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Well, most of them.
You have to work the first problem
in a series, the same as with any calculator.
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From then on, our Friden* 1152 Electronic
Programmable Printing Calculator takes over and
works the rest as you insert the numbers.
It can learn up to 30 steps and perform everyfunction
automatically— plus extracting square roots and storing constants and grand
totals in its two memory registers.
So repetitive problems like invoice checking, amortization, and payroll
deductions get done with fewer mistakes.
And there is no printing calculator that does any problem faster, even if it's as
simple as adding 2 and 2. Our exclusive printing wheel zips across the tape at an
impressive speed of 47 characters per second.
Try out the 1152 yourself, and see how many problems it'll let you forget.
Call your nearest Friden office and they'll bring an 1152 to yours. Or write: Friden
Division, The Singer Company, San Leandro, California 94577.
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TO BE RELEASED SOON
The fourth supplement to the Topical Index of NAA Publications will
be available on September 1, 1970. Listing all the technical material
published by the Association from September 1965 through June 1970,
the supplement includes articles that have appeared in M A N A G E M E N T
A C C O U N T I N G as well as research publications. The price of this publication
is $2.00.

Readers React
The Unfortunate Goodwill
To the Editor:
The exposure draft of standards governing accounting for business combinations recently issued by the Accounting Principles Board of the American
Institute of CPAs relating to the expensing of goodwill fails to consider the
basic principles of economic valuation of
assets.
Goodwill, an unfortunate term, is
simply the net difference between (a)
unrecognized incremental asset replacement cost (the difference between replacement cost and book value plus depreciation) and (b) the present value
of income to be produced by the asset.
The proposed standards in essence reduce goodwill to item b.
To illustrate, assume firm A acquires
for $3,500,000 firm B whose book value
is $2,000,000. Assume also that firm B's
revenue - producing assets could be replaced for $2,300,000, an amount greater
than book value of current assets (including depreciation) by a factor representing a general rise in the price level since
the date of original purchase. Initaliv,
"goodwill" would appear to be $1,500,000 ($3,500,000- $2,000,000). In fact,
however, this "accounting discrepancy"
consists of: (a) $300,000 in excess of
potential depreciation required for reinvestment purposes, and (b) $1,200,000
of unrealized income to be earned from
employment of the assets acquired.
The accounting profession persists in
relating stockholders equity to asset costs
when, in fact, stockholders have purchased asset values, the revenues to be
produced by the corporation's assets.
NVhat has happened when one firm acquires another at a price in excess of the
latter's "book value of assets" is that
the former entity has bought a right to
share in future revenues. These future
revenues should not be negated by a
"cost" which arises by the mere fact of
recognition of that revenue. Further,
shareholders of the acquired firm have
4

purchased the rights to that income
stream, which does not disappear because it has been comingled with another
income stream. Expensing of "goodwill"
arising from a merger affects this result,
however.
Were goodwill to represent what is
intended, the unamortized cost of intangible assets, then it perhaps should
be written off over some time period. The
proposed standards, however, confuse
actual goodwill (a cost) with acquisition
value (anticipated income).
Bruce Williams
Specialist
Business Administration
Chemistry and Metallurgy
Div. Finance
Battelle - Northwest
Laboratories

the cost after the fact because we keep
careful records. It is making reliable
estimates for bids and proposals that
plagues us.
Our closest approach to a reliable
method is based upon input punch card
count or lines per minute output of
our printer along with a horseback guess
of the number of input characters and/
or output lines printed. This usually
conies close, but not close enough for
my cost control purposes.
I am sure many of your readers have
encountered this problem. I will be interested in receiving their comments
and observations on how thev have
dealt with the matter. A fairly thorough
review of recent years of the many_ data
processing industry journals and trade
papers fails to yield information useful
to solving this problem.
William H. Dorrance
Chairman
Interface Systems, Inc.

Richland, Wash.

Estimates of EDP Jobs

330 Municipal Court Building
Ann Arbor, Mich. 48108

To the Editor:
We are a well established, publicly
owned, data processing company operating out of locations in Ann Arbor,
Dearborn and Detroit, Michigan. As
part of our services we offer data processing using our ]eased System 360
Model 30, 65K computer. I have been
concerned about a recurring problem
in offering these services, a problem
which I am sure _concerns others in
the data processing and service bureau
business. Perhaps one or more of your
readers can offer some helpful suggestions.
As vet, I have been unable to find
a reliable method to estimate in advance
the computer time (and hence cost) required to process various commercial
data processing jobs we obtain, which
is related to the number of transactions
and /or accounts involved in the processing. We can, of course, reconstruct

Useful, Clear, Precise and Brief?
To the Editor:
Most of its have more business reading to do than we can comfortably keep
up with. This reading may be entirely
composed of inside and outside business
correspondence or it may consist of technical and professional bulletins and publications. In either case the "in" -box material often piles up faster than we can
possibly digest it.
In examining my daily reading the
other day, I began to segregate my correspondence from my publications, and
I was amazed at the amount of technical
reading material that had been directed
to me. This started me to analyzing the
vast quantity of assistance that is available to management accountants these
days in the form of professional publieaMANAGEMENT ACCOUNTING /AUGUST 1970

tions. On the very top of my list was
MANAGEMENT ACCOUNTING which contained many articles that I had noted for
future review. Then I waded through
other technical publications that I had
noted for future reference and had not
been able to get out of my "in" -box.
My first impression was that I should
immediately enroll in a class of speed
reading. I discarded this idea after remembering that a friend of mine recently
reported that he had successfully completed one of these courses. In commenting upon his achievement he informed
me that lie had read a 600 page book in
one hour but didn't remember what the
book was about because he read it too
fast. So reading without comprehension
was not my answer.
In this day and time when my job
is getting more complex, I know that I
must read in order to keep abreast of the
times. But why was my reading material
cluttering up my "in" -box? I noted that
my current office correspondence was
flowing at a very normal pace, but the
reading material was building up. It
seemed to me that other NAA members
might be experiencing the same problem. So .1 began to analyze my mass of

reading material to see if it might contain some clues as to the tremendous
backlog. I thought your readers might
be interested in my conclusions which
are as follows:

the interpretation was even more
difficult.
The authors in some cases had not
practiced preciseness or brevity writing. To me this was one of the most
grave problems since I had limited
time. to apply to this reading project.

Many articles were commercial in
nature, such as computer data that
In the future, I plan to clear my "in "may be useful if the data generated
box
of reading material by applying these
was from a well -known machine.
four
tests:
There is little place for this type material in professional or technical 1. Is it useful for my purposes?
journals unless it is clearly identified 2. Is it clear to me?
as such. In this event, the data can 3. Is it precise and to the point?
be assimilated or discarded on an 4. Is it brief enough to quickly assimi"as needed" basis.
late.
Many articles were theoretical rather
than practical. These articles did not
From what I read in this experiment,
satisfy my need nor in my opinion I believe many articles are written under
the needs of a management account- the pressure of publishing or perishing.
ant. While they provoke thought This is a sad commentary in a day when
processes, it was difficult to relate the business executive must read or rethese to my every-day job assignment. gress. We need authors who write for
Manv of the articles were not written readers.
to satisfy the needs of the reader.
C. A. Thompson, fr.
The reader couldn't focus on the
Accounting
and
Results Manager
facts of the article as the author had
Western
Electric
Co., Inc.
not presented them in a penetrable
manner. Not being able to readily Winston- Salem, N.C.
Continued on page 14
identify basic facts, needless to say
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Value of
the Benchmark
'rhe benchmark is a permanent surveying mark
which indicates a point of known elevation. It is
usually a metal disc or tablet set in a concrete post
or building showing feet above sea level.
Just as surveyors need to know levels of land,
businessmen need to know the level of their assets
-it any point. Whatever the purpose — insurance
placement, sale or merger, financing, accounting,
ad valorem taxation —the benchmark of service in
quality appraisals is Marshall and Stevens.
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Wed. thru Fri.
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Benefit -Cost Analysis:
A Challenge for Accountants
LET US CLOSE THE GAP BETWEEN WHAT ACCOUNTING IS AND W HAT IT OUGHT TO BE
By Delmas D. Ray and
N' arren W. Menke
Numerous changes are taking place, and
will continue to take place, in the
environment in which accounting operates. Furthermore, there is a greater
awareness today on the part of some
accountants of those changes which are
relevant to accounting than has been
true in the past. As a result of this better
knowledge, shifts in emphasis are already
taking place in accounting literature,
especially in the literature dealing with
management accounting, and are being
reflected in recent statements of professional associations.
There is still, however, a normative

gap between what accounting is and
what some accountants think it ought
to be, considering its present and projected environment. This environment
is characterized by large -scale organizations having multiple objectives, the
attainment of which is implemented
by planning and control processes. Narrowing this gap presents a challenge of
the first magnitude for accountants.
The purpose of the present paper is:
(1) to analyze the present and projected
environment of accounting and the
normative gap between conventional
accounting vis -a -vis accounting as it
ought to be if it is to meet the challenge,
and (2) to suggest and illustrate one
technique for narrowing the gap —benefit -cost analysis.

It should be noted that the statement
uses "should be" instead of "are," thus
reflecting the value judgment of the
authors as well as emphasizing the gap
between objectives as ideals and as
presently attainable standards. It should
be further noted that accounting may be
able to furnish only some portion of the
information needed for making decisions
relative to the allocation of resources
since these decisions usually require
additional information and will partially
reflect the value judgment of those
making the decisions. Implicit in the
above statement of accounting objectives
is an organization, having objectives,
with scarce resources for attaining the
objectives.

Objectives of Accounting
The major objectives of accounting
should be:

DELMAS D. RAY
is Professor of Accounting at the College of Business Administration, University of Florida. Dr. Ray, it-ho is a
CPA, holds an A.B. degree in mathematics from 'Western Kentucky University, an M.B.A. degree from the
University of Chicago and a Ph.D. degree from the University of Florida.
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1. To furnish some of the information
needed in order to make decisions
about the allocation of scarce resources for the attainment of an
objective (or objectives) of an organization (or a sub -unit thereof).
To report the consequences of decisions already made in order to (a)
determine whether or not the objectives have been attained and (b)
furnish information (feedback) for
improving the allocation of resources
in the future.

is Associate Professor of Management
and Business Law at the College of
Business Administration, University of
Florida. He holds a B.S.E.E. degree
from the Massachusetts Institute of
Technology and M.S. and Ph.D. degrees in Electrical Engineering from
Purdue University.

The Multiplicity of
Or ga n i za t i on al Ob j ect i ve s
A vast and increasing portion of
human activities is now implemented
through complex large - scale, administered organizations which are a result
of, and are dependent upon, a high level
of technology. While the complexity of
organizations and the related control
problems are widely recognized, the
implications for accounting of certain
of the behavioral characteristics of administered organizations have often been
ignored. Although it is not actually the
function of accounting to determine
the objectives of an organization, it is
part of its function to furnish feedback
in order to ascertain whether the objectives have been attained.' This feedback
may, in turn, modify the objectives.
Thus a knowledge of the structure of the
organization's objectives is an integral
part of accounting.
Based upon an assumption of motivation of "economic man," profit maximization— especially, long -run profit
maximization —has long been held as
the raison d'etre of business organizations and a considerable portion of
accounting literature has traditionally
been based upon this assumption. However, it is increasingly recognized that a
business firm is a rather complex social
organization seeking not only to accomplish economic ends but also to ensure
its own viability. This pluralistic nature
of large organizations implies a commitment to a range of objectives —not all
of which can be stated in market - oriented
terms. This multiplicity of objectives,
changing in response to new situations,
reflects the diversity of interests of the
clientele of the firm as well as those of
the individual members who are in its
employ.
Most of the research on organizational
objectives has been on business enterprises. The range of objectives of non business organizations is even more
difficult to detect. In light of the complexity of the structure of objectives
of even a business organization, the
building of accounting propositions
upon any single objective eliminates a
' A n u m b e r of te r m s h a ve b e e n us e d t o d e s ign a t e
t h e e n d s o f o r ga n iz a t io n s —e . g. , p u r p o s e , ob je ct ives ,
a n d goa ls. W h i le t h e s e te rm s a r e o f t e n used in t e r c h a n ge a b ly , s o m e wr it e r s h a ve m a d e dis t in c t io n s .
T h e t e r m "o b j e c t ive s " is us e d in th is p a p e r a n d
t h e f o ll o w in g d e f in it io n o f G ross is a d o p t e d " O b jectiue —A specific ca t e go r y of p u r p o s e. Th u s t h e
m a j o r e le m e n t s in t h e glo b a l matrix— satisfaction
of int er es ts, o u t p u t , in p u t -o u t p u t re la t io ns , efficienccyy m o b iliz a tio n of res our ces in ve s t m e n t in
via b ilit y , o b s e r va n c e of cod es, an
ra tio na lit y— ar e
o r g a n iz a t io n a l objectives." Be r t r a m M . Gross, T h e
Man agi ng at Corporations, T h e F r e e Pr es s of
G le n c o e , N e w Yo r k , 1 9 6 4 , V o l . I I, p . 4 9 6 .
8

substantial portion of the domain of
accounting.
Output Measurement Problems of
Service Producing Organizations
As societies become wealthier and
more highly industrialized, the proportion of services relative to goods produced tends to increase. Organizations
whose principal output is in the form
of services often present new problems
for the accountant. The problems stem
from difficulties in identifying, quantifying and appraising the quality of
service output.
Here one of the problems is identifying
the specific services rendered. What are
the services of an economic advisor, various consultants, a personnel department,
research laboratory, or an accounting
department? While it is easy enough to
say that the output of a school is education; of a hospital, patient care; and of
a legal office, advice and counsel, it is
difficult to identify the output of these
organizations precisely, to say nothing of
the problems of quantifying the volume
of output and appraising its quality.
In cases where output cannot be identified, quantified, and its quality appraised
directly, it is usually possible to do so indirectly through the use of surrogates.
Gross has suggested as quantity surrogates: (1) number of clients, (2) duration of service, (3) intermediate or subsequent products, and (4) input factors. The third surrogate is applicable
where the intermediate output is more
readily identifiable than the end product
—e.g., surrogates for office work could be
the number of committee meetings, conferences, telephone calls, inspection trips,
etc. Number of clients and duration are
often combined, as in the use of patient
days in case of hospitals.z
Ad o p t i n g t h e p r o p o si t i o n t h a t cl i en t

satisfaction provides the best indication
of the quality of the product, Gross had
designated surrogates for satisfaction and
dissatisfaction based upon human behavior which can be observed: (1)
choices made, (2) payments given, (3 )
opinions expressed, and (4) subsequent
results.-' Relative to the last surrogate,
Gross apparently has in mind a controlled experiment which he admits may
be a formidable task.
The problem of finding satisfactory
output surrogates, either quantitative or
qualitative, is especially acute when the
output is not sold directly in the market,
%The Managing at Organizations, op. cit., pp. f103605.
' I bi d ., pp. 530 -536.

as in the case of many governmental
services, where distribution is determined
by a combination of administrative judgment and client pressure. The same problem of determining the quantity and
quality of output exists for services used
internally by business firms— advertising
campaigns, employee training programs,
and research and development programs.
In these cases, input value has been used
as imputed value or an internal pricing
system has been established.
At best surrogates are an incomplete
representation for the service itself, and
even though they may be the best possible, it should never be overlooked that
they are substitutes. A measurement of
hospital patient days is no direct indication of what is done by hospital personnel or of the benefits received by the
patients.
Both business administration and public administration are plagued by the
problem of formulating a service concept
of output. While specialists in both fields
have made progress — personnel specialists in job description, job specification,
and merit rating; organizational specialists in the functions and missions of organizations; and budget specialists in
performance budgeting, program
budgeting, and planning-programmingbudgeting systems —much of their work
has been in isolation one from another.

Evaluation of Conventional
Accounting for Resource Allocation
Organizations have scarce resources
which must be allocated for the purpose
of attaining their range of objectives.
This concept is implemented by planning
and control processes. Anthony has suggested a framework for planning and control systems consisting of three processes:
(1) strategic planning, (2) management
control, an d

(3)

op er a ti o na l co n t r o l . ,

Anthony recognizes that the lines between these three processes are often
indistinct. Management control, for example, includes planning activities as
well as control activities.5
This paper is primarily concerned with
strategic planning which Anthony has
defined as "the process of deciding on
objectives of the organization, on changes
in these objectives, on the resources used
to attain these objectives, and on the
' R o b e r t N . An t h o n y , P l a n n i n g a n d Co n t ro l S y st e m s : A F r a m e w o r k for An a ly sis, G r a d u a t e Sch o o l
of Bu sin es s Ad m in is t r a t io n of H a r v a r d Un iv e r s it y ,
Bo s to n , 1 9 6 5 , p . 2 3 .
" A n t h o n y h a s d e f in e d M a n a g e m e n t C o n t r o l a s " t h e
process b y w hi c h managers assure that resources
a r e o b t a in e d a n d u s e d ef fe ct iv ely a n d efficien tly
in t h e a c c o m p l i s h m e n t o f t h e o r g a n iz a t io n 's o b j e c tives .' Ib i d . , p . 2 7 ; Ope rat ion al c o ntr ol is de fined
as "the process of assuring that specific tasks are
c a r r ie d o u t e f f e c t iv e ly a n d e f f ic ie n t ly . " I b i d . , p . 6 9 .
MA N AG E M EN T AC C O UN TIN G /A U G US T 19 7 0

have long been used as a device for implementing the "management by exception" principle by indicating where some
decision or action is desirable. With respect to planning and the evaluation of
administrative objectives, however, conventional accounting has deficiencies.
Many of the deficiencies stem from an
insistence by accountants upon a high
degree of verifiability of accounting data.
Consequently, the use of accounting data
within the organization has been "confined largely to control rather than planning." 10
If conventional accounting is ranked
according to its adaptability for decision making within Anthony's framework of
management and control systems, it is
best adapted to operational control, less
well adapted to management control,
and is ill adapted to strategic planning.
At times strategic planning and management control activities tend to conflict
with each other. Many actions of management are taken for their short -run effect upon current accounting profit,
rather than for long -run strategic reasons.
Taking as a basic premise that "carefully
considered and wise managerial action,
proceeding according to plan, should not
serve to reduce reported net income,"
Davidson cites a number of examples of
dysfunctional decision - making based
upon the conventional accounting model
with its emphasis upon annual profits.'
The problem of identifying, qualifying, and appraising the quality of service
output has already been mentioned. Conventional accounting for intangibles —
both from an asset and income point of
view —also leaves much to be desired.
Conventional accounting is thus best
suited as a control device for profit -oriented organizations producing tangible
products where cost, especially historical
cost, is a suitable measure of input and
aggregate sales (quantity sold price) is
a suitable measure of output. However,
the preceding discussion has shown that
these conditions constitute only a special case in the general environment in
which accounting, especially accounting
in the future, must operate.
From this evaluation of conventional
accounting, certain conclusions can be
drawn. Whereas conventional accounting is control- oriented, there is a pressing
x

policies that are to govern the acquisition, use, and disposition of these resources., The strategic planning process
is often complex and many aspects of
the organization are involved. There are
many relevant considerations and these
may involve social and political factors
as well as economic matters. Examples
given by Anthony are choosing company
objectives, choosing product lines, setting
research policies, and planning the organization.
How effective is conventional accounting as an aid for decision - making in the
allocation of resources within an environment of large -scale administered organizations having multiple objectives and
whose output may be in the form of intangible services? The answer to this
question is largely dependent upon the
concept of accounting which one adopts.
There is a substantial normative gap
between what accounting is and what
many think it ought to be. The conventional view of an accounting system
as stated in A Statement of Basic Accounting Theory considers "past data as
the basic input, the chart of accounts at
the basic classification model, and the financial statements as the basic output.
As to the methods of accounting, the
same source states: "Historically, the
methods of the accounting discipline
have largely been confined to the double entry bookkeeping mechanism, the discipline of arithmetic, and certain conventional measurement tools."
Conventional accounting has been
designed for profit - oriented organizations
where costs (generally historical) are
considered as measuring efforts and
revenues as measuring accomplishments.
The emphasis upon profit determination
has resulted in the past in the emergence
of the matching of costs, as efforts, with
revenues, as accomplishments, as the
"core function" of accounting. This fact
was stated very emphatically by Paton
and Littleton: 9 "Accounting exists primarily as a means of computing a residuum, a balance, the difference between
costs (as efforts) and revenues (as accomplisliments) for individual enterprises.
What are the relative merits of conventional accounting as a planning and
as a control device? Accounting data

Nei l C. Churchi ll and Andre w C. Stedry„ "Some
Developments in Management Science and Information Systems with Respect to Measurement in
Account ing" in Research in Account ing Measurement, American Accounting Association Collected
Papers, 1988, p. 32.
"Si dne y Davidson, "T he Day of Reckoni ng: Accounting Theory and Management Analysis,"
Journal of Accounting Research, Autumn 1963,
P. 119.
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"Ibi d., p. 24.
American Accounting Association, A Statement of
Basic Accounting Theory, American Accounting
Association, Evanston, Ill., 1988, p. 58.
sl bi d., p . 64 .
U W. A. Paton and A. C. Li ttle ton, An Introduction
to Corporate Accounting Standards, Ame rican Accounting Association, Chicago, 1940, p. 16.
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need for accounting information for strategic planning as well. Accounting needs
to burst out of its traditional "core function" of matching costs and revenues for
profit determination, and to include analyses of benefits and costs of attaining
objectives other than profit. An increasing proportion of the output of many organizations will be in the form of services
not geared to a market price which a particular clientele is willing to pay. While
the measure of inputs in these organizations is the same as in any other organization —the aggregate of services and supplies in dollar terms —the outputs, at
present, are often not expressed at all.
Accounting should be comprehensive
enough to express in some form the outputs of all organizations as well as their
inputs.
Therefore, in order to accomplish the
major objectives of accounting, as stated
in the first part of this paper, accountants should develop: (I ) analyses useful
for strategic planning, (2) analyses of
benefits and costs of alternative means of
attaining the multiple objectives of the
organization, and (3) better means for
identifying, quantifying, and appraising
the quality of service output. While
there are signs that accountants are becoming alert to the first and second
needs, there is less evidence of a recognition of the third 12
The Need for Benefit -Cost Analysis
The best known method for dealing
systematically with strategic planning, especially in nonprofit - oriented situations
where output is in the form of services,
is planning- programming- budgeting systems (PPBS). PPBS as an interdisciplinary systems approach to analyzing and
evaluating program alternatives is useful,
both in government and private industry.
This is an area where the imaginative,
creative accountant can contribute
enormously and become an effective
source of information for administrative
decisions provided he is willing to update his skills to analyses extending beyond the traditional accounting procedures.
The heart of a PPB system is the anaRelative to the first need, for example, t he Committee on Management Account ing of t he American Accounting Association has stated: "Man agement accounting is the application of appropriate
techniques and concepts in processing the historical
and projected economic data of an entity to
assist manageme nt in establishing a pl an for re asonable economic objectives and in the making
of rational decisions wit h a view t oward achi eving
thPge objectives." The Accounting Rooiew, April
1959, p. 210. Relative to the second need in A
Statement of Basic Accounting Theory, op. cit.,
p. 65, this statement appears: 'T he mul t i di me nsional aspects of accounti ng involve measurement
against mare than one goal or objective, where
each possesses its own unit of measurement."
t2

will

thinking, consultation with the corporation executives and with community
leaders, and research and study of the
community itself.
In the hypothetical case, the combined
feeling of the corporation executives and
community leaders may be that corporate community position is enhanced by
creation of additional jobs and by increasing the flow of money into the economic
life of the community. Thus the objectives (in addition to profit) are to create
jobs and increase money flow. Thus the
payoffs (benefits) to be considered from
each alternate solution to the problem
would be measured in terms of number
of jobs created and in yearly flow of
money into the community.
Obviously many other measures (surrogates, dimensions) of payoff could be
used depending upon corporate object ives—as
for example, creation of new
Illustrative Benefit -Cost Analysis
supporting industries or control of indusLet us take a hypothetical light manu- trial air pollution. Each measure would
facturing industry whose management is define the dimensions of a unit of the
analyzing the effect of various plant ex- payoff resulting from each alternate
pansion policies. The major questions course of action (strategy) . For example,
needing answers are: which strategy is if it cost $780,000 vearlv to operate a
best; what are the corporate objectives? plant and to employ 50 people, the measObviously it is important to consider ure could be the benefit -cost ratio, jobs/
profits. In addition, the corporation $1000 cost /year. In this example, the
wants to enhance its position in the com- payoff would be 50/$780 = .064 jobs/
munity. It feels that this is of utmost im- $1000 cost /year.
portance in negotiations with city and
The more creative an analvst is in destate governments as well as in assuring termining different ways the objective
good community relations in sensitive can be measured, the more effective
areas such as air - pollution controls.
be his alternative evaluations. Indeed,
How can the accounting analyst pro- new measures often help management to
vide analytical data which will aid the recognize previously unperceived relacorporation in deciding what to do? The tions and sometimes help generate adobvious first step is to define the object- ditional, more relevant alternatives than
ives more clearly in quantitative terms originally conceived.
since the units or dimensions of the obIt is insufficient for corporate evaluajectives will determine the units of the tion to consider payoffs only in terms of
payoffs or benefits of each alternate solu- the benefits —i.e., jobs or yearly inflow
tion to the problem. The profit objective of monev to the community. In the conis relatively easy since the pavoffs are ex- text of PPBS, payoffs must be expressed
pressed in dollars or in profit /cost ratios. in benefit -cost ratios in order to evaluate
The objective of enhancing commu- alternatives. Thus the accountant - analvst
nitv position is harder to quantifv because will express payoffs in jobs /dollar cost
of its vagueness (similar difficulties are and dollar inflow /dollar cost where the
encountered in quantifying the familiar dollar cost is the cost of implementing
accounting asset, goodwill) and is there- the alternative solutions being confore the area in which the accounting an- sidered.
alyst can expand the scope of his ability
In general, payoffs in benefit -cost anto aid managerial decisions. The account- alysis are always expressed in ratio form.
ing analyst must determine the various The numerator of the ratio is the measways in which enhancing community ure of the benefit for each specific alposition could be measured. Such de- temative investigated. The denominator
termination, a highly creative task, is the is the corporate cost of implementing
product of many hours of imaginative each specific alternative.
"King has ci te d ` the lack of a probabi li ty ori entaAfter determining payoff measures,
tion" as one of the limitations of this type of analythe accounting analyst must next list the
sis. Barry G. King, "Cost - Effectiveness Analysis:
Implications for Account ants," The Journal of
alternative solutions or strategies which
Account ancy, March 1970, p. 47.
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should be considered. The alternatives
may be dictated by company management as will be assumed in the hypothetical case of this paper where the altemates to be considered are: (1) no
plant expansion, (2) expansion of present plant, (3) replacement of present
plant with an entirely new, modern facility, or the alternatives may have to be
developed by -the analyst through research and consultation with the corporation executives. Strategy determination
too can be a highly creative task exercising to the utmost the ingenuity of the
analyst in producing viable alternatives
within the framework of corporate policy
and goals.
Now the analyst should consider the
uncontrollable variables (states of nature in decision theory) which could affect the payoffs for each strategy. For
the example of this paper, let us consider
how the payoffs (benefits) for alternate
strategies are influenced by various levels
of demand for the product. In this example, we use the same states of nature
(demands) as those used by the sales
manager for his sales forecast. That is,
we calculate the payoffs for various product demands (states of nature) identified by the sales manager.
It is convenient to arrav the various
alternate strategies and states of nature
(demands for our example) in matrix
form as shown in Exhibit 1. The payoff
(the a, b, c's, etc.,) in benefit -cost ratio
for each combination of strategy and demand (or other states of nature) is calculated and inserted in the appropriate
matrix cell using normal accounting and
cost - estimating procedures.
Now the influence of the various possible states of nature are considered by
assigning a probability of occurrence to
each state of nature (the probability of
demand). Assume that
making his
sales forecast for the next 10 vears, the
sales manager assigned probabilities of
0. 1, 0. 6, and 0.3 to demands of less
than 1000 /year, between 1000 1year and
1500 /year, and greater than 1500 units/
year, respectively. These same probabilities will be used by the accountant in
the benefit -cost analysis of this paper.
If such probabilities of states of nature
are not available from other sources or
if previouslv assigned probabilities are
not acceptable to management, the analyst must determine them. Again the accountant meets a challenging assignment
which can best be resolved by consultation with corporation executives, forecasting experts, and by extensive intelligent review of past experience in the corin

lytical work necessary for making a
choice among alternative ways of attaining the objectives —a benefit -cost analysis. The up -dating of skills for this
type of analysis is not easy since the accountant is often required to go beyond
strictly accountable dollar amounts into
the nondelineated region of project
effectiveness where dollar values cannot
always be used. Moreover, the assumption of certainty, as exemplified by the
valuation of accounts payable or inventory on hand, often must be replaced by
probability in the creative analyses required by benefit -cost analysis.19
Consider next a numerical example
which demonstrates some aspects of the
benefit -cost techniques used in PPBS for
determining strategy effectiveness when
the output ( payoff ) is in the form of both
services and profit.
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Exhibit 1
ALTERNATIVE STRATEGIES

Demand
(States of Nature)
1

Strategies

IK

11
I to
1.5K

111

Probability

1.5K

Demand

Donot expand

S1

a

b

c

Expand

S2

d

e

f

Buildnewplant

S3

g

h

i

measure

Community:
Population --- ----- - - - --Available manufacturing labor force
Average annual wage -- - - - - -- - -

I

of
SI, S2, S3,

0.1

X II

0.6

111

=

0.3

S1

.la + .6b + .3c

S-)

Ad + .6e + .3f

S3

Ag + .6h + .3i

IOOK*
6K
--

$6K

($15K —

1

( $ 5K —

Industry: Light manufacturing
Present unit price - -- Present demand
Present capacity --------------- —
Proposed unit price
- - - - -Sales manager's demand estimate
for units of product:
(for foreseeable future)

Strategy

S2

$700

States
of
Nature
Demand Probability
I = ( 1,000 - - - -- 0.1

S3

= 1,000 - 1,500 — 0.6
= ) 1,500
0.3

Build new plant
modern facilities
with 2 times
present capacity

Salaries
Total

Mfg.
Labor
(people)

Executive
Support
(people)

40

10

$0.5 X 106

50

10

$360K

$3 X 106

54

11

$390K

No Expansion

Expand present
plant capacity
by 257

mfg. labor

1,000 units
1,000 units, no overtime
1,200 units, 8 hours./wk. max.
allowable overtime

Attributes of Alternate Strategies
Investment
Labor Force
($)

SI

executives

$880

II
111

($)
$300K*

*K = 1,000

formed. Note that all calculations are on
a per year basis.
The calculations of Table 2 indicate
that on the basis of profit /sales ratio,
S, would show about 4.5 cents profit per
dollar of sales revenue and that S, and
S:, arc clearly inferior. (S, shows in expccted loss.)
Continuing the benefit -cost analysis to
W . R. King.
"For
additional
information
refer
to
Probability for Management Decisions, John W i l y
consider
enhancing the corporate posi& Sons, Inc., New York, 1968. Chapters 7 and 12.
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Expected Value

of

Exhibit 2
COMMUNITY - INDUSTRY - CORPORATE ALTERNATIVES

different

poration and in the specific industry."
Matrix multiplication of the payoff
matrix by the probability matrix will
form an expected value matrix as shown
in Exhibit 1.
The dimensions of the expected values
for each strategy are the same as the dimensions (or measures) of the payoffs
used for the expected value calculations.
In the preceding example, the dimensions are dollars of profit. In subsequent
examples, the dimensions will be those
of benefit -cost ratios— e.g., number of
jobs /dollar cost of a particular strategy,
etc. These can be ranked for management
consideration in making the final decision. The order of ranking should obviously depend upon whether the smallest or largest expected value is the optimum decision.
Note that the above calculations have
to be repeated for each
of payoff for each strategy so that in the
final summation the ultimate decision makers will be presented with a comprehensive list of benefit -cost rankings.
These can be evaluated along with other
nonquantifiable factors (political, social, psychological, and the like) by the
decision -maker in order to select an optimum solution.
We return to our hypothetical case.
Assume that Exhibit 2 describes the
community, the industn,, and the endogenous attributes of each strategy being
considered.
The accounting analyst must use the
attributes of alternate strategies of Exhibit 2 and must define the manufacturing cost structure of his firm so that the
cost as a function of total yearly production can be shown for each strategy. Assume that Exhibit 3 is the result of such
calculations. The break in each cost production line identifies the point of
full plant capacity and the increased
slope after the break -point shows the increased cost at overtime rates. Maximum
production with overtime is assumed to
be 20 percent greater than full plant capacity.
By using Exhibit 3 and the sales man ager's recommended unit price of $700
(Exhibit 2), the analyst can calculate
the profits (before taxes) for each combination of strategy and demand, as follows: Profit = Sale Revenuc — Cost
(P.. =R —C).
From Table 1, the payoff ratio of, for
example, profit /sales revenue can be calculated and the expected value calculations summarized in Table 2 can be per-

tion in the community, the analyst may
choose as a measure the number of jobs/
$1000 spent in manufacturing. Thus,
using the job attributes for each strategy
(See Exhibit 2) and the cost calculations
of Table 1, the data of Table 3 can be
prepared and the E.V. calculations performed. These show S., and S;, to be
about equal in this category and S, to be
clearly lower.
11

Table 1

CALCULATIONS OF PROFIT

Demand

1
Class < 1000 Units

11
1000 to 1500 Units

111
Class > 1500 Units

Units Assumed
for Calculations 900

1250

1750

Strategy

—

Sl

$630K — $780K = —$150K

R
— C
=
Pr
$840K — $860K = —$20K

S2

$630K — $785K = —$145K

$875K — $840K =

$35K

$1050K — $895K = $155K

S3

$630K — $870K = —$240K

$875K — $900K = —$25K

$1225K — $940K = $285K

R

C

Table 2

=

Pr

—

R

C

= Pr

$840K — $860K = —$20K

CALCULATIONS OF EXPECTED VALUES

SP /S Sales Revenue — Before Taxes

Demand
Probability

1

II

Sl

— 150/630 = —.24

— 20/840 = — .024

— 20/840 = —.024

S1

— 145/630 = —.23

35/875 = .04

155/895 = .148

S3

— 240/630 = —.382

— 25/875 = —.03

285/840 = .232

Table 3

E.V.

III

X

0.1

Sl

— 0.0455

0.6

= S

+0.0454

0.3

S3

+0.0140

CALCULATIONS OF JOB ATTRIBUTES

No. Jobs /$1,000 manufacturing cost
I

11

Jobs /$1,000
Mfg. cost

III

Sl

50/780 =

.064

50/860 =

.058

50/860 =

S2

60/785 =

.076

60/840 =

.071

60/895 _ .067

S3

65/870 =

.075

65/900 =

.072

65/940 =

Table 4

.058

1
X

=

.6
.3

.069

Sl

.043

S2

.070

S3

.071

C A LC U L AT IO N S O F MO N EY I N F LO W

Money in circulation — assume = k(salaries)
S salaries /S manufacturing cost
I

12

II

Sl

300/780

300/860

300 /860

S1

360/785

360/840

360/895

S3

390/870

390/900

390/940

I
X

.6
.3

=

SI

.258

S-)

.422

S;

.428
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Table 3 is interesting because it can illustrate how strongly the interpretation
of benefit -cost ratios depends upon the
objectives of the corporation. In the example of this paper, one objective is to
enhance corporate image in the community by creating jobs in the most efficient manner. If the .07 ratios for S_ and
S., truly reflect more jobs (than for S,),
then the fact that these ratios are larger
than that for S, means both better corporate efficiencyand also enhancing community image.
If, however, the objective of the analysis were to investigate strategies to
automate a manufacturing line, the same
measure could be used (number of employees /$1000 manufacturing cost) but
a low value of the ratio would be significant in determining how effectively automation had been achieved. It could,
however, reflect very high costs and an
increase in the number of employees.

Benefit -cost calculations are ratios and
thus hide the absolute values of the
components of the ratio. For example,
Table 2 shows such a decided advantage

of S. over S, that without further thought
management may opt for S_ as calculated
from the $P /$Sales ratio. However, a
similar E.V. calculation using profit
alone shows expected profit for Ss to be
only $6500 /year less in absolute magnitude than the expected profit for S..
Management, knowing this, should have
the option to choose S„ instead of S.
and to accept the relatively poor return
on sales revenue from S, if the small advantages in enhancing community image
(shown in Tables 3 and 4) are important.
Another measure for the benefit -cost
analysis appropriate to judging the enhancement of corporate position in the
community is the ratio of the total salaries paid to employees per dollar of man-

Exhi bi t 3
ES T I MA T ED T O T A L MA N U F AC T U R IN G COST
V S . YEAR LY PR O D U C T IO N

S3
$IOOOK

S1

y

o

S�

$ 900K
S

Sl =Plant as is
Si = Expand plant cap.

I
E
I

I
I

I cn I

vl I

U $ 800K
S�

S3 =Build new plant

$ 700K
F"

S1
$ 600K

U
N

0

500

1000

1500

2000

2500

Production (units /year)

Table E.

SU MMAR Y O F BEN EF IT - C O ST C ALC U LAT IO N S

Strategies ranked
in order of decreasing E.V.

Payoff
Profit /Sales Ratio

S2 (.0454), S3 (.0140), S1 (- .0455)

No. jobs /$1000 Mfg. cost

S3 (.071),

S,) (.070),

SI (.043)

$Salaries /$ Mfg. cost

S3 (.428),

Si

S1 (.258)
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(.422),

ufacturing cost. Therefore using the salary data of Exhibit 2 and the cost data
on Table 1, the data of Table 4 can be
assembled and the E.V. calculations performed. Table 4 indicates that in this
category S_ and S, are about equal but
that S, is again clearly lower. (Note that
these calculations assume that money
floe into the community is proportional
to total salaries.)
The data of Tables 2, 3 and 4 are
ranked in order of decreasing E.V. as
shown in Table 5. It is this set of data
that the analyst should submit (with
justifying calculations) to top management as information relative to a choice

of S„ S., or S,. Top management can
supplement these data with additional
information regarding the political, social and psychological environment of
the decision in order to reach a definite
strategy.
It should be emphasized that additional measures may have a bearing on
enhancement of corporate image in the
community. For instance, measures of
air pollution, changes in supporting industries, changes in tax revenues for local government, and changes in the number of potential community leaders from
corporate employees, to name a few, may
be relevant and, if so, their E.V.'s should
be calculated and the results added to
the summary.
It is apparent that if only the measures
of Table 5 are considered, S. would be
the appropriate strategy since it is so
clearly superior in P /S. While it is the
dutv of the accounting analyst to point
this out to the ultimate decision - makers,
it should not be surprising if other factors, not quantified, could weigh so
heavily in the decision- makers' minds
that a different strategy would be chosen.
This does not nullify the value of the
preceding calculations but indeed shows
them in their proper perspective —viz.,
additional quantified information sets to
be added to all other information relative
to a specific problem so that a final rational decision can be made.
Conclusions
While accounting has served reasonably well as a control device (both the
operational and management variety), it
has not lived up to its potential as an aid
in the strategic planning process. Particularly in market - oriented situations where
much of the output has been in the form
of tangible goods, in which case accounting has truncated its spectrum of usefulness.
The simplified illustrations presented
13

in this paper show that the accountant
can make a contribution to strategic planning in situations where profit is not the
only immediate objective, all outputs are
not tangible products and are not directly market oriented. While the illustrations pertain to a business organiza-

tion, two of the objectives assumed —
creation of additional jobs and increasing
the flow of money in a community—can
just as well have been those of a governmental agency.
Benefit -cost analyses come in a wide
assortment. A choice may be made from

this assortment which can close the gap
between what accounting is and what it
ought to be if it is to contribute to the
economic allocation of resources for accomplishing objectives of organizations
in a complex and ever - changing environment.

Readers React
Continued from page 5

Government Contracts and
Small Businesses
To the Editor:
Mr. Raymond B. Jordan's excellent
article on "Negotiating Overhead Expense with Confidence" in the December 1969 issue has stimulated my thinking with reference to another area —government contracts in general. Information on this subject for most of us is
gained through attendance at government contract seminars. Surprisingly,
however, most of the speakers are from
our government and the audience is
mostly from large corporations.
One of the requirements laid on government procurement agencies is the development of small businesses in order
that we, as a nation, have a broader base
for supplv in the event of mobilization
as well as having the largest number possible of responsive bidders in order to
ensure competitive bidding and a lower
price. However, when the speakers are
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from the higher echelons of the govern- Give Reasons for the Results
ment and the listeners are future managers in large corporations, what happens To the Editor:
to the concept of broadening the pro- In Messrs. Som Prakash's and Jack E.
curement base and developing the small Cisney's "Appraisal and Evaluation of
businesses?
Internal Financial Reports" (January
Most small businessmen have neither 1970), a consolidated financial capsule
the time nor the inclination to studv report was designed to give management
the volumes of the Armed Services Pro- key financial figures for the period. I am
curement Regulations (ASPR) and are in complete accord with this concept.
afraid of the forms which must be filled However, the example report shown in
out. As a result, without knowledge of Exhibit 1 fails to tell the reader why
a seminar or a course being available for profits have changed. To do this, I
them and without a source of help and would suggest a profit reconciliation,
advice from a consultant or their own highlighting and commenting on the
accountant, the small businessman does profit effect of major volume, price and
not bid even though it would benefit cost changes.
him as well as the nation.
Furthermore, in a capsule report such
The present approach leaves some- as this, a lot of profit and loss data is
thing to be desired. A joint educational not necessary. Perhaps only income, faceffort between NAA, SBA and various tory margin and profit after tax would
educational institutions would be feasible suffice.
and desirable.
George I. Clover, Jr.
Thomas N. Davey
Manager, Cost Accounting
Davey Accounting and
R. J. Reynolds Tobacco Company
Tax Services
Tempe, Ariz.
Winston- Salem, N.C.
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Planning for Profit:
Focusing on the Big Picture
INNOVATIVE IDEAS CAN ONLY EMANATE FROM PEOPLE ALLOWED
TO PARTICIPATE IN THE OVERALL PLANNING

Far too often, discussions with executives of troubled businesses reveal vagueness as to management plans for the
coming year. The sales department of
such a company will more than likely
express its opinion that sales expectations for the coming year will change by
"x" percent, without a clear insight as
to the underlying factors in the market.
Tlic production executives, in turn, will
point out that their production plans
depend entirely on sales orders so they
must remain "loose" in their plans. First line supervisors will have no idea of management's plans or goals —their efforts
being adjusted from day to day as they
receive new bits of information on latest
management thinking. In short, some
companies operate today's mass production facilities on a job -shop basis.
Although the goals in a profit plan
may not always materialize, the procedures required in the development of a
plan provide a kind of stimulation
wherein the various probabilities and
alternatives will be evaluated in advance. Then, when things go wrong,
management will already have had its
"fi re dr il ls" a nd wi ll be far bett er
equipped to cope with the unforeseen.
How One Company Made
Up Its Profit Plan
The I iiFi- Stereo Corporation' manufactures a line of products that has become increasingly popular with the
"music crowd." Its sales have been run'Fictitiou9 company.
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ing at about $8,000,000 per year. While
its own pre -tax profit on sales has been
averaging 8 percent, competitors have
been enjoying 10 percent. The executives of this company felt that their plans
should be predicated on realization of
profits that are at least as good as the 10
percent average for the industry.
In an effort to improve the coming
vear's results, the market potential and

New York Chapter 1967, is a Manager in the Management Services Division of Ernst of Ernst, N.Y. He is
a graduate of New York University
with an M.B.A. degree from Boston
University, as well as a recipient of the
Ron Hutchison award for the best
article in Business Budgeting. The
Budget Executives Institute awarded
him the classification of Fellow for
outstanding contributions -in the field
of planning and control. He is the

author of Cost Controls For Industry
(Prentice -Hall) which is now in its
tenth printing, and has written many
articles in various professional and in.
dustry publications. He is a previous
contributor to MANAGEMENT ACCOUNTING.

the company's profit goals were carefully
evaluated. Examination of the balance
sheet showed the stockholder equity to
be $3,375,000. Industry statistics indicated that competitors turned their
equity two- and -a -half times a year in
terms of sales. This meant that HiFiStereo, to match industry turnover of
investment, must achieve a sales volume
of $8,437,500 annually. ($3,375,000 x
2V2 turns). If, in addition to matching
industry turns of investment, the company also matches the 10 percent profit
on sales, it will realize a 25 percent return on its investment (10 percent x 2V2
turns) .
The 25 percent return on its investment became the goal for the new year.
The company management was careful
to spell out that attainment of this goal
was predicated on two factors:
1. Sales volume of at least $8,437,500
2. Pre -tax profit of 10 percent on these
sales
In assessing its ability to attain the required sales volume, the sales department analyzed its territories and customers to realistically determine the
volume that could be achieved for the
coming year. Although a market analysis
in depth gave assurance that a sales level
of $8,308,000 was attainable, the company could not achieve the desired $8,437,500 unless it added a new product
to its line.
The most likely candidate was a low priced stereo unit (model DI) selling
for $60 each. This item had just come
15
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By Thomas S. Dudick

Table 1
SALES FORECAST BY PRODUCT
Units

Unit Price

Total Sales

202
610
707
810
FO
J2
P6
DI

20,300
3,350
3,150
1,900
11,000
7,000
287
2,160

122
150
275
596
150
197
1,030
60

$2,484,500
498,600
867,400
1,132,900
1,649,100
1,379,700
295,600
129,700
$8,437,500

$

Product

Exhibit 1
PRODUCTION COST REPORT

BUDGET PROJECTION FOR YEAR
19
Month

Plant

Month

Summary

Actual

Developing the Factory Budget

These projected sales were given to
the manufacturing manager with an indication that the goal for manufacturing
would be to come up with a budget that
would produce a 30 percent gross profit.
He, in turn, had his scheduling department determine the manufacturing
needs by months. In instances in which
several products used a common part,
arrangements were made to produce
these parts in a single rather than multiple runs. Direct labor and overhead requirements were also evaluated on the
basis of monthly requirements to fulfill
the sales projection.
Production Cost Report
Upon completion, the budget projection was summarized on a Production
Cost Report form, similar to the form
used for monthly reporting of manufac16

Allowance

Year to Date
Actual

Sales Value of Production
Material
Direct Labor
Total Material and Labor
Indirect Labor - Prod'n Depts.
Indirect Labor - Service Depts.
Labor Connected Expenses
Manufacturing Expenses
Total Overhead

8 437,500
1

3.663.040
724,623
4,387 663
128,560
398,057
284,327
522,200
1,333,144

TOTAL COST OF PRODUCTION

OPERATING STATISTICS

Allowance

5,720,807

OF
TOTAL

Sales Value of Production
Material
Direct Labor
Indirect Labor - Prod'n Depts.
Indirect Labor - Service Depts.
Labor Connected Expenses

Manufacturing Expenses
TOTAL COST OF PRODUCTION

turing costs against an allowance based
on the month's production volume.
The first page of the Production Cost
Report, illustrated in Exhibit 1, provides
the "big picture," of the month and the
year -to -date cost. The major elements are
summarized for the current month and
for the accumulation for the year, including the current month.
The lower section of Exhibit 1, shows
the percentage that each of the cost elements is to the estimated sales value of
production. The word "estimated" is

%nOF
TOTAL

%nOF
TOTAL

OF
TOTAL
%

The first step is the determination of
the level of production. Beginning inventories as well as the desired level of
ending inventories are factors that must
be taken into account.
In projecting the anticipated volume
of production, the HiFi Stereo Company
did not have to be concerned with beginning inventories because it followed
the practice of disposing of previous years
models through discount outlets in noncompetitive selling territories. The production volume for budgeting purposes,
then, was the same as the sales forecast.
A summary of sales by product is shown
in Table 1.

%

into the market and appeared to have a
good potential because of its convenient
size. Although there was a good chance
that the company could sell approximately $500,000, it recognized that market tests had not yet been completed
(the item was just off the drawing board
with a few dozen proto -types being field
tested) . Since only $ 129,700 in sales was
needed to attain the "magic volume" of
$8,437,500, the company decided to take
a calculated risk that field test results
would be sufficiently well received to permit this volume of sales of the new product to be made by the end of the coming
year.
Going ahead on this assumption, the
company next turned its attention to the
manufacturing budget. Since selling and
administrative expenses had been budgeted at 20 percent of sales, the factory
mast provide a 30 percent gross profit to
attain a pre -tax profit of 10 percent.

100.0
43.4
8.6
1,5
4.7
3.4
6.2
67.8

used because there may be a buildup of
component parts over and above the
finished units transferred into the finished goods stockroom.
These percentages can be helpful in
ascertaining changes in the "mix" of
production. If material, as a percentage
of sales value is significantly different
from the year -to -date percentage, it shows
a basic change in the makeup of production going through the plant that month.
It may be that conversion costs (labor
and overhead) in the products being
MANAGEMENT ACCOUNTING /AUGUST 1970

made are greater and therefore have a
In addition, the Production Cost ReThe same principle of identifying lalarger profit potential than other prod- port shows the indirect labor in the serv- bor connected expenses by expense acucts in which material cost is a large fac- ice departments as well as the labor con- count primarily and by department sector. (Theoretically, larger profits are nected expenses. The breakdown by ondarily, holds for non -labor manufacmade on converting rather than handling department provides a means for a %tluat- turing expenses. The manager should
material, therefore a month in which ing a possible rising trend by comparing be aware of the total expenditure for exproducts manufactured show a high con- the current month with year -to -date fig- pendable tools and maintenance maversion cost percentage could mean a ures (as well as with the budgeted allow- terials, for example. This will provide
more profitable product mix.) NVhile ance) . NVhile labor is broken down by him with overall trend information on
study of the production schedule would department, the labor connected ex- major items of cost.
reveal what is being manufactured, the penses are more appropriately shown by
Gross Profit by Product Line
production cost report serves to reduce expense category.
the production schedule into dollar costs
The philosophy of the report in proManufacturing costs in Exhibit 1
by element of cost.
viding the big picture to the plant man- amount to $5,720,807, and reflect a gross
The Production Cost Report also ager, emphasizes the natural controllable profit of 32.2 percent on sales of $8,437,summarizes, in greater detail, the ma- level of expenses. Material, for example, 500. This 32.2 percent must now be
terial direct labor and indirect labor in would be controlled by the steel used, by analyzed by product line.
the production departments. The ma- fabricated parts that are purchased or
The product line analysis illustrated
terial breakdown shows the dollar value components that may be bought. Natu- in Exhibit 2 is merely a recapitulation
of steel used in the month, the value of rally, there would be more refined con- of the costs shown in Exhibit 1. This
purchased fabricated parts and purchased trols used at the lower level of manage- type of presentation is helpful to non components. A constant evaluation of ment.
finance operating managers in reconcilthe value of purchased fabricated parts
The plant manager would look to la- ing costs in the budget with the effect of
can give a clue as to whether the com- bor controls by department. But when these costs on profitability by product
pany should look into expanding its own evaluating the labor connected expenses, line. When the factory management can
press section. The direct labor, as well as lie would be more interested in knowing see the impact of the costs it generates
the indirect, is broken down by produc- the category of expense being incurred. on the profitability of the products it
tion department. Frequentiv, a rising By knowning that total unemployment makes, the figures "come alive" because
trend in tlie- assembly section can furnish insurance is trending higher, he is altered thev take on new meaning.
a clue that a backlog of fabricated parts to the cost of frequent layoffs and cutMaterial costs in Exhibit 2 were oband subassemblies is being cleaned up backs. Moreover, in his dealings with the tained by extending the quantities of the
through conversion into finished units. union, lie must know the cost of these various products by the required amount
On the other hand, if the volume of as- labor connected expenses since they of material shown on the Bills of Masembly effort is on the decline, there may loom larger and larger in each new labor terial prepared by the Engineering Debe a glut of fabricated parts.
contract.
partment. To these requirements, allowExhibit 2
BREAKDOWN OF BUDGETED PRODUCTION COSTS
BY PRODUCT LINE
202

610

707

810

FO

J2

P6

DI

TOTAL

32,484,500
20,300
122

498,600
3,350
150

867,400
3,150
275

1,132,900
1,900
596

1,649,100
11,000
I50

1,379,700
7,000
197

295,600
287
1,030

129,700
2,160
60

58,437,500

84,751

2,169

21,323

103,806

53,210

96,746

2,818

16,446

S 381,269

135,063
872, 126
1,091,940

104,925
148,897
255,991

283,203
152,969
457,495

80,435
229,440
413,681

769,580
822,790

27,694
328,342
452,782

74,344
49,938
127,100

14,005
10,810
41,261

719,669
2,562,102
3,663,040

31,252
67,591
60,929

8,767
640
16,574

22,852
14,541
33,112

136,103
10,804
41,799

23,106
41,789
31,422

43,781
67,607
28,788

1,306
10,833
6,759

15,984
1,841
6,443

S 283,151
215,646
225,826

S 159,772

25,981

70,505

188,706

96,317

140,176

18,898

24,268

S 724,623

308,313

46,963

128,386

328,738

182,857

260,440

31,208

46,239

51,333,144

31,560,025

328,935

656,386

931,125

1,101,964

853,398

177,206

111,768

55,720,807

37.2

34.1

24.3

17.7

33.2

38.1

40.1

13.8

32.2

Sales Value of Production
Dollars
Units
Unit Price (rounded)

Steel
Purchased Fabricated
Parts
Purchased Components
Total Material

S

-

Material

Direct Labor
Semi- Automatic Press
Automatic Press Action
Assembly
Total Direct Labor
Total Overhead
Total Manufacturing
Cost
Gross Profit %

S
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Exhibit 3
ELEMENTS OF BUDGETED PRODUCTION COST
AS A PERCENT OF PROJECTED SALES

%

S

GROSS
PROFIT
%

Total Mfg. Cost
%

Fixed
Overhead
$

S

MARGINAL
CONTRIBUTION
%

Total Variable
Cats
%

%

$
%

$

$

Variable
Overhead

%

$

Products

Direct Labor
%

Material

Sales

P-6
! -2
202
610
FO
707
810
DI

296
1,380
2,485
499
1,649
867
1,133
130

100.0
100.0
100.0
100.0
100.0
100.0
100.0
100.0

127
453
1,092
256
823
457
414
41

43.0
32.8
44.0
51.3
49.9
52.7
36.5
31.8

19
140
160
26
96
71
189
24

6.4
10.2
6.4
5.2
5.8
8.1
16.7
18.7

7
50
58
9
35
26
68
9

2.3
3.7
2.3
1.9
2.1
3.0
6.1
6.7

153
643
1,309
291
954
554
670
74

51.7
46.7
52.7
58.4
57.8
63.8
59.3
57.2

48.3
53.3
47.3
41.6
42.2
36.2
40.7
42.8

24
210
251
38
148
103
261
38

8.2
15.2
10.1
7.5
9.0
11.9
23.0
29.0

177 59.9
853 61.9
1,560 62.8
329 65.9
1,102 66.8
656 75.7
931 82.3
112 86.2

40.1
38.1
37.2
34.1
33.2
24.3
17.7
13.8

TOTAL

8,439

100.0

3,663

43.4

725

8.6

262

3.1

4,648

55.1

44.9

1,073

12.7

5,720

32.2

ances were added to provide for a reasonable amount of scrap and spoilage.
The direct labor allowances in Exhibit
2 were based on time studies made by
the industrial engineers. Here, too, normal allowances for unavoidable delays
and other downtime were added so that
labor costs would be reasonable and
yet realistically attainable.
Overhead was assigned to the product
in two ways:
Machine hour rates were applied to
hours of machine time of the various
presses. The direct labor cost was included as part of this rate.
In the assembly section, overhead
was added to the product through a
rate applied to labor hours required
to assemble the product. Labor
hours represented allowed hours rather than the hours actually required
for assembly.
After the material, direct labor and
overhead requirements for each of the
products were determined, the total manufacturing cost of each product was subtracted from the projected sales to arrive
at the gross profit by product. This profit
was then divided by the sales to arrive
at the gross profit percentage. These percentages are summarized below in order
of profitability:
Product
P6
J2
202
610
FO
707
810
DI
Overall
18

Gross Profit
40.1%
38.1
37.2
34.1
33.2
24.3
17.7
13.8
32.2%

67.8

all indirect labor in both the production
and service departments was considered
to be fixed within a range of $8,000,000
to $10,000,000 in sales volume. The labor connected expenses applicable to
the indirect labor and the remaining
non -labor manufacturing expenses were
considered to be fixed.
The breakdown of the total manufacturing cost of $5,720,807 into its variable and fixed segments is shown in
Table 2.
The next step was to make the distribution by products. In Exhibit 3, the
projected sales volume for each product
was considered as 100 percent. For analytical purposes, the variable costs are
broken down by material, direct labor
The Marginal Contribution
and overhead. This could be helpful in
Approach
determining whether any of the products
Since the concept of marginal contri- is unusually heavy in any of the elebution is based on the separation of fixed ments of cost. If for example, labor
and variable costs, the first step was to looms large, it may be possible to autodetermine which of the manufacturing mate in order to reduce labor costs. If
costs should be considered variable with material costs are unusually high, it may
changes in the volume of production and be possible to redesign the product to
which would remain relatively fixed. Ma- simplify the circuity.
terial and direct labor costs were conThe column, "Total Variable Costs"
sidered to be completely variable with shows the percentage of variable costs
volume. In the overhead segment, the to total sales for each product. The differfollowing items were considered to be ence between these percentages and 100
variable:
Percent shows the marginal contribution
percentage -the percentage of the sales
Labor connected expenses asdollar left to cover fixed manufacturing
sociated with direct labor
$100,000 costs, selling, general and administrative
20,700 expenses, and profits.
Expendable tools
69,000
Maintenance materials
For purposes of showing the whole
8,000 picture so that the marginal contribution
Lubricants and chemicals
4,200 percentage can be reconciled to the gross
Factory supplies
58,648 profit percentage, the fixed manufacturAmortization of dies
$260,548 ing costs have also been included. For
Marginal Contribution, only manufacAlthough some segments of the indi- turing costs are considered. The last
rect labor in production departments can column on the exhibit lists the gross
be considered to be variable, in this case, profit percentages. For convenience of

While the overall profitability of 32.2
percent of sales is greater than the desired 30 percent, it is obvious that if
sales of products 707, 810 and DI should
increase and sales of the more profitable
items should decrease, the actual profit
realized could be below the required 30
percent even if sales of $8,437,500 are
attained.
Since the foregoing computations
were based on full absorption of overhead, the HiFi- Stereo Company management also looked to the marginal contribution approach in the determination
of relative profitability of the various
products. Exhibit 3 was therefore prepared.
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Product
P6
J2
202
610
FO
707
810
DI

Marginal
Contribution
48.3%
53.3
47.3
41.6
42.2
36.2
40.7
42.8
44.9%

Gross
Profit
40.1%
38.1
37.2
34.1
33.2
24.3
17.7
13.8
32.2%

While the major differences in profitability of products is obvious, the two
figures are not expressed in the same
common denominator —as evidenced by
the weighted averages which are 44.9
percent on the one hand and 32.2 percent on the other. To convert the figures to a comparable basis, the marginal
contribution percentages for the various
products were divided by their average
of 44.9 percent. The gross profit percentages for each of the products were
likewise divided by their average of 32.2.
Thus, both columns of figures were expressed in terms of an average equivalent
to 100 percent. The adjusted percentages
are shown below:

Product
P6
J2
202
610
FO
707
810
DI

Marginal
Contribution 2
108%
119
105
93
94
81
90
95
100%

Gross
Profit
125%
118
116
106
103
75
55
43
100%

With the profitability of the eight
products expressed in terms of an average that was represented by 100 percent
in both cases, it was possible to compare
the marginal contribution percentages
directly with the gross profit percentages.
In reviewing the gross profit column,
management had been concerned with
the poor showing of the 810 and the DI
products because the profitability was
about half that of the average -55 percent for product 810 and 43 percent for
product DI. However, under the marginal contribution percentages, these
two products showed a profitability of
90 percent and 95 percent, respectively,
which of course is closer to average.
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Table 2
BR EAKD O W N O F T H E T O T AL MAN U F AC T U R IN G C O ST
Variable
Material
Direct Labor
Indirect Labor - Production
Indirect Labor - Service
Labor Connected Expenses
Manufacturing Expenses
T otal Manufacturing Cost

Fixed

3,663, 040
724,623

T otal

100,000
160,548

128,560
398,057
184,327
361,652

$3,663,040
724,623
128,560
398,057
284, 327
522,200

$4,648, 211

$1,072,596

$5, 720,807

In fact, the spread of percentages was
much narrower for the marginal contribution column than for the gross profit.
Under the former, the spread ranged
from 81 percent to 119 percent while
for gross profits, the range was 43 percent
to 125 percent. In the first case, the
spread was 38 points from the lowest to
the highest while in the second it was
82 points.
It was also noted that under the marginal contribution approach three of the
eight products showed higher than average profitability while five showed
lower than average. In the gross profit
column the reverse was true —five products were more profitable than average
and three less profitable.
These differences between the two
methods of measuring profitability were
obviously due to the effect of the fixed
costs included in the eight products.
Some of these fixed costs were of a "general purpose" nature, such as the Personnel Department, Cost Accounting and
the General Manager's staff. However,
there were enough other fixed costs that
were directly associated with a cost center to warrant further investigation into
profitability based on the inclusion of
fixed costs specifically applicable to certain products. Since the low profitability
of products 810 and DI was evident, the
study was concentrated on these two
products.
Subsequent Review
A review of the product routing
sheets with an industrial engineer disclosed that these two products required
a number of parts that were fabricated
on the slower semi - automatic presses.
These particular presses were large and
even more expensive than some of the
fully automatic types. Also, because they
were slow, large storage areas were required to accumulate the fabricated
parts until an optimum sized batch could
be readied to put through the plating
department. Since the presses were not
automatic, they required full -time op-

$

comparison, both the marginal contribution and gross profit percentages are
listed below:

orators— causing labor costs as well as
fixed overhead to be high.
If the introduction of Product DI is
successful and a sales volume of $750,000 to $1,000,000 develops, the company could justify the purchase of additional high -speed automatic presses that
would reduce labor costs as well as unit
fixed costs. In addition, several thousand square feet of factory space would
be released for storage of finished goods
with a saving in rental for outside facilities. The obsolete presses would have a
ready sale in the used machinery market
because of a fairly large demand for this
type press. These savings could increase
the gross profit to about 32 percent for
both items.
While the main focus was on products
810 and DI, it was noted that product
707, the third product of below- average
profitability, also utilized parts made on
the slower presses —but not to as great
an extent.
While labor and overhead savings did
not offer as great a potential, material
did. A study by the engineers showed
that the present model of the 707 used
a fair number of vacuum tubes —while
competitors were using the newer semiconductors. Although a design change
could not be implemented until the next
model vear, the estimated savings from
such a change could reduce material costs
from 52.7 percent of sales to approximately 47 percent, with the resultant rise
in the gross profit percentage from 24.3
percent to approximately 30 percent.
Cost Reduction Resulting
from the Plan
In the course of this review of the
profit plan, cost reduction recommendations were made for other products in
the line. It was recognized that there
were additional possibilities for savings.
However, it was also recognized that a
concentration on the three "losers"
would provide the greatest savings in the
shortest time.
Continued on page 26
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Accounting for
Multinational Operations
WE DO NOT HAVE DIFFERENT GROUND RULES FOR FOREIGN OPERATIONS
By Frank C. Roberts
Before I discuss the accounting methods
and procedures we use in our international operations, I will brieflv summarize our company. This background
should help you evaluate our approach
to accounting controls and thus draw
conclusions as to their applicability to
your own problem areas.
Let me emphasize that we do not
feel that we have all the answers or
even understand all of the problems. Our
accounting system has evolved over a
period of time and is working reasonably
well for- us. We are continually updating it to meet new situations and changing requirements.

install completely automated and manual materials handling systems— tailored
to customer requirements. As the labor
supply diminishes and labor costs rise,
materials handling becomes one of the
few areas in which nonproductive industrial costs can still be reduced.
In industrial power transmission, we
are concerned with reduction of production cost through automation. This is
made possible by manufacturing —line
svnchronization, using electric motors
with infinitely variable speed controls to
ensure that an individual machine or
a complex half- mile -long production
line— designed and built to be run automatically —will perform as required.

A Background of the Company
Eaton Yale & Towne is a family of
companies with 113 major operations in
23 countries. We design, engineer,
manufacture, market and, hopefully, account for some 3,500 products designed
predominantly for the transportation,
materials handling and industrial power
transmission industries.
In transportation, our components
are widely used in commercial vehicles
and passenger cars throughout the world.
Since the days of Henry Ford, Alfred
Sloan and Walter Chrysler, we have
enjoyed a close partnership with the
proprietary product concepts brought to
the marketplace.
In materials handling we have the
capability to design, manufacture and
20
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Beyond these three major groups,
which account for 80 percent of sales,
lie additional product groups, principally
Yale locks, security systems and builders'
hardware.
Eaton Yale & Towne has five major
product groups, each headed by a group
vice president. In turn, each operating
unit is headed by a general manager who
is responsible for the business enterprise
with an incentive program to encourage
profitability and return on investment.
We originally entered the international field to supply our major automotive customers with the same components they were used to getting from
us. These customers asked that we make
these components with "local" labor and
materials.
Very soon, however, these fledgling
foreign plants acquired a life of their
own. Inevitably, the products and the
manufacturing methods had to change
—and that meant that our overseas
operations had to develop their own
engineering, manufacturing and marketing capabilities, drawing, of course, on
domestic knowhow. Todav, our overseas operations are no longer "carbon
copies" of what we do in, say Cleveland
or Detroit. In Europe, Australia and
Latin America we make components that
differ substantially from our domestic
U.S. products. Today, our end products
too are aimed at consumers with tastes
and preferences that differ vastly from
those in the North American market.
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Out of a constant exchange of men
and ideas between our U.S. and foreign
plants was born the feeling that we are
now strongly moving toward becoming
a truly multinational group of companies. In our companv, the multinational concept is a working force and
a reality —on a worldwide basis.
Todav our multinational sales exceed
$250,000,000 — approximately 25 percent of our company's total annual sales.
About a third of our present 45,000 employees are outside the U.S.
Eaton Yale & Towne approaches its
international activities with two groups.
One group, subdivided by product responsibility, manages the international
operations —their manufacturing, sales
within the country of manufacture, finances, licensing, etc. The other group
is strictly a marketing arm assigned to
business development and international
sales. It operates in export markets
through a worldwide sales force with
headquarters in Zug, Switzerland, and
provides fully trained sales and service
representatives in all major countries.

The Accounting Organization
So much for company background.
Where and how does accounting fit into
such a diversified and decentralized
company? The accounting organization
at Eaton Yale & Towne is structured as
shown on Exhibit 1.
One of the key staff members at each
division is a controller — responsible for
all financial affairs of the unit. He reports to the general manager for operating reports, profit planning, forecasts
and budgets; and to the corporate vice
president and controller for accounting
policy. We develop bilingual divisional
controllers from the nationals of the
countries in which we operate.
The assistant controller — divisional
accounting is responsible on a worldwide basis for all division controllers,
and, in return, is assisted by administrative controllers responsible for a number
of plants correlated to the product
groups. For maximum effectiveness in
planning and monitoring results, each
administrative controller develops a liaison with the group vice president.

In the international area, each Cleveland administrative controller correlates
his group's problems with those peculiar
to operating in other countries. To do
this, he works with three European administrative controllers —one each in
London, Velbert and Rome —and one
for South and Central America —stationed in Sao Paulo, Brazil. These men
frequently visit plants to become familiar
with local problems.

Means of Disseminating, Explaining
and Clarifying Accounting Policy
We have three major ways of disseminating, explaining and clarifying accounting policy. One of them is the controller's policy and procedure manual.
This manual has gradually evolved into
concise instructions that are applicable
worldwide. It contains examples, detailed procedures, sample forms, etc.
There are 41 "bulletins" in this manual.
They cover subjects such as procedure
for additions and deletions to master
chart of accounts; processing vendor invoices; working funds; accounting for

Exh ib i t 1

THE ACCOUNTING ORGANIZATION AT EATON YALE & TOWNE
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interdivision and intercompany sales, receivables and payables; business expenses of employees; salary payroll action
record; inventory policy; allowances for
shrinkage, obsolescence and excess inventories; instructions for physical inventor; appropriations; and corporate
record retention guide. New and revised
bulletins are being issued continually.
A second method we use to disseminate accounting policy is semiannual
controllers' meetings. At these meetings
we frequently discuss subjects in considerable depth. For overseas locations,
we have European controllers' meetings
with corporate accounting staff in attendance.
The third method is face -to -face or
by phone. We do not run an "ivory
tower" accounting headquarters. We
visit our plants frequently and we have
a constant interchange of thoughts,
plans, and clarification of accounting
matters.
Business Planning
Our management philosophy is to encourage in -depth business planning by
those responsible for the unit and, therefore, those who should be most knowledgeable about its products, markets and
competition. Goal - setting business objectives are the cornerstone of successful enterprises, and we have a formal
program developed over many years to
assist each local management in the
area of planning.
FIVE -YEAR FORECAST

Each division or subsidiary prepares
a projection of sales, profit and capital
requirements as well as a narrative outlining the expected business environment. In this forecast sales are delineated
by product lines. Interdivision and intercompany sales must be shown separately so that thev can be eliminated
for the consolidated corporate report.
The sales change by product line is then
analyzed for the five -year period. The
five basic reasons to account for the
sales change are price changes, market
growth or reduction, market share —up
or down, new products developed, and
new products acquired.
Profitability is forecast at several
points. The division is measured on
profit before special charges. Also forecasted is the profit after special charges
for corporate purposes and an estimate
of income taxes.
Return on capital used is an important
yardstick. Estimates of capital require22

ments for plant and equipment are
made to facilitate financial planning,
including cash needs, and to ensure that
capacity for market growth can be
planned and programmed.
ONE -YEAR PROFIT PLAN

Each division or subsidiary makes a
very detailed study projecting sales, material costs, labor costs, manufacturing
overhead, selling expense, administrative
expense, research and development expense, volume and other variances, interest expense, and other factors in the
income statement. This is to be built
up from departmental levels and is to
become the general plan for the ensuing
calendar year.
A profit plan by months becomes the
basis of a monitoring action. Seasonality,
vacation periods and other aspects of
each business can often be predicted
with some accuracy. We find it not very
useful to take a year and divide bv_ 12,
so each plant forecasts its volume level
and profit dollars for each month of
the ensuing year.
As corporate forecasts are drawn
together three times each month, we
can make a reasonably valid comparison
of results versus profit plan and variances
that are inevitable. Such comparisons
highlight unfavorable trends for corrective action, indicate economic deviations
from results anticipated earlier, and
sharpen the forecasting techniques of
each operation. Incidentallv, exceeding
plan is not necessarily reason to get
plaudits — whether it be sales or profits.
Realistic planning is encouraged and we
view overachievement as poor planning
in the same manner as underachievement.
A summary of key indicators for both
prior and future periods is particularly
useful to spot basic trends of the business —are we growing or receding ? —is
profit improving or at least holding its
own? —what are we investing for the
future in research and development?
These and other broad aspects of the
business can be gleaned from this summary. Exhibit 2 is an example of the
form we use for this summarv.
Short-Term Forecasts
These two planning devices are then
supplemented and monitored by forecasts on a more current basis.
MONTHLY ROLLING FORECAST

This is a three -month projection, by
month, of sales, profits, and inventory

levels. It includes a current projection
of sales and profits for the full calendar
year. It shows variances from the profit
plan due to economic changes and other
changing conditions. It compares the
month's actual result with the prior
month's projection and notes comments
about significant changes.
One interesting part of this analysis
is the sales and profit comparison. For
the current month, for example, there
is a comparison with three forecasts
made in prior months. This gives us a
useful means of ascertaining if some
operations managers are consistently
optimistic or pessimistic about the future.
We use this approach also in the forecast of inventory levels. This helps us
evaluate the type of control that an
operation is able to exercise in procuring, processing and stocking inventory.
We also compare to a standard which
is related to anticipated sales. We require explanations for significant deviations. Sudden customer cutbacks and
advance purchases for possible vendor
labor trouble are examples of valid reasons for having an inventory level in
excess of standard.
INTERIM FORECAST

Three times a month the division
or subsidiary projects the current
month's sales, profit, and inventory
level. The first forecast is due at corporate headquarters at 8:30 a.m. on the
month's fifth working dav; the second
look is due at the time of the rolling
forecast, which is the 18th dav of the
month; and the last one is due the morning of the third working dav of the
following month. This final forecast is
expected to be very close to the actual
booked results which will follow. Pertinent comments on deviations and
changes are part of the data submitted.
Most of our operations are manufacturing facilities and, therefore, the control of manufacturing expense is extremely important. We require a fairly
detailed forecast showing anticipated
direct labor, expected absorption, and
a breakdown of indirect labor, supplies,
utility charges, fringe benefits, etc. The
division manager gets more detailed information (usuallv on a dailv basis), so
the information shown on this forecast
is really just a summary of internal reports plus anticipated spending for the
balance of the month.
The report helps to put the profit
forecast in perspective and particularly
MANAGEMENT ACCOUNTING /AUGUST 1970

Exhibit 2
SUMMARY OF KEY INDICATORS
Data in Thousands of U.S. Dollars
CURRENCY EXCHANGE RATE
PER U.S. S

DIVISION OR SUBSIDIARY

ACTUAL RESULTS
1965

1966

1967

1968

1969
PLAN

1969
EST

1970
PLAN

EATON 1973 FORECAST
1970

1971

1972

1973

NET SALES

•

•

PROFIT BEFORE SPECIAL CHARGES
Profit on Sales
Return on Capital Employed

PLANT AND EQUIPMENT
Capital Expenditures
Depreciation
Net Balance, December 31
RESEARCH

y DEVELOPMENT EXPENSE

MANUFAC TURING
In Plant Direct Labor S
Total Manufacturing Expense
Manufacturing Expense
Per Direct Labor S

to monitor any burden variance. As
trends shift, explanatory comments are
required.
Summary of Reports

The stress on these reports is surveillance of the business —its outlook, its
problems, and the results anticipated
after weighing all the factors. This concept is of extreme importance in our
operating philosophy.
As a company headquarters, we could
get the information required for consolidated reports in considerably less
detail and certainly no more frequently
than once a month. Whv, then, do we
ask that divisions (which we assert are
operated on a decentralized basis) submit such a volume of data? Doesn't this
lead to interference with the autonomy
of the division? I suppose it could, but
our experience indicates that, properly
handled (as it is by our operating management group), such problems are minimal. This group firmly believes that the
reports submitted contain the bare essentials which must be kept available at
the division level to properly control the
operation.
By requiring that this information be
forwarded to them, this group is assured
that the planning and monitoring activity is a way of life at each division.
The information also enables them to
probe questionable areas to whatever
depth is required to determine that sufMAN AG EM E N T ACC OU NTING / AU GUS T 19 70

ficient timely local effort is being devoted to overcome the difficulty.

siderable time and money. Central cash
management has been simplified by
combining many subsidiary companies
Consolidation of Reports
into one U.K. subsidiary and setting
Consolidation of results from this up a divisional structure similar to our
worldwide network of plants is aided by pattern in the U.S.
a series of steps which have been taken
We require operating results and
to simplify this important function. First, forecast data in Cleveland on specific
we have a standard chart of accounts dates and this assemblage of data can be
which defines all segments of balance a very vexing problem. We have found
sheet and income statement classifica- that extensive use of Telex, simplified
tions. Each operation uses the appli- by a coding structure, can case the comcable portions of this master chart. They munication problem. Mail deliveries are
cannot add new accounts unless tbev too slow and unreliable for fast consoliget written approval from corporate of- dated reports.
fices. Thus, when the pieces are asDomestically, we process all financial
sembled in the consolidation process, statements directly from journal entries
the groupings are compatible. Since we at our telecomputer center and then
use data processing very extensively in photograph, print and distribute them
assembling financial data and preparing in our adjacent printing department. We
'financial reports, the master chart is es- make extensive use of a communications
sential. Moreover, all financial reports network to speed up the process and
submitted to corporate headquarters in eliminate transcribing errors.
Cleveland are in terms of U.S. dollars.
We obtain supplementary reports that
We have eight plants in the United divisions prepare to assist them in manKingdom and a headquarters at Acton, aging capital expenditures, manpower,
England. Here we are in the process of wage levels, inventories, and the like.
centralizing such functions as payables, One of the more useful of these is the
receivables, salary payroll and general condensed data report (see Exhibit 3) .
ledgers. We set up at this headquarters On page 1 of this report we have a five a computer bureau to service all opera- vear history, the current year plan, and
tions in the U.K., and eventually other the forecast of the fifth year out. On
areas of Europe. This bureau is able to page 2 we compare the current year
use many of the programs already de- data with prior year average. Much of
veloped at our corporate telecomputer this information is on other reports, but
center in Cleveland, thus saving con- this distillation into one report has
23
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proven very useful. It displays a great
deal of useful information in condensed
form. It covers enough years to be informative to managament. We also use
it extensively for analytical purposes at
corporate level.
The reports are prepared at plant locations on forms supplied from Cleveland. The standardized format is useful
in corporate analysis and deadline dates
ensure that the information is published
currently.
For foreign operations, we cannot as
yet use this approach except where sub headquarters, such as the one in England,
can play the same role as our telecom puter center. In lieu of this, all overseas
operations submit financial statements
in a standardized format expressed in
U.S. dollars. These are kevpunched and
computer statements are then printed
and distributed in the same manner as
for domestic operations.
Problems in Multination Operations
Language problems loom large when
you enter extensivelv into multinational
markets. Originally we sent Americans
overseas who were familiar with our
accounting procedures, but there was
often a long gap before they could com-

municate effectively with the department heads and their own departmental
workers. We found that hiring qualified
accountants of national origin is a better
approach. Most university graduates in
Europe, Central and South America have
English as a second language. We can
bring them to Cleveland for familiarization with our accounting practices. They
are fast becoming one of the "hidden"
assets of our company because they can
deal effectively with a host of problems
peculiar to their countn-- s u c h things
as customs clearance, foreign exchange,
letters of credit, local employment practices, local tax regulations, government
decrees and policies, political interpretation, and other working arrangements
of their country.
Another problem area that is quite
vexing is taxes. Local management often
suggests that we keep more than one
set of books because the local tax requirements may vary considerably from
accepted U.S. accounting practice. The
problem is compounded when we do
not own all of the company. What we
may consider unethical is a practical
business requirement in some countries.
We must learn how to solve these problems without unduly upsetting the na-

tionals or violating our U.S. reporting
and tax requirements.
Communications is a greater problem with a multinational company. Time
differentials and often poor voice transmission can frustrate personal contact.
Administrative controllers who can
handle many problems on the spot and
coordinate with their American counterpart can reduce the need for direct communication. Where speed and accuracy
are important, we use the Telex.
Summary
Management concepts at Eaton Yale
& Towne are applied uniformly. We do
not have different ground rules for foreign operations. We expect strong local
managements to plan their objectives,
strive hard to achieve them, monitor
their own progress, and draw upon
central resources available through our
corporate staff management.
Our overseas locations are becoming
increasingly important to our total business and we envision many of them to
be in excellent growth markets. Since
they are making and will increasingly
make important contributions to sales
and profits, their assimilation into our
accounting structure is most important.

PLANNING FOR PROFIT: FOCUSING ON THE BIG PICTURE
Continued from )page 19
The course of action that was adopted
consisted of the following:
1. Cost reduction efforts would be concentrated on products DI, 810 and
707.
2. Automated press equipment would
be ordered without delay because of
lead -time requirements. If field tests
indicated that product DI was successfully field tested and that sufficient sales volume would materialize,
the order for the presses would stand.
If not, it would be cancelled and alternative solutions sought.
3. Redesign of the 707 would also be
started by replacement of a number
of vacuum tubes with semiconductor
devices —a change that competitors
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had implemented some time ago.
The engineering manager was instructed to also be alert to the possibility of standardizing sections of
the circuitry to facilitate use of an
interchangeable printed circuit that
could be used on other products.
Even though there was a possibility
that these cost reduction projects
could yield some savings within the
period being budgeted, no adjustments were made. The manufacturing manager was being held to a 32.2
percent gross profit- barring unforseen
price changes, of course, and unfavorable changes in mix.
Conclusion
A carefully prepared profit plan reconstructs, in advance, the anticipated happenings of the coming year. It provides

the management of the company with a
"preview" of things to come as well as
an opportunity to make the changes required in order to maximize profitability.
Some managements are reluctant to
reveal sales and profit information to factory management. The argument that is
advanced is that the factory should be
only held accountable for meeting its
budget rather than having profit responsibility. While this can be supported
from an academic point of view, it tends
to relegate the factory manager to second class status in the organization. In
this era of sharp competition and emphasis on motivation, no stones can be
left unturned in the search for innovative ideas that can only emanate from
an enthusiastic group of managers who
are allowed to participate in the forming of the big picture.

MANAGEMENT ACCOUNTING /AUGUST 1970

Devaluation,
Revaluation -Re- Evaluation?
THERE IS MUCH EVIDENCE THAT A NEW ACCOUNTING APPROACH SHOULD BE SOUGHT
By Donald R. Mandich
In treating the effects of currency
changes, some fairly wide accounting
options are permissible— assuming, of
course, that such options are explained
and documented fully and clearly. However, companies which publish consolidated statements face many complications in the valuation of foreign assets
in such a situation. These problems, reviewed in the light of events of recent
years, suggest that the time for a reevaluation of the entire topic may be at
hand.
Since the devaluation of the British
pound in November, 1967, the major
currencies of the world have rocked from
one currency crisis to another. Further
problems have been presented by fluctuations in demand for gold, the heavy
rate of inflation in the United States,
high interest rates both in the U.S. and
other major countries, and the seemingly perennial rounds of inflations and
devaluations in a number of Latin American countries.

less - developed nations (where there are
no functioning exchange markets), foreign investors have often attempted to
lower their exposures with other awkward techniques (which will be discussed
later in this article). The question might
well be raised as to whether these efforts
are proper and constructive, whether
they are necessary and even whether they
could be destructive.
As mentioned above, the problem
seems to arise mainly among corporations which follow the common practice
of publishing consolidated statements.
Those that do not consolidate seem to
have a rather large number of options —
where circumstances warrant —in presenting the facts of their foreign operations without introducing currency devaluation write -downs or losses in reporting their earnings results to shareholders.

On the other hand, the position of the
accounting profession suggests that certain write -downs should be taken in the
consolidation of the figures of a foreign
branch or subsidiary when a change in
valuation has taken place. In very general tenns, net current assets should be
written down, but non - current assets,
long -term liabilities and capital should
be priced at the dollar value of their original costs less amortization.
The foregoing seems to be based on
the theory that, when a currency devalues, the country has undoubtedly suffered inflation and a valuation of the
more liquid assets should reflect this deterioration. Yet a purchase today of the
more permanent assets would probably
require external investment similar to
the original amount, simply because the
original equivalent in dollars would buy
more of the devalued units. At the same
time, costs must have risen and likely
in near equal amounts. Overall, the
theory and practice behind this would
appear to be sound, but what about its
practical effect in actuality?

The Problem

Confusing Alternatives

One element in this series of events
has been particularly disturbing. Businesses with foreign currency exposures
have periodically rushed in and out of
exchange markets trying to cover potential losses on devaluations or, rather,
mainly devaluations but also revaluations
when in a short position. It might be argued that our current accounting theory
and practice have largely prompted these
efforts. Similarly, in the currencies of

When a currency devaluation appears
imminent, the corporate president or
treasurer of a company with a significant
amount of foreign assets is usually faced
with confusing alternatives. His choices
are quite different for a major currency
of a more developed nation than the
currencies of a less developed country.
Let us look, first, at the situation of
the developed country which has a regularly functioning exchange market. In
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this case, there are three basic alternatives. The company can try to:
1. Minimize its exposure in net current
assets by withdrawing some of them
from the country.
2. Borrow in the host country (invariably at high interest rates) and remit these funds home, thereby reducing the investment in net current
assets.
3. Hedge' its position by dealing in the
forward exchange market.
As to the first option, it is usuallv not
practical. It may not even be possible to
drain the operation of these assets.
The second option generally presents
a large battery of obstacles such as government controls against remittances of
this nature which are almost always imposed in a crisis of this type. Furthermore, because many other foreign companies have the same idea concurrently,
the banking system invariably cannot
accommodate a sudden large demand for
credit. One further obstacle is that
usually no bank credit is available in
such instances, since the economy is under severe credit restraint to counter the
problems causing devaluation pressures.
The third option, too, presents a number of difficulties. First of all, it is not
easy to execute the timing of a hedging
operation. How does one determine if
the crisis is truly serious? It is costly to
run for cover every time a dark cloud appears on the horizon. It is likewise hard
to decide specifically when the crisis will
pass or be resolved. The puzzle, then,
becomes to guess whether to arrange for
a forward exchange contract for one
month, three months or longer. Obviously, the cost increases with the length
of time of a forward contract, and the
markets will have moved to extremes of
cost during a period of pressure. Yet, if
the hedge is arranged for too short a
time, the cover might expire shortly before the climactic moment, and the forward market will have evaporated completely. Still another problem is to decide
how much forward cover should be arranged. Because the tax laws do not permit the write -down of foreign assets as
a deduction, the full amount of the loss
appears in the financial reports for the
appropriate year. Unfortunately, anv
gains from forward contracts are consid'O f t h e roughly S65- billion doll ars book value of
U.S. inve stme nts abroad as publicized by the U.S.
De part ment of Comme rce for t he e nd of the ye ar
1968, about 55 perce nt of t he total is i n count ri es
with regul arly funct ioning forward exchange markets, i.e., the United Kingdom, Canada, Switzerl and and the Common Market countries.
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ered to be taxable income. The question
then is whether the forward cover should
be arranged in an amount equal to the
prospective devaluation or sufficiently
large to provide for the income tax or—
even larger —to provide for the cost of
the hedge as well. These are all practicalities to be considered when contemplating the stockholders' possible reactions to
any type of real or implied diminution
of earnings and assets.
Fewer Alternatives in a
Less-Developed Country
In the case of the less - developed country, the executive has fewer alternatives.
Rarely is there a functioning forward
market for the currency of such a nation,
and this condition affords no opportunity for hedging with forward contracts.
That leaves only the possibility of attempting to hedge by temporarily withdrawing current assets — including the
borrowing of funds in the foreign country for that purpose. However, one is
apt to find these doors securely nailed
shut not only by government regulations
but also by the limited foreign reseryes
and the immature monetary mechanism
of the nation. Almost without exception,
sudden outflows of funds cannot be accommodated without greatly magnifying
the conditions of crisis.
Devaluation
If devaluation actually takes place, it
would seem fair to ask if there has been
an actual loss in the value of foreign assets. If hedging was undertaken, was it
necessary or constructive? First —we
might raise the question of actual loss in
the value of foreign assets. It would appear that the basic objective of any business investment is to make a profit, and
multiples of such profits will largely determine the market value of a particular
business — probably more so than the
book value or liquidating value of the
assets.
In the case of foreign investment (subsidiary or branch), a devaluation within
the country_ may well be taken into stride
and, with price adjustments, the ultimate flow of earnings convertible into
dollars may progress very satisfactorily.
Whether it is realistic at all to write
down assets in some manner seems to
be a fair question in this type of case.
Is it reasonable to follow the prescription of only writing down the net liquid
assets? Are not businesses a mixture of
different types of assets? And, if a country suffers conditions (most likely infla-

tion) causing a devaluation of its currency, will not a businessman have to
adjust his prices to compensate for the
replacement value of all his assets just
like his competitors and other businesses
in that particular setting and environment?
If, in fact, hedging is not really neccessary, is it then constructive?
Aside from prompting the executives
of the investor company to try to jump
through financial hoops (something
which is rarely convenient), one might
wonder as to what effect the hedging
process has on the market stability of
the currency in question. The answer
can be stated very flatly that the accumulative action by large corporate investors
who flock to cover their alleged exposures
puts tremendous additional market pressures on an already weakened situation.
The unhappy result is that it serves no
one except speculators who may be attempting to "tip over the currency," and
it may force the foreign government to
accelerate its action in changing the currency parity which could be costly to
that country in terms of paving greater
rewards to the speculators rather than
choosing its own timing (as France did
when its government unexpectedly devalued the franc in August of 1969) .
Certainly, any damage to the reputed
strength of a currency or the loss of foreign reserves by a host nation leads to the
weakening of the very environment upon
which the investor is dependent for his
future profits. After more than two years'
observation by the writer, it is his opinion that the "hot" money in the world
which has rushed to seek a fast profit in
currency speculation probably aggregates
the equivalent of between two and three
billion American dollars.
It is apparent that very few countries
have sufficient exchange reserves to withstand a multi - billion dollar cash inflow
or heavy forward buying or selling (using
the funds as cash collateral to secure forward contracts in multiples of several
times). When the business community
further adds its weight to the situation,
the results may be disastrous and unrelated to the underlying economic merits
or needs. Moreover, the magnitude of
the subsequent action taken by the foreign govemment may be much greater
than necessary. They simply cannot
measure accurately the genuine economic
forces that are at work. The same unfortunate conclusions may be reached
in cases where hedging is not possible
but where the foreign investor tries to
export funds during periods of pressure.
MANAGEMENT ACCOUNTING /AUGUST 1970

The recent revaluation of the German
mark-, produced estimated profits of more
The entire topic of valuation of for- than $100 million in the spot (the actual
eign assets would seem to be a theoretical currency) market.2 This was aside from
exercise. In the first place, the market any profits in forward contracts. It can
value of a currency at any given mo- be safely assumed that virtually all of
ment is a rate that may be good for only this was speculative profit, as companies
a few million dollars equivalent of actual ]laving an investment in assets domitrading. Any more offerings could sharply nated by the mark had no potential loss
move the market price. Therefore, the to protect and hence would not take any
likelihood of actual conversion of the action to hedge against possible loss.
amounts consolidated with the parent
What developed then can hardly be
figures at any statement date could be termed as constructive business effort.
labeled as highly theoretical at best.
Similar unconstructive results undoubtA second factor involved is the ques- edly occurred when sterling devalued in
tion of determining when a devaluation 1967, except that the "hot" monev was
or loss actually takes place. Usually, there used as collateral on a percentage basis
is a long prelude of deterioration cover- for selling forward contracts. In the case
ing several years. A more developed of the German mark, the government
country, however, may be able to defend had adequate reserves and could suffer
with its reserves its currency's parity the loss without great hardship. Howwithin a rather narrow limit until a sud- ever, a country that devalues a currency
den crisis and fast climax occur. The ac- cannot lose unnecessarily any amount of
counting profession has recognized this reserves without suffering added complipossibility of slow deterioration, and its cations for its economy which indirectly
recommended procedures are to adjust affect every person and company within
the valuations if the circumstances ap- it. This would, of course, include compear to dictate. On the other hand, be- panies with foreign ownership.
cause accounting practitioners are not
seers any more than are the international Effect on Investment Policies
economists, it is difficult (impossible ?)
A final matter to be considered is that
to develop evidence of value that might one might wonder how often corporabe clearly superior to the actual rate of tion executives pass an investment where
a currency is chronically weak. Good
exchange.
A third complication in valuing for- profit opportunities are available for ineign assets for statement purposes stems vestments in many developing countries.
from the fact that the cause of mone- If embarrassment with shareholders is to
tary erosion is not always monetary infla- be the result of periodic write- downs,
tion and is, as a result, much harder to however, the U.S. investors may look
detect. For example, the major industries elsewhere or simply abstain from particiof a country might fall behind in their pation despite good prospects for unincompetitive technology and, over a pe- terrupted flows of profits back to the
riod of years, their foreign markets might parent. This may be unfortunate from an
begin to lose confidence in their products economic standpoint, but is equally unalthough total exports sales for the coun- fortunate from a sociological viewpoint
try seem to be holding up well. Eventu- for our fellow humans in the less- develally, the trade balance might deteriorate oped countries of the world.
and throw the nation into an unsatisfacAs an axiom, it can be expected that
tory balance of payments position which developing countries will tend concould lead to currencv devaluation.
tinually to suffer inflation and currency
It should be noted, however, that a devaluation over the long term because
further complication in evaluating currencies is the concept that the reputa- 'T h e German government announced an outflow
"h o t " money of between five and six billion
tion of a currencv is often the most im- of
marks a few days aft er t he mark was allowed to
on September 29, 1969, and an outflow of
portant factor in determining its strength drift
an added three bil lion marks afte r formal revaluaor weakness. If the economic merits of tion on Oct ober 24, 1969. The initial market ggain
was roughly Bs/s percent and the formal revaluaa currencv are weak, but the public tion added 2% percent . Assuming, conservatively,
that the second outflow was in only a few days
thinks it is strong, the currencv may go and
did not earn the full 9% percent, the total
would be between $105 and $120 million
quietly along for a number of years and gain
American. If, on the ot her hand, the second outearned the full 9% percent, the total gain
possibly even recover genuine relative flow
woul d be between $155 and $170 mi llion Ameri(T he conve rsi on rat e of t he mark duri ng the
strength without having suffered any can.
entire e od was rou ghl y fo ur mark s t o on e U .S.
dollar.
embarrassment during the interim.
Valuation of Foreign Assets
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they need to incur disproportionately
large expenditures for infrastructure and
capital investment by the government in
their race to raise their standards of living. Should American companies, for any
reason, be unnecessarily discouragedfrom investing in these growing markets?
Should these markets be forfeited to
non -U.S. investors who have different
accounting practices?
Conclusions and Recommendations
The events of recent years have elicited serious problems which suggest that
the present accounting treatment of investments in foreign branches or subsidiaries might need re- evaluation. For
the collective good of all —the investor
and his host country and its economic
development —these recommendations
are put forward for consideration:
First —The accounting profession should
specifically recommend against hedging
exercises as being unconstructive (except in cases where liquid assets abroad
are awaiting conversion and remittance
to the U.S.) . Furthermore, all assets,
liquid or "fixed" in nature should be
deemed part of the asset mix of the operation and as invested for the long -run
generation of earnings. Hedging should
be construed as a separate exercise involving costs and possible profits or
losses.
Second —Anv revaluations or devaluations of foreign currencies should simply
be footnoted in statement presentations
— accompanied by the comment that the
long -run generations of earnings will or
will not be affected and, in general, to
what degree. Admittedly, this route
would interfere with the present concepts of consolidation of foreign statements with the parents' figures. However, consolidation of original values may
be just as valid as the principles used in
present accounting practices. Or, perhaps, foreign operations should not be
consolidated with the parent at all. The
fundamental question is: Which is, in
fact, more misleading to the owner or
investor: consolidation and adjustment
of values on a mechanical basis or non consolidation and the presentation of the
facts of the events. When the possible
destructive elements of the hedging
processes are weighed together with the
current accounting practice, there is
much evidence to recommend that a new
accounting solution should be sought.
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Management Reports for
Multiproduct Plants
A REPORTING SYSTEM DESIGNED TO FACILITATE MANAGEMENT ACTION
IN PRINCIPAL RESPONSIBILITY AREAS
By B. Thomas Palmer
The greatest changes in recent accounting history have been in the field of
management reports —that is, reports for
use in managerial decision making as
distinguished from published statements. Not too long ago management
reports such as we know them now were
non - existent. Future developments in
this field are likely to be even more rapid.
This article is confined to reports for
a multiproduct plant —a plant capable
of producing a varied product line, with
several of the products being produced
at one time or only one product being
produced at a time. For simplicity, none
of the products are by- products.
Such plants are not uncommon in
the chemical and plastics industry, and
they present quite a challenge to management accountants. It is not unusual
for a production unit to be capable of
producing several hundred varieties of
a given product with a great range of
costs, sales prices and profits.
A system of cost reports needs to be
developed for production management
that, when combined with sales prices
and selling expenses, can be used to
prepare the reports for sales management. This integration is necessary if
responsibility for these two areas is to
be defined. The goal should be to pinpoint profitable and unprofitable products. The reports should show also why
products are unprofitable, so that management can take corrective action on
costs or eliminate them from the prod30

uct mix. Each situation calls for a different approach to meet specific needs,
but this article will attempt to explore
some of the problems of such reports
and to examine a possible solution.
A Few Typical Problems
A company having multiproduct
plants will already have a cost accounting system for its plants. For our
purposes let us assume that a full- absorption cost center system is in use. Standards that vary with production serve to
prepare variance analyses from the actual costs. This presents us with our
first problem. Management will probably
require that the current costing system
be integrated with the overall reporting
system.
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and Bachelor of Accountancy degrees
from Baylor University, Waco, Texas.
For this article, Mr. Palmer received
an NAA Certificate of Merit (196970).

The reporting time period can be a
real problem. It must be long enough
to give a true picture, but short enough
to allow corrective action on a timely
basis.
Many costs for a multiproduct plant
are time related. Maintenance will be
performed as required at regular intervals with no relation to the formula
being produced. Raw material costs will
vary from period to period for the same
material. Assignment of these costs to
one or a group of formulas simply because of the time period in which they
occur could result in wrong decisions.
The longer time period covered, the
more realistic costs should be, but part
of the control is lost.
Ideally the system will have both
short and long term reports. All of the
reports should be issued as soon as possible after the end of the time period
covered. Ancient history is of little use
to management in our fast paced economy.
After considering the time period
problem, we come to the most difficult
problem of all, allocation of costs. Regardless of the system of costing used
in a complex multiproduct plant, allocation is necessary. It is not feasible from
a cost standpoint to identify every cost
dollar with a certain formulation; and
if the plant is very complex, it is not
possible. Even a direct costing system
would involve allocation when carrying
costs to individual formulas. Care must
be used so that arbitrary allocations do
not result in wrong decisions.
MANAGEMENT ACCOUNTING /AUGUST 1970

Cost of setting up and continuing a
formula costing system must be considered. How much time and effort can
be spent in collecting actual costs? If
the program is too costly, the loss may
be as much as the gain. All the reports
suggested in this article with one exception would be prepared with computers. To do them by hand would be
very costly and require much manpower.
Utilization of computers will also greatly
reduce the time between the end of the
reporting period and the issuance of
reports.

manufacturing cost estimates (Table 1)
and profitability estimates (Table 2) has
been prepared on all formulas. Management is encouraged to use these estimates to select the most profitable
product mix for the plant.
The estimates were prepared by using
standard cost and forecast production
data. We will not elaborate on the use
of certain profitability data in a given
situation, but the whole reporting system will revolve around these estimates.
Using estimated formula costs to select the sales mix overcomes several of
the problems discussed earlier. Standards have been based on long -range expectations, so this will overcome the
timing problem. Standards are used in
cost reports for comparison to actual.
This links estimated cost to the actual

reporting system. While standard costs
are often difficult to allocate, thev are
usually far easier to assign than actual
costs which may not be related to the
time period or formula mix. With this
system, it is important that standards
are realistic.
Costs and earnings estimates have
now been set up as the too] for selecting
the most profitable product mix, but
how accurate are these estimates? A
system of audits must now be established for these estimates. Even though
the goal is an integrated system, responsibility for variances must be established.
Report for Production Management
The first report is to production
management (Exhibit 1) . This report

Table 1
STANDARD COST OF MANUFACTURE (FACTORY COST ONLY) 1970
PRODUCT A
FORMULA A5000-01

Daily Production 20,000 Lbs.

A Typical Plant
Before developing a management reporting system, let us set up a model
of a typical plant. The plant uses only
one or two raw materials. By varying
production rates and catalyst usage, it
produces a large variety of formulations
which appear similar but have different
chemical. properties. All formulations require the same machinery to produce,
and varying production rates account for
the major differences in costs. There are
five machine systems in operation at one
time -each produces a different formulation but all machines can be run on
the same formulation simultaneouslv.
Hourly machine costs are essentially the
same regardless of the formulation produced, while the catalyst cost and production rates vary. Yields from material
are essentially the same on all formulations. The plant operates at capacity
or near it. The various formulations are
sold to a wide varietv of customers requiring the different properties. Formulations are constantly changing as better formulas are developed to meet
customer requirements or competitive
situations.
Cost and Earning Estimates
This company uses a thirteen period
reporting year with each period containing twenty -eight days. A full- absorption
costing system is used to report overall
plant efficiency. A series of computer
MANAGEMENT ACCOUNTING /AUGUST 1970

Cost per Pound
Allocated
Variable
Conversion Cost
Catalyst Cost:
Catalyst A
Catalyst 8
Catalyst C
Material Cost
Subtotal
Loading and Container Cost
Total Factory Cost in Containers

$.1000

$.0500

.0100
.0000
.0050
.0500
$.1650
.0200
$.1850

.0100
.0000
.0050
.0100
$.0750
,0150
$,0900

Table 2
PRODUCT A EARNINGS DATA
PRICES IN CONTAINERS, DELIVERED
FORMULA A5000-01
Daily Production Rate
Allocated Unit Cost
Variable Unit Cost
Freight Unit Cost
Selling Expense Unit Cost
Sales
Price

Earnings
from
Operations

Profit
Contribution
per Pound

20,000
$.1850
$.0900
$.0100
$.0100

Profit
Contribution
per Day

Earnings
as
of Sales

Return on
Investment

%

So far our discussion has dealt with
costing within the plant, but just as
difficult is the assignment of non -manufacturing costs such as research and selling expense. Here it must be determined
if assignment of such costs to specific
formulations is justified. Are such costs
really assignable to certain formulas? If
so, what system can be used, what are
its costs, and is it accurate? Incorrect
information in this area can be just as
bad as none at all or worse.

$.250
.260

$.0450
.0550

$.1500
.1600

$3,000
3,200

18.0
21.2

4.6
5.6

.270
.280

.0650
.0750

.1700
.1800

3,400
3,600

24.1
26.8

6.6
7.6

.290
.300

.0850
.0950

.1900
.2000

3,800
4,000

29.3
31.7

8.6
9.6

.310
.320

.1050
.1150

.2100
.2200

4,200
4,400

33.9
35.9

10.6
11.6
31

shows actual costs allocated on the same
bases as the estimates. Each formula
produced is shown with significant production data and costs.
There are four lines shown for each
formula. The first line lists the actual
production costs. The second line shows
the variance due to production rates
and yields -it isolates the variances that

are directly due to the formula and excludes all other variances. This is accomplished by calculating standard
costs with actual production data and
deducting this from standard cost calculated with standard production data. The
third line shows variances from standards not directly functional with the
formula. This isolates variances due to

timing of the production, and if over a
long period of time these variances con tinue to overrun, action needs to be
taken. The final line shows the total of
formula and other variances. Adding a
favorable or subtracting an unfavorable
total variance from the actual cost will
give the standard cost shown on the
estimates.

Exhibit 1
ACTUAL COST OF MANUFACTURE
PRODUCT A
1 PERIOD 1970
Producti on
T ot al
Daily

Form ula

Conversion
Cost

Catalyst
Cost

Material
Cost

Loading
Cost

.1100
- .0053
- .0047
- .0100

.0160
.0000
- .0010
- .0010

.0520
.0010
- .0030
- .0020

$. 0190
.0000
.0010
.0010

T otal
Unit

T ot al
Cost

.1970
- .0043
- .0077
- .0120

14,775
- 322
- 578
- 900

Ac tual
Form ula
Other
T otal

100,000

23,000
2, 000

$ .0909
.0082
- .0039
.0043

$ .0200
- .0010
- .0005
- .0015

$ .0520
.0010
- .0030
- .0020

$. 0190
.0000
.0010
.0010

$ .1819
.0082
- .0064
.0018

$ 18,190
820
- 640
180

A6000 -01

Ac tual
Form ula
Other
T otal

120,000

30, 000
500

.0697
.0011
- .0030
- .0019

.0300
.0000
.0010
.0010

.0520
.0010
- .0030
- .0020

$. 0190
.0000
.0010
.0010

.1707
.0021
- .0040
- .0019

20,484
252
- 480
- 228

T ot al

Ac tual
For mula
Other
T ot al

3,710,000

26, 500
500

.0520
.0010
- .0030
- .0020

$. 0190
.0000
.0010
.0010

.1699
.0029
- .0056
- .0027

$

$

$
$

.0200
.0005
- .0003
.0002

$

$
$

$
$

.0789
.0014
- .0033
- .0019

$

A5000 -02

$

19, 000
- 1,000

$

75, 000

$

Ac tual
Form ula
Other
T ot al

$

A5000 -01

$630, 329
10,759
- 20, 776
- 10,017

Exhibit 2
ACTUAL SALES AND STANDARD EARNINGS
PRODUCT A
1 PERIOD 1970
Quanti t y

Price

Cost of
Goods

Freight

Selling
Expense

Unit

Earn Fr Oper
Am o u n t

ROI
PC /Day
%

Order
No.
Formula
A5000 -01

30,000
30, 000

$. 2900
.2900

$. 1850
.0900

$. 0075
.0075

$. 0100

$. 0875
.1925

$

-- -- - - -- - --

------ --- --

-- ------ ---

-- --- ------

----

00101

--

$

--

$. 0900
.1950

------

$. 0100

---

$. 0150
.0150

--

$. 1850
.0900

-

$. 3000
.3000

--

10,000
10, 000

-

00001

900
1,950

9. 1 Al l
$3,900 PC

2,625
5,775
--- ------ -- - - - - --

8. 8 Al l
$3,850 PC
-------- -----

Form ula
A6000 -01
00031

50,000
50,000

$. 2700
.2700

$. 1726
.0878

$. 0050
.0050

$. 0100

$. 0824
.1772

05000

10,000
10, 000

$. 3000
.3000

$. 1726
.0878

$. 0175
.0175

$. 0100

3,500, 000
3,500,000

$. 2875
.2875

$. 1650
.0825

$. 0121
.0121

4,000,000

$. 3000

$. 1700

$. 0130

$

4, 120
8, 860

12.2 Al l
$5,227 PC

$. 0999
.1947

999
1,947

14.7 Al l
$5,744 PC

$. 0100

$. 1004
.1929

$351, 400
675, 150

12.5 Al l
$5,015 PC

$. 0100

$. 1070

$428, 000

15.0

Forecast
Variance
- 500, 000

32

- 76, 600
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Thus two types of variances from
estimates have been determined: (1)
formula variances resulting from differences in actual and estimated production data and (2) non - formula variances
due to varying from standard machine
costs and material prices. A detailed
written exception report should accompany this report to production management.
Reports for Sales Management
The second report should be directed
to sales management. Has sales done a
good job using estimates to select a
sales mix? Exhibit 2 uses actual sales
data and standard costs to show earnings
data with cost variances excluded. The
only actual figures on the sheet are
quantities, prices, and freight rates. Cost
of goods, actual and variable, are obtained from the estimates as is selling
expense.
Using standard cost data makes it
possible to issue this report as soon
as final sales are known. With computerized billing systems now in use,
this is nearly instantaneous with the
end of the time period. Moreover, estimates can be computed ahead of time
and only changed when standard production rates or costs change. At this
point, estimates have been reconstructed
using actual sales prices and freight. If
the return on investment and profit
contribution goals set by management
are not met, they should be explained
by sales management.
This report is designed to show the
effectivenes of sales management in
choosing profitable sales. A forecast or
plan line is shown below the total line,
so that the overall performance of sales
may also be judged. While this total
was developed using individual formula
forecasts, comparisons are not shown for
each formula. The changing formula
sales mix would make such comparisons of very limited value.
A report of selling expenses other
than freight needs to be prepared for
sales management. Exhibit 3 breaks
down selling expense into several types
of expenses. It might be more detailed
depending upon the company. The forecast column is the expected selling expense at forecast sales rates. The standard column is prepared using actual
sales and standard rates, and the actual
column is taken from the financial records. Sales management should explain
the variances. Written reports should
be attached to both sales reports.
At this point there are three periodic
MA NA GE ME NT A CC OU NTIN G( A UG US T 19 70

Exhi bi t 3
SELLIN G EXPEN SE C O MPAR ISO N S
PR OD UC T A
1 PERIOD 1970

Advertising
Dis tri but ion
Selling
Other
T otal

Forecast

Variance

Standard

Variance

Actual

$22,500
8,750
5,250
3,500
$40,000

$2,813
1,094
656
437
$5,000

$19,687
7,656
4,594
3,063
$35,000

$- 2,813
656
594
313

$22, 500
7,000
4, 000
2,750

$- 1,250

$36, 250

reports: one to production management
and the other two to sales management.
The task now is to reconcile or equate
the reports to one another. This will
serve two purposes: (I ) it will identify
areas of responsibilih, for top management, and (2) it will relate the reports
to financial record earnings. Two reports
will be necessary to accomplish this
task.
Consolidated Reports
Exhibit 4 shows the first of these reports. This report compares standard
cost of sales to actual cost of sales on a
formula basis. Total sales quantities for
each formula are shown along with
standard costs ( from Table 1) and actual costs (from Exhibit 1) . The variance from standard is also broken down
into formula related variances (those
functional with the formula) and other
variances (those not functional with the
formula). The total standard cost of
goods sold should be the same as that
appearing on Exhibit 2.
The final report, Exhibit 5, compares
forecast and standard earnings to actual
earnings in total. The forecast and standard columns are obtained from Exhibit
2. The actual column must be assembled. Sales quantity, amount and freight
are taken from the standard column.
Actual cost of goods comes from Exhibit 4. Other selling expense is obtained
from the financial records. Totaling
these gives the actual product earnings.
Comparing these columns gives the variances.
Two of these reports would be issued.
One would cover the current reporting
period, and the other would be on a
year -to -date basis.
Earnings and returns are compared
to set goals to identify responsibility for
meeting product earning goals. Variances
in cost of goods sold should be explained
by production management. Likewise,
sales management mast explain variances in sales amounts and expenses. The
details for such explanations can be de-

rived from previous reports in most cases,
but in special situations only the person
familiar with a specific cause can explain
the variance.
We have avoided carrying the actual
earnings to a formula basis. The actual
cost of formulas contain too many of
the faults previously discussed to make
product mix decisions. If it is determined
from these reports that production data
or standard costs need revision, they
should be changed and new estimates
prepared. Then with the new estimates,
sales decisions can be made using revised long -term costs.
Timing of the reports has not been
discussed except in general terms. Each
report would be issued once a period.
By using estimated long -term costs, sales
and estimated formula earning, reports
can be issued on a short -term basis without misleading management with unrepresentative short -term costs. Actual
earnings are prepared only in total. A
short reporting period enables management to react quickly, but special situations might allow a longer reporting
period.
Put into Action
Now that a system is set up, it must
be put into action. The first step is to
sell management on the program and
to instruct them in its use. Here the
program will be made or broken; therefore, the best effort possible should be
put forth in instructing and selling. Even
the very best system will fail if a poor
job is done. A written explanation of
how the system works should be prepared. Next an oral presentation should
be made to all who will use the reports
and a copy of the written explanation
given to each of them.
After the program is accepted, goals
must be set. It is important that the
goals are set realistically and that production and sales managements are involved in setting them. If either are left
out in goal setting, they probably will
have little enthusiasm for meeting them.
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Exhibit 4
ACTUAL VERSUS STANDARD COST OF GOODS SOLD
PRODUCT A
1 PERIOD 1970
Quantity

Unit

Standard CGS
Amount

Unit

Actual CGS
Amount

Total Variance
Unit
Amount

Formula
A5000 -01
$. 1970

10,128

$. 1707

$577,500

$. 1680

7,880

$- .0120
- . 0 04 3
- . 0 07 7

10,242

$ -.0019
.0021
-.0040

$588, 000

$ - .0030
.0025
- . 0 05 5

-480 To t al
-172 F ormu la
-308 Oth er

$

7,400

$

$. 1850

$

40, 000

3,500,000

$. 1650

-114 T o t al
126 Formula
-240 Oth er

$

$. 1688

$

60,000

$

Formula
A6000 -01

$ - 10,500 Total
8,750 Formula
- 19,250 Other

Exhibit 5
COMPARISONS TO ACTUAL EARNINGS
PRODUCT A
1 PERIOD 1970

Quantity

Variance

4,000, 000

- 500,000

Standard
Amount

Unit

3,500,000
$. 2875
.1650
.1225
.0121
.0100

$1,006, 250
577, 500
428,750
42,350
35,000

Earnings from Operations

$. 1070

428,000

- 76,600

$. 1004

351, 400

Goals should be set for production and
sales, but as previously mentioned they
should not be made a part of standards
until realization can be expected.
Now let us take an overall look at
the program. Long -ten» estimates have
been set up to help select the product
mix. This will also allow the issuance
of short -tern reports based on more
meaningful long -term costs. Allocations
of short -tern manufacturing costs have
not been carried all the wav to formula
earnings where they could be mislead
management. Actual selling expenses
which are even more difficult to allocate
to formulas Have not been assigned to
the formulas. The actual versus standard
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$

$ - 193, 750
102, 500
- 91,250
9, 650
5, 000
$

$1, 200,000
680, 000
520, 000
52,000
40,000
$

$. 3000
.1700
.1300
.0130
.0100

15.0%

12.5%

cost of goods sold acts as an audit of
standard cost and production data and
encourages production management to
keep this information current.
Costing actual sales at standard costs
puts the responsibility for meeting
standard earning goals on sales management, and the comparison of standard
and actual cost of goods sold highlights
the production management's part in
meeting overall earning goals. Selling expense estimates are audited on the selling expense report. T11e report comparing standard earnings data with actual
and forecast earnings data will summarize for top management the performance in all areas.

Un it

Amo unt

3,500,000

Sales Price
Cost of Goods
Gross Profit
Freight
Selling

Return on Investment

Actual
Variance

-1,250

$. 2875
.1680
.1195
.0121
.0104

$1, 006,250
588,000
418,250
42,350
36, 250

$ - 11,750

$. 09 70

339, 650

$ - 10, 500
- 10, 500

$

F orecast
Amount

Un it

12.1%

Summary
Multiproduct plant reporting presents a challenge to the management
accountant. The program as presented
here has not dealt with specific calculations but with the concept of a reporting system.
A good management reporting system
should be developed over a long period
of time and must be tailored to meet
individual situations. A program of continuous review and improvement is a
necessary part of any good system. The
profitability of multiproduct plants may
depend on the ability of the management accountant to develop meaningful
information.
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Time Task Range and
Maintenance Account Technique
ROUTINE AND REPETITIVE MAINTENANCE JOBS ARE STUDIED FOR COST REDUCTION
By Philip S. Manthey
The comprehensive plan for maintetenance control to be described includes
a group of basic functions. These basic
functions include a sound scheduling
and planning program, a labor control
plan accounting for all hours, a preventive maintenance plan, a procedure for
material stores control, and a material
cost control plan.
The preparation of a sound scheduling and planning program for maintenance work is one of the most important functions of a maintenance
department. It consists primarily of
projecting and controlling the future
maintenance work load for all crafts. It
means getting the work done at the
right time by having all necessary manpower, materials and tools available for
the job. All available maintenance craft
manpower, in man hours or crew weeks,
would then be properly scheduled and
accounted for.
There are many good reasons why
maintenance work should be planned
and scheduled. If the work is scheduled
correctly it can be completed in the
sequence that will cause the least
amount of interference with production
and equipment downtime. It can thus
provide; the greatest economy in the use
of available maintenance man hours.
The maintenance schedule will provide
enough work to keep maintenance crews
fully occupied for an entire eight hour
shift. If 10 to 20 percent of the crew
MANAGEMENT ACCOUNTING /AUGUST 1970

hours are allocated for unscheduled and
emergency work, it will permit the
maintenance foreman to play an important role in the scheduling and assignment function.
Time Task Range
Time Task Range is a technique used
to describe the manpower and material
requirements for routine and repetitive
services and jobs, and to determine the
standard time range and job cost. It is
initiated by the requestor, but prepared
by the maintenance department, and
once approved it becomes part of the
accounting system.

PHILIP S. MANTHEY

Akron Chapter 1961, is on the faculty
of the University of Akron, Akron,
Ohio as supervisor of Management
Science and Systems. He holds a• B.A.
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A requesting department needing
maintenance service initiates a request
to the maintenance department to
establish a Time Task Range for a job
indicating that a study is required. After
the maintenance department approves
the request for a Time Task Range, a
maintenance foreman prepares a Maintenance Job Cost sheet and a study
job is scheduled and assigned. Exhibit
I is a sample Maintenance job Cost
Sheet. The foreman then checks to determine that required parts and materials are included in the procedure for
material stores control, and are available as stock items. He also checks to
determine whether the job is included
in the current preventive maintenance
plan, or whether it should be incorporated into the plan. It is the foreman's
responsibility to assure that all aspects
of the study job are performed in a regular and reasonable manner. This includes scheduling, allocation of crafts,
ordering of parts and materials, and the
securing of special equipment if required.
Each completed job cost sheet for a
studied job is filed. Studies are continued over a period of time until several studies have been completed and
a patter is observed. A time task range
is determined and the costs are stated.
If a pattern is not observed, each
sheet should be reviewed to determine
if the informational entries are consistent with each other to be sure the
same job is being described and per35

formed. For instance, two distinct patterns may indicate the existence of two
different types of jobs being performed
under similar descriptions. When an
acceptable pattern for the time range
and material costs is obtained, a standard Maintenance job Cost Sheet is prepared. The upper and lower limits of
the task range are established from the
time pattern of the jobs studied. A
standard time is also calculated for the
job and it should be equal to at least
the average for the studies included in
the time task range, or the standard
time may be established at the minimum plus 80 percent of the time task
range. An emergency allowance should
also be determined. It is added to the
time standard when the job is requested
as an emergency for immediate assignment. Since the job has not been
planned and scheduled, the allowance
is needed to get necessary parts and materials together and taken to the job site.
The maintenance manager and the
manager of the requesting department
review the standard Maintenance job
Cost Sheet. When the cost sheet is
approved by the two managers, the
maintenance manager assigns an identifying number to it. The approved job
cost sheet is then distributed. A copy
is kept by the maintenance manager
with copies going to the maintenance
foremen's office, requesting manager,
and the Accounting department.

Exhibi t 1
MAINT ENAN CE J OB CO ST SHEET
MAINTENANCE JOB COST SHEET
Dept. No.

'4

Crew

2

Building

I I -A

Machine Name

Skills I- Millwright, I- Pipefitter

;o

_ - I -'i
Sheet

Total Cat About S

50 75
TTR

30"02" Press
Emergency Allowance

JOB IDENTIFICATION
Title

Install and pipe up Transfer Cover Mold

Sequence of major operations:
MILLWRIGHT:
Lift and position mold using electric truck
Slide mold in place
Bolt and secure bottom and top plate

TTR
45

PIPEFITTER:
Pipe up mold and turn steam on

1t

Special Operating Tats:
Check for steam leaks

Labor Costs About $
SPECIAL EQUIPMENT REQUIRED

Walkie electric truck

PARTS AND MATERIALS
Non - Chargeable
2 - 900 ells
2 - 3/4" x I - bolts
4 - 3/8" x 4" bolts (socket head) 2 - 1/2" unions
2-3 /4 x 1-1/2" bolts
Chargeable - Material requisitions required

2— nipples - 1/2" x 9-1/4"
2— nipples - 1/2" x 3"

Pro-assembiws
- - 12 - lengths steam hose
Material Costs About $

Job Identified By:

Date

II -06-

1969

supervisor

Day

II-06-

1969 _

Example
Suppose ten studies have been completed. Several different maintenance
foremen have participated in the preparation of job cost sheets. An acceptable
pattern of time range is observed. The
lowest reported time is 100 minutes,
and the highest reported time is 145
m i n u t e s, a n d t h e avera ge for t h e ten

studies is 130 minutes. The Time Task
Range is established to be 100 -145
minutes. The standard cost is set at 136
minutes, or 100 minutes plus 80 percent of the time range. In most cases,
the parts and material cost can be predetermined. The full parts cost may or
may not be necessary each time, but
the regular upper limit should be determined if at all possible.
Accounting Aspects of
Time Task Range Technique
A maintenance department account
(see Exhibit 2) is opened, and this account is charged with all actual labor
and parts costs. The Accounting depart36

ment sets up the standard costs for each
maintenance job cost sheet. The costs
are set up for man minutes by craft,
total standard minutes, and total materials and parts. Costs charged back to
requesting departments are deducted
from this special maintenance cost account. If maintenance operations are
in a state of control the account balance will be a plus value; if operations
are not under control the account value
will be a negative value since payments
have exceeded receipts. Receipts have a
positive value while payments have a
negative value.
A requesting department will be
charged the standard time listed on the
job sheet regardless of the actual consumed. The maintenance account gains
if the actual labor charge is less than
the standard time. The maintenance account does not gain from actual parts
cost less than standard since only actual
cost is charged back and offset, but the
account is penalized if materials and

parts costs exceed the standard cost allowed. Actual excess costs for labor
over the standard, and actual excess
material and parts costs over the standard each create a negative value in the
maintenance account.
Monthly reports are prepared showing
jobs completed for each department.
Actual labor costs and standard labor
costs are shown along with actual material and part costs and the standard
costs allowed. The maintenance manager also receives a statement of the
status of the maintenance account. A
negative condition requires corrective
action.
The maintenance account can be expanded to include the costs of materials
and parts purchases and of inventory
as well. This would be an added management and control feature, and a special operating appropriation would be
made to cover the cost of the authorized
inventory. Excess investment in inventory will be a negative value into the
MANAGEMENT ACCOUNTING /AUGUST 1970

Setting Up the Program
Setting up the time task range program is generally accomplished in three
phases. First, the requesting departments have as many jobs as possible
studied so that cost may be reduced
to a predetermined standard. Second,
all studied jobs are reviewed, especially
jobs which are most frequent, or represent a large expenditure. The maintenance department may initiate a review
of a job which is running consistently
over standard and standards may be adjusted upward or downward as appropriate and necessary. The third phase
MA NA GE ME NT A CC OU N TING / AU GU ST 1 97 0

Preventive Maintenance
Preventive maintenance and custodial
services are also included in the time
task range jobs. Some preventive maintenance work is scheduled and completed on a routine and continuing
basis without specific requests. However, even these routine preventive
maintenance services are agreed to by
the using department manager, and
they are charged to the using department. Some preventive maintenance
jobs are not scheduled on a routine
basis, but are requested by the using
department, to be performed when the
equipment can be idled. These jobs are
generally covered by standing work orders issued once a year by the requesting
department. The using, or supported,
department should have the means to
control the cost of a preventive maintenance program.
Low preventive maintenance costs reflect high costs of repairs, and the cost of- production loss is relatively high. Increased investment in preventive
maintenance usually results in lower
costs for repairs and lower cost- of -production losses with a net decline of total
controllable costs. A balance is achieved
between the investment in preventive
maintenance and both the cost of repairs and the cost -of- production loss,
where the controllable maintenance cost
is at a relatively low level. Bevond this
area of balance, increased investment
in preventive maintenance causes an

Exhibit 2
SPECIAL MAINTENANCE ACCOUNT
Standard or
charged back
materials and
parts costs

Standard or
charged back
labor costs

Utility costs
Charged back

+

authorized
inventory
or a

+

is to use historic data as a base for
budget planning by both the requesting
departments and the maintenance department.
Action may also be taken to encourage the maintenance department to salvage useful parts, and to rebuild parts
and assemblies. A serviceable salvaged
part, or rebuilt item, may then be
charged into the maintenance inventory
at actual cost to salvage or rebuild.
When used, the salvaged item or rebuilt item will be charged at new item
price to the requesting department. In
this manner, the maintenance account
will receive a positive value equal to
the difference between cost and price.
Unsatisfactory maintenance work
must be done over at no cost to the
requesting department. The maintenance department issues a work order for
the re -work. All charges are charged to
the maintenance department, and are
a negative value into the account. Rework is coordinated by the requesting
manager and the maintenance manager.

+

maintenance account. However, corrective management action can eliminate
this problem, and bring this portion of
the account into balance, or into a
positive value condition.
One of the first things to be done
after the time task range and maintenance account technique is implemented is to have the costs of maintenance supervision and administration
supported by the account. It will be
necessary to review whether the standard labor costs established are adequate
to generate enough excess standard
minutes over actual to support the current, or desired, level of supervision
and administration. It may be necessary
to increase the standard costs from the
80 percent level to a higher level in
order to support all the labor costs of
the maintenance function. Once all
costs of the maintenance function are
paid from the maintenance account, and
all chargeable costs for maintenance
services and materials are receipts into
the account, it becomes a useful management and budget tool.
Estimates for labor costs and materials costs for special jobs and projects
are entered into the accounting system
as standard allowable costs for the work
order number. Again, labor savings of
actual compared to estimated expenditures results in a positive value in the
maintenance account. Materials and
parts savings over estimated are not a
positive value into the account, but excess charges result in a negative value
being recorded into the account.
jobs which are not standardized by
a time task range, and are not estimated, are processed on the basis that
actual labor and material charges are
standard. Thereby no gain or loss is
realized by the maintenance account
because of the equal offset. This type
of work is not requested except under
emergency or unusual circumstances.

SPECIAL MAINTENANCE ACCOUNT

a'
Beginning
inventory
appropriation

A A

labor
Supervision
Administration

Utility costs

Additional
purchases
Salvage
and rebuild

increase in the controllable maintenance
cost even though cost of repairs and
cost -of- production loss diminish. Exhibit
3 depicts the area of minimum controllable maintenance costs.
Since preventive maintenance is
largely under the control of using department, it is necessary to have a
coordinated effort between the supported department and the supporting
maintenance department in order to
work out an adequate and appropriate
plan. Supervisors in the supported department must be trained to make visual
preventive maintenance checks of equipment and facilities. A maintenance foreman is assigned to train each using
foreman in the methods for making
visual maintenance checks.
Summary
Time Task Range is a method by
which the using departments and the
maintenance department identify the
requirements and expenditures for repetitive jobs. The Time Task Range
technique may be applied to most
services and jobs, and includes custodial
services, production support jobs, and
preventive maintenance support. The
agreed upon standard labor charge
should be high enough to include the
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Exhi bi t 3
C O N T R O L LA BLE MAI N T EN A N C E C O ST

HIGH

ONTROLLABLE MAINTENANCE COST

F

0

u

OST
OF
REPAIRS

v

average time for the jobs studied; and
it is suggested the minimum time plus
about 80 percent of the time range be
used. The standard labor cost should
also be sufficient to support the cost
of maintenance supervision and administration.
A special maintenance account should
be established which pays all maintenance costs and receives income from
allowable charge backs. Reports to supervision record all completed jobs,
actual job costs, standard or estimated
standard labor costs, actual materials
and parts cost, standard or estimated
standard parts cost, and emergency allowance. These reports are an important base for management control and
budget planning.
Review and analysis indicates trends
in maintenance service, shifts in preventive maintenance, and frequency of
emergency work. Time Task Ranges
are adequate in most cases, and they
do not require the support of industrial
engineering. Modification of standards
may be an on going process as required.
Such a maintenance cost control system
should yield significant management
improvement and cost reduction from
an economic investment in effort and
administration. The system is reasonable
and responsive for most firms that do
not have the means for a more precise
and formalized system.
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COST OF
PREVENTIVE
MAINTENANCE

s

COST OF
PRODUCTION
LOSSES CAUSED
BY FAILURES

LOW
LOW

LEVEL OF PREVENTIVE MAINTENANCE

EXCESSIVE REPAIRS & FAILURES

HIGH

NO FAILURES & NO REPAIRS

CONTROLLABLE MAINTENANCE COST = COST OF PREVENTIVE MAINTENANCE
+COST OF REPAIRS +COST OF PRODUCTION LOSSES CAUSED BY FAILURES
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Recognition, Validation and
Processing of Accounts Payable
INCREASED RELIABILITY LENDS NEW MEANING TO MANAGEMENT REPORTING
By David R. Smith
Poor control of infommatIC has been
the downfall of most unsuccessful EDP
accounts payable adaptations. If the
correct flow of information through the
accounts payable system (purchasing,
receiving, accounts payable office, and
auditor) could be assured, the "three
burdens of data processing" could be
minimized. These burdens are: omission, duplication and distortion.
The three burdens of data processing, though present in most electronic
accounts payable systems, are not unavoidable. An analystical look at the
accounts payable cycle should indicate
those areas where the burdens are most
likely to originate. After defining problem origins, we will discuss methods
of information control which have alleviated these problems at Curtis Industries.

sion of accounts payable is likely to
occur is the accounts payable office.
The probability of misplacing or overlooking the voucher increases with the
increase in the number of accounts
payable.
D E P A R T M E N T . Omissions
from the receiving department have
been eliminated through the use of
the three part receiving report. (See
Exhibit 1.) This receiving report is
prepared by the purchasing department
at the time the purchase order is written. All three copies are forwarded to
the receiving department where they
are kept in an open file.
REC EIVING

MANAGEMENT ACCOUNTING /AUGUST 1970

Lost
information in the accounts payable
department used to be promoted by
the physical files that were used for
the storage and classification of vouchers. By immediately forwarding approved vouchers to the data processing
department, they become a part of the
data file the same day. The data file
is then used for management reports
as well as accounts payable. These files
are not prone to loss or damage as the
physical files were. Exhibit 2 describes
the file creation and use.
ACCOUNTS PAYABLE DEPARTI,rENT.

Omissions
There are two physical locations
within the accounts payable system
where information is most likely to
get lost. The first, and by far the
most likely place, is the receiving department.
The receiving department is designed
to handle cartons much more efficiently than paper. This natural inefficiency is worsened by the receipt of
incorrect, incomplete, and /or mutilated
paperwork from the shippers.
The second location where omis-

When the shipment is received it
must match the exact description on
this receiving report. If it does not,
the receiving report will be duplicated,
the discrepancies noted on the duplicate, the shipment quarantined, and
the duplicate forwarded to accounts
payable along with the invoice. The
receiving report is then returned to the
open file. This procedure is in keeping with the policy that no paper
should have to be originated by the
receiving department. When an incoming shipment matches the receiving
report, the three copies of this report
arc distributed as follows: copy A to
the expeditor, copy B to accounts payable office, and copy C to the receiving department "closed file."

DAVID R. SMITH

Cleveland-Past Chapter 1969, is Controller of Curtis Industries, Inc., Eastlake, Ohio, a division of Curtis Noll
Corporation. Mr. Smith received his
B.A. degree in Accounting from Ohio
State University, and an M.B.A. degree from Case- NX,estern Reserve University, Cleveland, Ohio.

Duplication
Duplication (multiple entry into the
system) was primarily caused by partial
39

shipments being treated as whole shipments, or by clerical error while hand
tickling the accounts receivable voucher
file.
The first problem, treating a partial
shipment as a whole shipment, has
been eliminated by the use of the second copy of the receiving report as
proof to the accounts payable department that an entire shipment was received. The clerical error resulting from
hand tickling was eliminated when the
shift to electronic data processing for
handling accounts payable was completed (elimination of physical files) . A
back -up for detecting any duplication
that may get through is provided by
the data processing system in the form
of a weekly print -out of accounts payable. A double entry would be evident
by the same information occupying two
consecutive lines on that print -out. At
the time a duplicate entry is discovered, immediate action can be taken
to have the data processing department
remove one of the payable entries.

Exhibit 1
THE RECEIVING REPORT
PURCHASE ORDER
NO.
DATE

TO

�

r

TERMS:

CITY. RECD.

NUMBER OF CARTONS

DATE RECD.

TOTAL WEIGHT

RECD. BY

REMARKS

SHIP

TO

L
CONFIRMING

CODE

J
IF CONFIRMING
DO NOT DUPLICATE
DELIVERY REQUIRED IN OUR PLANT
NOT BEFORE BUT NO LATER THAN
DESCRIPTION

OUR PART N0,

QUANTI TY

Distortion
The distortion of valid liabilities is
the most universal burden borne by
automated accounts payable systems.
Distortions can originate in any department concerned with the accounts
payable system. Sloppy writing, poor
copies, incorrect transferring of data,
keypunch errors, and simple miscounting, all promote distortions.
It was decided that like paperwork
taking different routes to a common
destination would greatly reduce the
effects of distortion when reconciled
at the destination. Therefore, much
as the general ledger is reconciled with
the subsidiary ledgers at the end of an
accounting cycle, the purchase order,
receiving report, and invoice, are reconciled before a liabilitv is added to
the data file. The routes that the paperwork take are shown graphically in
Exhibit 3.
When an overage is reported by the
receiving department, the purchasing
department makes the decision to accept or return the overage. Purchasing
is also responsible for amending all
paper work. This assures that there will
always be a check of purchase orders
verses receiving reports at the accounts
payable department.

The double check in accounts payable is maintained after validation of
a liability by comparing batched totals.
Before a batch of accounts payable is
forwarded to data processing, the total
40

BY
DIRECTOR OF PURCHASES

dollar amount is run manually by the
accounts payable section. This tape is
compared to the computer total as
these liabilities are added to the data
file of accounts payable. Once the adding machine tape and the computer
total are in balance, the data file has
been proven correct and becomes the
authoritative source.
Security
Before any benefits received from an
accounts payable system can be quantified, an assumption has to be made
that totals are not placed out of balance intentionally. For this reason, two
subsequent security procedures are enforced.
First of all, the total of all checks
prepared must equal the computer total
of all accounts payable processed in
that run. This is assured by having a
clerk (different from the one processing
checks) run an adding machine total
on all checks and invoices prior to
mailing. This, then, is the total used
to check again the "run" total.
Th e second, and final, security procedure is one professed by most people, but used by few. The individual
doing the physical mailing of the accounts payable must not be otherwise
involved in preparation of the payments.

Summary
In summary, this system:
1. Keeps a double check on paperwork
to note transmission errors which
occur anywhere from inception
through completion.
2. Relieves the receiving department
of the responsibility for creating
paperwork (a task which the receiving department is not well suited
to perform) .
3. Centralizes the responsibility for
creating paperwork and making all
subsequent changes to that paperwork.
4. Provides the maxi mum security
against embezzlement at the payment end of the accounts payable
cycle.
Th e implementation of this system
has resulted in manv benefits, some
quantifiable, others intangible. Several
of the intangible benefits will be recognized potentially of greater benefit than
a dollar savings or percent through -put
increase.

An increase in the speed of
through -put has brought more accounts
payable payments within the periods
of discount realization. Although cycle
time on the processing of an average
account payable was only out by two
TIMIN G
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Exhibit ?.
DATA FLOW

Exhibit 3
PAPERWORK FLOW
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YES

CRE ATE
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CREDI T

days across the board before the new
controls were implemented, this is just
what was needed to more closely match
payments with discount periods.
-r The accounts payable
cycle was observed to be running at
maximum through -put before installation of the new controls. No changes
in staff or hardware have been made
over the period in question. Throughput, however, is up 55 percent over the
levels achieved just before the new
controls were adopted.
TH R O UG H - P u
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D U P L I C A T I O N Greater than 100 payments per year were duplicated before
installing the new controls. Since all
duplicated payments were returned, the
savings does not evolve from overpayment, but from pure clerical hours
wasted on the duplicated invoices.
Since implementation of the system,
duplicate payments have been virtually
eliminated.
NIAN AGEMENT
IN F O R MA TIO N
The increased reliability of the accounts payable system has lent new meaning to

management reports. This has created
the belief that management reporting
systems can both be useful and be
pushed to increase the reliability of
information from other sources.
The burdens of automated accounts
payable systems are not caused by computers. Computers only allow the same
mistakes to be made at a much higher
rate of speed. The accounts payable
system in use at Curtis Industries, was
designed with this in mind; it stops
errors before they reach the data processing system.
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The Management Accountant's
Role in an Office Improvement
Program
WHAT SHOULD THE MANAGEMENT ACCOUNTANT'S ROLE
BE IN CONTROLLING OFFICE COSTS?
By John J. Brausch
Through the years accountants have
been leaders in establishing controls over
production costs. Engineered performance standards have been set, standard
cost systems have been developed, cost
centers have been established and inefficiencies have been reported. Ironically, though, even with office costs taking a larger and larger share of the sales
dollar, the accountant's contribution to
controlling office costs has not equaled
his past contribution to controlling production costs. The lack of information
on controlling office costs, in accounting
literature, is indicative of the lack of attention being devoted to this serious
problem by the accounting profession.
The question becomes "What should
the management accountant's role be
in controlling office costs ?"
NN"ith his tradition for cost consciousness, with the wealth of data available
to him, and with his ability to pinpoint
problem areas, the alert Management
Accountant should be in the forefront
of the battle to control excessive office
costs. Specifically, the Management Accountant should be prepared to accomplish the following:
1. Determine whether his company's
office costs are excessive
2. If excessive, sell management on an
office improvement program
42

Be knowledgeable regarding "How
to" improve office activities
Develop a reporting system for controlling office costs
Unnecessary Office Costs
To effectively sell your management
on an office improvement program, you
need to convince voursclf that your company is incurring excessive and unnecessary office costs.
The first step to go through in convincing yourself is to look for obvious
evidence of office waste, which in all
likelihood will be even•where. Idle clerical personnel, abuse of starting and

Western Carolinas Chapter 1961, is
Controller, Stone Manufacturing
Company, Greenville, S.C. Mr.
Brausch holds a B.B.A. degree from
Lake Forest College, Lake Forest, Ill.
and an M.B.A. degree from Northwestern University, Evanston, Ill.

quitting times, abuse of break periods,
excessive absentocism, staffing for peak
work loads, make work, bull sessions, reports not used, copies thrown away, all
are obvious examples of waste.
Remember that obvious waste represents but a small portion of your company's excessive office costs. Therefore
You need to probe deeper for hidden
waste. Just as most of an iceberg is hidden from view below the water line, so it
is with excessive office costs. Nevertheless you can form a judgement regarding
the extent of hidden waste. Compare
Your company's administrative costs with
other companies in your industry. Compare current costs of an activity to past
costs. Compare costs of an activity or a
unit of output with the costs of an efficient operation. Compare costs of an
activity with its value (insist on a profit) .
Compare costs with those being incurred
by similar activities performing similar
functions. Compare costs with fees
charged by outside contractors such as
service bureaus, print shops, temporary
help agencies, etc.
To help form a judgement regarding
hidden waste you need to evaluate certain attitudes and practices of your company. Are office costs under constant
scrutiny? Is employee output measured
against performance standards? Are office costs reported by areas of responsibility? Are actual costs of operating an
activity compared to some standard of
MANAGEMENT ACCOUNTING /AUGUST 1970

performance? Are systems and procedures in writing? Is organization structure clearly defined? Do personnel know
to whom they report and for what they
are being held accountable? Do areas of
responsibility overlap? Is authority commensurate with responsibility? Are employees tested before hiring? Are wages
paid office employees in line with prevailing wage scales in the community?
Are employees promoted because of
merit? Are clerical work loads established
properly?
Unless your company is taking positive action to assure outstanding performance in these areas, you can be sure
your company is harboring considerable
hidden office waste.
Selling the Program
Once you are convinced your company's office costs are excessive you need
to appraise management of the problem,
then convince them to do something.
Project a P & L based on a successful
office improvement program. Emphasize
tangible savings, which will be substantial. Sell the idea that a dollar saved is as
good as sI dollar earned. Probably better
because the effort and resources required
to achieve office savings will be less than
the effort and resources required to
make, finance, and sell sufficient sales to
earn a comparable profit. Not only will
you achieve tangible savings, you will
enjoy a smoother running office.
Top Management Support
To have an effective office improvement program you must have top management's support. Top management
must convev to each management member the need for the program and its
goals. Top management support removes
doubt regarding company policies and
goals. Influenced by their support, personnel who otherwise would resist
changes accept changes as a challenge.
Personnel who otherwise would be uncooperative are cooperative. Situations
which otherwise would develop into serious problems do not appear. Nothing
else is as important to a successful office
improvement program as management's
enthusiastic, unqualified support.
Recognize the Human Element
The office improvement program also
needs to recognize the human element,
for the ultimate success of the program
depends upon the people who work in
and supervise the activities being
studied. Keep in mind their cooperation
and understanding is needed in studying
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their activity and in installing improvements and making them work. No
matter how good, improvements will not
be effective without the support of the
people using them. Explain the program
and the approach to all personnel. Emphasize to supervisory personnel improvements made are not considered to
be past mismanagement. Get supervisors
active in the program. Give full credit
for suggestions. Explain changes carefully. Quench rumors with information.
Don't make arbitrary work force reductions. Whenever possible, let normal attrition absorb work force reductions. To
maximize success, you must place considerable emphasis on the human element in conducting your office improvement program.
Know Operating Costs
Also important is the need to know
the nature of each activity's operating
costs, supplemented by such statistical
information as number of employees,
units of output, and other work load
indicators. By quantifying historical and
current costs you gain perspective. It
helps you spot trends and makes possible a comparison of cost to the value of
the activity's output. Very frequently
this comparison spotlights an obvious
disparity between costs and the activity's
contribution. Another reason for analyzing costs is that the approach or
technique used to reduce costs may also
depend on the nature of the cost involved.
Analyzing the What, Why, Where,
When, Who and How
of Office Tasks
The office improvement program starts with determining "What" is
taking place in the activities being
studied. This is the fact finding phase
of the improvement program. What is
the purpose of the activity being
studied? What are the objectives? What
are the procedures being followed? What
forms are used? What reports are issued?
What is the source of data used? What
are supervisors doing? What are employees doing?
Various techniques and sources of information are used for determining the
"What" of an activity. Interviewing,
work sampling, flow charting, work
measurement, questionnaires, organization charts and job descriptions. All play
an important part in determining
"What" is happening.
W H A T.

W H Y.

The first step in controlling office

costs is to eliminate nonessentials. Too
often the need for office tasks is accepted
without questioning. Each function,
each task, each report, each copy, and
each piece of information gathered and
distributed must be examined in light of
its necessity, taking nothing for granted.
If it is not necessary eliminate it. Don't
waste time improving means of obtaining nonessentials.
Reports and procedures once considered necessary but now useless constitute a category of nonessentials. The
perpetuation of a one time request into
a continuing report. Outmoded and unnecessary procedures still in effect. Elaborate reporting procedures, with complicated checks and controls to assure
accuracy of obtaining data no longer
needed. These are examples of once useful but now useless effort. Too often
nonessential information continues to be
gathered and reported because no one
reviews current requirements.
W H E R E . After the task or report has been
proven to be essential, determine if its
preparation is being performed in the
best location. Are transportation and
handling minimized? Can operations be
combined? Would centralization increase efficiency?

Can workload peaks and valleys
be leveled by shifting work from one
period to another? Can set up times be
minimized by processing work less frequently in bigger batches? Can work be
eliminated by combining one task with
another?

WHEN.

Be sure the right person is doing
the job. Is the person performing the
task properly trained and qualified? Is
he overtrained for the task? Under qualified? Could a service bureau perform the function at a lower cost? Can
part time help be utilized? Could a customer, supplier, or some other outsider
do part of the work? Underqualified
people get frustrated and make mistakes.
Overqualified people are bored. Don't
sacrifice quality for price. "Cheap Help"
is not a bargain.
WHO.

This part of the office improvement program deals with "How" essential procedures or tasks can be better
performed.
Can the assembly line technique be
adopted? Can equipment be used to replace a manual operation? Is equipment
used right for the job? Is mechanization
possible? What can be computerized?

How.

4,3

If your company has a computer operation make sure it is paving its way.
Only too often the computer's potential
is barely tapped. On the other hand
many applications have been computerized which could be performed less expensively in some other way. One company saved several hundred thousand
dollars annually by substituting accounting machines for an elaborate system.
The Techniques to Use
Interviewing employees
and supervisors on a personal basis is important to a successful office improvement program. Too often this technique
is overlooked in favor of gathering information by such impersonal ways as
questionnaires, prepared job descriptions
and written procedures. As you study
each department you should talk with as
many people as you can who are assigned
to that function.
You learn how things actually are
being done, rather than how they should
be done. Frequently there is a substantial
difference between the two. This writer
has been amazed over and over again at
the wealth of excellent ideas possessed
by employees that somehow never surfaced until drawn from the employees.
Another reason for interviewing is the
opportunities presented for establishing
personal contact, which helps overcome
resistance to the analyst and the program. Interviewing is an important
means of gaining information and cooperation.
I N TE R V I E W I N G .

Flow charting is One of
the basic analytical tools available to the
analyst for improving office operations.
Flow charting is a graphic presentation
of operations or procedures indicating
the operations, transportation, inspection and storage performed, distances
traveled, sequences followed and delays
encountered. Through flow charting the
analyst gains perspective, enabling him
to see the operation or procedure in its
entirety.
In the fact finding and evaluating
phase of flowing charting, the analvst
needs to be alert to every opportunity to
eliminate, substitute, combine, and
simplify. It is important that he maintains a questioning attitude regarding
everything observed. Nothing can be accepted and taken for granted. He should
FLOW CH A RTING .
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always look for a better way. His motto
should be — "Work Smarter Not
Harder." He must subject each task, activity, and operation to the penetrating
questions Why , Whe re , Whe n, Who,
and How.
W O R K N f E A S U R E 4 I E N T . Work measurement is commonplace in factory activities where productivity per factory employee has increased over the years, with
factory productivity gains resulting in
part from work measurement programs.
Meanwhile, office productivity per employee has not improved, primarily due
to the failure to apply work measurement principles to office activities.
One purpose of office work measurement is to assign work loads properly.
Without work measurement one usually
finds some employees with insufficient
work while others are so overloaded they
simply cannot do a good job. Both situations are bad and result in inefficiency
and an inferior office product.
Without work measurement, clerical
pacing will occur and it is difficult to detect because employees appear busy. One
unfortunate aspect of pacing is the employee soon believes the lower output
level is all that is required and supervisors believe it represents the employee's maximum capability.
Overloads are another result of improperly assigned workloads. These are
costly because they result in bottlenecks,
overtime and errors. Employee morale
suffers when some employees are overloaded while others have insufficient
work to keep them busy.
Through work measurement both employees and supervisors know how much
is expected of them. You can be sure
that a successful work measurement
program will result in increased office
productivity.

Most Office activity ultimately shows up on a
form or in a report. Consequently it is
essential to a successful office program
to carefully evaluate each form or report,
the number of copies prepared and their
disposition. In addition to reducing
costs, this provides the analvst with an
excellent opportunity for improving the
value of the office output.
First, get a sample of every form or
report. Second, analyze the form or reF O R M S A N D R E P O R T A N A L YS I S .

port in light of necessities. Each item of
information reported or contained therein should be questioned. Each copy sent
out should be questioned. If the form
or report can't be eliminated in its entirety, can a portion of the information
be eliminated? Can a copy be eliminated.
One means for determining who uses
reports is to discontinue sending them.
Many recipients will never voice an objection. When a report is found to be
necessary, reduce its frequency of,preparation to the minimum acceptable level.
This saves preparation and disposition
costs.
Another step is to improve the methods followed in assembling data, preparing, distributing and disposing of essential forms and reports. Be sure to
evaluate form layout. Many companies
have saved considerable clerical expense
by revising form layouts in accordance
with requirements of mechanized systems. In this step devote considerable
attention to the use and frequency of
equipment and personnel. Here again
the who, how, where and when is the
means of making improvements.
We have stressed the importance of reviewing each office task
and activity. Obviously in anything but
the smallest companies it would be impossible to review each operation being
performed with a limited staff of analysts. Yet through the sampling technique, based on relatively few ob9ervations, predictions can be made regarding
what the results would be if each task
was observed.
Sampling permits the analyst to perform relatively few observations, yet gain
the perspective or facts which would be
obtained by observing each activity or
task being performed.
S A TI P L I N G .

Conclusion
Substantial savings and an improved
office product can be realized through
an effective office improvement program.
The extent of these improvements are
limited only by the imagination, ability
and determination of those assigned to
the program. The alert management accountant should avail himself of the opportunity to initiate such a program. The
dramatic impact on profits of such a
program will surely enhance the management accountant's standing.
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Auditing:
Through the Computer
or Around?
THROUGH- THE - MACHINE APPROACH PLACES AUDIT EMPHASIS ON PROCESS AND PROCEDURES RATHER
THAN ON VERIFICATION OF OUTPUT
By Edward M. Milko
Conventionally, the auditor tests the
accounting system by selecting actual
transactions that have been previously
processed. He traces representative
transactions from the recording of the
source documents through whatever intermediate records might exist to the
output reports or records produced.
This approach is based on the assumptions that if the source data or system
input can be proven correct and if the
results of the system accurately reflect
these source data, then the output must
be correct and the manner in which the
system processed the data is of little
consequence.

to a machine was small and straightforward, the auditor would be taking a
risk of insignificant or small proportions
by auditing around the machine. As the
scope of mechanized work grows, however, it not only takes over more and
more of the purely arithmetic functions
but also an increasing amount of the
work involved in initiating transactions
and in checking and controlling individual transactions. There are EDP systems in use, for example, in which the
machine detects low inventory balances,

The .Around- the-Computer
Approach
In an EDP - dominated situation, this
method is known as the "around -thecomputer" approach to testing the
system. Auditors have used this approach because it is a familiar method,
it does not require technical knowledge
of the EDP equipment, and the relatively unchanged audit trail conditions
in the EDP installations encountered
have not required a different approach.
The reason for this is clear. If, as was
often the case in the past, that portion
of a total procedure which was entrusted
MANAGEMENT ACCOUNTING /AUGUST 1970
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itself prepares purchase requisitions
and /or purchase orders, matches quantities per receiving reports with quantities
per invoices and purchase orders,
matches invoice and purchase order
prices, prepares remittance advices and
checks and signs checks —all with very
limited human intervention except
when differences occur.
To audit around the machine system
has, under these circumstances, considerably different implications and
risks for the auditor than when a machine's function is limited solely to
maintaining inventory records of balances and transactions. To assume that
the intervening procedures are satisfactory solely because a limited number of
tests from final end product to source
document indicates this to be so seems
to be a form of leap- frogging at variance with some of our fundamental
tenets of what is good auditing.
The Through- the -Machine Approach
The objective should then be to improve the methods of testing by a
"through- the - machines" approach. It,
too, requires verification of source data,
but from that point on it emphasizes
review and testing of processing procedures rather than verification of
output. In addition to the detailed review of procedures and related internal
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controls, this approach consists of tests
to determine that the procedures and
controls are in fact in operation. The
basic premise here is that the results
can be accepted if input and processing
are found to be proper.

by merely presenting the system with
a set of test problems or situations which
the system cannot distinguish from
normal processing activity, and then
ascertaining how these cases are handled.

O U TL O O K .
The through- the -machine approach involves a new outlook.
In most large corporations, it is extremely time- consuming to test enough
transactions to justify an opinion as to
the reliability of the records. Often the
transactions selected do not include the
unusual ones requiring exception handling. In addition, the auditor can
never be certain that the individuals
carrying out the system tests actually do
what they say they do or are supposed
to do. Therefore, according to the
through- the - machines approach, auditors should de- emphasize the testing
of records and concentrate their tests
on the system that produces the records. If the system is found to be reliable, the records can be accepted as
being reliable, since the computer, when
properly programmed, provides the
most reliable accounting system yet
devised.

OF
C O MP UTER
R E C O R D S . Test
decks are normally used as a means of
determining whether the program pictured in the flow chart is really in existence on a reel of tape. They also may
be used for another purpose —to serve
as a means of auditing the records
produced by the computer. To do this
the auditor first reviews the flow charts
and finds out how the transactions are
processed and how the processing is
controlled. Next, he observes the actual processing. At a given point in the
processing the auditor "takes over." He
runs his test decks through the machine
to check out the program. Then, using
this program, lie causes the actual
transactions to be reprocessed, accounting for any intervention by the console
operator. Finally, he compares the results developed under his control with
those developed earlier under normal
processing conditions. The theory here
is that by using a program that has
been tested and accepted, the auditor
can verify the processing of a great
number of live transactions in a matter
of minutes.

NEW

DEC KS.
Those who favor the
througli- the - machines approach advocate the use of test decks to audit the
computer system. The test deck is developed by preparing machine readable
data (i.e., punched cards, magnetic
tape) designed to simulate every feasible type of transaction and to test
specific program controls. The test deck
usually represents imaginary transactions, although it is not Uncommon to
include actual transactions selected from
the Company's files. The correct answers for the "simulated problems" are
determined by the auditor and recorded
in his working papers. The test deck
may include transactions that are deliberately erroneous in one way or another —to test the effectiveness of the
programmed controls. Thus, by using
a test deck all sorts of good and bad
transactions can be fed into the machine and be processed under the auditor's control —to test not onlv the
machine processing but the clerical
operations as well.
The purpose of the test deck technique is to determine exactly how a
specific processing system will react to
particular types of transactions. In effect, the auditor allows the automatic
data processing system to audit itself
TE S T
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A word of caution is in order
at this point. Test decks, though effective as an audit technique, are not an
automatic solution to the audit problems of EDP. Preparation of test decks
is neither quick nor simple. It requires
close familiarity with the accounting
program and record layout, and an understanding of the features of the particular machine involved. In most cases,
therefore, the test -deck approach is a
matter for specialists in EDP.
DEC KS.

P R O G R A M C H E C K S A N D C O N T R O L S . In order to prepare an effective test deck,
there are two things the auditor needs
to know or understand. First, lie should
obtain complete knowledge, by means
of a list, previous training, or by other
means of the program checks which
can be written into a computer program. Second, the auditor needs to
understand the program checks and
built -in controls that exist within the
machines. These controls are there to
protect the malfunctioning of the

equipment. They go all the way from
ascertaining whether or not it is likely
that some magnetic spots have been
dropped from the tape, reflecting incorrect information, to checking
whether or not tubes have been burnt
out or computations are being incorrectly performed. Knowledge of the
specific controls available in the equipment is useful in order to appreciate
whether or not certain controls need to
be made through program checks.
Test Deck Application—
An Example
Following is an example of how a
test deck could be used as part of an
inventory audit.
I N F O R M A T I O N . An industrial company is being audited with an
ending inventory of 14 million dollars.
The inventory contains 6,500 different
items which are summarized into 26
categories. Turnover is about three
times a year.
The perpetual inventory is posted
manually and is maintained only for
quantities. The physical inventory
counts are first compared to the perpetual record for a quantity check and
then priced by the computer. The pricing operation is completed by converting the inventory tickets to magnetic
tape and entering the data, together
with the pricing table, into the computer. By reference to the pricing table
the computer extends each inventory
ticket and summarizes the results into
twenty-six categories for the final inventory report. An inventory report containing dollars and ouantities for each
of the 26 categories is prepared by the
computer. (Note that it is not possible
to obtain a detailed breakdown for each
category.)
BA C K G R O U N D

P R O C E D U R E S . The suggested
auditing procedures for this case study
are:

A UD I TI N G

1. Follow normal auditing procedures
in observing the physical inventory
and checking quantities to the perpetual records.
2. Have the company prepare a test
deck of the various types of inventory transactions including some invalid items. Include some actual
invcntory tickets in the test deck to
check the clerical accuracy of the
input into the computer.
i. Manually price the test items.
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The auditor must first determine
Observe the computer pricing run
what audit steps on payroll could be
as follows:
a. Obtain a card count before tick- applied to computer operations.
ets are entered and again after the
computer run has been completed. 1. Obtain the payroll register (for a
Compare these counts to the physparticular period) and select names
ical inventory control count.
of employees for detail testing of
b. Control the inventory tickets uunrecords.
til the computer test has been com- 2. Examine approved timecards and
pleted.
signed supporting W -4 for ts and
c. Obtain explanations for all maother documents authorizing payroll
chine stops.
deductions.
d. At the completion of the nun 3. For employees selected calculate
utilize the pricing program to run
gross Pay, overtime, income tax and
the test items through the comother withholdings and crossfoot
puter.
payroll to ascertain correctness of
e. Have the computed test items
net pay.
printed out in the same format as 4. Check rate. of pay to authorized
the regular inventory report (26
wage listing and to union contract
categories) .
(or other source) to assure that the
f. Compare the results of the comrate is within the minimums /maxiputer nun to the manually commum for the job title.
puted results and follow tip differ - 5. Compare the payroll register with
the one which was subject to audit
cnces.
in the prior year and note employee
If the company maintains its perchanges for detail testing of docupetual inventory records on magnetic
ments supporting new hires, transtape, it would be possible to utilize the
fers and terminations.
computer to compare the physical count 6. Foot the payroll register and trace
to the book record, i.e., magnetic tape,
totals through appropriate journal
and print out the differences for follow vouchers to the general and /or subup. By running a test deck through the
sidiary ledger.
computer inventory programs, it is also
possible to determine if the system posts
All the above steps except number 2
transactions to the correct categories
could be applied in some way to a
and assigns the correct prices.
computer audit program. For instance,
a sampling of employee names (step 1)
Design of Computer Programs
is selected by taking every "nth" one.
to Test Records
The selection interval is incorporated
Whereas test decks are normally used
in the computer audit program so that
to evaluate the quality of the data procwhen the program is processed against
essing system in use, computer audit
the payroll master file the pertinent inprograms are used to determine the
formation relating to the employee
quality of information generated by the
names selected is recorded on an out system. For example, a computer proput tape. The output tape is later
gram can be written that will select
printed in connection with other audit
every "nth" account from the accounts
steps. Care must be taken to assure
receivable master tape file, print out a
that there is no inadvertent bias in the
confirmation for t for mailing to the
selection because of grouping of emcustomer and also, obtain a total dollar
ployees. Of course, the selection could
amount for all accounts for balancing
also be made by the use of random
to the general ledger. This technique
numbers.
actually audits or enables the auditor
Instructions for calculating federal into audit records contained on magnetic
come tax and FICA withholdings on a
tape by use of a computer program.
year -to -date basis (step 3) are included
in the computer audit program. Such
Computer Audit Program —
mathematical computations are made
An Example
for all employees on the payroll rather
Following is an example of how to
than just tests. The total time required
use a computer audit program for an
by the computer for these computations
audit of payroll?
is considerably less than that required
'Joseph W. Oberfell, "Case Study of a Computer
if
such calculations were made on a
Program in Action," The Price Waterhouse Review ( Summer, 1961), Vo l. 6, pp. 2 -5.
calculator for fewer employees.
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Print -out tapes of employee names or
numbers are obtained for those whose
(a) cumulative federal income tax does
not agree with the computed federal
income tax, year -to -date, (b) cumulative FICA tax does not agree with computed 4.8 percent of taxable earnings
or exceeded the $374.40 maximum, or
(c) title code is not on file. The program can be expanded to include calculations for gross pav, overtime, and
other deductions.
Minimum and maximum rates of
pay for each job classification (step 4)
are also incorporated into the computer audit program. Pay rates which
failed the minimum /maximum tests are
printed out for investigation.
The computer further compares the
payroll with one from the prior year
(step 5) which is quite a time - saving
procedure. One might reflect here a
moment as to the problem of reviewing a payroll journal of several thousand
employees and manually comparing it
to a prior payroll. To do a thorough job
is extremely time consuming. Yet the
computer can do this in a matter of
minutes and can give output tapes
identifying employees: (a) on current
payroll only (hires or transfers), (b) on
prior payroll only (terminations or
transfers), and (c) rate increases (over
prior year) exceeding the general wage
increase plus maximum progression increases. The tapes containing records
of hires, terminations, and transfers are
put through a matching operation to
separate the transfers before printing.
Totals of the current payroll register
and of the charges and credits to various
accounts (step 6) are checked through
use of the computer audit program and
are later traced to the journal entries
and general or subsidiary ledgers.

Is a Separate Audit Program
Worth the Effort?
There are some who feel that there
is a certain amount of duplication of
effort in preparing a computer audit
program which is separate and distinct
from the company's operating program.
While this may be true, auditing has
always involved some duplication because it involves reviewing something
that has already been completed. It is
also true that certain audit tests could
be incorporated into the company's
operating program by means of subroutines which could be activated as
required by depressing a switch on the
console.
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Auditing by Exception
Computer audit programs are of aid
to the auditor by automatically checking routine items and selecting the unusual or incorrect items for the auditor
to pursue further with conventional
procedures. This type of testing is called
auditing by exception. In view of the
large number of items normally processed centrally by an EDP system, the
value of being able to quickly dispose
of the routine and correct items is apparent.

able with balances in excess of 30 days
old, and instead it may require only
those balances over 90 days old. Unless the auditor is aware of this change,
his review of what is described as past due accounts will take on a greatly different significance. Accordingly, it is
necessary for the auditor to make tests
to detect any changes . in important
standards and procedures in the EDP
system before he can rely on the output
of the system to facilitate his review.
Through the Computer or Around?
To summarize this chapter, let's set
up a comparison of the around- the -machine approach and the through -themachine approach and draw some conclusion as to the appropriateness of
each.

work." In a given audit it may be necessary to apply the through- the - machines
approach in one or two of these phases,
but it should seldom be necessary to
apply it across the board to the complete exclusion of the around- the -machines approach.
REVIEW OF INTERNAL CONTROL. In the
review of internal control, for example,
the key question is whether or not the
work should be extended to include
examination of block diagrams and
other evidence of the computer programs. It involves a careful review of
controls exercised over the EDP department by the outside departments, as
well as a careful review of the outside
controls. In these two situations a review of machine procedures would appear to serve no useful purpose. However, an over -all conclusion regarding
the adequacy of internal control cannot
be reached without reviewing the computer programs.

DEV ELOPME NT OF STANDARDS. In auditing by exception, the auditor must first
develop for the machine standards of
criteria as to what is normal for his
auditing purposes in the specific situation and state these criteria in some
sort of quantitative form. These stand- T HE AROUND - THE - MACHINE APPROACH.
ards can be based on the dollar amount The around - the - machine approach is
of a specific item; on volume of trans- based on the premise that the method
actions; on the percent of variation of of processing is unimportant as long
expenditures from budget, standard, last as the results can be traced back to the
year or the average of past several years; input and the input can be proved to TESTING TRANSACTIONS. In the second
on the type of transaction; on the ac- be valid. It will no doubt persist for phase —the testing transactions —the
count affected; on the vendor involved; years to come because in many cases key question is whether to use test
on the department originating the ex- it offers a satisfactory way of making decks to verify the accounting records
penditure; on many other types of in- the audit without technical training in and the purported system of internal
dicative criteria. They can, in short, be EDP. However, it does not result in a control. Where the review of internal
based on the very things which good satisfactory audit in all cases. It is in- control includes examination of the
analytical auditors use to provide them- appropriate, for example, where the computer programs the purported sysselves with a clue as to the items or major portion of a system of internal tem can usually be substantiated by simareas requiring their special attention. control is embodied in the computer ply examining console log sheets, conThe auditor, like management, can then programs, or where accounting informa- trol registers, and other visible comuse the EDP equipment to highlight tion is wedded to operating information ponents of the system of internal conthe problem situations so that he too in a computer program that is too com- trol. Occasionally, however, a system
will not have to spend a lot of his time plex to permit identification of inputs may require the use of test decks. This
and energy finding out what the prob- and outputs in a straightforward man- would be the case, for example, where
lem areas are and so will be able to ner.
the audit trail is partially obscured. In
spend his time working on significant
any event, a greater use of test decks
rather than insignificant matters.
can be expected as computer applicaT H E T H R O U G H - T H E - M A C H I N E S AP tions become more complex and as acPROACH. It appears likely that the
TH E LIM ITA TI O N TO EX C EP TIO N REPO RTthrough- the - machines approach wi l l be countants become more familiar with
IN G. One limitation in this approach
used more frequently. The basic prem- the potentialities of the computer.
and a possible danger to the auditor is ise here is that the results can be acthat the exception listings include only cepted if the input and processing are VERIFICATION OF ACCOUNT BALANCES.
items departing from the standard es- found to be proper. It, too, requires The final audit phase relates to the
tablished within the program. If man- verification of source transactions, but verification of account balances, such
agement changes these standards during from that point on it emphasizes re- as inventories, accounts receivable, and
the period under review, the exceptions view and testing of procedures rather accounts payable. At the present stage
listed will take on a different signifi- than verification of output.
of EDP technologv, audit trails are still
cance in that they wi l l be exceptions
in existence in familiar form. Therefore,
from the new standard. As the details Conclusion
there is no real need to adopt the
of the processing producing such exTypically an audit consists of three through- the - machines approach in this
ceptions will be hidden from the audi- phases: (1) the review of internal con- area. Accounting records can still be
tor on magnetic tape, he may not trol, (2) tests of transactions (to sub- verified without the assistance of the
readily determine that management has stantiate the indicated system of in- completer. However, it is clearly evident
changed the standards. For example, ternal control and to test the accounting that the quality of auditing can be immanagement may decide that it is no records), and (3) verification of ac- proved by harnessing the power of the
longer necessary to list accounts receiv- count balances —the so- called "analysis computer.
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Recent Publications
ASPE CTS OF
CO RPORAT E PL ANNING
The Institute of Cost and Works Accountants, 63 Portland Place, London
WIN 4AB, 1970, paperbound, 85 pp.,
Gee 6 Co. Ltd., City Library, 151
Strand, London W.C.2., England (sole
distributors), 1216 d plus postage and
packing 11 -d.
The four papers in this booklet on different aspects of corporate planning
are presented as an introduction to a
complex subject. The papers include:
"The Whv and How of Business Planning," "Corporate Planning and the
Chief Executive," "Planning and
achieving Profitable Growth," and
"Strategic Planning and the Management Accountant."

PO OL ING AND PURCH ASE
ACCOUNTING
The Effect of Alternative
Practices on Financial
Statements
Dean S. Eiteman
Bureau of Business Research, Graduate
School of Business Administration, The
University of Michigan, Ann Arbor,
Mich. 48104, 1967, 176 pp., $8.00.
An examination of the various recording
practices for business combinations and
an analysis of the effects of alternative
accounting treatments on the presentation and interpretation of corporate financial statements. A logical body of
accounting principles and procedures
applicable to business combinations is
suggested to reduce inconsistency in
practice,

INFLATIO N AND
CORPORATE PROFITS
George 'Terborgh
Machinery and Allied Products Institute
and Council for Technological Advancement, 1200 Eighteenth St., N. W.
Washington, D.C. 20036, 1970, paperbound, 15 pp., $1.00.
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Attacked here is the notion that inflation is good for profits, that it is a myth
based on the illusion of historical cost
accounting. The author concludes that:
"When the cost of physical asset consumption is restated in current dollars,
the profit picture for the postwar period
is radically transformed."

come taxation with an opinion of what
the Congress and Treasury had in mind.

PR O F E SS IO N AL R E SP O N SIB ILITY IN FEDERAL
TAX PRACTICE
Boris I. Bittker, Editor
Federal Tax Press, Inc., P.O. Box 442,
Branford, Conn. 06405, 1970, 485 pp.,
FINANCING FOR SMALL
$15.00.
A N D MEDIUM -SIZED
A series of essays by professional tax exB USIN ESSES
perts presenting explanations, analysis
Harry Gross
and criticism of the tax law, as well as
Prentice -Hall, Inc., Englewood Cliffs, some serious introspection about the
N.J. 07632, 1969, 235 pp., $19.95.
relationship of the tax lawyer and accountant
to the client, to the governA comprehensive guide to financing for
ment
and
to each other.
all levels of the management team.
Methods are spelled out for various departments to plan for presenting cash W O R K I N G W I T H T H E
requirements on an economical basis. RE V E NU E C O D E -1 9 6 9
Various specific sources of funds are dePaul Farber, Editor
scribed and current techniques for coordinating effective planning and pro- American Institute of Certified Public
Accountants, 666 Fifth Ave., New York,
cedures for financing are outlined.
N.Y. 10019, 1970, paperbound, 285 pp.,
$3.50.
This 15th edition is a compilation of the
INVESTMENT, INTEREST
most currently pertinent material that
AND CAPITAL
has appeared in the Journal of AccountJ. Hershlei f er
ancy's "Taxation Department" over the
Prentice -Hall, Inc., Englewood Cliffs,
vears.
N.J. 07632, 1970, 320 pp., $9.95.
A systematic treatment of capital theory
emphasizing choice over time in the absence of risk. This book is written for
the graduate student and requires an
intimate knowledge of the calculus.

A PRACT ICAL GUIDE T O
INCOME TAXES
1970 Edition
Michael R. Skigen and
Eugene K. Snyder
Estate Tax Publishing Co., 18 Wells
Building, Aberdeen, S.D. 57401, 1970,
169 pp., three ring binder, $8.00.
A non - technical background approach
to the subject of income taxation. This
book explores the rationale of federal in-

HIDDEN GOLD AND
PITFAL LS IN TH E
NEW TAX LAW
A Special Report
The Institute for Business Planning,
Inc., 2 W. 13th St., New York, N.Y.
10011, 1970, paperbound, three parts individually numbered, $12.50.
Many individuals without any particular tax background have been able to
make financial decisions which take into
account all the relevant tax considerations by employing checklists and making a few simple calculations. The new
law makes most of the time - honored
checklists obsolete or inadequate. This
guide offers to cure the obsolescence
and remedy the inadequacy.
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SE C U RI T I E S L A W
REVIEW -1% 9
R. Alan Slotsenberg and
Thomas E. Costner, Editors
Clark Boardman Co., Ltd. —Sage Hill
Publishers Inc., 435 Hudson St., New
York, N.Y. 10014, 1969, 770 pp.,
$28.50.
The first volume of what is to be an annual collection of periodical writings in
the securities field. Among the contents
included in this volume are the Bar
Chris Case, Acquisitions, Insider Trading, Funds, and Blue Sky statutes.

AN ENG INEER' S GUIDE TO
CO STING
Published in England
The Publications Department, Institution of Production Engineers, 10 Chesterfield St., London, WIX 8 DE, England, 1969, 72 pp., price 251—each, post
free.
Produced by a joint working party from
the Institution of Production Engineers
and the Institute of Cost and Works
Accountants, this book has been introduced to assist the practicing engineer
in the better understanding of cost techniques.

HO W TO USE FINANCIAL
STATEMENTS
Irwing Kellog
McGraw -Hill Book Co., 330 W. 42nd
St., New York, N.Y. 10036, 1969, 475
pp., $19.50.
Accountants may find this book useful
as a reference work. Although written
primarily as an aid to attorneys in their
daily practice of law, the accountant will
find the material so arranged that the
analysis of any particular part of a financial statement may be conveniently located.

M A N A G E R I A L ECO NO M I CS
Analysis and Cases
William Warren Haynes
Business Publications, Inc., 3511 Manor
Road, Austin, Tex., 78723, 1969, revised edition, 726 pp., $14.00.
Managerial economics is economics applied in decision making. It is a special
branch of economics bridging the gap
between abstract theory and managerial
50

practice. This text consists of three main
elements: (1) the theoretical and analytical tools of economics, (2) a review
of empirical studies and illustrations,
and (3) cases involving actual managerial situations.
MEASURING
PERFORMANCE IN
M U L T I -O U T L E T
B USI NES SES
William R. Kinney, Jr.
Division of Research, Graduate School
of Business Administration, Michigan
State University, East Lansing, Michigan 48823, 1969, 74 pp., $6.00.
Described in this book is a performance
measurement system for multi- outlet
businesses. The system, an extension of
the responsibility accounting concept,
utilizes accounting data in conjunction
with statistical techniques for estimating
the effect upon performance as a result
of environmental factors and of the actions of the outlet manager.

OB STACLES AND
INCENTIVES TO PRIVATE
FO R E I G N IN V E S T M E N T ,
1967.1968
Volume II : Incentives,
Assurances, and Guarantees
National Industrial Conference Board,
Inc., 845 Third Ave., New York, N.Y.
10022, 1969, paperbound ($3.50 associate and educational), $17.50 non-associate.
This volume covers the incentives, assurances, and guarantees that have been
offered to encourage private foreign investment. It includes official summaries
of the investment incentive programs of
60 countries and a review of plans and
programs for the protection of foreign
investment.
PR IN C IP LE S O F
OPERATIONS RESEARCH
With Applications to Managerial
Decisions
Harvey M. Wagner
Prentice -Hall, Inc., Englewood Cliffs,
N.J. 07632, 1969, 937 pp., plus appendices, selected referenees and indexes, $14.95.
This book is written primarily for college students who have no previous back-

ground in operations research. The central goal of the book is to answer the
question "What are the fundamental
ideas of operations research ?" To understand the text though the reader must
have had at least a standard college -level
introductory course in calculus.
DECISIO N TH EO RY AND
I N F O R M A T I O N SY ST EM S
An Introduction to Management
Decision Making
William T. Greenwood
South - Western Publishing Co., 5101
Madison Rd., Cincinnati, Ohio 45227,
1969, 818 pp., $10.00.
A book of readings which includes a full
panorama of decision theory and prevailing decision practices in business, emphasizing both theory and methodologies and their applications in typical
business- management company -wide situations.
PASS ING CO S T
ACCO UN TANCY WITHOUT
TEARS
B. K. Mukherjee
Pioneer Publishing Co., Pondicherry-2,
India, 1969, paperbound, 416 pp., $3.00
including postage.
Written primarily for the accounting
student in India, this book offers him
theoretical guidance and practical advice.
It presents some seven - hundred questions of which two- hundred are answered.
S I M U L A T I O N IN B U S I N E S S
AND ECO NOM ICS
Robert C. Meir, William T. Newell
and Harold L. Pazer
Prentice -Hall, Inc., Englewood Cliffs,
N.J.07632, 1969, 369 pp., $9.00.
The basic concepts involved in simulation are presented here along with applications to business and economic
analysis. The technical problems associated with the use of simulation and the
aspects of constructing and operating
a simulation model are covered in detail. Although some knowledge of algebra, statistics and optimizing techniques are required, the book can be
read and used by those who do not
have computer training or access to a
computer.
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Ac c oun t a n t s A r e M or e N ume r ous
Than Other s i n Top M a na g e me n t

and Boston University, concludes "It also
seems clear that in the past at least,
the man who did not major in finance or
Accountants lead all other professionals
accounting has somewhat greater capacity
in representation in the top management
for continued growth and development
of the largest industrial, merchandising
than does the finance or accounting
and transportation companies, according
major." The authors of the book, Deto a survey published in The Journal
of Accountancy. Results of a questionnaire velopment of Financial Managers, also
conclude that modern undergraduate schools
sent out by Dr. Richard C. Bradish of
have achieved the mix which produces the
Sacramento State College to 500 of the
most successful financial executives,
largest corporations indicate that acincluding "heavy inputs of mathematics,
countants comprise one fourth of all the
behaviorial sciences and economics, plus
board chairmen, presidents, vice presisome
work in the various business funcdents, controllers, secretaries and
tions."
The study describes the financial
treasurers of responding corporations.
executive
as one who enjoys working
Among board chairmen and presidents only,
hard, shows relatively mature thinking,
engineers held the lead with 21% of
maintains rather tight control over his
these positions. Second were men whose
emotions, and has a strong desire to
major study was industrial management,
please his boss and other higher levels.
while accountants were third with 13 %.

C omp ut e r S p ok e s ma n U r g e s
Sa f e g ua r d s For P r i va c y
As part of a broad program to safeguard
the privacy of the individual, a computer
manufacturing executive has proposed
legislation to make personal information
a property right. Robert P. Henderson,
vice president and general manager of
Honeywell's Electronic Data Processing
Division, noted the computer itself
did not create any invasion of privacy.
"The only new element in the centuries old threat to privacy posed by surveillance and record- keeping is the computer's
fantastic efficiency." Suggesting that
the computer industry could do much to
prevent the invasion of privacy, he
said it could build safeguards into system design. Also, managers of computer
systems might ask themselves more frequently, "Is this information really
necessary ?"

B us i ne ss, Not Gove r nme nt,
Is Re al M a st e r of C ha ng e
Despite the hostility toward business,
it will be business —and not governments —that solves some of the major
problems of society. In a speech before
the World Congress of Advertising, Dan
Seymour, president of J. Walter Thompson,
said: "Let us make no mistake about it—
it will be business that feeds the world,
and depollutes the world and works out
the system that will support life somehow
among the fearsome mistakes the politicians make in each generation. It has
to be business, because we all know
governments can't do much about anything."

N e w P l a n t Outl ays Cut

In the second consecutive quarterly
cutback, the country's 1,000 largest
manufacturers slashed their appropriations
for new plant and equipment in the first
quarter of this year, according to the
Br oadl y Ed uc a t e d Fi n a n c e E xe c ut i ve s
National Industrial Conference Board.
Ac hi e ve Greater B us i n e s s Suc c e s s
Capital appropriations dropped to $6.5
A financial executive with a broad,
billion —down 15% from the fourth quarter
liberal -based undergraduate education
of 1969 and about 3% below the year -ago
has a much better chance at corporate
figure. . .. Before -tax book profits of
success than others more technically
corporations declined sharply in the
oriented it would seem from a recent study first quarter of 1970 to a seasonally
conducted by Financial Executives Inadjusted annual rate of $85 billion,
stitute. The study, which was prepared
according to preliminary estimates of
by a team from A. T. Kearney & Co.,
the Commerce Department.
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At Annual Dinner in Minneapolis, a traditional ceremony is reenacted as the bagpipe band pipes in national officers. The An-

nual International Conference was the first such NAA meeting
to be held in Minnesota, drawing some 1,300 NAA members.

Minneapolis -70: A Report
ANNUAL CONFERENCE MARKS TIME OF CHANGE AND RENEWAL FOR THE ASSOCIATION

52

usually

for better communications, in his opening address. He pointed out that the
old adage "Seeing is believing" is incorrect for most people. They believe
first; then see. Managers should be willing to listen, provide facts, open new
channels, try innovative approaches and
expand the arena of decision making.
The successful businessman
the one who is most aware of the need
for constant communications.
Following Dr. Kumata's speech,
President Grant Meyers called the Annual Meeting of the Association to
order. NAA members elected 14 national officers and 51 national directors.
Clemens D. Erdahl, partner, Price
Waterhouse & Co., New York, was
elected to succeed John E. Vavasour
as national treasurer of the Association.
Mr. Vavasour was nominated earlier
but relinquished the nomination to accept the post as Managing Director on
the NAA staff.
During the meeting, Michael Olsen
of Pittsburgh, Pa., was honored as
Junior Achievement Treasurer of the
is

NAA Week in Minneapolis passed
swiftly for most NAA'ers in a whirl of
thought - provoking technical sessions,
entertaining social events and those annual renewals of fellowship which are
a hallmark of every Association convention. More than 1,300 NAA members,
and their families, registered for the
Conference, the first ever held in
Minnesota.
It was a time of change and renewal
for the Association, as well as members.
Not on1v were new officers elected to
serve for 1970 -71, but new leadership
also was named to head the national
staff of the Association. The traditional
competitiveness was in marked evidence: as the winners of the trophies
and banners were called to the rostrum
to receive their hard -earned prizes,
other chapters were already issuing challenges for inter - chapter competitions.
Gov. Harold LeVander of the State
of Minnesota kicked off the convention
on Mondav morning, welcoming conference attendees to the state. Dr. Hideva Kumata urged NAA'ers to strive

Year. A business administration student who just completed his freshman
year at Pennsylvania State University,
Mr. Olsen won a national competition
judged and sponsored by the Association. National committee chairmen at
the meeting awarded plaques and certificates to winners of the manuscript
competition, public relations competition, and membership competitions.
(See following story.)
'Economy Is Strong'

At the kevnote luncheon, held in
the Minneapolis Municipal Auditorium,
Secretary of the Treasury David M.
Kennedy expressed concern about the
U.S. balance of trade. He urged NAA
members to support an Administration
measure designed to encourage greater
exports. Under the deferred tax proposal, earnings on exports would not
be taxed until the profits were distributed to shareholders. Secretary Kennedy said that he believed that overall
the economv was strong, however, he
cautioned against retreating from the
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Government's basic policy toward inflation. He held a news conference following his luncheon address.
An international trade expert described some of the do's and don'ts
for companies with substantial investments abroad. Albert R. Wayne, a
director of Abbott Laboratories and
former president of Abbott Universal,
Ltd., told the NAA Conference that
American business will not realize its
overseas potential until it becomes an
integrated part of the countries' economies and penetrates the developing
common markets. He noted that "few
American corporations see themselves as
world -wide enterprises, and fewer are
organized or managed as such. However, the growth of the world economy
has provided new incentive for this
viewpoint. Also, the general development of common markets around the
world is creating new challenges and
opportunities for American business
abroad."
Summing up, he said, "American
business has the economic power and
technology to be successful in international trade, but must accept the principle that in every country in which it
operates, it must make a greater effort
to understand the social, economic, and
political forces with which it must deal.
American businessmen must realize that
the position of American business in
each community in which it operates
depends upon its contribution to that
community. Its measure will be taken
by its contribution to the national
economy and to society. American
business must become in each country,
not foreigners taking a brief fling at
a market opportunity, but citizens participating in the building of a future.
And furthermore, American companies
must discard programs laid down years
ago which were tailored to an era that
no longer exists."
Commissioner James J. Needham of
the Securities & Exchange Commission
focused on corporate financial reporting. He lauded the efforts of accountants to develop principles that will improve financial reports to stockholders
and urged NAA members to think more
deeply about their role vis -A -vis the corporation, the public and stockholders.
" . . . I wonder if accounting officers
should not strive to achieve a more independent status within their companies so that financial information
could be presented as clearly as possible
in accordance with applicable standards. On one hand, management's over MANAGEMENT ACCOUNTING /AUGUST 1970

President Grant U. Meyers presents a plaque to Executive Director Rawn Brinkley
upon his retirement, expressing the Association's gratitude for his long service. Mrs.
Brinkley is at left. Mr. Brinkley will continue as consultant to National Board.

Here's a view of one of the general sessions during the Minneapolis Conference.

New Executive Director William M. Young,
Jr., addresses NAA members at dinner.

President -elect Ettore Barbatelli describes
some of his plans for Association in 197071, in inaugural speech Wednesday.

Earlier during NAA Week in Minneapolis,
incoming President Barbatelli (left) and
President Meyers posed together.
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riding responsibility is to its stockholders. On the other, bei ng hum an,
managers have a natural desire to present
financial matters in such a light as to
insure their own continuity. In contrast, more independence for the financial executive would help to insure more
consistent reports of the financial condition of his company."
He added, "I believe the public investor has a right to expect the financial
officers to encourage their managements
to adopt more responsible accounting
methods. I also believe financial executives should not hesitate to exert such
efforts. In the last analysis job security
must be weighed against potential liability under the Acts administered by
the Commission."
The chairman of the Mondav afternoon session was Allen H. Seed, III,
group controller, packaging group, International Paper Co., New York, N.Y.
Three different views of computer
technology were offered in the Tuesday

NOTICE
Membership dues invoices for 1970 -71
have been mailed to all active members.
Your membership dues of $35 ($25
for members living in countries other
than the U.S. and Canada) were due
July 1. A follow -up notice will be mailed
this month. Membership termination
for nonpayment will be on September
30. Please act now so that you will continue to receive MANAGEMENT AcCOUNTING every month.

morning session. Terrance Hanold,
president of the Pillsbury Company,
criticized the use of computers by
business managers and financial managers. Robert L. Patrick, computer specialist consultant, outlined the uses and
misuses of the third generation hardware. Dr. Richard F. Peirce, director
Management Information Systems, Motorola, Inc., described the responsibili-

ties of line management in utilizing
information systems to improve and
operate the administrative and decision
processes for which they are accountable to top management.
Donald P. Selleck, controller, 3M
Company, St. Paul, Minn., served as
chairman of the Tuesday session.
On Wednesday, six concurrent sessions were held in the morning and
six in the afternoon, with three of the
morning sessions repeated. Discussion
leaders from industry and the national
staff guided open -end discussions on
topics titled Appraising Performance
Measurements and the Use of Incentives, Managing Computer Operations
and Controlling Computer Costs, Accounting for Mergers and Acquisitions,
Management Accounting for Small Sized Companies, Public Reporting Requirements and Accounting Principles.
Other topics discussed in the concurrent sessions were Responsibility AcContinued on page 63

NAA Director of Research Retires
Dr. Walter B. McFarland, who has
been on the Association's staff for 24
years, has retired as Director of Research. The retirement became effective
August 1.
In announcing his early retirement,
Dr. McFarland said he had accepted
a position as lecturer in accounting at
California State College, Hayward,
Calif. The fact that the college had recently established a new graduate program in business and economics, with
a major in accounting, made the position especially challenging to Dr. McFarland.
One of the major architects of the
Association's research effort, Dr. McFarland conducted research, helped in
the writing, and guided the publication
of most of the research reports issued
by NAA. He is co- author, with Dr.
Morton Backer, of External Reporting
for Segments of a Business. In 1966,
NAA published Concepts for Management Accounting by Dr. McFarland,
which distilled his thinking about the
basic principles of the body of knowledge which is now known as management accounting. In addition, he has
written articles for accounting journals,
published not only in the United States
but in other parts of the world as well.
He received his A.B. degree from the
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President Grant U. Meyers presents a gift
to Walter McFarland (right) at Annual Dinner in token of NAA's gratitude.
Universitv of Kansas, and M.B.A. and
Ph.D. degrees from Stanford University
Graduate School of Business. Prior to
joining the staff of the National Association of Cost Accountants (as NAA
was originally called), Dr. McFarland
taught accounting subjects at the University of New Mexico, University of
Michigan, Yale University and McGill
University. Since coming to New York,
lie has also taught at New York University.
In assessing the impact of research

on accounting, Dr. McFarland observed
that unlike professions such as engineering and medicine, research had, until
recently, little influence on the development of accounting. In 1945 NAA
established the first continuing research
program in the accounting field. "Early
NAA studies evolved a rationale and
methodology for resear ch that has
strongly influenced others who have undertaken research in accounting. While
it is difficult to assess the impact NAA
research has had on accounting practice, there is no doubt that it has been
very substantial indeed."
Often NAA has led the way in research of accounting techniques that
have become common practice. "Pioneering NAA studies such as standard
costs, cost - profit- volurrke analysis, and
direct costing yielded knowledge that is
now essential to every well qualified
management accountant. Research
methods which have proved effective
for expanding knowledge of internal
use of financial information are now
being applied in studies concerned with
management's responsibility for reporting to stockholders, creditors, and
others outside the management group."
Walter McFarland and his wife,
Betty, plan to make their home in the
East Bay Area.
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Triumphant President of Elmira Area Chapter, Edwin E. Manktelow, holds Stevenson Trophy, just presented by Leo J. Barnecut,
Jr. (left), chairman of the Committee on Chapter Operations,
and President Grant U. Meyers at Annual Dinner.

Mr. Barnecut and President Meyers present Warner Trophy to
James D. Lemon, president of the Scottsdale Area Chapter. The
chapter won the highest trophy in its first year of competition.

Elmira Area Takes Stevenson
Trophy; Scottsdale Area Wins
Warner Trophy
REMINGTON RAND AWARD GOES TO PHOENIX;
NIAGARA AWARDED CARTER TROPHY; TWO TIE FOR KELLER TROPHY
New York and Arizona chapters took
the top trophies in the 1969 -70 competition, with Elmira Area (N.Y.) winning the Stevenson Trophv, and Scottsdale (Ariz.) Area earning off the
Warner Trophy in its first year of competition.
Phoenix Chapter surged to a strong
finish, 12 points behind Elmira Area,
and won the Remington Rand Award.
Niagara Chapter advanced 105 places
over its three -year average and gained
the Carter Trophy.
The Keller Trophy, which was
awarded for the first time this year,
went to two chapters. Both Jersey CitiHudson and San Joaquin chapters adMANAGEMENT ACCOUNTING /AUGUST 1970

vanced 22 places over their 1968 -69
standings to share the honor of being
the first winner of the new trophy. The
I. Wayne Keller Trophy was named in
honor of past national President I.
Wayne Keller, a member who has given
much time and service to the Association. Currently, he is chairman of the
Committee on Management Accounting Practices.
Elmira Area won the Stevenson
Trophv once before —in the 1957 -58
competition. This energetic chapter also
has amassed seven banners and the
Remington Rand Trophy in the last
20 years. The 1969 -70 president was
Edwin E. Manktelow.

Chartered a little more than a year
ago, Scottsdale Area Chapter under the
presidency of James D. Lemon compiled an exceptional record for a new
chapter. In addition to winning the major trophy in the competition for chapters with 100 or fewer members, the
chapter managed to garner a Membership Achievement Award.
Trophies and banners were presented
to the leading chapters at the 1970 Annual International Conference in Minneapolis last June. National officers and
staff members will visit the chapters
this Fall to make the presentation at a
chapter meeting. Following is the list
of winning chapters and presidents.
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Stevenson Trophy
1. Elmira Area, Edwin E. Manktelow
2. Phoenix, Gerald G. Parkinson
3. Cedar Rapids, Elmer G. Hoff
4. Shreveport, William H. Snow
5. Western Carolinas,
Donald G. Kern
6. Portland, Walter R. Dee
7. Baton Rouge, Jerry M. Baldwin
(tie) Mobile, Charles F. Desmukes
8. Boston, Robert L. Rosenblatt
9. Louisville, Martin J. Amlung
10. Kalamazoo, Robert A. Jameyson
11. Birmingham, John V. van Pelt, III
12. Omaha, Donald J. Goaley
13. New Orleans, Peter Meo
14. Evansville, Miller F. Hughes
15. Seattle, Robert F. West
16. Piedmont, George D. Smith
(tie) Southern Maine,
John T. Barrows
17. Westchester, Earl J. Potter
18. Mid - Hudson, Richard Hall
19. Providence, Leland E. Andrew
(tie) Wichita, Martin E. Johnson
20. Lima, Richard A. Walker

Gerald G. Parkinson, president of Phoenix Chapter, happily displays Remington Rand
Trophy. Chairman Leo J. Barnecut, Jr. (left) and President Grant U. Meyers share his
moment at the Annual Dinner.

Warner Trophy
1. Scottsdale Area, James D. Lemon
2. Salinas Valley - Monterey Peninsula,
James S. Jeffers
3. Owensboro Area, James H. Sullivan
4. Waukesha Area,
Richard L. Cebrowski
5. El Paso, Richard M. Kaufman
Membership Achievement
Waukesha Area led the 1969-70
competition for membership growth
with a net gain of 36 %. Boston Chapter
captured the Membership Round -Up
Award with a net increase of 106 new
members.
The 20 chapters which won Membership Achievement Awards are listed
below, with the respective membership
directors in the 1969-70 competition:
1. Waukesha Area,
Thomas A. Dlugopolski
2. Western Carolinas, J. R. Chandler
3. Scottsdale Area,
Donald G. Scherrer
4. Cumberland Area, Earl T. Willetts
5. Salinas Valley- Monterey Peninsula,
Richard Oberg
6. Jersey City - Hudson,
Victor M. Illonardo
7. Brunswick Area, W. J. Delayo
8. Cape Canaveral,
Anthony Davanzo
9. Mobile, illiam J. Russell, Jr.
10. San Ivan, Norbert J. Janis
11. Nor
Indiana,
W. S. Patterson
12. Boise, Conrad A. Giesler
13. Cleveland East, E. W. Gail
14. Morristown, Daniel J. Fineran, Jr.
15. San Diego, Dale D. Baker
16. Shreveport, Waddy L. Thomley
17. Baton Rouge, James R. LeBlanc
Continued on page 63
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Earl E. SpuIler, president of Niagara Chapter, looks like he needs some help with
the Carter Trophy. Mr. Barnecut and Mr. Meyers give him a hand with the trophy.

Accepting the Keller Trophy, above, were representatives from two chapters who
tied for the Award. L -r., Mr. Barnecut, Clemens A. Erdahl, national v.p. accepting for
Jersey City- Hudson; James R. Jorgenson, president, San Joaquin Valley; Pres. Meyers.
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John V. van Pelt, III (left), president of Birmingham Chapter,
displays Lybrand Gold Medal, presented by Arthur H. Smith,
chairman of the Lybrand Awards Committee. President Grant
U. Meyers congratulates competition winner.

Bruce L. Milligan, winner of the Lybrand Silver Medal, accepts
congratulations from Chairman Arthur H. Smith and President
Meyers. Mr. Milligan submitted his manuscript through Northern Wisconsin Chapter.

Van Pelt and Milligan
Win Lybrand Awards
27 CERTIFICATES OF MERIT AND 10 CERTIFICATES OF RECOGNITION AWARDED TO NAA AUTHORS
John V. van Pelt, III, 1969 -70 president
of Birmingham Chapter, was awarded
the Lybrand Gold Medal for his article,
"Interim Reporting on Financial Statements." The article was published in the
February 1970 issue Of MANAGEMENT
ACCOUNTING.

Brice L. Milligan, Northern Wisconsin, was named the winner of the Lybrand Silver Medal. His award - winning
article, "Contribution Margin in Decision Making," was published in the
October 1969 issue of the NAA magazine.
The two top articles in the 1969 -70
manuscript competition were chosen by
the Lybrand Awards Committee appointed earlier this year by President
Grant U. Meyers. The committee includes Arthur H. Smith, chairman; Dr.
Morton Backer, and Arthur Toan. Both
awards were presented at ceremonies during the Annual Dinner at the Annual
International Conference in Minneapolis.
A Gold Medal winner this year, Mr.
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van Pelt was presented a Certificate of a charter member of the Association, as
Merit for an article submitted in the well as its second president. The Gold
1968 -69 competition. He is vice presi- and Silver Medals are presented each
dent- finance of Vulcan Materials Co., year to the authors of the two outstandBirmingham, Ala. A graduate of Colum- ing contributions to accounting literabia College and Columbia Law School, ture submitted through the chapter
Mr. van Pelt is interested in the issue competition.
of interim reporting, both as a corporate
financial executive and as a certified pub- Certificates of Merit Winners
lic accountant.
The Association presented 27 CerMr. Milligan, whose discussion of the tificates of Merit and 10 Certificates of
concept of contribution margin in profit - Recognition to the highest scoring authrelated decision making won him the ors in the manuscript competition. CerSilver Medal, is manager of mill account- tificates of Merit are awarded to authors
ing, Nicolet Paper Co., a division of of article manuscripts rated the highest
Philip Morris Industrial, West De Pere, 16, plus ties for the sixteenth place in
Wis. He received a B.S. degree from the competition; Certificates of RecogniNorth Central College, Naperville, Ill., tion are awarded the authors of accountand is currently working toward an ing practice manuscripts rated the highM.B.A. degree. His winning effort est two, plus ties for the second highest,
marked the first time he has been pub- in each of the following categories: Aclished in MANAGEIIIENT ACCOUNTING.
counting Practice Descriptions, Reports
Established in 1949 -50 by the part- and Case Studies.
ners of Lvbrand, Ross Bros. & MontgomListed below are the Certificate of
ery, the Lybrands Awards honor William Merit winning articles and the CertifiM. Lybrand, a founder of the firm and cate of Recognition winners, with the
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author's name, chapter that submitted
the manuscript, and the issue of MAN AGEMENT ACCOUNTING In which the
article was published or in which it is
tentatively scheduled to be published.
"Time Task Range and Maintenance
Account Technique"
By Philip S. Manthey
Akron, August 1970
The maintenance function is made self
supporting through a special maintenance account which pays all costs of
the maintenance function and is offset
through an income of receipts for charge
back costs.
"Human Resource Accounting: A Tool
to Increase Managerial Effectiveness"
By R. Lee Brummet (Eric G. Flamholtz
and William C. Pyle)
Ann Arbor (now a member of Raleigh Durham), August 1969
A report on what is believed to be the
first application of a human resource accounting system. It is conceived as a
process of identifying, measuring and
communicating information about human resources.
"Professionalization of Private Accountants"
By Earl F. Davis
Atlanta, November 1970
This survey of practicing accountants'
attitudes indicates that the advantages
would outweigh the disadvantages in establishing professional status for private
accountants.
"Locating and Evaluating Unprofitable
Products or Segments of a Business
Firm."
By Charles D. Mecimore
Atlanta, July 1970
How do you locate and evaluate potentially unprofitable operations? The author offers a feasible approach.
"Equating Risk with Investment and
Per
Evaluation"
By Lawrence N. Eaton
Bangor - Waterville, December 1970
Procedures concerning investment analysis, risk assessment and performance
evaluation are highlighted here. The relationship among these principal steps is
also discussed.
"Interim Reporting on Financial Statements"
By John V. van Pelt, III
Birmingham, February 1970
Substantial progress is needed in this
area of financial communication. Possible uses of interim reports by the invcstor arc of paramount significance.
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"Attitudes of Management Accountants
on the Investment Credit Issue"
By James A. Knoblett
(with William W. Eaton)
Blue Grass Area, September 1970
A sample survey gave significant results,
which are presented and discussed in
this article.
"Auditing the Advanced Computer
Systems"
By Robert E. Bates
Cedar Rapids, June 1970
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.
"Accounting Control of Government
Contract and Commercial Program Activity"
By Jerome F. Seifried and
William H. Schatz
Cedar Rapids, March 1970
Accounting techniques for control of
the four major types of contracts are
described. The authors also discuss development and control of commercial
programs.
"Unbalanced Bidding vs. Income and
Performance Measurement"
By Felix P. Kollaritsch
Columbus, May 1970
Intentional adjustments of cost estimates may cause unintentional, and
undesirable, effects on income and performance indicators.
"Professional Service Associations: Assets and Liabilities"
By Curtis H. O'Neal
Knoxville, December 1970
Both the advantages and disadvantages
are considered. As to whether or not
to incorporate a professional service organization —each situation must be assessed in the light of all the relevant
factors as discussed here.
"Management Information Systems: A
Charge to Users and Cost Control"
By Harold M. Sollenberger
Lansing- Jackson, November 1970
A charging system is not a substitute
for strong management but it can have
wide ranging impacts. If channeled
properly, it can contribute to improved
management control of systems and
computer related activities.
"Management Reports for Multiproduct
Plants"
By B. Thomas Palmer
Longview -East Texas, August 1970

The object is to aid management in
selecting the most profitable product
mix and establish adequate measurements of plant management performance.
"Pitfalls in Using Discounted Cash
Flows for Mutually Exclusive Proposals"
By David O. Jenkins
Los Angeles, October 1970
In the case discussed here, the only
valid basis for investment decision is
the incremental rate of return or total
net present value.
"Deferred Compensation Plans After
the 1969 Tax Reform Act"
By Paul F. Smith
Los Angeles, July 1970
Employers are advised to review their
deferred compensation plans to determine the extent of future advantages.
"An Information Model for Scrap
Control"
By Willis C. Stevenson
Madison, September 1970
To furnish adequate information to
management, scrap control should fully
cover the inception - disposal cycle.
"ROI Simulations for Investment Decisions"
By Richard A. Elnicki
New Haven, February 1970
A convenient way of including uncertainty considerations in our estimates
of possible outcomes.
"The Rational Abuse of Accounting
Information"
By Allen H. Seed, III
New York, January 1970
In some areas, exemplified here, managers are continually tempted to opt
for the most advantageous story rather
than telling it as it is. We must work
toward more objective reporting standards.
"Contribution Margin in Decision Making"
By Bruce L. Milligan
Northern Wisconsin, October 1969
Sonic of the various uses for the concept of contribution margin in profit related decision making that is undertaken by management on a daily basis.
"Cost Control at a New Plant"
By Jack R. Leach
Oakland County, February 1970
Putting up a new facility can be the
starting point for initiating new "cost
awareness" programs. The author describes several distinct phases from construction of the facility to production
in it, and offers an insight into some
Of the problems encountered.
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"Standard Costing Developments and
Applications"
By Lloyd Seaton, Jr.
Omaha, July 1970
What appears to be new to one observer may be 'old hat" to another.
Development and acceptance stages of
standard costing are illustrative of the
pace and direction of the developmental
process that a new concept undergoes.

"Computerized Cost Accumulation —A
Must for Management's Effectiveness"
By Michael R. Tyran
San Gabriel Valley, June 1970 (member of Pomona Valley)
Planning in terms of basic data requirements is new as the key to dynamic
reporting.
"Dynamic Cost Analysis"
By Yezdi K. Bhada
Toledo, July 1970
Procedures for quantification of dynamic data are no more troublesome
than those used in static analyses.
"Casting up a Projection"
By G. Kenneth Dye
Trenton, February ,1970
On the premise that depreciation follows mathematical discipline, the author
shows how to construct an ordered display for use in forecasting and analyzing
depreciation trends.
"Toward Probabilistic Profit Budgets"
By William L. Ferrara (with Jack C.
Havva )
Williamsport, October 1970 (member
of Central Pennsylvania)
Probabilistic techniques can be easily
integrated with profit planning. The
resulting budgets display expected value
and probability interval for every item.

Certificates of Recognition
Descriptions:
"Stock Inventory Control With Data
Bases and Analyses"
By Carl D. Crankshaw
(and Robert J. Corlett)
Cleveland, May 1970
By using computers, complete data
bases, and comprehensive systems and
procedures to effect scientific inventory
control, management can profit from
the use of these tools and methods for
MAUAGEMENT ACCOUNTING /AUGUST 1970

NAA Certificate of Merit winners in the 1969-70 competition took time out from the
Annual Conference to pose for this picture. Dr. James S. Lanham, Director of the
NAA Educational Services Division, stands at left, and Arthur P. Bartholomew, chairman of the Committee on Education, is at right.
analyzing abnormal inventory occurrences.
"Auditing: Through the Computer or
Around"
By Edward M. Milko
Essex County, August 1970
It is likely that the through- the - machine
approach will be used more frequently
than the around - the - machine approach.
The latter is now prevalent.
"Extending PERT /CPM Into Computerized LOB"
By Jack Carter
(and Donald Tomlinson)
San Diego, May 1970
How to successfully combine PERT/
CPM with Line -of- Balance technology
is described in this article. One advantage claimed for the technique is that
schedule performance is graphically portrayed and correlated with expenditures.
Reports:
"Economic Purchase Quantity Calculations"
By Jack R. Rinehard
Des Moines, September 1970
The data processing program described
here was developed for a manufacturing
plant of a farm equipment manufacturer. The cost of the program was
insignificant in comparison to savings
obtained through its implementation.

well as their method of derivation
should satisfy the criteria of Public
Law 82 -653.
Case Studies:
"Performance Reports Based on Direct
Costing: A Case Study"
By Robert D. Miller and
Terry L. Robinson
Boise, April 1970
This company's approach is to use new
techniques whenever warranted. The
case study illustrates how the company
used direct costing to improve its planning and appraising procedures.
"Accounting for International Operations"
By Frank C. Roberts
Cleveland, August 1970
Accounting in all operations, foreign
and domestic, follows the same pattern. The system described here has
evolved over a period of time and has
been tested in many countries.
"Case Study: Corporate Fee for a Non Profit Organization"
By Edward Baker
Mass. Route 128, September 1970
A fee or allowance for general corporate
needs should become part of contract
or grant awards. A presentation of this
type, demonstrated here, has resulted
the negotiation and inclusion of
such a fee in many awards.
in

"Control vs. Cost of Control"
By Forrest L. Heuser
San Gabriel Valley, February 1970
Information systems in the future will
contribute toward obtaining for the
taxpayer the greatest value for his dollar. In the interim, an attempt to force
new technological developments may
inflict an additional high cost burden
on an already high tax base.

"Developing Bidding Factors for a
Quality Assurance Department"
By Bill B. Hook
(and Charles Shoemaker)
Phoenix, January 1970
(member of Scottsdale Area)
A unique method of developing bid
factors which reflect quality assurance
and inspection costs. These factors as

"Preservation and Orderly Destruction
of Records"
By C. Robert Angell
San lose, March 1970
Files in many firms are in the condition
that requires a resolute effort —like the
one described here.
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W.

HI CKSON ,

Cape Canaveral,

F. HARRISON has be e n ele cte d pre si de nt

has be e n elected pre sid ent an d m e m b e r

a n d c h i e f e x e c u t i v e office r. H e wa s also

of t h e b o a r d of di r e c t o r s of Se al B o n d .

elected to t h e b o ard

R.

d i r e c t o r s of Jim
W a l t e r C o r p . ED M U N D C. M C G A R I T Y ,

of

JR ., was e le ct e d v ic e pr e s id e n t, t re as ur e r Products Corp.,
elected

vi c e

R.

Alabama

WE AV E R SE LF w a s

presi dent

and

controller,

JAM E S CO U L T E R ,

Chattanooga,

has

been promoted to cont roller of Sies Electric

By-

J.

Denver,

Co.

was rece ntly

p ro m o t e d to vi ce p resid ent, fi nan ce an d
administration
source s

Lt d. ,

of

International

subsi di ary

of

Re-

King

Re-

D E AN CA ROLS ON ,

Des Moines, h a s

been

uct s , I n c .
H . SE LI GM AN N ,

OTTO

East Jersey,

has

be e n n a m e d gr o u p c o n t r o l l e r a t I n di a n a
Ge n e r al .
RO BE RT

J. BOU T I L LI E R, Essex County,

has b e e n

named

part n e r in ch arge

of

Op e r ati o n s , Pe at , M ar wi ck , M i t ch -

U.S.
e l l & Co.. .. N E I L

B. GLE NN was named

part ne r i n charge of t he N e wark o ffi ce of

P \I \I & Co.

FURLOW
Montgom ery

SELF
Bi rm in gh am

W.

R . DANco,

Florida West Central,

has joined C r o w n I ndu str ies as con trol-

vice president, I n d i an a Ge n e ral .
E D WI N

J. SERVI ZI O,

Loui s

Ce me nt and Lime Div.
FRANK

ting Mil ls.

ad mi n is trati on . . . . At

tre as ure r of D a y t o n St ee l F o u n d r y

mi ni s trati on fo r M art in Mari e tt a C orp .'s
now
Knit-

Co....

appointed

e l e c t e d c o n t r o l l e r a t N a t i o n a l By -P r od -

` V I L LAR D E . M E E K,

COX, Northern Wisconsin.
S. D O L E , Jamestown p a s t p r e s i -

JOHN K . V L A H o s h a s b e e n

source s.

pres ide nt.

HAROLD

Cumberland

OSC AR B. JOH N SO N ,
CLAR E N CE

dent.

J.M .

M.

Area.
J. ELBE RT

Supply
Co....

HOLT has be e n ap p o i n t e d

ge ne ral m a n a g e r of D a r t M f g.

Emeritus Life Associates

Co.

HI LL is treasurer, and ROB-

RI CHARD

Supply.

ler....

U.S.

T. W .

Horne

HU M PHRE Y

has

& Deve lopment

joined

C o r p . as

contro ller.

T-wo Fox River Valley

m e m b e r s we re

name d at Ot t awa S i l i ca

CO.W A L T E R R.

HAOAIBRE CKER i s n o w

co n t r o l l e r , a n d

H. FLAHAU T , d i v i s i o n c o n t r o l l e r .
. . . R O N A L D J. CARLSON w a s n a m e d d i r e c t o r of c o r p o r a t e a c c o u n t i n g , A l l - S t e e l

JATIES

KE N N E T H

D E M A RI A,

Chicago,

has

bee n ap po int ed con tr oll er f or th e Ho us eho l d Pr o d u ct s Div., Miles Labor ator ies.

Equipment,

vice pr e s i de n t - fi n a n ce a n d a s s i s t a n t c o n -

RON ALD CLASGEN S, C i n c i n n a t i , i s n o w

tro lle r.

wi th Gr e at Am e r i can I n s u r an ce

D E L M A N N IS n o w a s s i s t a n t s e c r e t a r y ,
Lvon M et al P roduct s, I nc.

an d JO HN K . B LA CK w as e le c te d as si st an t

D ALE

BLICKE NSTAFF,

ap p o i n t e d

the

Bus i ne s s a n d

dean

Boise,
of

has

been

t he School

of

Pu bl ic Ad m i ni s t r at i o n at

B oi s e S t at e C ol l e ge .
ROBE RT

H.

of

Boston, W a s
of I/O

directors

as

LAWREN CE

JAME S R . HARRI S,

Cleveland East, w a s
n a m e d a st a ff c o n s u l t a n t w i t h E r n s t &
Ernst. ... JOHN

COOPE R,

elected to t h e b o ard

Co.,

account i ng manage r.

Picker

X- R a y

ROBE RT

S.

P.

MI LLE R

has

joined

as a co rp o rat e acco u nt an t .

FORD ,

Columbus,

re ce nt l y

Stamford,

I n c . . . . RI CHARD L . SE I -

W.

KE N N E Y ,

Greenwichof

has b e e n el e ct e d tre asure r

National Union Electric Corp.
LEONARD ZW I C H ,

Hartford,

was n a m e d

assi stant cont roll er of C ole co I ndu stri es.
CHAR LE S

E.

HORN E ,

Jackson, h a s

been

S ys t e m s , I n c . H e is pr e s e nt l y vi c e pr e s i -

jo in e d P a t r i c k P e t r o l e u m as vice pre si-

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

d e n t an d controller o f E P S C O , I n c.

de n t- fin anc e .

of

CHAR LE S
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J. CRAWF ORD , Brunswick Area, Two Dayton

membe rs

were

re ce n t l y

Del ta In du strie s, In c.

PHI LI P

J. CARD AROPLE , Jamestown, w a s
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appointed manager, budget and cash
control, AVM Corp . . . . D O N A L D W .
LARSON has been elected company treasurer of 'Veber -Knapp Co., a subsidiary of
Keeler Brass Co... . LE ST ER W EVE RS
.
was appointed corporate financial
administrative officer, Blackstone Corp.

Time Off

LA W R EN C E S . LA N S ET,

Long Island, was
appointed group controller for the Technical and Scientific Group of IPCO Hospital Supply Corp.

INFORMAT ION R C T R I E V A L
SYSTEMS
/ A,' C O R Ao R A T E D

JOH N B E HD I OU , L OS

Angeles, was elected
secretary of Dartell Laboratories, Inc. He
is also controller.... JOANNA R. BRUNO
is now a partner in EquiVest Associates.
. HARV E Y J. GLASS has been elected
..
vice president of finance for Entertainment Industries, Inc.... ALEx B. LUNDS TEEN w a s

promoted

to

v ic e p resid en t -

administration, Rachelle Laboratories.
GE ORGE

S H A T F O R D , Massachusetts
North Shore, is now assistant corporate
controller, Ventron Corp.
CLY D E W I L L I A M S ,

Memphis, has been
promoted to vice president at Union
Planters National Bank.

THOM AS

�

i

J. LOKE, Milwaukee, is now

budget analyst with A. O. S m i t h . . . .
RA M O N J .

MAYER was named division

controller, H. H. Products Div., Kelsey Hayes C O . . . . J O H N R E I L A N D i s n o w
controller, Medical Systems, Inc.

"The Forty Thieves"

I

KE NN ED Y
Pitts burgh

HETZEL
Pr i n ce t o n

GAR Y L. HENNES,

Minneapolis, has been
named chief accountant, Dietene Co.
. . . V E R N O N L . JOHNSON w a s
appointed
controller of Fairway Foods, I n c . . . .
DEAN LA VELLE has been promoted to
corporate controller, H. B. Fuller Co.
. . . GLENN L .

R U D E L L Is n o w a s s i s t a n t

controller of First National Bank of
Minneapolis.
WILLIAM

S.

WILLIAMS,

Mobile, has
been named assistant vice president,
Godchaux- Henderson Sugar Co., Southern Industries Corp.
MACK

V . FURLOW,
JR., Montgomery,
been promoted to vice president and
corporate controller of Blount Brothers
Co r p . . . . H U E Y W . H E W E T T i s n o w
controller of Gunter -Dunn Corp.
BEN

R.

The 47- year -old treasurer of a credit
union managed to embezzle more
than $160,000 over a seven -year
period. Funds were misappropriated
by failing to record share payments
received from members, writing
checks and charging them to various
members' accounts, making unauthorized share withdrawals and carrying
share balances forward to a new ledger
card for a lesser amount than shown
on the prior card. T h e embezzler
was ultimately tripped up when a govemment examiner auditing the books
noticed several discrepancies. This
story is only one of forty tales about
employees with sticky fingers —ranging from janitor to chief executive —
featured in The Forty Thieves. The
booklet points out that embezzlement
is increasing at the rate of 15% each
year and is now believed to be costing

U.S. companies nearly four billion
dollars annually. The 52 -page booklet
is available from the United States Fidelity and Guaranty Company or
from any of its agencies.

Tearless Testing
In a new book recently published in
India the author promises to help students pass cost accounting examinations without weeping. The book is
titled Passing Cost Accountancy
Without Tears and was written by
B. K. Mukherjee. One of the author's
prescriptions prior to the examination: "Keep yourself inwardly calm
and silent. Avoid any mental flurry
and stem wandering thoughts. Your
attitude will be like a soldier, ready
to face the enemy attacks. Before the
receipt of the question paper, one
minute concentration is very helpful
to keep the poise."

MU R P H Y , National Director
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from Nashville, has been elected vice
president of Tyler Corp.
MA R TI N V . A LO N ZO ,

New York, has been
elected controller of American Metal
Climax, I n c . . . . W A R R E N S . P R E B L U D A
has been appointed director of financial
automation, Merck & Co.

John H. Bergstedt (1924 -70)
John H. Bergstedt, past national vice president
and member of the NAA Executive Committee, died suddenly last June. He was 46.
Mr. Bergstedt joined the Association in 1955,
affiliating with the Los Angeles Chapter. He
served as president of that chapter and later
was elected to national director of NAA. In
addition to service on a number of national
committees, he was general chairman of the 1969 Western
Regional Conference. He was serving as vice president for 1969 -70
when he died. Mr. Bergstedt was a partner in Arthur Andersen
& Co., Los Angeles. His many friends in the Association will
sorely miss John H. Bergstedt.

S T E R L I N G H . BA S S , North Jersey Shore,
has joined the Midland Glass Corp. as
t r e a s u r e r . . . . EDGAR J . S C AN LO N is

now

controller with Isomet.
ROBERT M. HALL,

Olean- Bradford Area,
has been named controller of Dansville
Press and The Instructor Publications.
FRANK MUsso, Peninsula -Palo Alto, has
been promoted to finance manager of
Hewlett- Packard's Corporate Customer
Service.

�

_

W

-

J O H N MO N TC O TI ER Y,

BIEGER
Sangamon Valley

CURRY
Wichita

RI CHARD ZE I LE R,

Pensacola , is n o w
troller at Sacred Heart Hospital.

LE ROY

to assistant secretary- treasurer of Standard Paper Mfg. CO.... WALTER C.
WILDNIAN,
JR., has been promoted to
secretary- treasurer, Standard Paper Mfg.

FR E E ,

con-

Pho eni x,

has been promoted to treasurer of Arizona Title Insurance & Trust Co.
K E N N E TH A . G R I F F I TH , JR.,

Pittsburgh,
has been elected assistant treasurer,
Union Electric Steel Corp.... VINCENT
J. HAUCK has been appointed vice president- controller of Keystone Metal Co.
. .. C H ESTER R . KENNEDY was ele ct ed a

member of the board of directors and
appointed secretary and treasurer of
Washington Steel Corp. He is a current
national director.

Rockford, has been
appointed vice president and treasurer,
Atwood Vacuum Machine Co.

RICHARD A . CUR R Y,

Providence, is now controller of T. Sardelli & Sons, Inc.... WAYNE
L. ULSH has been appointed corporate
controller of Nortek, Inc.
J O H N G R A N T,

FERRUCCIO CUPO,

Queens, has been appointed controller of the Glenbrook
Laboratories Div., Sterling Drug Inc.

JOHN

A.

CHURCHILL,

JR.,

Richmond,
has joined Chicago Bird & Cage Co.,
subsidiary of A. H. Robins Co., as assistant general manager. . . . LEIGH S.
DoYLE was named manager of cost and
budgets, Richmond Engineering Co....
GERALD A. KNIGHT h as b e e n
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promoted

P.

VROMAN,

St.

Louis,

D R A G I C H , St. Paul, has been
elected secretary- treasurer of Northern
Malleable Iron Co.
B . O R T O N , Salt Lake Area, has
rejoined Brigham Young University as
the assistant dean of the College of
Business. Dr. Orton was on leave of absence for one year as a project manager
in the Continuing Education Program
in the NAA national office.
BRYCE

San Diego, has been
elected vice president- finance, Alessio
ME L V I N MAR TIN,

KEITH

Co. THOMAS F. MOWLE has retired as
comptroller of the company.

C L Y D E BR YA N T,

JO S EP H M .

been elected treasurer of Dow Jones &

HE TZEL,

W . H O R N , Virginia Skyline,
has been elected financial vice president
and secretary- treasurer of Acme Visible
Records.
Western Carolinas, has
been promoted to assistant controller,
Liberty Life Insurance Co.

Corp.

J.

GEORGE

has
been named controller, Harris Mfg. Co.
S TA N LEY

Prin c e t o n , ha s

FREDERICK

has been named controller of Toyota
Motor Imports.

San Fernando Valley, is
now a staff accountant with Peat, Marwick, Mitchell & Co.
ROSEN,

Sangamon Vallev,
was elected vice president and controller
of A. E. Staley Mfg. Co.

G I L B E R T L . BIEG ER,

Joaquin Valley, is
now controller for Keller Lumber Co.

LES TER K IN C A D E, S a n

Wic hi ta past president, has been elected vice president
and treasurer of The Coleman Company, Inc. He is a past national director
of NAA.... J. W. FRENCH is now controller of Derby Refining C o . . . .
CHAR LES PERRY was n a m e d

ED W A R D S . BILZER IA N , W o r c e s t e r , h a s

been named controller at Avco Bay
State Abrasives Div.
Organization Service
FR E D E R I C K H. K E L LE Y , Long Island, has
been elected president of the New York
State Societv of Certified Public Accountants. He is a partner in the firm of
Hurdman & Cranstoun, Penney & Co.
In Memoriam
W ILLIAM
ley, 1953.
ANGELO

ROGER

Y.

D.

LABRA NCHE,

Southern
Maine, has joined Yudy's Tire Co., as
vice president in charge of finance.
D A N I E L G . S C H T I I D T , Southern Minnesota, has been promoted to general manager of the Winona Division, American
Cablevision.
YA L E L. G I ES ZL ,

Southwest Los Angeles,

manager of

data processing of Garvev, Inc.

E . BA R Z, 4 8

L.

, Sangamon Val-

CERVERA,

56, Greenwich-

Stam ford, 1969.
H O R A TI O C . DA V IES , 7 7

, Salinas Valley Monterey Peninsula, 1969.
V I C T O R C . H A R W O O D , 64, Birmingham,
1953.
F R E D E R I C K J . H E I N R I T Z , 7 8 , Cincinnati
president, 1921. Emeritus Life Associate.
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WESLEY L. JOHNSON, 38, Fort Worth,
1968.
GEORGE J. KAISER, 63, Philadelphia,
1946.
JESS B. KELLER,76, Cleveland past president, 1933. Emeritus Life Associate.
Stuart Cameron McLeod Society.
HERBERT LAWRENCE, 75, Pittsburgh,
1930. Emeritus Life Associate.
LEROY H. MITCHELL, 54, Delaware
past president, 1959.
FRANKZ. OLEs, 65, Baltimore past president, 1948. Stuart Cameron McLeod
Society.
ROBERT C. REHBERG, 49, Los Angeles,
1958.
ELIAS W . ROLLEY, 77, Peoria, 1939.
Emeritus Life Associate.
GORDON E. SHELLBERG, 30, Los Angeles,
1967.
MARSHALL E. STRONG, 63, St. Paul,
1953.
ARTHUR J. SULLIVAN, 63, Boston past
president. Stuart Cameron McLeod Society, 1952.
VERL B. TRUEBLOOD, 62, Waterloo,
1949.
WALTER N. WILSON, 66, Washington
past president, 1944. Stuart Cameron
McLeod Society.

MINNEAPOLIS -70
Continued from page 54
counting for Planning and Control,
The Management Accounting Function
in a Diversified Multinational Company, Corporate Financial Reporting
by Segments, and Costs for Decision Making.
Social Sidelights
While the breadwinner of the family was leaming more about his profession, wives and children toured Minneapolis and learned about the State
of Minnesota. NAA ladies found out
what lies behind the familiar trademark
"Betty Crocker" by touring General
Mills' "kitchens of the world." Meanwhile, the youngsters had tramped
through an old Western Fort. Later in
the week they visited a large Minnesota
farm, famed as a wildlife preserve, and
saw an old fashioned melodrama. The
entire family took time out on Tuesday
to see an ice show at the St. Paul Civic
Auditorium.
Members and their wives specially
enjoyed the Conference Ball Monday
night, with two bands providing music
and enthusiastic NAA members providing the spirits. During the week, one
MANAGEMENT ACCOUNTING /AUGUST 1970

MAP Committee
Issues Statement on APB Draft
At the Annual International Conference in Minneapolis, the
NAA Management Accounting Practices Committee recommended modification of pooling of interest accounting proposals made by the AICPA Accounting Principles Board.
In a telegram to the AICPA, the Committee recommended
that pooling of interest accounting be permitted when one
company represents no less than ten percent of the combined assets of the two merging companies. The APB draft
limits pooling of interests to companies with at least a 75 -25
percent of assets ratio. The MAP Committee also proposed
that voting convertible preferred stock be accepted in a pooling of interests merger while APB suggests only common
stock be used. In opposition to the APB proposal that goodwill in mergers arising from purchase be amortized in no
more than 40 years, the Committee recommended that
amortization of goodwill should not be mandatory. I. Wayne
Keller, chairman of the MAP Committee, stated that the
Committee's recommendations were supported by a majority
of NAA members in industrial, public and academic account
ing fields who had expressed opinions. As MANAGEMENT AcCOUNTING went to press, the Accounting Principles Board
adopted all of its proposals made earlier except for one modification. As recommended by the MAP Committee, it set
a nine- to-one size test of the companies involved in a merger.
of the busiest spots was the Hawaii
Chapter's hospitality room, featuring
Hawaiian dancers. Their presence
helped to remind NAA'ers that next
year's Annual Conference will be held
in Honolulu, Hawaii.
A note of solemnity was injected at
the Annual Dinner as outgoing President Grant U. Meyers offered a tribute
to Rawn Brinkley, who had earlier announced his retirement as Executive
Director of the Association. Mr. Brinkley expressed his appreciation of all the
assistance he had received from every
administration and from members of
the national staff. He commended the
services of Dr. Walter B. McFarland,
who is retiring as Director of Research
for the Association.
Newly - elected President Ettore Bar batelli delivered his inaugural speech.
Expressing his pride in being elected
to president of the largest association
of accountants in the world, he said,
"The year ahead has tremendous challenge and my associates and I look forward to it with extreme enthusiasm and
confidence. The professional and volunteer groups have never been better
poised for the future. We have new
offices, new programs, and new ideas,
all ready to be launched for the common good of you, our membership."

ELMIRA AREA
Continued from page 56
18. Colorado Springs- Pueblo,
James F. Allen
19. Southern Maine,
Raymond H. Shevenell
20. Union County, Samuel Resnick

Membership Round -Up Award
Boston, Richard A. Martin

Public Relations Awards
On the basis of performance in six
categories, five chapters were presented
Public Relations Recognition Awards at
the Annual International Conference.
The chapters and their public relations
directors are Boston, Ann V. Ricchio;
Canton, Jack C. Nelson; Los Angeles,
Burniel O. Swartzmiller; Pittsburgh,
Stephen A. Brown; and Western Carolinas, W. C. Bryant.
Judging was performed by a panel of
members of the New York Chapter of
the Public Relations Society of America. Categories for judging included
establishing a public relations plan for
the year, utilizing the plan effectively,
achieving publicity through use of the
plan, initiative in creating on- the -spot
coverage, printed matter submitted from
the chapter, and special public service
projects.
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PRESIDENT'S PERSPECTIVE

Our Social Responsibilities
To me, one of the most exciting and challenging programs
of the NAA is the one that is designed to help others, our
socio- economic counseling service which began in Washington, D.C., just a year ago with a $100,000 grant. The
purpose is to offer free financial management advisory service to small businesses that can't afford to hire professional
consultants. There is no group better equipped to make such
a contribution to our local communities and our country.
We can provide specialists in all phases of management
accounting, cost accounting, systems design, payrolls, auditing, data processing, taxes, banking relations, and others
as well.
To date almost 50 of the 245 NAA chapters throughout
the U.S. have organized for this service, providing over 600
member counselors. More than 215 cases have been accepted for assistance and well over 100 have been completed. We know of many other chapters in the process of
developing the service and soon expect to have more than
1,000 volunteer counselors in 75 chapters. Our intent is
not to become the permanent accountants for these firms
but to give a temporary boost, to set their records straight
and suggest new services and techniques which would be
helpful.
Well under way is another program which the NAA
has developed jointly with Channel 13 of the Educational
Broadcasting Corporation —a color TV series titled, Own,
on the subject of how to plan, develop, operate, and manage a successful business, aimed at discussion groups composed of young to middle age adults with little formal education and minimum business experience, under instructors from NAA.
Through the office of minority business enterprise under
Secretary Stans, Washington is providing central leadership
for groups like ours, but many more groups need to become
active at the local level if potential businessmen, opportunities, money, and assistance are all to be brought together
in a single package. We who are already involved must encourage others in our local communities to do the same —
professional groups, corporations, businessmen. The pieces
no doubt are there —banks willing to make loans, govern-
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ments ready to guarantee them, established companies
ready to extend management assistance, community groups
able to ferret our potential owners —but somebody must
put them together. A local coordinator, perhaps a successful businessman, might be the packager who can get the
business community involved, spark minority groups into
action, make suggestions for government participation. Indeed, American businessmen have an unusual status in
society, different from that in any other country. They've
been described as not mere peddlers of money, but style setters with the resources and the image to do more than
anybody else, more than just offering advice to those needing it. Businessmen must face up to the whole crisis in our
cities for business can't exist without them. Cities are the
hub of our business system and we cannot afford the current rate of social deterioration in our urban centers.
The cities' crisis is not a single problem. Rather it is a
kind of witches' brew blended from all the major ills of
our country— inadequate educational systems, hard -core
unemployment, hazardous pollution of natural resources,
antiquated transportation, shameful housing, insufficient
and ineffective public facilities, lack of equal opportunity
for all, and a highly dangerous failure of communications
between young and old, black and white. All of these problems cry out for immediate action, and all are areas where
U.S. corporations can apply new imagination, increased
energy, and renewed enthusiasm.
The British statesman Edmund Burke wrote a paper in
1770 called Thoughts on the Cause of Present Discontent,
a title as appropriate now as it was 200 years ago. Among
his remarks is a statement that has dramatic relevance today: "The only thing necessary for the triumph of evil is
for good men to do nothing." The time has come for us
in the American business community to become leaders
rather than followers in the identification and solution of
our nation's challenges, meeting our social responsibilities
sooner, more massively, and more aggressively than ever
before.
ETTORE BARBATELLI
NAA President, 1970 -71
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WANT .4 HAIVAIL 1,NFLING?,00
How does this hit you...

II

NAAS
' 52ndANNUALINTERNATIONALCONFERENCE
will be held in exotic Honolulu

June 20 -24,197P

For free descriptive brochure with all details on travel,
hotel and ch arter arrangements for Hawaii '71, write to:
Co n f e r e n c e R e g i s t r a r
Na t i on a l As s oci a t i on of Accou n t a n t s
9 1 9 T h i r d Av e n u e

New York, N.Y. 10022

ANDPLANNOWTOBRINGTHEWHOLEFAMILYALONGFORAN
UNFORGETTABLEEXPERIENCEINHAWAIIIN71!
(In order to coordinate all hotel
reserva tions and tr anspor tation
arr an gemen ts th rou gh on e cen tr al
sou rce, and give the greatest
convenience and r ate advantage to
those pa rticipa ting in the 1 9 7 1

confer en ce, the firm of Travel
Consul tants, Inc., has been appointed
as the sole official transportation
and housing coordinator. All official
charter flights will be handled by
this firm.)

I
I

Co n f e r e n c e R e g i s t r a r
Na t i on a l As s oci a t i on of Accou n t a n t s
9 1 9 T h i r d A v e n u e, Ne w Yor k , N. Y. 1 0 0 2 2

I

Please send HAWAII '71 BROCHURE to:
I

i

�

I
I
I
I
I

Name

I
I

Address

I
City

Sta te

Z ' I'

AT LAN T A

select the

2 3 5 P e a c ht r e e S t . , N. E .
(4 0 4 ) 6 8 8 - 2 3 0 0

BALT IMOR E
Th e Qu a dr a n g le - Cr o s s K e y s
(301) 323 -7770

BOSTON
140 F ed er al S t.
(61 7) 42 3 -64 40

BEST...

CHICAGO
33 3 N . M i c hi g an Ave .
(312) 7826930

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

CLEVELAND
1367 E. 6th St.
(216) 621 -0670
D ALLAS

select fro

11 7 0 H a r t f o r d B l d g .
(21 4) 742 -9 171

DET ROIT
11 14 G u ar di an Bl dg .
(31 3) 96 1 -54 30

the

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

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

MOST

HOUSTON
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 l i n o i s S t .
(31 7) 636 -5 441

LOS ANGELES
360 0 W il sh ir e B lvd.
(21 3) 38 1 -79 74

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

MIAMI
1107 North east Airli nes B ldg.
( 3 0 5) 3 77 - 87 2 8
M IN NE A P OL IS
8 2 2 M a r q u e t t e A ve .
( 6 1 2 ) 3 3 6 -8 6 3 6
33 0
Ma d YORK
i so n Ave .
NEW
(21 2) 9 86 - 13 00
EW ARK
Blvd.
1180NRaymond

most positions w ithin this concentrated area

of e mp l oyme n t . . . .
and from the most we carefully select the best....

( 2 0 1 ) 6 2 3 -3 6 6 1

for you.

PH ILAD ELPHIA
2 Penn Center Plaza
(215) 568-4580
PHOENIX

It makes no difference whether your requirements
are l o cal , regi on al, nat io n al or in t ern at i on al. . .

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

PIT TSBURGH
4 2 9 F o r be s Av e .
( 4 1 2 ) 4 7 1 -5 9 4 6

PORT LAND , ORE.
610S ' W . Alder St.
( 5 0 3 222 -9778

i f i t h a s t o d o wi t h F i n a n c i a l o r E D P e m p l o y m e n t

we are best equipped to serve you through our
extensive files, resources and intensive
knowledge of our specialization.
We succeed on merit alone.
O
fees
are earned only
ake the
� ' when we actually
y
Our
placement, and all fees are paid by management.

ST . LOUI S

1015
Locus0 t 11St.44
(314 ) 23311 --0
1
SAN D IE GO
7 0 7 Br o a dw a y
(714) 234 -1896

SA N FRA NCIS CO
111 Pine St.
( 4 1 5 ) 4 3 4 -1 9 0 0

The most Financial and EDP positions

SA N J O S E
No rt h
08)
29 3 -90 40
(4

6(4

The most Financial and EDP people

FirstSt.

STAMFORD, CONN.
111 Pro spe ct St.
(20 3) 32 5 -41 58

W ASHINGTON
7316 W i sco nsi n A ve. , N .W .
(3 01 ) 65 4 -1 85 0

©
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