. ARTHUR R. WYATT. July 1969.
Earnings per Share: Management and the Investor. KENNETH
R. RICKEY. December 1969.
Financial Reporting for Security Investment and Credit Decisions. MORTON BACKER. Research Study No. 3. March
1970.
Framework for Financial Reporting by Diversified Companies, A. ALFRED RAPPAPORT and EUGENE M. LERNER.
Research Study No. 2. September 1969.
Interim Reporting on Financial Statements. JOHN V. VAN
PELT, III. February 1970.
Progress in Corporate Financial Reporting. DUDLEY E.
BROWNE. July 1969 (Letter of comment CATLETT
December 1969) .
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F ood
Planning Communications In a Computer Nework. GLENN K.
MOWRY and BARDO G. JACOBI. June 1970.
F ore ca st in g (See also As s e t s -F ix ed , B ud get s, De pr eciation, De p le t ion and Amor t i za t i on , Estima ting,
Profits and Re t u r n on I n v e s t m e n t )
Asset Forecasting: A Defense Industry Technique. JAMES P.
McLANEY. September 1969.
Casting Up a Projection. G. KENNETH DYE. February 1970.
Sales and Revenue Forecasting. AREND J. SANDBULTE.
December 1969.
F or e i g n P r a c t i c e s
of

Budgeting Foreign Exchange Losses. ALFRED M. KING.
October 1969 (Letter
comment HOPLEY June 1970).
Financial Planning in Nations With Fluctuating Currencies.
ALAN TECK. January 1970.
F ou n d r i e s
How a Foundry Revised Its Standard Cost System. FLORENCE
ANDERSON. May 1970.
Glass

of

Inc ent ives and P rof it Sh ari ng (See also L a b o r , P a yr ol l Ac c ou n t i n g P e n s i on P l an s and Un e mp l oy m e n t
Insu ran ce)
Basic Principles of Pension Funding and APB Opinion No. 8.
PAUL D. HALLIWELL. July 1969.
Motivation: Financial and Nonfinancial. KENNETH J. BUCHENROTH. December 1969.
Institutions
Hidden Resources in the Dues Dollar. THOMAS P. MCCONNELL. December 1969 (Letter
comment HARPER
June 1970).
Inte r -Unit Acc ount ing
Inter -Unit Pricing and Your New Pricing Expert: The IRS.
DAVID E. COOK. August 1969.
Mechanized Intercompany Transfer System. DAVID P.
FLANDERS. October 1969.
Records and Procedures for Joint Pole Use. ROBERT E.
NEVLING. June 1970.
In ve n tor i e s (See
an d Ac c ou n t i n g )

also Ma t e r i a l Con t r ol

Computation of LIF O Index: A Statistical Sampling AppIoach. LAWRENCE J. RESTALL and PETER CZAIJKOWSKI.
September 1969 (Letter
comment McDoWELL and
RESTALL May 1970) .
Control of In- Process Inventory. HERBERT K. DAVID. December 1969.
Cvcle Inventory Audit. RAYMOND G. YAKEL. Mav 1970.
Relevant Costing: Footnote to a Controversy. XVILLIAM L.
FERRARA. January 1970.
Stock Inventory Control with Data Bases and Analysis. CARL
D. CRANKSHAW and ROBERT J. CORLETT. May 1970.
Technological Change and Its Effects on Dollar -Value LIFO.
EDWARD J. BLAKELY and HOWARD E. THOMPSON. August
1969.
of

Determining the Acquisition Value of a Company. JOHN C
CHAMBERS and SATINDER K. MULLICK. April 1970.

Meeting the Challenge of Technical Wor k. CHARLES C.
GIBBONS. August 1969 (Letters comment KNESEL and
SMITH April 1970) .

of

Responsibility for Corporate Financial Reports. THOMAS
EDWARD LYNCH. May 1970.

G ove r n me n t Con t r a c t s
Accounting Control of Government Contract and Commercial Program Activity. JEROME F. SEIFRIED and
WILLIAM H. SCHATZ. March 1970.
An Alternative to Uniform Cost Accounting Standards.
RICHARD G. MULLIGAN. April 1970.
Asset Forecasting: A Defense Industry Technique. JAMES P.
MCLANEY. September 1969.
Developing Bidding Factors for a Quality Assurance Department. CHARLES SHOEMAKER and BILL HOOK. January
1970.
Negotiating Overhead Expense With Confidence. RAYMOND
B. JORDAN. December 1969.
Question of Uniform Accounting Standards, The. FORREST L.
HEUSER. June 1969.
G ove r n me n t Re g u l a t i on

Iron an d St eel
Interim Reporting on Financial Statements. JOHN V. VAN
PELT, III. February 1970.
Management Information System for Direct Planning, Forecasting and Budgeting. JOHN J. OMLOR. March 1970.

Conglomerates and the Federal Trade Commission. ALBERT
G. SEIDMAN. April 1970.

Lab or (See also Inc en ti ve s and P rofi t Sha ri ng , P a yrol l Ac c ou n t i n g , P e n s i on P l a n s and Un e m p l o y me n t
In su ra nc e)

G o ve r n m e n t U n i t s

Accounting for Vacation Expense. DIXON FAGERBERC, JR.
December 1969.
Controlling and Estimating Labor Costs in the Construction
Industry. DAVID B. NORBY. May 1970.
Crewloading: A Work Control Technique for Modern Management. C. GILBERT EVANS. February 1970.
Touch -Tone Attendance and Labor Reporting. OREN H.
WELLER. August 1969.

Financial Reporting in Municipalities. GoYNE A. ROBASON
and L. PADEN NEELEY. March 1970.
PPBS: A Challenge to Non -Profit Accounting. DONALD R.
NICHOLS. November 1969.

of

H u ma n Re l a t i on s
Human Behavior: The Key to Success in Budgeting. RONALD
BEDDINGFIELD. September 1969 (Letter
comment
JAMEYsoN. February 1970) .
Human Resource Accounting: A Too] to Increase Managerial
Effectiveness. R. LEE BRUMMET, ERIC G. FLAMHOLTZ
and WILLIAM C. PYLE. August 1969 (Letter of comment
TOOLE January 1970) .
68

Lea th er
Widget Pricing. PETER F. MORRIS. December 1969.
M achi ne Shops
Cost Reporting for the Small and Medium Size Job -Shop
Operation. RONALD L. WISE. February 1970.
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Machin ery Ma nufact uring
P.

Pension Plans (See also Incentives and Profit Sharing, Labor, Payroll Accounting and Unempl oym ent
Insurance)

C o n t r o l vs. C o s t of C o n t r o l . FORREST L . HE U SE R. F e b r u a r y

B a s i c P r i n c i p l e s of P e n s i o n F u n d i n g a n d A P B O p i n i o n N o .

C o m p u t i n g P r o d u c t C o s t s a t a M a n u f a c t u r i n g F i r m . JON
BAI RD . Fe br ua ry

Maintenance

Work

KN OBLOCH,

Au t ho r iz ati o n

D ON ALD

BLOT Z E R. M ay

CU L T E R M a y

comment

of

1970. (Letter

1970.

C.

and

SCHIN DLER

1970).

Control.

PA U L D . HALL I WE L L. J uly

1969.

J.

JOSE PH

and

R.

1970.

Pharmaceuticals
S e t t i n g a n d C o n t r ol l i n g B u d ge t s W i t h

P i t f a l l s o f M i s i n f o r m a t i o n : A C a s e S t u d y. J A M E S
June

8.

JOHN

W.

JON ES.

HU G H E . B RA D LE Y . N ov e mb e r

1970.

Re gr e s s i o n An a lys is .

1969.

Pricing
Management

B a r t e r A c c o u n t i n g i n t h e P u e r t o R i c a n S u g a r I n d u s t r y . JOSE

D y n a m i c A c c o u n t i n g for E f f e ct i v e M a n a g e m e n t . H u c H D .
LUKE . May

1970.

Human R esource Account ing: A

G.
A u g u s t 1969 (Letter

and W I L L I A M C. P Y L E .
T O O L E J a n u a r y 1970.)
Meeting

the

Prod u ct iv e or S t an d b y

Chal l e nge

comment

P r o f i t a b i l i t y . BE R-

1970.

of

D A V I D E . C OO K . Au gus t

1969.

P i t f a l l s of M i s i n f o r m a t i o n : A C a s e S t u d y . J A M E S
June

W.

JONE S.

1970.

1969 (Letters
1970).

1970.
U n b a l a n c e d B i d d i n g vs. I n c o m e a n d P e r f o r m a n c e M e a s u r e -

Te chni cal

GI BB ON S. August
SM I T H Apr il

1969.

Pri ce C hange s and P rofi t abi l it y. W I LLI AM E . AR N S T E I N . M ay

Work.

CHAR LE S

comment

of

A

T R A N D J. BE L D A . M a rc h

of

Tool t o I n c r e a s e M a n a g e r i a l
E f f e c t i v e n e s s . R . L E E BR U M M E T , E R I C
FLA M H OL T Z

Manageme nt:

CASAL. A u g u s t

In te r -U ni t P ri ci n g a n d Y o u r N e w P ri ci n g E x p e r t : T h e I R S .

KN E SE L

C.
and

me nt . F E LI X

P. KO L LA R I T S CH .

M ay

1970.

W i d ge t P r i c i ng. P E T E R F . M OR R I S . D e c e mb e r

1969.

Printing and Publishing
Material Control and Accounting
(See also Inventories)

Finan cial P l an n i n g i n N a t i o n s W i t h Fl u ctu at i ng C urre n ci e s .
ALAN T E CK. J a n u a r y

1970.

St ock I n ve nt or y C on tr ol wit h D at a Base s an d Analysi s. C AR L
D . CRANKSHAW

and

ROBE RT J. CO R L E T T . M a y

Product Cost and Appraisal

1970.

C o m p u t i n g P r o d u c t C o s t s a t a M a n u f a c t u r i n g F i r m . JON

Mergers of Corporations

BAIRD. F e b r u a r y

D e t e r m i n i n g t h e A c q u i s i t i o n V a l u e o f a C o m p a n y . JOHN
CHA M BE RS

and

SATINDER K . M U L L I C K . A p r i l

C.

1970.

M a k e I t H a p p e n . FRE D CAT A LD O. M ay

BE LFORD

Construction

and

ST E P HE N

LE LAND

G.

Work

Or d e r s .

WI LLI AM

AYE R. September

B

1969.

K. W I LLARD. Octo ber

W.

1969.

D ecembe r

1969.
C. N OR T HC OT E PARKINSON.
N o v e m b e r 1969 (Letters
comment RE E VE S and
FERRARO M a r c h 1970.
P i t f a l l s o f M i s i n f o r m a t i o n : A C a s e S t u d y . JAM ES
W. JONE S.
J u n e 1970.
of

O u r Ov e r h e ad s Ar e Ov e r h i gh .

ve mbe r

1969.

1969.

C r e d i t C a r d / E D P C o n t r o l o f E n g i n e e r i n g D r a w i n g s . LAW-

1969.

De v e l o pi n g B i dd i n g Fact o rs fo r a Qu al i t y As s uran ce D e part m e n t . CHAR LE S SHOEM AKE R

and

BI LL HOOK. J a n u a r y

1970.
Ext e ndi ng P E RT / CP M I nt o Comput e ri z e d LOB. JACK CARTER and D O N T O M L I N S O N . M a y 1970.
K e l s o n H a p p e n i n g , T h e . J . FR E D BI E N Z . J u l y
Make I t Happe n. F RE D CAT ALDO. May

1969.

1970.

P r o ce d u r e to F i n d O p t i m a l O v e r r u n Q u a n t i t y , A. WALT E R

Paper and Paper Products

JON E S. Fe bru ary

of

C o n t r i b u t i o n M a r g i n i n D e c i s i o n M a k i n g . BRU CE L . MI L -

1969 (Letter

E nd Cl osi ng.

Production Planning and Control

RE N C E E . H OU K . Au gus t

N e g o t i a t i n g O v e r h e a d E x p e n s e W i t h Co nf i de n ce . R AY M ON D

LI GA N . Octo be r

Tool f o r M o n t h
1969.

WU C HI N A. Ju ly

C h a r t i n g S c h e d u l e P e r f o r m a n c e . JAM ES A . BROADSTON. N o -

be r

C o s t D i s t r i b u t i o n U s i n g I n f in i t e l y Va r i ab l e Av e ra ge s. B RU C E

comment

WRI GHT Feb-

r u a r y 1970) .
R a t i o n a l A b u s e o f A c c o u n t i n g I n f o r m a t i o n , T h e . AL L E N H .
SE E D ,

1969.

Co n tr o l o f I n - Pr o c e s s I n v e nt o ry. HE R B E R T K. D AV I D . D e ce m -

Overhead (See also Direct Costing)

B. J O R D A N .

K . ` V I LL AR D . O c t o b e r

P rogr am Co nt rol N e t w ork: A

1970.

Natural Gas
of

C o s t D i s t r i b u t i o n U s i ng I nfi ni t e l y V ari abl e Ave rage s . B R U C E

Production Measurement

Metal Works

Uni tiz ati on

P.

1970.

III. J a n u a r y 1970.

Payroll Accounting (See also Incentives and Profit
Sharing, Labor, Pension Plans and Unempl oym ent
Insurance)
Che ck- Account P ayrol l S yst e m. ALF R E D M. KI N G. J une
1970.
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1970.

Profits (See also Assets -Fixed, Budgets, Depreciation, Depletion and Amortization, Estimating, Forecasting, Profits and Return on Investment)
Pri ce C hange s and P rofi t abi l it y. W I LLI AM E . AR N S T E I N . M ay

1970.
Profit P l a n n i n g wi t h

P r o b a b i l i t i e s . L E R O Y J . PRY OR.

April

1970.
Us e o f I n d icat o rs i n P l an ni n g fo r P ro fi t s. T i lOAI AS
Nove mber

S. DUDICK.

1969.
69

Framework

Public Utilities
A n a l y s i s of U n c e r t a i n t y i n C a p i t a l E x p e n d i t u r e s . L o u r s E .
GE I L E R. J a n u a r y

How

ROB E RT

D O D G E . A u gu s t

H.

and

Pro ce dures

NE VLI NG. June
cember

for

1969.

Joi nt

Interim Reporting on
PE L T ,

Pole

Use.

ROB E RT

E.

Reporting

by

and

Div ersi fi ed

Com-

EU GE N E M . LE RN E R.

2. S e p t e m b e r 1969.

F i n a n c i a l S t a t e m e n t s . JOHN

V.

VAN

III. F e b r u a r y 1970.

Ke y I t e m R e po rt i ng. W I L LI A M L . M E D F O R D . A ugu s t

1969.

L i n e of B u s i n e s s R e p o r t i n g a n d P r o d u c t P r o f i t a b i l i t y . BE R-

1970.

Sal e s a n d R e v e n u e

Fin ancial

Rese arch S t u d y N o .

1970.

Le v e ra ge Aff e ct s t he C o s t of C ap i t a l t o a P ubl i c U t i l i t y.

Re cords

fo r

panie s, A. ALFRE D RAPPAPORT

TRAND J . BE LD A. M a r c h

F o r e c a s t i n g . AREN D J . SAN DBULT E. D e -

1970.

M a n a g e m e n t A c c o u n t i n g C o n t r o l b y R e m o t e O u t p u t . JACK

1969.

KOR F. N ov e mb e r

1969.
So D u l l ? R O B E R T L . S H U L T I S .
O c t o b e r 1969 (Letters
comment M CBR I D E , SC HE RR E R,
HU G HE S and KR A N Z A pr i l 1970).
H.

Must Accountants ' W rit ing Be
of

Purchasing
D o n ' t F o r g e t Y o u r P u r c h a s e O r d e r C o m m i t m e n t s ! RI CHARD

1970.

Pe rfo rman ce Re p o rt s B ase d o n Di rect C o st i ng: A C as e S t ud y.
JONE S.

W.

1970.

Pu rch ase or Le ase : T h a t
HE L M , JR. J u l y

Is
1969.

t h e Qu e s t i o n . MAURI CE F. WI L-

RO B E R T D . M I L L E R

June
Progre s s

Radio and Television

1970.

De ve l opi ng B i ddi ng F act ors for a Qual it y Ass urance D epart m e n t . CHAR LE S SHOEM AKE R

and

BI LL HOOK. J a n u a r y

1970.

SE E D ,

Fin an ci al

1969 (Letter

Re port i ng.

comment

D U D LE Y

E.

CA T LE T T D e -

H.

III. J a n u a r y 1970.

J OHN

H. HE N NE SSY ,

Tre atment and Disclosure of Re se arch and De ve lopm e nt E xpendit ure s, T h e .

Railroads
RO BE RT F . GA R LA N D . M a rc h

BRAD ISH. J u l y

BRY CE B . O R T O N

1969 (Letter

and
comment

RI CHARD D .
LE M ON Ap r i l

1970).

1970.

Records

Retailing

Pres erv at io n and Orde rl y D es tru ct io n o f Re cords .
AN GE LL . M a r c h

C.

ROB E RT

M a l l : T r e a s u r e T r o v e o r T r a p , T h e . ROB E RT B . OA KL E AF .

1970.

June

1970.
of C a p i t a l
J a n u a r y 1970.

M anage me nt

Repairs and Maintenance
Mai nte nance

Work

KN OBLOCK,

Au th o ri zat io n

DON ALD

BL OT ZE R. M ay

C.

and

Control.

SCHI ND LE R

and

JOHN

JOSEPH

J

JACK

and

E.

CI SN E Y . J a n u a r y

B r i d gi ng C o m m u n i c a t i o n s

Gap

Be twe e n

M a n a ge r s . R A Y M O N D L . K E L S O
Nove mbe r

Di al ogue

Makes

the

of

Manage me nt.

R. E LLI OT T .

of

comment

Difference

ROB E RT

comment

W.

Be twe e n

F . V AN

PAT T I LLO.

MC BR I DE Ap ri l

OC1970).

Accountant

LO ON . O c t o b e r

MCB RI DE April

and

1969

1970.
P. SIAS.

1970.

Evaluation:

A

Practical

A p p r o a c h . TERRY D .

COLE .

J u n e 1970.
Man agem en t o f Capi tal E xp en dit ur es . WE N DE LL M . C HI LD S.
ROI

J a n u a r y 1970.
S i m u l a t i o n s for
May

Investment

Decisions.

RI CHARD

1970 (Letter of comment

A.

CULT E R

1970) .

Use of Capitalized Cost in Repeated Replacement Problems.

F i n a n c i a l R e p o r t i n g i n M u n i c i p a l i t i e s . GO Y N E A . ROBASON
L. PAD E N N E E LE Y . M a r c h

1970.

EN RI C O P ET R I. Se pte mbe r

1969.

W i d ge t P r i ci ng. P E T E R F . M O R R I S . D e c e mb e r

Fin ancial Re p o rt i n g fo r Security I n v e s t m e n t an d C re d i t D e c i s i o n s . M O R T O N BACKER. R e s e a r c h S t u d y

No. 3.

F l e x i b l e R e p o r t G e n e r a t i o n P r o g r a m s . JOE B . FRE E M AN , JR .

1969.

1969.

March

1970.
Septe mber

1970.

G E I L E R . J a n u a r y 1970.
How L e v e r a g e A f f e c t s t h e C o s t o f C a p i t a l t o a P u b l i c U t i l i t y .
ROB E RT H. D O D G E . A u g u s t 1969.
How t o O b t a i n P r o b a b i l i t y E s t i m a t e s i n C a p i t a l E x p e n d i t u r e

E LN I CKI . F e b r u a r y

Fi nan ci al C om mu n icati o n Wi t h Grap hi cs . C ARLE TON
Ap r i l

BA R D O G . J A C OB I . J u n e

Return on Investment (See also Assets- Fixed,
Budgets, Depreciation, Depletion and Amortization
Estimating, Forecasting and Profits)

1970).

D y n a m i c A c c o u n t i n g for E f fe ct iv e M a n a g e m e n t . HU GH D .
LU KE . M a y

and

An al ysi s of U n c e r t a i n t y i n C a p i t a l E x p e n d i t u r e s . L o u r s E .
and

1969.

1969 (Letter

(Letter

1970.
Accountants

and RO B E R T

C o m m u n i c a t i o n t h r o u g h R e p o r t s . JAM ES
tober

K. M OW R Y

1970.

Ap p rai sal an d E v alu ati o n o f I n t er n al F in anci al R ep o r ts . S o M
PRAKASH

E xpend itures . WE NDE LL M. C HI LDS.

P l a n n i n g C o m m u n i c a t i o n s in a C o m p u t e r N e t w o r k . GLE N N

R

Reports (See also Financial Statements)

70

1970.

JONE S.

1969) .

Research and Development Costs
A D HOC R e s e a r c h i n S m a l l C o m p a n i e s .
J R . J u l y 1969.

Some Si mpl e S hortcu ts fro m R even ue Earned to Cash- in -t he-

and

W.

R a t i o n a l A b u s e o f A c c o u n t i n g I n f o r m a t i o n , T h e . AL LE N

WI L-

and

LIAM H. SCHAT Z. M a r c h 1970.
C a s t i n g Up a P r o j e c t i o n . G . KE N N E T H D Y E . F e b r u a r y

Till.

Corporate

cember

c i a l P r o g r a m A c t i v i t y . JE ROM E F . SE I FRI E D

L. R OB I N SO N . A pr i l

1970.
in

BR OW N E . J u l y

Accounting Cont rol of Governme nt Contract and C omme r-

and T E RR Y

P i t f a l l s o f M i s i n f o r m a t i o n : A C a s e S t u d y . JAM E S

of

June

of

A. DUR O. Ju ne

P i t f a l l s of M i s i n f o r m a t i o n : A C a s e S t u d y . JAME S

Rubber
Motivation:

Fin an ci al an d

CHE N ROT H. D e c e m b e r

N o n f i n a n c i a l . KE N N E T H

J. Bu-

1969.
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Ships and Shipping
Credit Card /EDP Control of Engineering Drawings. LAWRENCE E. HOUK. August 1969.

Small Business
AD HOC Research in Small Cgmpanies. JOHN H. HENNESSY,
JR. July 1969.
Cost Reporting for the Small and Medium Size Job -Shop
Operation. RONALD L. WISE. February 1970.
Of Me n a nd Money: The Problem of the Small Business.
SHERMAN E. CRITES. April 1970.

Sta nda rd Costs
How a Foundry Revised its Standard Cost System. FLORENCE
ANDERSON. May 1970.
Role of Variance in Managerial Control, The. OSWALD
NIELSEN. October 1969.
Statistical Variance Control: Through Performance Reports
and On- the -Spot Observation. ROBERT W . KOEHLER.
December 1969.

Statistical and Mathemat ical Methods
Applied Mathematics and Accounting. A. WAYNE CORCORAN. August 1969.
Business Games and Simulation Techniques. JOHN G. BURCH,
JR. December 1969.
Computation of LIF O Index: A Statistical Sampling Approacb. LAWRENCE J. RESTALL and PETER C Z A J K O W S K I .
September 1969 (Letter of comment M c D O W E L L and
RESTALL May 1970) .
Dynamic Programming: An Introduction. FLOYD W. WIN DAL. July 1969.
Financial Communication Wi th Graphics. CARELTON P.
SIAS. April 1970.
Linear Programming: Some Implications for Management Accounting. RONALD V. HARTLEY. November 1969.
Operations Research and Decision - Oriented Management Information Systems. E. LEONARD ARNOFF. June 1970.
ROI Simulations for Investment Decisions. RICHARD A.
E L N I C K I . February 1970 (Letter of comment CULTER
May 1970) .
Setting and Controlling Budgets With Regression Analysis.
HUGH E. BRADLEY. November 1969.
Statistical Estimations of Historical Distribution Cost. DORA
R. HERRING. October 1969.
Statistical Sampling and Auditing. GARY MALLERY. August
1969 (Letter of comment EISEN February 1970).

Use of Capitalized Cost in Repeated Replacement Problems.
ENRICO PETRI. September 1969.

Sugar
Barter Accounting in the Puerto Rican Sugar Industry. JOSE
CASAL. August 1969.

Syst ems a n d Pr ocedur es (See also Accounting and
Data Processing)
Computerized Cost Accumulation -A Must for Management's Effectiveness. MICHAEL R. TYRAN. June 1970.
Integrated Accounting Systems: A Practical Approach. JOHN
L. GOOLSBY. September 1969.
Kelson Happening, The. J. FRED BIENZ. July 1969.
Management Information System for Direct Planning, Forecasting and BUDGETING. JOHN J. OMLOR. March 1970.
Operations Research and Decision- Oriented Management Information Systems. E. LEONARD ARNOFF. June 1970.
Question of Uniform Accounting Standards, The. FORREST
L. HEUSER. July 1969.
Update Your Cost Accounting System. ROBERT W. HOLMES.
February 1970. (Letter ofcomment CULTER May 1970) .
Wh a t Business Are W e In? Information! BRUCE JOPLIN.
April 1970.

T a xes
Using Data Processing in Tax Scheduling. RONALD E.
February 1970.

FINK.

Training of Management Accountants (See also
Cost Accounting)
Wh a t Have You Done for Yourself Lately? W . T . McLAUGHLIN. January 1970.

Tr ucks a nd T r uckin g
Use of Computer to Facilitate Audit of Transportation
Charges. JOHN M. LOXTON. January 1970.

Un em pl oyment Insur an ce (See also Incenti ves and
Profit Sharing, Labor, Payroll Accounting and Pension Plans)
Liability of Corporate Officers and Employees for Corporate
Employment Taxes. WALTER B. COOPER. December
1969.

Wir e a nd Cable
Calendar Variance Reporting. DAVID G. CARREAU. January
1970.

Letters to the Editor
Commenting on Articles Published
Prior to July 1%9
July 1969

(On

(On

(on
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Additional Regulations? CHARLES D. HAMILTON
October 1968) .
Corporate Controllership. PATRICK T'. MCGUIRE
October 1968) .

(on

August 1%9

Livestock Costing. ALLEN B. BESS
GONEDES, November
1968).
Product Line Reporting. `VILLIAM M. HARTMANN
FAIR,
November 1968) .

STATTS,
SWYERS,
71

St i l l A n o t h e r A l t e r n a t i v e . M I L T O N
LEY, O c t o b e r

S.

LYSDAHL ( O n CRU MB -

1968) .

D e p a r t m e n t a l B u d g e t s . J O H N A . LI N K ( o n A T W O O D , J a n u a r y

1969).
of

Evalu ati on

September 1969
Material

M i x a n d Y i e l d V a r i a n c e s . E ARL

KI M E LM AN , F e b r u a r y
Transi t ion:

Accountant

SM I T H

to

Executive,

The.

CHAR LE S

FERTAKIS, D e c e m b e r

T.
1968).

October 1969
A c c o u n t a n t ' s R o l e . ROBE RT N . M C D O U G A L L ( O n HARV EY ,
Fe bru ary

1969).
C o n v o c a t i o n of S p e c i a l i s t s , A . RONALD B . MASON ( o n HA RVEY, F e b r u a r y 1969).
H e l p W h e n I t Is N e e d e d . P A U L Y N E G O L D E N ( o n D E M A R E S T ,
A u g u s t 1968) .
K e e p A b r e a s t . W I L L I S J . DOMBROVSKE ( o n SE ID ER, M a r c h

1969).
Mathematics

and

Computers.

AL L E N , J a nu a r y

BE N J AM I N

J.

BROWN

( On

1969) .
November 1969

Annual

Price

March

S t udy.

LARRY

( On

December 1969
of t h e P o n d . FRANK R. LE W I S
1969).
P u b l i c L a w 87 -653. RU SSE LL E. E L M O R E
1969).
B o t h Si de s

(on

( o n SH AN z , A p r i l
( o n JAM ES, A p r i l

V ari a bl e P ract i ce a nd F i xe d T he or y. D O N ALD
FE s s, Apri l

H.

WEBER ( on

1969) .

January 1970
Skills. LLOYD J. BU C KW E L L, J R. ( on QU ACK ENBUSH, A p r i l 1969) .
N e w P r o d u c t L i n e . W A R D W. T H O M P S O N ( o n C O U L D , A p r i l
1969).
P o r t a b l e P e n s i o n s . V E RN ON G. FLICKI NGER ( o n PARROT T ,
A p r i l 1969) .
Communication

WE LSCH,

May 1970

1969) .

C h u r c h A c c o u n t i n g . RICHARD
ru ar y

WASSE RM AN

S. T O D T
1969) .

ROGNESS ( o n

C.

1969) .

( o n SEX TON a n d

Capi tal E xpend iture s. MALCOLM

ANDERSON, M I L L E R a n d JON ES, M a r c h

K.

CARLSON ( o n F L O Y D , F e b -

1969).

I n v e s t m e n t A p p r o a c h t o P u r c h a s e v s . L e a s e . D A V I D A . RED MOND ( o n T A Y L O R , S e p t e m b e r

M E M O R I A L

E O U C A T I O N

1968) .

F U N D

You don't need a special reason to support the
NAA Memorial Educat ion Fund. Any day is the right day to
help furt her the educational goals of the Associat ion.
Remember the NAA Memorial Education Fund today.
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Now you can own an NCR
electronic calculator at the price
of an ordinary one.
A new model has joined the NCR line of Answer
Machines —the NCR 18 -12 electronic calculator. Its compact size, built -in carrying handle,
keyboard cover, and 6 1/ 2 -lb. weight make it
ideal for a businessman, accountant, or statistician on the move. Yet its capacity and performance are sufficient for heavy office use. And
it's at a price so reasonable it brings NCR quality electronic calculators within the reach
of almost any business.
Like all of NCR's Answer Machines, the new
NCR 18 -12is first cousin to an NCR computer.
Nothing moves in its solid -state electronic circuitry, so there's no calculating machine clatter.
The NCR 18 -12 electronic calculator does in
thousandths of a second what an ordinary calculator takes over a quarter of a minute to do.
In high - pressure offices that adds up to lots of
labor dollars every year. And there are no cams,
gears, or gadgets to jam or wear out.

answer

NCIZ

You don't have to be a trained operator to get
answers from the NCR 18 -12 or any of NCR's
Answer Machines. Enter a problem into a keyboar d the way you'd write it. Ta ke a chain
multiplication with division, for exa mple.
All you need enter on the keyb oa r d is
12 X 13 X 14 - 6 =. Instantly your answer is
displayed: 364. You don't have to copy intermediate figures back into the keyboard.
All NCR Answer Machines —from the small
NCR 18 -12 through the bigger 18 -1, 18 -2, and
18 -3—have functions and capacity to meet the
needs of any application. All have in the answer
automatic positioning of the decimal point.
Models 18 -2 and 18 -3 have automatic round -off
to the nearest cent and two memories to accumulate totals or store constants. Model 18 -3
has automatic square root calculation.
All are guaranteed by NCR for one year and
have the support of NCR's service network. No
matter where you're located, service is only a
phone call away.
Move up to the silence, speed, and performance of new NCR electronic calculators —the
Answer Machines. See them at your nearest
NCR br a nch or dea ler . Or wr it e to NCR,
Dayton, Ohio 45409.

ines

0
L

\

NCR

AT LAN T A
235 Peachtree St., N.E.
(404) 688 -2300
BALT IMOR E

select the

Th e Q u a d r a n g l e - C r o s s K e y s
3 0 1) 323 -7770

BOSTON
140 F ede ra l S t.
(617) 423.6440

BEST

CHICAGO
33 3 N . M i c hi g an Ave .
(312) 782. 6930

CINC INN AT I

.

60 6 Te rr a c e Hi l t o n
(513) 621.7711

CLEVELAN D
1367 E. 6th St.
(216) 621 -0670
D ALLAS
11 7 0 H a r t f o r d B l d g .
(214 ) 74 2 -9 171

.

.

select fro

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

the

GARDEN CIT Y, N.Y.
58 5 St e w ar t Ave .
(51 6) 248 -1 234

HART FORD
75 Pearl St.
(203) 278 -7170
HOUSTON

MOST

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

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

LOS ANGELES
3600 Wilshire Blvd.
(21 3) 381 -7 974

MI AMI

At Robert Half our procedures are efficient,
quick and confidential. We are the largest specialists
in the Financial and EDP placement field, and
we therefore have access to the most people and the

110 7 No rt he as t A ir li ne s Bl dg
(305) 377 - 8 7 2 8

MINN EAPO LIS

822
Marquette A v e .
(6 1 2 ) 3 3 6 -8 6 3 6
NEW YORK

33 0 Ma di so n A ve .
(21 2) 98 6 -13 00

most positions within this concentrated area

NEW ARK

1180
Raymond Blvd .
(20 1) 62 3 -36 61

of employment....

and from the most we carefully select the best....

PHILADE LPHIA

for you.

2 Penn Center Plaza
(215) 568 - 4 5 8 0

It makes no difference whether your requirements

PHOENIX
1517 Del W ebb TowneHouse
( 6 0 2 ) 2 7 9 -16 8 8

PIT TSBURGH
42 9 F o rb e s Ave
( 4 1 2 ) 4 7 1 -5 9 4 6 ..

PORT LAND, ORE.
610 S . W . Alder St.
(50 3) 2 22 - 97 78

ar e l oc a l , r e gi o na l , na t i o n al o r i n t e r na t i o na l . . .

if it has to do with Financial or EDP employment
e are best equipped to serve you through our
extensive files, resources and intensive
knowledge of our specialization.

ST. LOUIS

We su c c e e d o n m e r i t a l o n e .

10 1 5 L o cu s t S t .
( 3 1 4 ) 2 3 1 -0 1 1 4

Our fees are earned only when we actually make the
placement, and all fees are paid by management.

SAN DI EGO
70 7 Br o ad w a y
(71 4) 23 4 -18 96

SAN FRANCISCO
111 Pine St.
( 4 1 5 ) 4 3 4 -1 9 0 0

SAN JOSE

The most Financial and EDP positions

675 2939o4St.

The most Financial and EDP people

STAMFORD, CONN.
111 Pro spe ct St.
(20 3) 32 5 -41 58
W A S H IN G TO N
7316 W is con sin Ave ., N .W .
(3 01 ) 65 4 -1 85 0

1MOVOIBERT H 1 LF
0

PERSONNEL

AGENCI ES

