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PROD UCT I ON PE RF ORM ANCE RE PORT ING
9
UND E R DI RE CT CO ST I NG
By Bill G. Fahey
A system of production performance reporting under direct costing is described here which helps achieve correlation between actual operating performance and the reporting of that performance in financial terms.
T HE E F F E C T OF D I RE C T C O S T I N G O N T HE
14
RE LATIVE SIZE OF FINANCIAL RAT IOS
By Douglas Sharp
Relative size of commonly used ratios was selected because of its importance
to the financial analyst. The author's findings lead to the conclusion that
direct costing, as opposed to absorption costing, would not materially affect
the relative size of financial ratios.
STANDARD COST AND CONT ROL SYST E M
19
By Vinson A. Parsons and George A. MacDonald
Theories on direct costing and standard costing separate in principle on the
point of overhead. This article shows how a company can bring them together and employ both concepts profitably.
CO NT RI BUT IO N RE P O RT IN G F OR C O NS UM E R PRO DUCT S
22
By William Hobbs, III
Facilitates examination of each product to see where the main effort
fort should
be directed.
MANAGEME NT INFORMAT ION SYST E MS:
25
A CHA RG E T O USE RS AN D COST CONT ROL
By Harold M. Sollenberger
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.
SO YOU WA NT A S MAL L C OMP UT E R!
29
By Donald M. Perry
Expanded responsibilities and reduced turn around time have made the small scale computer a likely tool for management. Here are some of the matters
to be discussed in designing the system.
E RROR CONT ROL IN E D P SYS T E MS
34
By Norman D. Peterson
The source of errors in data that is fed into an EDP system can be either
human or machine. This article is concerned with methods of detection and
correction of such errors.
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THE PROBLEM WITH HOSPITAL ACCOUNTING
37
By Jack R. Toussaint
The high cost of medical care is painfully evident to most people. However,
the fact that problems exist in hospital accounting is not so evident nor
appreciated.
PROFESSIONAL SERVICE ASSOCIATIONS:
41
ASSETS AND LIABILITIES
By Curtis H. O'Neal
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.
COST ACCOUNTING PRACTICES IN THE
45
WOOD CONVERSION INDUSTRY
By Vincent E. Noltemeyer
Highlighted in this article are some of the unique features of standard cost
procedures used in the wood conversion industry.
PROFESSIONALIZATION OF PRIVATE ACCOUNTANTS
49
By Earl F. Davis
This survey of practicing accountants' attitudes indicates that the advantages
would outweigh the disadvantages in establishing professional status for private accountants.
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Pr e s i de nt Ni xon R e l uc t an t l y S i gn s
B i l l C r e a ti ng Ac c oun t i n g St a nd ar ds B oar d
A bill which would create a Cost Accounting Standards Board was signed into law
by President Nixon but in doing so he
noted some objections to the legislation.
He said, in part, "I have no objection
to this provision insofar as it provides
for the establishment of cost - accounting
standards. However, I am opposed to vesting that function in a Board, independent
of the Executive Branch, consisting of
the Comptroller General and his appointees." The establishment of the Board
was included in legislation (S. 3302)
which extends the Defense Production Act.
The legislation would set up a board
outside the executive branch of the
government. Mr. Nixon urged Congress to
enact legislation to place the functions
of the Board in the executive branch,
pointing out that "As a practical matter. .. the establishment of these standards will necessarily affect the negotiation and administration of government
contracts. Those functions are the responsibility of the Executive Branch
under the Constitution."

Sa y s A P B F a i l s on O p i ni on s
Recent opinions by the Accounting Principles Board regarding accounting for
business combinations "represent a
complete failure by the accounting profession to face the real issue on these
subjects and to deal with principles on
a proper basis," according to Leonard
Spacek, senior partner of Arthur Andersen
& Co. Writing in The New York Times,
he said, "The result is a horrendous
group of arbitrary rules and regulations
(17,000 words), which will further compound the difficulties in trying to
present fairly the financial facts of
corporations to the public."

Di r e ctor y of O ffi c e Sal ar i e s
N ow A va i l a b l e f r om A M S
Salary data covering half a million
clerical and data processing employees in
the U.S. and Canada has just been published by the Administrative Management
Society. Titled "1970 -71 Directory of
Office Salaries," the statistics are
4
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used by office managers in making salary
and benefit decisions. Free to members
of the Society, the directory is priced
at $24.50 for nonmembers. The address
is AMS, Willow Grove, Pa. 19090.

Capi tal Appr opr i ati ons Hol d St e ad y
After two consecutive quarterly declines,
capital appropriations by the country's
1,000 largest manufacturing companies
held steady in the second quarter, according to the National Industrial Conference Board's latest survey. It showed
that appropriations totalled $6.53 billion
in the second quarter, down only 0.7%
from the first quarter. Points out Martin
R. Gainsbrugh, NICB senior vice president
and chief economist, "The significant
fact is that appropriations have braked
following a two - quarter decline and are
poised for an upturn in the third
quarter. Current evidence would suggest
an increase in capital spending in 1971."

AC M H ol d s Un c on ve n t i on a l Con ve nt i on
In a unique change of format, the Association for Computing Machinery programmed
its convention to be relevant to the
man in the street, as well as computer
professionals. The technical program
was organized around specific issues and
problem areas confronting society.
Highlight of the convention was a highly
publicized chess tourney between computers.

`Don' t G e t Passi ona te About Pol l uti on'
Writing in NAM Reports, Fred Smith
warns about getting too passionate about
pollution. "There is a large and influential body of conservationists and
editorial writers, liberals and academicians who want to get us all back toward —
if not to— Thoreau's pond. If they succeed, that pond had better be full of
fish, because there are going to be an
awful lot of people awfully hungry.
Whether we like it or not, the economic
machinery of the country and the world
is bigger than we are, and while important
and costly adjustments are going to
have to be made, throwing too big a
wrench into the industrial complex too
quickly will result in nothing short
of disaster."
MANAGEMENT ACCOUNTING/ NOVEMBER 1970

UNDER - QUALIFIED
-in spite of your college degree?
If your college education fell short of providing
you with training in accounting or business
management, the International Accountants
Society can help you close the gap.

'IQ
UALIFIEII"once meant a college degree. Today,
it often means additional training in specialized
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university graduates supplement their degrees
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accounting and allied business management sub.
jects...often on the recommendations of university instructors or employers.
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graduates, with an excellent education in the arts or
sciences, who quickly discovered how valuable it is
to have professional training in accounting in today's
business world. Others are older graduates who now
need to add to their accounting knowledge or brush
up on areas where techniques have changed rapidly in
recent years.
I.A.S. offers a number of accounting and other technial business courses (including the increasingly important
dy of computer functions) tha t you ca n ta ke a t home
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you ga in the trai ning you need for a mor e important
to with higher pay.
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latest 24 -page illustrated report. To receive a copy with or obligation, fill out and mail the coupon below.
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qualify for important advancement that may now be
ed to you.
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Readers React
Not Yet a Profession
To the Editor:
I was pleased to note the absence of
the word "professional" in your September 1970 editorial "There Is More for
Everybody." You use the realistic identification: "... the art of accounting."
Let's face it! Accounting is not yet
a profession, nor will it ever reach that
level until we can compound a potent
Rx for a rather sick collegiate accounting curriculum. And by "we" I mean
NAA.
Moreover, we need more than just
".. . a friendly confrontation with the
dreaded field of applied mathematics."
We should take it seriously, through active participation in CEP and LEAP
programs.
If the colleges are flunking their responsibility to the "profession," surely
NAA can make some small contribution
toward compensating for the four -year
peristaltic process through which many
of us suffered.
Let's see if we can bequeath some
heritage to our "progeny," whose offspring may someday be elevated to the
rank of professionals.
Clarence Langer
Accountant and Auditor
Coral Gables, Fla.

The Hazards of
Unbalanced Bidding
To the Editor:
There are some major hazards in the
use of the strategy of unbalanced bidding which received no attention in Dr.
Kollaritsch's article, "Unbalanced Bidding vs Income and Performance Measurement," in the May 1970 issue.
If the bid is subject to Public Law
87 -653, and not exempt from the requirement to furnish current, complete,
and accurate cost and pricing data, the
undisclosed use of an unbalanced bid
may be unlawful.
If the resulting contract/ subcontract
is expected to contain the standard
termination article (Section VII, Armed

Services Procurement Regulation) an
unbalanced bid may be extremely unwise. A partial termination of the loaded
line items would maximize the loss on
the contract because the obligation to
perform on the unloaded items would
continue, while none of the compensating margins would be earned. Termination of the unloaded items may raise
questions concerning the possibility of
defective pricing of the continued portion of the contract.
All aside from the accounting /legal
problems which may attach to unbalanced bidding, there is a question of
morals which needs to be explored in
the searchlight of professional responsibility and integrity.
It may be assumed that buyers who
request line item bids have need of
valid data by line item. Unbalancing
the bid not only deprives buyers of such
data but actually misleads. One such
need is for cost analysis of proposals for
follow on orders for one, or more than
one, of the line items previously purchased. Can a seller, in good conscience,
bid the loaded item at the same price,
when no order exists for the unloaded
item? Can the seller continue to supply
an indefinite quantitv of the unloaded
item at substantially the previously
quoted unit price? If not, how will he
justify a significant increase?
Good business is, hopefully, a continuing process, not the negotiation of a
single contract. Until I have more satisfactory answers to the above questions
than I have seen in the literature to date,
I must regard unbalanced bidding as a
questionable practice at best.
H. E. Yarnell, CPA
Branch Manager
Peninsula Branch Office
Defense Contract Audit Agency
Palo Alto, Calif.
To the Editor:
Mr. Yarnell's observations are correct. However, if unbalanced bidding is
being used (and there is evidence that
it is) , then the problems discussed in
my paper arise, and solutions are needed.

He fails to recognize that it was not the
intent of my paper to discuss the legality, advisability, or the moral implications of the practice of unbalanced
bidding. I was strictly interested in the
consequences of unbalanced bidding on
income and performance measurement,
and in my article I assumed the practice
to be applied only under conditions
where it was legal.
Felix P. Kollaritsch
Professor
Ohio State University
Columbus, Ohio

Reporting in Municipalities
To the Editor:
I read with keen interest the article,
"Financial Reporting in Municipalities"
by Goyne A. Robason and L. Paden
Neelev in the March, 1970 issue, for it
was only a few months ago that I completed ten months service as one of 21
members of a committee to study and
recommend a new structure for a local
governmental entity. My area of responsibility was the accounting and
fiscal policies. The article triggered vivid
memories of some identical problems
and policies which were discussed for
hours.
After reading the first sentence in the
article, I immedately jumped to the con clusion—no budgetary control.
The sentence read, "Considerable
doubt exists as to the adequacy of the
statements and reports published by
municipalities." My conclusion embraces the lack of budget consideration,
adoption and execution by these municipalities, without which the financial reporting is just "another report," no
matter how it is presented or the accounting method adopted.
I couldn't agree more with the authoi s statement that, "certainly the
citizen should be informed as to how
and why his dollars are being spent...."
But, I believe we, as concerned parties,
should dig into examining the superstructure and we should attempt to
Continued on page 52
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management's answer to the
control of fixed assets
UNI -GROUP is a computerized property accounting system, designed
to accommodate management's property information requirements.
This flexible system, designed for commercial, institutional, and
industrial properties, combines EDP with the experience of valuation
consultants, to provide easy access to information required to:
• optimize tax depreciation
• mechanize calculations for depreciation, gain or loss, recapture
• expedite completion of tax returns
• automate insurance value computations and assist with proof of loss
• forecast cash flow
• control production facilities
Uni -Group provides a unique property coding system
and achieves many other objectives for management.

The American Appraisal Company, Milwaukee, Wisconsin 53201
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b a c k t o w c w k
■ To develop an awareness of the common approach to the planning and control
aspects of th e funct ion al areas of a busin ess
and in wh a t ways the information needs of
the various functions are interrelated.
■ To develop practical and operational

.. unt il you find ou t a b ou t t h e Na t i on a l
Association of Accoun ta nt s two -week study
program on Integrated Management Accounting. It will be held April 18-30,1971.
Each year, in co- sponsorship with The
University of Texas Graduate School of Business Administration, th e NAA offer s a concentrated two -week program covering the
basic concepts of accounting a nd their practical application to moder n businesses. It i s
a pr ogra m designed specifically to meet the
professional devel opm ent needs of th e m anagement accountant faced with new responsibilities in the functional areas of planning,
resource utilization and control. It covers recent developments in accounting and provides
an excellent opportunity to learn how to inte-

i n s i gh t s i n t o d e s i g n i n g a n i n t e gr a t e d ma n a ge -

ment accounting system for a specific business enterprise.
Major topics include:
Long -range profit planning and control
... ann ual pr ofi t plan nin g a nd con trol . .. integrated sales planning ... cost behavior patterns and incremental analysis ... role of costs
in pricing ... flexible budgeting ... standards
for control of costs and revenues ... direct
costing and contribution r epor t i n g . . . per formance reporting and review .. . effecti ve
cash management ... scientific inventory management ... capital expenditure analysis and
evaluation
. quantitative techniques for
planning and decision m a ki n g . . . m a n a gement information systems.
Do it now. Take this unusual opportunity to improve your skills and effectiveness
in the vital rol e you pla y in your busin ess.
Learn to be a "can do" management accountant — one who gets the job done right!
Attendance is limited! Act now! Send the
following coupon for a broch u r e gi vi ng ful l det a i l s!
D O N ' T G O BACK TO

gr a t e t h e va r i o u s ma n a g e me n t a n d a c cou n t i n g
concept s , pr act i ces and t echni ques i n t o a

cohesive management information system.
This program will enable you:
■ To develop a thorough understanding
of the latest accounting concepts and techniques and their application to effective planning and control.

■ T o develop an ap pr eci at ion for the
unique contri bution of ma na ge me n t accoun t ing in prom oting cooperati on between those
responsible for the operati ng funct i on s of a
business and for coordinate ng their efforts.
■ To develop t he per spective and ability to think about and idenmtify
inthe infor�
_
nation needs of m a n a ¢ e m e
all functional areas
of h ow bes t t o
satisfy these
1
needs.
.
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Production Performance
Reporting Under Direct Costing
REPORTING SYSTEM OVERCOMES CREDIBILITY GAP BETWEEN
OPERATING AND FINANCIAL PERSONNEL
By Bill G. Fahey
Production performance reporting is an
area which commonly suffers from the
problem of information obsolescence.
Few industrial organizations today appear blessed with production performance information which clearly shows
how well the manufacturing people are
doing in controlling operating costs. By
using direct costing, particularly with
a standard cost system, they can go a
long way towards correcting this situation.
System Design
A carefully conceived production performance reporting system needs to be
founded on a well- defined cost system.
It also needs to be founded on the
basic cost control concept of measuring
actual against the planned operating
performance factors used in developing
standard product costs. These planned
operating performance factors should
evolve from an analysis of the product's
peculiarities and the process involved
in its manufacture. Where this is done,
especially where direct costing is used
to develop standard product costs, production performance reports can be designed to reflect the ability of production management to manufacture
products at planned controllable cost
levels.
In developing a production per MANAGEMENT ACCOUNTING/ NOVEMBER 1970

formance reporting system, financial
people should initially define (or redefine) the basic structure, composition and essential elements of standard
product costs. While this was being
done in our case, we also carefully considered the type of techniques required
to properly control cost performance
in each major manufacturing area. In
so doing, we became convinced that
direct costing was the best way to
classify manufacturing expenses for
purposes of setting up proper cost control techniques, depending on whether
these expenses varied with production
volume.
We could always see that the price

BILL G. FAHEY

Cleveland Chapter (Muskegon 1968),
is Manager, Cost Accounting, for the
Fasson Division of Avery Products
Corporation, Painesville, Ohio. Mr.
Fahey holds a B.S.B.A. degree from
the University of Missouri, Columbia,
Mo.

and freight -in cost of purchased material tended to vary with the volume of
material purchased. However, we
further discovered that manufacturing
expenses related to the direct operation
of each production department tended
also to vary with the production volume. We adopted, therefore, a cost
control technique for both of these two
groups of expenses which could be applied to fluctuating activity levels, so
we could properly measure cost performance.
All other manufacturing expenses
did not tend to vary with production
volume, but appeared to be more time oriented in their nature; that is, the
benefit of these expenses must be utilized within the immediate time period
and were subject more to management
discretion than to the level of production. Consequently, the cost control
technique adopted for these latter expenses was a period expense budget.
We found also that certain of these
time- oriented manufacturing expenses
related to the acquiring, storing and
handling of material, and that certain
others related indirectly to the manufacturing process itself. To build these
two distinct groups of time - oriented
manufacturing expenses into the structure of standard product costs, we
treated the former as indirect material
burden, and the latter as indirect manufacturing expense. This approach to
9

classifying manufacturing expenses allowed us to develop a dual system of
product costing on both a direct and
full cost basis, which helped us keep
the advantages (and necessities) of
using either or both sets of cost data,
depending on what information we required.
Manufacturing Cost Rates
Our manufacturing process is, essentially, one of converting purchased paper or plastic materials into a laminated
self- adhesive constriction. Since this
process is machine oriented, we found
that costing products with a machine hour rate was the best way for us. We
could then implement the dual costing method by simply segregating the
machine hour rate by the variable direct cost, and the time - oriented or indirect cost. In addition, the data requirements for machine -hour rate
costing are in harmony with those for
measuring actual against the planned
operating performance factors used to
develop standard product cost. Each
machine center needs a production forecast of units to be processed, a planned

level of operating performance, and the production performance reporting sysprojected operating hours required to tem to provide operating people releproduce the forecasted units at the vant and meaningful information. This
planned performance levels.
matter concerned its very much beAn operating budget also needs to cause of the apparent weakness in the
be developed for each machine center previous reporting system. The monthly
as well. This is done by taking the operating reports failed to reflect propoperating budget for each manufactur- erly actual operating performances. Ofing department and assigning its ex- ten the production departments broke
penses to each machine center on sev- efficienev records, but under the full
eral different bases, depending on the absorption cost reporting system, they
expense item involved. The machine showed unfavorable cost performance,
center budget establishes the level of primarily due to the volume variance.
expenditures required to meet the pro- This correlation problem created a real
duction forecast for each machine cen- creditability gap between operating and
ter. To arrive at a machine -hour rate, financial personnel.
the operating budget is divided by the
The correlation problem appeared to
projected hours for each machine cen- be caused by (1) our not measuring
ter. To arrive at a unit cost rate, the actual against the planned operating
machine -hour rate is divided by the performance factors used in developing
yield of production units in one hour standard product costs, and (2) our not
of operating time. This latter cost rate reflecting the impact of these operating
is used in developing standard conver- deviations in terms of the direct or
sion costs for products processed by variable costs of actual operations. Disthe machine center involved.
covering these basic weaknesses in our
production performance reporting had
Reporting Technique
a profound effect on our thinking and
We considered carefully what kinds certainly provided us with an incentive
of data should be incorporated into a to design a new system consistent with

Exhibit 1
CAPACITY UTILIZATION REPORT
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1.0
8.0
504.0

108%
91%

43%
85%

72%
81%

26%
55%

87%
9070

91 %
83%

85%
83%

85%
83%

2.0
504.0

-

4

-

4

1%

2%
2%

70%
81%

100%
85%

%

UTILIZATION
%Capacity Utilization:
Actual
.........................
Plan
...........................
Machine Utilization:
Actual
.........................
Plan
...........................
Number of Scheduled Shifts:
Actual
.........................
Plan
...........................
Capacity

4

-

CAPACITY
Number of Production Weeks Ending 1/25
4
Actual Scheduled Hours:
86.0
Set -up
.......................... 857.0
Running
........................ 943.0
Total Productive Hours
.......... 143.0
Non- Productive
..................
1,086.0
Total Scheduled Hours
...........
Planned Scheduled Hours:
Productive
826.0
......................
Non - Productive
92.0
..................
Total Scheduled
Hours
918.0
........... 1,008.0
Available Capacity Hours

........................

10

135.7
114.8
126.0

26.9
53.8
63.0

137.0
153.0
189.0

16.6
34.4
63.0

.7
.3
63.0

1.3
1.0
63.0
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hibit 1, is prepared in summary form operating location. The production secfor the major machine centers within tion shows the volume of material procthe Coating and Finishing Depart- essed for each product line classificaments at each operating location. The tion of production units. It also incapacity section of this report compares cludes two critical measurements of
the time for which these machine cen- actual to planned performance: (1)
ters are actually scheduled for produc- Percent processed to finished ratio,
tive, non - productive and total hours for which is a routing indicator and has
a given period with the planned or cost impact on the routing variance reforecasted hours. The utilization sec- flected in monthly operating reports
tion compares the actual capacity and and (2) Percent lost to finished ratio,
machine utilization ratios to those in which reflects the level of losses inthe production forecast. Any deviation curred in the production process and
from plan has a cost impact, and this has an impact on how much the manuis reflected in the monthly operating facturing losses vary from standard allowance. The efficiency section of this
reports as a utilization variance.
report shows additional measurements
PRODUCTION PERFORMANCE
of actual to planned performance that
REPORT
indicate production efficiency. The
The Production Performance Report, most critical measurement is the averExhibit 2, is also prepared for each age MSI's per hour, since this directly
CAPACITY UTILIZATION REPORT
major machine center within the Coat- relates to the vield variance reflected
The Capacity Utilization Report, Ex- ing and Finishing Departments at each in monthly operating reports. All other

these two important principles.
We set out, therefore, to develop a
production performance reporting system with a two part series of reports:
One set for measuring actual against
planned operating performance of the
major machine centers; the other set
for measuring the actual production
cost against the standard direct variable
cost allowances and any planned deviations from those allowances in all of
the critical manufacturing areas. The
first series shows the level of operating
performance; the second series shows
the cost impact of that operating performance. Deviations in actual from
planned cost performance then become
the basis for a narrative, analyzing
manufacturing operations monthly for
appropriate management people.

Exhibit 2
PRODUCTION PERFORMANCE REPORT
PRODUCT LINE

ROLL

84.1
169.3
169.3
8.7

1,274.4
2,510.0
2,510.0
120.3

SCREEN
169.0
314.6
314.6
12.9

INDUSTRIAL
27.1
35.7
35.7
1.7

SCR's

TOTAL

345.5
666.9
666.9
31.9

1,900.1
3,695.5
3,695.5
175.5

100%
100%

100%
100%

1000/ 0
100%

100%
100%

100%
100%

100%
1000/ 0

4.6%
8.5%

67.9%
73.09o'

8.5%
11.3%

1.0%
.9%

18.0%
6.3%

100.0%
100.0%

5.1%
6.4%

4.8%
2.2%

4.1%
3.1%

4.8%
2.6%

4.8%
2.2%

4.7%
2.7%

%

PRODU(TION
Total Yards /Sheets Processed
.....
Total MMSI's Processed
..........
Total MMSI's Finished
...........
Total MMSI's Lost
..............
%Proc:essed to Finished:
Actual
.....................
Plan...
.....................
%Product Mix:
Actual
..................
Plan
. . Finished:
.....................
Lost to
Actual
.....................
Plan

SHEET

.......................

EFFICIENCY
Average Yards /Sheets per Shift:
Actual
.....................
Plan
.......................
Average Input Web:
Actual
.....................
Plan
.......................
Average Feet /Sheets per Minute:
Actual
.....................
Plan
.......................
Average MSI's per Hour:
Actual
.....................
Plan
.......................
Average Yards /Sheets per Order:
Actual

.....................
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12,186
12,836

16,924
40,276

14,319
12,774

10,054
8,794

16,145
37,156

32,127
35,512

56.3
53.0

54.6
53.0

51.5
54.0

36.3
37.0

53.6
53.0

53.9
53.0

76
80

106
126

90
80

64
55

101
116

101
111

3,079
3,022

4,169
4,829

3,336
3,098

1,675
1,455

3,900
4,464

3,917
4,241

3,822

15,733

11,264

13,573

21,594

13,971
11

efficiency measurements are subordinate
to this one.
SUMMARY OF PRODUCTION COST
A principal report in the second
series is the Summary of Production
Costs, Exhibit 3, which relates actual
cost variances not only to the standard
direct cost value of production, but also
to the planned cost variances for each
operating location. The planned variance approach to cost performance reporting is a handicap technique similar
to that used in sporting events. Where
the historical operating performance of
a given operating location is known to

be different from the performance factors used in developing standard product costs, a planned deviation is allowed
at forecasted production levels and included in the annual or monthly
planned cost of production summaries.
In this wav, the management at each
operating location is, in effect, measured against its own historical performance, projected at planned volume levels.
Following is a detailed explanation of
the Summary of Production Cost report

direct cost of material moving from the
F i n i s h i n g De p a r t me n t i n t o finished
goods inventory. The standard cost
value of this production is based on
the direct variable cost for material,
compounds, coating and finishing conversion costs.
L O S S A L L O W A N C E . This is the
standard loss allowance which is calculated as a percent of standard cost of
production. Since we use a different
allowance rate for each product line,
the reported standard loss allowance
represents the combined allowance for
all product lines. The mix of products
STANDARD

we now use.
C O S T O F P R O D U C T I O N . This
is the value of production at standard

STANDARD

Exhibit 3
SUMMARY OF PRODUCTION COSTS
YEAR TO DATE
DEVIATION
PLAN I FROM PLAN
ACTUAL

CURRENT MONTH
DEVIATION
ACTUAL
PLAN
FROM PLAN

I

I

Is

6,700
6,700

-

IS22,721 IS 9,600 1 $13,121

PURCHASED MATERIAL VARIANCE
Price
Freight
TOTAL
INVENTORY VARIANCE
TOTAL VARIANCES
TOTAL LOSSES & VARIANCES

5348,600IS416,200 1 $67,600

ACTUAL COST OF PRODUCTION

11.0%

5.5%

% LOSSES & VARIANCES TO STD
COST OF PRODUCTION

$

XXXX

$
$

$

$
$

XXXX

XXXX
XXXX

(663)
322
5,738
5,397

3,570 XXXX
13,000
9,22
$12,792 $13,000
is

-I$

$

(3,800)
6,400
2,600

$

$

(5,393)
5,886
493

$

$

$

$ (1,229) $ (1,100) $ (129)
6,327
8,200
14,527
10,863
6,663 (4,200)
17,061
2,900
19,961

$

YIELD & ROUTING VARIANCE
Coating Department
Finishing Department
TOTAL

(663)
322
5,738
5,397

$

RATE & UTILIZATION VARIANCE
Compound Department
Coating Department
Finishing Department
TOTAL

S49,407 IS41,200

16.5%
12

VARIANCE FROM LOSS ALLOWANCE
Compound Department
Coating Department
Finishing Department
TOTAL

(1,593)
(514)
(2,107)

3,570
(3,778)
$ (208)

$

3,023
3,265
(242)

59,900 1 $(12,497

STANDARD LOSS ALLOWANCE

$

$
$

$

- I $

(1,594)
(1,305)
(2,899)

$525,1241$710,500 1$(185,376)

$

XXXX

$

$
$

- Is

(2,000)
3,400
1,400

391
447
3,496
3,552

$ 107
6,642
5,961
12,710

$

3,023
3,435
6,458

$

(3,594)
2,095
(1,499)

$

$

$

$

$

$

$

$ 493 $ 600)
10,942
4,300
3,761 (2,200)
14,210
1,500

$

$

$

$

$

(391) XXXX
447 XXXX
3,496 XXXX
3,552 XXXX

$

IS26,686 IS31,600 1 $ (4,914)

STANDARD COST OF PRODUCTION

$

$299,193 IS375,000 1 $(75,807)1

- I $

-

$38,6431$18,500 1 $ 20,143
IS86,0461$78,400 1 $ 7,646
$611,1701$788,900 1 $(177,730)
16.4%

11.0%
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ThiS
represents the difference between actual
losses incurred during production for
each department and the standard loss
allowance for that production. When
actual losses are higher or lower than
the standard loss allowance, they will
have either a favorable or an unfavorable cost impact on the operating results for a given operating location.
VARIANCE FROM LOSS ALLOWANCE.

RATE AND UTILIZATION VARIANCE. hate
refers to the cost difference between a
production department's actual expenditures and the standard rate allowance. The planned rate variance for
a given department represents the
planned expenditures at that operating
location compared to the standard rate
allowance developed for calculating production costs.
The utilization portion of this variance is the cost difference between the
actual and the forecasted number of
productive hours a machine center was
used. Any deviation will have either a
favorable or an unfavorable cost impact
on the utilization variance.
AND ROUTING VARIANCE. The
yield portion- of this variance is the
cost difference between the actual and
planned MSI yield per machine hour.
The performance of a given machine
center at any operating location is forecasted based on its performance history. The difference between this historical and planned performance factor
used for costing production represents

YIELD
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a planned yield variance for a given
operating location.
The routing portion of this variance
is the difference in cost between the
actual percent processed -to- finished
ratio and the planned percent. This
routing indicator for each machine center at a given operating location was
forecasted based on its performance
history. The difference between this
routing factor and the planned one used
for costing production represents a
planned routing variance.
PURCHASE MATE RIAL VARIANCE. This
represents the difference between the
actual material price paid for raw material and the standard cost of material.
It also represents the difference between
the actual freight cost incurred in bringing the material to an operating location and the standard freight cost allowance. If it is known in advance that
the material price or freight cost of
moving material into a given operating
location is different from the normal
standard, a planned cost variance can
be incorporated into the summary of
production costs for that operating
tion.
loca-

manufactured in a given production
period will have a definite influence on
the amount of this reported standard
loss allowance.

This essentially
represents the adjustment required to
bring the book value of inventories to
the level of actual inventories counted
when physical inventories are taken.
This adjustment represents a favorable
or unfavorable charge against the production cost for an operating location.
INVENTORY VARIANCE.

VARIANCE. This represents the
summary of all variances associated with
the manufacturing activity during a
given reporting period. It includes a
TOTAL

variance from loss allowance, rate and
utilization variance, yield and routing
variance, purchased material variance
and the inventory variance.
This represents the total variances added to the
total loss allowance.

TOT AL LOSSES AND VARIANCES.

This Is
arrived at by taking the standard cost
of production and adding to it the
standard loss allowance and the total
variance cost incurred at a given operating location in a reporting period.
ACTUAL COST OF PROD UCTI ON.

PERCE NT

LOSSES

AND

VARIANCES

TO

ThiS
represents the relationship of total
losses and variances to the standard
cost of production. The actual percent
loss and variance ratio to the standard
cost of production is shown in comparison with the planned ratio.
STANDARD COST O F

PROD UCTI ON.

Conclusion
Our experience with this system of
production performance reporting under direct costing indicates that we can
achieve a correlation between actual
operating performance in production
departments and the reporting of that
performance in financial terms. We can
now overcome the credibility gap found
in so many performance reporting systems today, and we can open up a constructive channel of communication between operating and financial personnel
so they can work together in bringing
about favorable manufacturing cost performances. This is considered quite an
accomplishment for any production performance reporting system in the complex multi -unit industrial organization.
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The Effect of Direct Costing
on the Relative Size
of Financial Ratios
THOSE WHO UTILIZE ACCOUNTING INFORMATION SHOULD BE ADVISED
OF THE EFFECT WHICH ALTERNATIVE REPORTING METHODS
MAY HAVE ON THEIR ANALYSES
By Douglas Sharp
Direct costing as a basis for external
financial reporting has often been discussed. However, most such discussions
deal with theoretical issues and the
value of cost - volume -profit relationships
to external parties. Relatively little attempt has been made to determine the
effect direct costing could have on
analytical techniques currently used by
these individuals.
Consider, for example, the technique
of ratio analysis. Security analvsts, bankers, general creditors, etc., use various
financial ratios to give them greater insight into a firm's operations and financial condition. Together with information such as the quality of management,
condition of the economy, and prospects of the industry in which the company operates, these ratios permit the
analyst to arrive at a conclusion concerning a company's investment value
or credit capacity. A change in the
method of reporting the information
from which these ratios are derived
could significantly alter the analyst's
evaluation.
Method of Analysis
The purpose of this paper is to attempt an analysis of the effect of direct
costing, as opposed to absorption costing, on the relative size of commonly
14

used financial ratios. Relative size was
chosen as a focal point of analysis because of its importance to the analyst
in his appraisal of the adequacy of a
particular ratio, namely, by relating it
to the same ratio for similar firms in
an industry.
To accomplish this objective, financial ratios commonly used to interpret
financial statements were identified, and
factors associated with the effect of direct costing on the size of these ratios
isolated. Then, a computer model, designed to represent twenty -five different
firms within an industry, was con-

structed to illustrate the effect direct
and absorption costing could have on
a firm's financial statements. This
model was used to generate balance
sheets and income statements, and
ratios derived from these statements,
for each of the twenty -five firms over a
ten -vear period, in order to illustrate
the effect of direct versus absorption
costing under (1) different combinations of production and sales and (2)
different assumptions as to the significance of fixed costs in a firm's operations.
Finally, the technique of rank correlation was used to determine the extent to which the relative positions of
these twentv -five model firms, as indicated by specific financial ratios, were
changed by the use of direct rather than
absorption costing in the preparation of
published financial statements.
Financial Ratios

Wichita Chapter 1969, is an Associate
Professor and Chairman of the Accounting Department at Wichita
State University, Wichita, Kan. Dr.
Sharp received his B.B.A. and M.B.A.
degrees from the University of Oklahoma, Norman, Okla., and his Ph.D.
degree from the University of Missouri, Columbia, Mo.

A wide varietv of financial ratios are
available for use by analvsts, with the
choice of specific ratios dependent upon
the particular factors considered most
important to the individual analyst.
While little uniformity appears to exist
in regard to these factors, relevant literature suggests three basic areas of
analysis: (1) working capital adequacy,
(2) credit capacity, and (3) profitability.
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Ratios commonly used for these purposes are listed below":
Working Capital Ratios
Current ratio
Acid -test ratio
Net sales to inventory ratio
Average collection period
Inventory to working capital
Receivables to working capital
Net sales to working capital
Credit Capacity Ratios
Total liabilities to tangible net worth
Current liabilities to tangible net
worth
Funded debt to working capital
Fixed assets to tangible net worth
Time's fixed charges earned
Profitability Ratios
Profitability as Related to Investment
Return on total assets
Return on long -term capital
Return on net worth
Profitability as Related to Sales
Net profit to net sales
Operating ratio —total operating
expenses divided by net sales
Net operating income margin —
the complement of the operating
ratio, obtained by dividing net
operating income by net sales
Percentage relationship of various
operating expenses to net sales
Gross profit margin
Effect of Direct Costing on the
Size of Financial Ratios
The effect of direct costing on the
size of financial ratios is dependent
upon at least four interrelated factors.
One such factor is the significance
of fixed production costs in the operations of a firm. Ratios derived for a
company with twenty percent of its
production costs in this category would
probably be less affected by direct costing than ratios for a firm where sixty
percent of its costs are non - variable.
Next, relationships within financial
statements for a given firm must be
considered. Since ratios are defined as
numercial relationships between two
items within a set of financial stateThe following references we re used t o select the
ratios employed in this study: Roy A. Foulke, Practical Financial St atement Anal ysis, fourth edition,
McGraw -Hill Book Company, Inc., New York
1957; Benjamin Graham, David L. Dodd, and'
Sidney Cottle, Security Analysis, Mc -Grew -Hill
Book Company, Inc., New York, 1982• Harr y G.
G u t h m a n . Anahisis of Financial §tatements,
I

1981; Ralph Dale Kenne dy and Ste wart Y arwood
McMullen, Financial Statements: Form Analysis,
and I nt erpretati on, third e di ti on, Ri chQ D . Irwi n,
Inc., Homewood, Illinois, 1957; and John N. Myer,
Financial Stat eme nt Anal ysi s, third e dit ion, Prentice -Hall, Inc., Englewood Cliffs, N.J., 1981. In
addition, ratios listed were verified in personal
interviews with security analysts in St. Louis,
Missouri.
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ments, the effect of direct costing on
these ratios depends upon its effect on
the various figures used in their calculation.
The third important factor is the
extent to which production and sales
imbalances cause shifts in the amount
of fixed production costs to be deferred
in balance sheet inventory figures under absorption costing. This factor
alone accounts for any profit differences
between direct and absorption costing,
and affects the following figures in the
balance sheet: (1) work -in- process and
finished goods inventories, (2) total
current assets, (3) total assets, (4) tax
liability, (5) total current liabilities,
(6) retained earnings, and (7) total
equities.
As a by- product of its effect on profit
calculations, direct costing can affect
financial ratios in a fourth manner.
Profit differences would produce different tax liabilities (assuming direct costing was used for tax purposes as well
as external financial reporting), resulting in a different cash flow for a fine
which used direct rather than absorption costing in the determination of
net income. Whether this change in
cash flow would be to a higher or lower
figure would depend upon whether direct cost profits were higher than profits
under absorption costing, or vice- versa.
The size of the differences would depend primarily upon the significance
of fixed costs and the extent of change
in inventories from one year to the
next. And since these factors vary between firms within an industry, differences in amounts of cash flow would
be experienced between these companies.
In any case, the different cash flows
could produce significant changes in
certain managerial decisions, the results
of which could significantly alter financial statement relationships between
different firms in an industry. For example, some of the decisions that could
result from a situation in which the
use of direct costing produced an increase in cash flow are as follows: (1)
use of increased flow to decrease current liabilities relative to current assets,
(2) use the increased flow to support
a greater amount of short -term financing, (3) use the increased flow to finance more of a firm's expansion internally, or (4) use the increased flow
to finance additional expansion.
These possibilities suggest that, over
an extended period of time, different
firms, with different amounts of cash

flows brought about by use of direct
costing, could experience different rates
of growth in profitability, different
growth in both total assets and the
various components of this total, and
different growth in total equities and
its components. The net result could
be significant changes in financial statement relationships, with a consequent
effect on the relative ranking of firms
within an industry.2
Description of Model
The basic model and its variations
described below were designed to take
three of the above four factors into
consideration. Because of the variety
of possible uses for changes in cash
flows, as well as the variety of different flows that could be experienced by
different firms within an industry, it
was not considered feasible to incorporate this variable into the model's operations.
In the same manner, the model was
not constructed to reflect the many
variations in internal management decisions that would be typical of any one
group of firms; all variables were assumed to affect each company used
in the same basic manner.
Consequently, the question to which
this model was directed can be stated
as follows: Does the use of direct costing, in and of itself, cause a significant
change in the relative size of financial
ratios, taking into consideration possibilities of different (1) financial statement relationships, and (2) fixed -cost
structures?
To provide a realistic basis for the
model, one industry was selected to
serve as a guide to the type of financial
and operating characteristics that could
exist for a firm. For this purpose, firms
primarily engaged in producing "inorganic and organic chemicals, plastic
materials and svnthetic resins, rubber
and man -made fibers, except glass" were
chosen. The basic source for the financial and operating characteristics which
exist in this industry was the Manual
of Performance Ratios for Business
Analysis and Profit Evaluation.,
The basic model assumed a firm
with total assets of approximately
$100,000,000, and a capacity to produce 1,000,000 units of a single product. Initial financial statements were
=These effects, if any, would probably be of a
short-run nature, since profits under direct and
absorpt ion cost ing te nd t o bal ance out i n the long
run.
'Le o T roy, Manual o/ Performance Ratios /or Business Analysis and Profit Evaluation, Prentice -Hall,
Inc., Englewood Cliffs, N.J., 1988, p. 388.
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Exhi bi t 1
Y E A R L Y R AN K C O R R E LAT IO N C O E F F IC IEN T S O BT A IN ED W H EN SELEC T ED
W O R KIN G C API T AL R AT IO S U N D ER D IR EC T AN D ABSO R PT IO N COST ING
W ER E CO MPAR ED F OR T W ENT Y -FIVE MO D EL F IR MS.
Coefficients

1
2
3
4
5
6
7
8
9
10

Current
ratio

Net sales to
inv. ratio

.960
.985
.985
.995
.993
.997
.998
.997
.999
.998

.777
.810
.887
.888
.890
.898
.876
.882
.868
.703

set up, on both an absorption and direct costing basis, assuming that the
fine had been in operation for one year.
During this first year, the company
produced at seventy percent of capacity,
in terms of total equivalent units of
production. Unit sales and production
were then varied over an additional
nine -year period so as to illustrate the
effect of direct and absorption costing
under the following conditions:
1. Production greater than sales, production and sales both increasing
2. Production and sales in balance
3. Production and sales fluctuating
4. Sales greater than production, sales
and production both decreasing

CURRENT RATIO

Net sales to working
capital ratio

Inv. t o w or king
capital ratio

.981
.932
.997
.998
.999
1.000
.998
.995
.997
.996

.785
.883
.855
.945
.941
.936
.935
.942
.947
.946

industry can have significantly different
fixed - variable cost structures, this model
may be used to illustrate twenty-five
different companies. Take, for example,
Company A above. If fixed costs are
varied between sixtv and twenty percent (at ten percent intervals), and
each variation is assumed to be a separate company, Company A may be used
to represent five different firms. By doing this for each of the five variations
of the basic model, a total of twentyfive companies
possible.6
is

Year

these measurements among the twenty five model firms tested. This conclusion
appears reasonable when the nature of
the effect of direct costing on these
ratios is further analyzed.

Working Capital Ratios

This ratio is derived by dividing a
firm's total current assets by its total
current liabilities. Direct costing affects its size because balance sheet
inventories of work -in- process and finished goods are lower than under absorption costing, since no fixed production costs are included. However, these
inventories constitute only a portion
of the total current asset figure used in
the derivation of the current ratio. Consequently, the relationship of "total current assets" to "total current liabilities"
is not materially altered.
Aside from the inventory costing
method employed (FIFO costing procedures were used for all model firms),
the extent to which this effect is felt
depends primarily upon three factors:
(1) the relative importance of inventories in the total current asset figure,
(2) the significance of fixed costs in
the firm's operations, and (3) the extent to which inventory balances fluctuate from year to year.
Significant, but not extreme, variations in all these factors were present
in the model. Inventories as a percentage of total current assets were initially
varied between 33.3 and 43.7 percent.
Fixed costs were varied between sixty
and twenty percent for each of the five
basic variations of the model, and sales
and production changes generally
ranged between ten and fifteen percent
for each firm. Notwithstanding, directing costing did not materially alter the
relative positions of the twenty -five
model companies.

Rank correlation tests (see Appendix)
were performed on four of the seven
working capital ratios listed earlier in
this article. Receivables-to- working -capiSince financial and operating char- tal and the acid -test ratio were omitted
acteristics logically vary from firm to because the model as developed did not
fine within an industrv, five variations disclose information on receivables or
of the basic model were employed. quick assets; the average-collectionThese variations reflect average financial period ratio was omitted because direct
statement relationships found for firms costing would have no effect on its size.
classified by size of total net assets, It was felt, however, that results obas follows: (1) $50,000,000 and over, tained from the remaining four ratios
(2) $10,000,000 to $49,999,999, (3 ) could also be applied to these working NET SALES TO INVENTORY RATIO
$2,500,000 to $9,999,999, (4) $500,- capital measures.
For this ratio, use of direct costing
000 to $2,499,999, and (5) under
Coefficients of rank correlation ob- did have a more pronounced effect on
$500,000.' Since, in each case, average tained for the working capital ratios
the relative positions of the twenty -five
characteristics are portrayed, it is also tested - disclosed in Exhibit 1 -sugmodel firms (Exhibit 1) . This was to
possible that the five model variations gest that the use of direct costing does
be expected since this cost accounting
could represent five different firms in not materially alter the relative size of
method directly affects one of the figany one asset -size grouping of comures used in the calculation of this
panies.5 For ease of identification, these
ratio, namelv, the finished goods invenTwo factors suggested that this assumption was
models are referred to as Companies 'valid,
in at least the chemical industry: ( 1 ) lack
tory on the balance sheet. Since this
of uniformity of products produced by different
A, B, C, D, and E, respectively.
firms within the industry, and ( 2 ) results of a
inventory
figure constituted only a portaken of firms in this industry. The first
If, additionally, it is logical to as- survey
factor suggested some variation in manufacturing
tion of the total current asset figure,
sume that firms within a particular techniques, and this, in turn, indicated the possibility of variations in cost structures. In the survey,
direct costing did not materially alter
eighteen chemical companies were contacted by
the current ratio.
the author, and the chief accounting officer of each
4Ibid.
firm was requested to indicate what percentage of
Even here, however, fairly high co'The reasonableness of this assumption was verihis company's manufacturing costs were considfied by examining actual financial statements for
ered to be non - variable. The five respondents to
efficients
of rank correlation were oba number of leading chemical companies in the
this survey indicated fixed -cost percentages rangUnited States.
ing from fifteen to forty-two percent.
tained, indicating a substantially similar
16
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ranking of firms under the two methods., To explain why such a condition
should exist required a closer examination of the figures involved in the derivation of this ratio.
Net sales are divided by the ending
finished goods inventory to obtain the
net sales to inventory ratio. Thus, the
relative ranking of firms according to
size is dependent upon both (1) the
relative size of net sales figures among
a group of companies, and (2) the relative cost values of finished goods inventories. Values assigned to finished
goods inventories would additionally be
affected by the significance of fixed
costs in a firm's production process,
fluctuations in production from year
to vear, and differences in costs of
production between firms.
Consider, for example, a group of
similar firms with all of these factors
identical. Obviously, the net sales to
inventory ratio would also be identical.
The question then becomes: What
would cause this ratio to differ for these
companies?
The answer, of course, is that variation in net sales figures, inventory
values, fixed cost significance, production fluctuations, or production costs,
or all of these, would produce such a
result. And the more pronounced the
variation, the more pronounced would
be the difference in this ratio among
the group of firms.
Variations in these items were present in the model. Net sales figures differed significantly, and finished goods
inventories varied because of different
costs of production and assumptions as
to fixed -cost significance.
These conditions did result in significant differences in the absolute size
of this ratio for the same company under absorption and direct costing, but
the relative positions of the twenty -five
model firms were basically the same under the two methods. This finding
suggested that even though wide variations in the above - mentioned factors
were present in a group of related firms,
use of direct costing by all of them
would not significantly affect the relative size of the net sales to inventory
ratio.
INVENTORY TO WORKING
CAPITAL RATIO

As with the two previous ratios, coefficients of rank correlation obtained
The lower coefficients experienced in the first and
last vear we re cause d by the manner i n which the
model was initially set up, and are therefore not
typical of result s to be expe cted.
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for the twenty -five model firms during
the ten -year period indicated that rankings were again substantially identical.8
Reasons for these results are basically
the same as those discussed above.
This ratio is derived by dividing a
firm's total inventory figure by its working capital. The effect of direct costing
on working capital, relative to what it
would be under absorption costing, is
lessened by the fact that inventories
constitute only a portion of the current
asset total. Coefficients of rank correlation are lower than was the case for the
current ratio because the numerator used
in the calculation of this ratio is the inventory figure itself, which is lower under direct costing than with absorption
costing. Consequently, the effect of direct costing on this ratio tends to resemble its effect on the net sales to
inventory ratio.
NET SALES TO WORKING
CAPITAL RATIO

As was the case with the current ratio,
a very high degree of correlation was
experienced for the relative positions of
the twenty -five model firms. Again, factors already mentioned suggested the
reasonableness of this finding. The indirect effect of direct costing on the
size of a firm's working capital figure
makes it unlikely for relative positions
to be materially altered.
Credit Capacity Ratios
Because of results obtained in the
preceding section, rank correlations were
not attempted for four of the five credit
capacity ratios: total liabilities to tangible net worth, current liabilities to tangible net worth, funded debt to working capital, and fixed assets to tangible
net worth. The nature of the effect of
direct costing on these ratios suggested
that results should be similar to those
obtained for working capital ratios. Test
checks of relative rankings of the twentyfive model firms for these ratios verified
this observation.
However, a rank correlation test was
made for the fifth ratio, times fixed
charges earned, since this ratio involved
other than balance sheet figures in its
calculation. Derived by dividing earnings
before interest and taxes by total fixed
charges, this credit capacity measure is
affected by direct costing through the
latter's effect on a firm's earnings figure.
'Coefficients of rank correlation t ended to increase
because current assets we re allowed to accumulate
during the ten -year period. If this had not been
done, the size of these coefficients would probably
have been consistent with those obtained in the
earlier years.

Coefficients of rank correlation for this
ratio are presented below:
Year
1
2
3
4
5
6
7
8
9
10

Coefficient
.824
.995
1.000
1.000
1.000
1.000
.998
.999
.998
.998

Again, the high coefficients obtained
suggested that direct costing did not
significantly alter firm rankings.
This finding was even more impressive when it was observed that significant differences in profit figures under
the two methods did occur for some
years of the model's operations. To illustrate, profit figures for the year in which
profit differences were the largest, in
absolute terms, are presented in Exhibit
2. The diversity in profits experienced,
while not extreme, did appear to be significant. And yet, the year in which this
occurred (Year Six in the model) was
one in which a perfect rank correlation
was obtained.
Thus, again it would appear that any
substantial change in firm rankings,
brought about by the use of direct costing, would not occur simply because
fixed costs are eliminated from inventories and charged to expense in the year
incurred.
Profitability Ratios
Three factors prompted a decision to
perform rank correlations on only four
of the ratios included in this area. First,
two of the ratios involving relationships
within the income statement —gross
profit margin and the percentage relationship of various operating expenses
to net sales —were not comparable when
direct rather than absorption costing
was used. Second, results obtained from
correlation tests of the time's fixed
charges earned ratio suggested that only
those profitability ratios whose size
should be most effected be selected.
Finally, one income statement ratio (net
operating income margin) was simply
the complement of the operating ratio,
making it unnecessary to compare their
relative rankings.
The four ratios selected were: (1) return on net worth, (2) return on longterm capital, (3) net profit to net sales,
and (4) the operating ratio.
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Results for each of these correlation
tests are presented in Exhibit >. In each
case, very high coefficients of rank correlation were obtained. Even though
fairly significant differences in profit and
expense figures were observable in the
model, these differences were not sufficiently large to materially alter the relationships invoked in these profitability
ratios.

alternative methods of reporting accounting data may have on decision
techniques of those who utilize this information. When significant changes
may occur, these individuals should be
advised of the effect the alternative may
have.
The purpose of this paper has been
to attempt an assessment of the effect
which direct costing, as opposed to absorption costing, could have on the
relative size of commonly used financial
ratios. Relative size was selected for
analysis because of its importance to

Summary and Conclusion
An important part of the accountant's
responsibility is to consider the effect
Exhibit 2

COMPARISON OF ABSORPTION AND DIRECT COST PROFIT FIGURES FOR
TWENTY -FIVE MODEL FIRMS —YEAR SIX.
(Figures in Thousands)
EBIT
Absorption
costing

Direct
costing

Change

A -1
-2
-3
-4
-5
B -1
-2
-3
-4
-5
C -1
-2
-3
-4
-5
D -1
-2
-3
-4
.5
E -1
-2
-3
-4
-5

$29,360
28,510
16,167
24,570
22,983
25,673
23,657
21,643
19,629
17,615
22,782
20,485
21,585
15,901
13,613
25,220
21,998
18,769
15,538
12,301
32,500
28,246
23,984
19,723
15,468

$28,284
27,713
25,450
24,032
22,624
24,371
22,573
20,776
18,980
17,183
21,420
19,350
20,678
15,221
13,160
23,632
20,675
17,711
14,745
11,772
31,019
27,010
22,995
18,979
14,971

3.7
3.1
2.7
2.1
1.6
5.1
4.6
4.0
3.3
2.5
6.0
5.5
42
4.3
3.3
6.3
6.0
5.6
5.1
4.3
4.6
4.4
4.1
3.8
3.2

%

Company

Exhibit 3
YEARLY RANK CORRELATION COEFFICIENTS OBTAINED WHEN SELECTED
PROFITABILITY RATIOS UNDER DIRECT AND ABSORPTION COSTING W ERE
COMPARED FOR TWENTY -FIVE MODEL FIRMS.
Coefficients

Year

Return on
net worth

Return on
L -T capital

Net profit to
net sales

Operating
ratio

1
2
3
4
5
6
7
8
9
10

.703
.995
.998
.998
.998
.998
.984
.992
.993
.985

.746
.998
.994
1.000
.998
.998
.994
.997
.997
.991

.703
.997
1.000
.999
.999
.999
.999
.999
.999
.996

.806
.998
1.000
.999
1.000
.999
1.000
1.000
1.000
1.000
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the analyst in his attempt to evaluate
the adequacy of a particular ratio,
namely, by relating it to the same ratio
for similar firms in an industry.
For each ratio tested, high coefficients
of rank correlation were obtained, indicating that the relative positions of firms
were substantially identical under the
two methods. These findings led to a
conclusion that direct costing as a reporting device would not materially affect the relative size of financial ratios.
It was also noted, however, that direct costing does affect company cash
flows through its effect on profits and
tax liabilities. Managerial decisions concerning the uses to which the changed
cash flows are put could alter already
existing financial statement relationships, which in turn could produce significant changes in the relative rankings
of firms within an industry. Because of
the variety of possible uses for changes
in cash flows, as well as the variety of
different flows that could be experienced
by different firms within an industry, it
was not considered feasible to incorporate this variable into the model.
APPENDIX
Rank Correlation Tests
As previously indicated, the aspect of
size tested in this study was the effect
which direct costing would have on the
relative positions of a group of related
firms, as reflected in specific financial
ratios. The statistical test used to satisfy
this objective was the technique of rank
correlation.
For each ratio tested, the twenty -five
model firms were first ranked (from
highest to lowest), under both direct
and absorption costing, for each of the
ten years of the model's operations. Coefficients of rank correlation were then
determined, to test the extent to which
the relative positions of the twenty -five
firms were changed by direct costing.
The formula used to compute the
rank coefficient of correlation for each
ratio was as follows:
r' =1—

6 d2
n(n 2 — 1)

where:
i = the coefficient of rank correlation
d = the difference between a company's
rank under absorption and direct
costing
n = the number of firms (twenty -five
in all cases)
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Standard Cost
and Control System
OFFERED HERE IS FASTER, MORE ACCURATE PRODUCT COST INFORMATION
TOGETHER WITH IMPROVED MANAGEMENT CONTROL
By Vinson A. Parsons and
George A. MacDonald
A production cost system is simply the
method used by a company to record
its production costs. Cost systems lend
themselves to two broad classifications:
job order and process costs, where estimated or standard cost may be a feature
of both. Either type may range from
simple record keeping systems requiring
very little clerical effort, to complex systems employing computers or tabulating equipment to handle and process
large masses of data.
The choice of a cost system is a
most important decision and should
receive careful study. A production cost
system can be a valuable source of information for management decisions,

but if it is to perform this role effectively, it must be suited to the company's operations. Those responsible for
the choice and installation of a system
must first spend considerable time in
studying and becoming thoroughly familiar with the company's production
methods and operating procedures.
They must understand the flow of material through the various departments
and, in general, be fully conversant with
every aspect of the complete manufacturing cycle.
At the outset, it is important to note
that for any cost system to be successful, it must be nurtured in a favorable
managerial environment. Management
must understand how the system will
fit into and aid in the overall control
function of the business. Management
should not expect the mere generation
of reports to result in the automatic
solution of problems. Reports may beget
more reports. Management must make
use of the information gathered for it
by taking action when and where it is
needed.

AC T UAL CO S T SYST EM

Since an actual system uses only those
costs which have already been incurred,
the system determines costs only after
manufacturing operations have been
performed. Under this system, the
product is charged with the actual cost
of materials, the actual cost of labor,
and an estimated portion of overhead.
ST AN DARD CO S T SYST EM

A standard system is based upon estimated or predetermined costs. Arriving
at standard costs involves careful selection of material, an engineering study
of equipment and manufacturing facilities, and time and motion studies.
JOB O R D E R SYST EM

This system compiles costs for a

Types of Cost Systems
VINSON A. PARSONS
is Controller of Brand -Rex Division,
American Enka Corporation, Willimantic, Conn. He is a graduate of the
University of Connecticut, where he
received his B.S. degree in accounting.
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Cost accounting systems vary with
the type of cost used. When present
costs are used, the cost system is called
an historical or actual cost system.
When future costs are used, the cost
system is called a standard cost system.
In practice, combinations of these costs
are used even in actual or standard systems.

GEORGE A. MACDONALD
is Manager of Costs 6 Budgets Department of Plastic Wire 6 Cable
Corp., Jewett City, Conn. Mr. MacDonald was formerly a Senior Systems
Analyst with Sanders Associates in
Nashua, N.H.
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specific quantity of a product as it
moves through the production process.
This means that material, labor, and
overhead costs of a specific number or
lot of the product (usually identifiable
with a customer's order or a specific
quantity being produced for stock) are
recorded as the lot moves through the
production cycle.

the next step is to draft a chart of accounts which will properly segregate
and accummulate costs for each of the
cost centers or homogeneous groups of
cost centers. The chart of accounts
should be so designed that a monthly
recap of the various expenses, by cost
center or homogeneous groups of cost
centers, can be readily prepared from
the general ledger.

PROCESS SYSTEM

This system compiles costs as they
relate to specific processes or operations
for a period of time. To find the unit
cost, these figures are averaged for a
specified period and spread over the
number of units that go through each
process.
DIRECT COSTING SYSTEM

Another cost accounting system
which is widely used is direct costing.
This is a method of cost accounting in
which only those costs which are a
consequence of production of the product are assigned to the product, and all
costs associated with the providing of
plant capacity to produce the product
are treated as expenses of the period.
Setting up a System

The importance of making a thorough survey of production methods and
procedures before setting up a cost system cannot be overemphasized.
ESTABLISHING COST CENTERS

After careful analysis of operations,
cost centers should be established for
each of the important and well defined
activities in the manufacturing cycle.
The same cost system does not have
to be used in each cost center. However, the end objective usually governs
the choice. If you want to know exactly
what a specific job costs, a true job order system must prevail in all departments through which the job passes.
If you want to know what various
products cost to manufacture (regardless of specific jobs within the same
product line), you may use the job order system through certain departments
where costs vary considerably between
jobs. In other departments, where costs
are similar because of highly repetitive
processes, you may use a process cost
system. The number of cost centers
should be kept at the absolute minimum commensurate with the detail reporting required by management.
CHART OF ACCOUNTS

Having decided upon cost centers,
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SETTING STANDARDS

Having set up the machinery for the
orderly accumulation of costs, the next
step is to set the standards or predetermined costs. Standards must be set
for labor, material, and overhead. These
may take the form of scientifically engineered standards, devised by highly
qualified industrial engineers, or they
may be estimates of what time or expense should be, based upon the experience of those familiar with the operations.
The first
step in setting properly engineered time
standards for any production department is to make sure that the operation is set up for maximum efficiency.
This condition is rarely achieved and
deficiencies must, therefore, be factored
into standards where such standards are
the basis of incentive compensation.
Standard labor rates should be set at
the beginning of each budgeted year.
They should be projected rates (after
giving effect to anticipated increases
during the year).
SETTING

LABOR

STANDARDS.

MATE RIAL STANDARDS. Standards must also be set on material quantity and price. Quantity standards can
usually be quite accurately determined
from past experience, standard formulae,
or engineered estimates. A standard
waste allowance must be included in
the material standard.

SETTING

Manufacturing expenses, other than direct
labor and material are usually applied
to standard cost build -ups as a rate per
direct labor dollar. These expenses are
generally referred to as burden or manufacturing overhead.
SETTING OVERHEAD STANDARDS.

COMBINED CONCEPTS

It is on the point of overhead that
the theories of direct costing and standard costing begin to separate in principle. Direct costing includes only variable expenses (those varying with the
production levels) along with the direct
labor rate and applies these to the di-

rect labor hour or dollar. Thus, under
direct costing, fixed costs are not allocated to cost centers, but treated as
costs incurred during the period and
generally compared to a budget for control purposes.
It is the argument of direct costing
proponents that fixed costs cannot be
fairly and equitably allocated to cost
centers and thus tend to distort the
final results. The standard cost proponents contend that fixed costs can be
equitably allocated to arrive at a total
cost picture for a particular product and,
thus, permit establishment of realistic
selling prices.
Actually, a company can employ both
concepts profitably. They should know
the profit contribution (sales less direct
costs) of each product line and also the
total manufacturing costs of each product. The latter plus mark -up can aid
them in setting realistic selling prices.
T h e P r op os e d S ys t e m

Presented below is an outline of a
proposed standard cost and control system. The system was designed to encompass all techniques that will meet
the objectives of financial accounting
and management.
BROAD OBJECTIVES

The system's effort and direction will
be developed with the following points
in mind:
1. The system must be practical. It
must be a system that can be designed and implemented within the
limitations of the time, money and
personnel that will be made available for the effort.
2. The system must be reliable. It must
be a system that will be accurate,
dependable and able to meet the
informational demands that will be
required for management decisions.
3. The system must be adaptable. It
must be a system that is designed
specifically for a particular company
in a particular industry and its informational needs and idiosyncracies.
4. The system must be flexible. It must
be a system that can be modified
to keep pace with the growth and
changing demands of the corporation.
5. The system must be consistent. It
must be a system that is sufficiently
integrated in order that there be no
actual or apparent conflict and minimal duplication in the information
provided to management.
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The standard cost and control system
will contain a number of advantages.
They will arise as a result of faster, more
accurate product cost information, and
extensive use of data processing procedures and techniques. The advantages
of the proposed system are:
1.
2.
3.
4.
5.
6.
7.
8.

Integration of the Source Data Flow
Mechanization of Procedures
Compatibility with Manufacturing
Application of Standard Cost Techniques
Improved Reporting
Improved Internal Control
Flexibility
Improved Management Control

THE USE OF DIRECT COSTS

The path of least resistance, personnel and cost wise, happens to be the
most progressive and informative. With
a direct costing approach we would not
only consider direct material and labor
as the prime cost but would also include departmental variable burden or
"out of pocket" costs. This approach
coincides with the concept of responsibility accounting which basically allocates by work center, expenses and
charges that can be directly controlled
by the supervision of that department
and that vary directly with departmental
production (volume). If we assess the
variable expenses to be included, i.e.,
fringe benefits, we will recognize that
these expenditures are incurred in direct
relationship to the prime costs of direct
material and labor.
We are now in a position of being
more accurate and realistic when utilizing the standard direct cost of a product to price a quotation. We are now
considering what it will cost us "out
of pocket" to produce a particular
product or in other words, what cost
will we directly incur.
PRODUCT COSTING

Once the period expenses have been
classified, we would then develop the
variable burden rates for each work
center within the major departments.
Our prime cost would then become direct material, direct labor and variable
burden. Expense allocations would be
made to the work centers but only to
the extent that they are controllable
and have a direct relationship to the
direct material, labor and production
volume.
From this analysis, departmental
budgets would be developed to measure
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performance, and budget and plan data
would be compared to actual for further
analysis where and to whatever extent
considered necessary by the attendant
circumstances. In other words, detailed
analysis would be made only on an
exception basis.
Product costing would be developed
under this concept by accumulating the
direct material and labor for the product, and applying the variable burden
for each work center the product moves
through during manufacturing.
STANDARD COST
PRODUCTION COVERAGE

Complete coverage of all products
will be a prerequisite. As production
orders are released to manufacturing,
the cost department will review each
order to determine if a standard cost
for each product is in the standard cost
master file. If the product is not covered, the cost department will prepare
a standard cost for the product after
securing a specification sheet from
engineering.
If the manufacturing order quantity
(MOQ) on the current order is significantly different from the standard set -up
quantity on the standard cost sheets,
an MOQ standards change will be made
and the inventory value for finished
goods on hand will be adjusted. This
procedure will eliminate or minimize
the effect of improper set -up loading in
the standard cost of sales.
A regular schedule of standard master
cost file purges will be adhered to in
order to minimize computer processing
time as much as possible. Purged standards will be retained until the product
is reactivated or it is decided that the
standard is obsolete.
SCRAP REPORTING

The provision for bulk scrap should
not be hidden in the product standard
cost. Since bulk scrap reflects poor performance or errors, it should be accumulated as it is incurred. The standard cost
of the actual scrap should then be relieved from inventory and charged to
the responsible department's performance variances.
A nominal scrap allowance will be left
in the construction of standard costs.
This allowance will be varied in inverse
relationship to run size. By so doing,
scrap allowances of realistic proportions
will be charged to cost of sales.
INVENTORY CONTROL

Good inventory control practices sug-

gest that manufacturing managers not
control an inventory in terms of dollars
by broad production stages, such as raw
material, work -in- process, and finished
goods but rather in terms of units and
item availability. The effort of proper
inventory control is normally the responsibility of a well organized production planning and control section, supplemented by effective inventory, open
order and production reports.
Thorough consideration has also been
given to converting to a four -wall inventory concept. However, the purpose of
inventory accounting for financial reporting under this concept would be
merely to account for the dollar flow
through broad accounts
that the aggregate dollars in the book inventories
are always properly stated.
so

ADVANTAGES

VARIANCES

The variances from standard cost are
an integral part of a standard cost and
control system. Among other things,
they provide the most important source
of control information for evaluating
perfonnance and standards accuracy,
pointing out manufacturing cost problems and exposing the otherwise hidden
effects of creeping inflation. They are
intelligent management tools, not clubs,
when properly utilized.
REPORTING

Responsibility reporting involves the
application of two principles:
1. That reporting reflects the control
responsibilities of the person receiving the report, and
2. That reports be pyramided for each
succeeding level of management.
To meet the desired level of management reporting the following reports
should be considered:
1. Performance evaluation reports by
work center and major departments
2. Plan and actual expense comparisons
3. Manufacturing variance analysis
4. Material price variance analysis
5. Scrap and return goods analysis
6. Product backlog analysis
7. Departmental backlog
8. Machine utilization
9. Product availability analysis
10. Product commitment analysis
11. Product and product line margin reports
Continued on page 24
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Contribution Reporting for
Consumer Products
AN EFFICIENT WAY OF SHOWING THE PERFORMANCE OF INDIVIDUAL PRODUCTS
By William Hobbs, III
Reporting to management in the most
effective manner is a challenge that
faces every accountant. The reports
must be meaningful and easy to understand. If the information is presented
in either a vague or complex fashion,
management cannot use the information efficiently to make a decision; and
we have failed as accountants to be concise and incisive.
Let me first define consumer products
as those products sold frequently to the
same people —like frozen foods, household maintenance items, etc. In this
tvpe of business, competitive activity is
continuous. It is often dictated by the
need for action or reaction to a certain
competitive move. Being able to
promptly evaluate various courses of action is therefore very important. This
is a major reason why the contribution
form of reporting can be helpful.
This paper is intended to show how
income statement results might be
presented simply and, at the same time,
give management something valuable
thev can "sink their teeth into."
Contribution reporting is a method
of showing the performance of individual products in any given business.
Most of the major costs in the consumer products business can be traced
directly to individual product lines;
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therefore, it is possible to provide meaningful reports to management which
will allow them to either defend or oppose decisions that have to be made.
Through contribution reporting, management can readily be shown what the
consequences would be if some conditions —such as increased advertising,
decreased promotions, new products
added or some current products deleted —were inserted into the present
program.
An Illustration— Income Statement
Let us assume a company with a
Consumer Products Division having five
major products. The income statement
shown in Exhibit 1 will provide a basis
for illustration of contribution reporting.
Looking at each item in Exhibit 1
individually, the gross sales would be
the sales dollars before anv allowances.
W ILLIAM HOBBS, III

I lagerstown Chapter (Lancaster 1962),
is Controller for Grove Manufacturing Co., Shady Grove, Pa. Formerly
he was a Senior Budget and Investigative Analyst for the Armstrong Cork
Co., Lancaster, Pa. Mr. Hobbs, a
CPA, received his B.S. degree from
Franklin and Marshall College, Lancaster, Pa.

The amount of cash discount is determined by applying a percent in accordance with the terms of sale. Freight
to customer can easily be related to
products from invoices. The direct manufacturing costs are those which are directly attributable to the product in
terms of material, labor and expense.
Freight to warehouse can also be measured by product and the dollars so segregated. Therefore, we can now determine our direct margin by product, at
the warehouse.
Specific expenses are those costs that
are incurred for the benefit of a particular product or product group. These
specific expenses can be measured directly against each product— without
any allocations whatsoever.
MANUFACTURING PERIOD
EXPENSES

Assuming that we make, bake, shake
or stir all these products in the same
equipment, no particular manufacturing expenses can be considered to be
specific to any one product. However,
$150,000 of manufacturing period expense is shown as existing specifically
for the product group, since this expense would be eliminated if the consumer products business were to be
discontinued. This amount includes
manufacturing costs such as salaries, depreciation, indirect labor, etc., that are
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Exhibit 1
INCOME STATEMENT
Dollars in thousands

Units
Gross sales
Less: Cash discount
Fr e ig h t t o c us t om e r
Ne t sa le s
Direc t c os t of s ales
Fr ei gh t to w a re ho us e

ADVERTISING EXPENSES
Di r ec t m a rg i n

To t a l *

5

4

3

1,000

350

90

1, 5 8 0

760

3,780

$5,000

$2,000

$500

$10,000

$4,000

$21,500

100

40

10

200

80

430

250

110

215

550

205

1, 3 3 0

4,650

1,850

275

9,250

3,715

19,740

2,545

10 , 0 6 5

180

1,210

990

8,465

2,300

700

175

140

520

70

4 345
300

30

4, 6 0 5

630

2,210

Di r ec t m a rg i n

47.5%

%

34.1%

1

49.8%

10.9%

42.9%

26.6%

S p e c i f i c e xp e n s e s
-

-

-

-

150
-

Ma n u fa c t ur i n g p e ri o d e xp en s e
A d ve r t i s i n g

500

200

10

800

350

2,060

Sal es p rom ot io ns

200

100

10

500

200

1,010

Com m is sio ns

245
90

100
30

25
10

490
185

19 5
75

1, 0 5 5
390

20

10
5

5

35
40

15

85

Br ok e rs b o nu s
Dis tri c t of fi c e s e lli ng

25

80

10

-

W a r e h o u s e e xp e n s e
Sam ples
-

-

-

-

20

50

10

200

10

-

R &D
Eng in ee ri ng

-

-

-

320
400
-

G e n e r a l a d m i n i s t r a t i ve

-

Ho m e o ff ic e se ll in g

675

75

-

20

75

-

-

-

10

CON TRIB UTION

-

-

$1,100

17 5

60
$(30)

2,195

855

6,550

2,410

135

1, 9 1 5

$

District and home office selling expenses, generally speaking, are specific
to the consumer products business but not to any individual product. In
Exhibit 1 we show only $75,000 specific
to product in district office expense.
Here would be a case of specialized
salesmen who sell Product #4 -and
only Product #4. If Product #4 would
be dropped from the line, there would
no longer be a need for these specialized
salesmen.

455

$

To t a l s p e c i f i c e xp e n s e s

1,110

$

SALES EXPENSES

50
-

Miscellaneous

$

Non - sp ecif ic e xpen s es
Ma n u fa c t ur i n g p e ri o d e xp en s e

450
200
150

A d ve r t i s i n g
G e n e r a l a d m i n i s t r a t i ve

800

To t al No n - sp e c if i c e xp e ns e s
Pro f i t b ef o re t a x

1. 11 5
580

$

The specific advertising expenses are
the media dollars that are being spent
for each product. Any other advertising
costs (such as a share of department
expense) are classified as non - specific
since they represent an allocation of
the advertising department's time. Sales
promotions, commissions, warehouse
expense, samples and brokers (or any
selling agents) bonus are all directly
responsible to a product and should be
classified as such.

2

1

Produc t No.

-

specific to the consumer product line.
On the other hand, we also use most
of the equipment for other products
made by the company and together
they pass through many common operations. Thus, the volume or activity of
consumer products has little, if any, effect on the total of such expenditures
from which the $450,000 has been allocated as non - specific manufacturing
period expense.

$

Pro f i t a f t er t a x
To t a l C o n s u m e r s P r o d u c t s D i vi s i o n

Exhibit 2
CONTRIBUTION ANALYSIS
Dollars in thousands
Prop os ed
A d d ' I. V o l u m e t o

Units
Gross sales

Vol um e

Contri bution

350
$2,000

350
$2,000

475
$2,715

40

40

55

110

110

150

1, 8 5 0

1, 8 5 0

2,510

Direc t c os t of s ales

700

800

1, 0 8 5

Fr ei g ht t o w ar e ho us e

520

520

705

Di r ec t m a rg i n

630

Le s s : C a s h d i s c o u n t
Fr e ig h t t o c us t om e r
Net s al es

Di r ec t m a rg i n
S p e c i f i c e xp e n s e s

34 . 1 %
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-

-

A d ve r t i s i n g
Sal es p rom ot io ns

200

200

200

100

15 0

Com m is sio ns

100
30

100
30

150
130
40

10

10

10

5

5

5

10

10

W a r e h o u s e e xp e n s e

-

-

-

Bro ke rs b on u s
Dis tri c t of fi c e s e lli ng

-

-

-

Ho m e o ff ic e se ll in g

-

-

-

10

R &D
Eng in ee ri ng

-

-

-

Ge ne ra l ad m i n i s tr at i ve

-

-

-

Miscellaneous
505

545

175

25

17 5

$

455

Contri bution

$

To t a l s p e c i f i c e xp e n s e s
$

Research and Development and Engineering expenses that are traceable to
specific products can be classified as
such. Any hours spent for general categories or for entirely new products are
specific only to the total Consumer
Products Division.

720
28.6%

Ma n uf a c tu r i n g pe r i o d exp en s e

Sam ples

Other Expenses

530
28.6%

-

General administrative expenses assigned directly to the business -but not
to a product -are shown in Exhibit 1
to be $400,000. The figure represents
salaries and related costs of supporting
staff departments.
The remaining $150,000 is shown
under non - specific as an allocation.
These expenses relate to policy and division level charges and cannot be directly related to any one product or
group.

Rec over P r es ent

Pr e s e n t

%

GENERAL: ADMINISTRATIVE
EXPENSES

No Ad d '1 .
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Product Evaluation
Using this income statement, we can
now show our management which products are the good ones —and which ones
are the poor ones. Naturally, the "Contribution" line is the most important.
If it is desirable, the non - specific expenses can be allocated to products on
some basis, such as net sales, in order
to give an indication of profit by product.
One can see that if Product #4 were
dropped, the contribution of $2,410,000 would disappear from the statement
while most of the non - specific expenses
would still remain. Consequently, each
one of the remaining products would
pick up a larger share of the allocations.
One can also see that Product # 3
is the weakest in the line with respect
to contribution. This may be due to
several reasons. For example, it may
be a new product which has just been
introduced. If this is the case, then
management will need more information before placing a true evaluation
on the product. However, if the product
has been in the line for quite some
time, management's decision to delete

the item might be a justifiable one. The
total Division's contribution posture
would improve by $30,000 if Product
# 3 were dropped and, in all probability,
increased sales efforts could be directed
toward the remaining four items or
toward any new product or products
currently being introduced.
New Programs
It is possible to insert into the report
the particulars of any specific program
or programs that management may wish
to evaluate. It is therefore conceivable
to show the economics of any particular
situation or situations and also to what
degree they must be successful before
being recommended as "go- ahead" projects.
To illustrate, suppose we wanted to
improve Product #2's formula. Preliminary estimates show that this will increase our direct cost on the same number of units by $100,000. Suppose also
that the Sales Department is contemplating increasing the sales promotion expenditures by $50,000.
Exhibit 2 shows that in order to
justify the increased costs in formula
and sales promotions, we would have

to sell approximately 125,000 more
units to return the same $175,000 of
contribution that we are presently experiencing. This comparison shows that
our contribution decreases to $25,000,
unless there is additional volume. By
increasing our units to 475,000 and
adjusting all the variable costs, the contribution would remain unchanged.
This additional volume requirement
may not be realistic. The decision to
go ahead may still have to be made
in order to hold on to or strengthen
the product's market position; however,
some part of this improvement may be
achieved by restricting the program to
the $50,000 in sales promotion and
leaving the formula in its present
makeup.
Conclusion
Contribution reporting can be a valid
and quick way to evaluate specific product strengths and weaknesses in the
consumer products business. With this
type of reporting, management can isolate an option, evaluate it, and make
a decision. If management can do this
effectively, we as accountants have met
the challenge.

STANDARD COST AND CONTROL SYSTEM
Continued from page 21
Implementation
Prepared below is a general listing of
requirements to be met in order to successfully accomplish the implementation
of the standard cost and control system:
1. Flow chart present cost system and
dependent systems
2. Prepare standard cost and control
system design
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3. Organize installation team
4. Design operational standard cost
sheets
5. Determine extent of variance and
manufacturing reporting that is normally desired
6. Consolidate compatible work centers
7. Review requirements of cost estimating
Prepare budgets for departments/
work centers and develop burden
rates
Prepare standard cost decks

10. Review and document procedures
for changing standards and budgets
11. Review installation plan and establish conversion schedule
12. Review flow and timing of source
data and reports
13. Educate personnel:
a. Entire standard cost and control
system
b. Specific employee functions
14. Operate dual system, observe and
correct problems, convert to new
system
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Management Information
Systems:
A Charge to Users and
Cost Control
THE USER SHOULD BE ABLE TO SEE HOW HIS CHARGES WILL BE ASSESSED
By Harold M. Sollenberger
In many firms, the people who are involved with systems development and
data processing activities are seriously
considering the idea of charging for their
services. The advantages and disadvantages of this approach are particularly
relevant to the information handling
area since most computer -based systems
organizations are staff units. They service
nearly every other member unit in the
firm and, currently, constitute one of
the major control problems in business.
The question of whether a firm should
have a transfer pricing program is tied
to several more comprehensive issues.
These are mainly problems of the firm's
financial and managerial policies.
1. Does the firm follow a profit segmentation policy which requires cost
collection in profit or cost centers
resulting in a total allocation of all
nonoperating units? If it does, total
cost allocation is necessary. Otherwise a controllable and noncontrollable cost approach may be used in
expense and revenue budgeting. If
so, only direct or traceable charges
may be made.
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Do other internal transfer pricing
problems exist, and does the firm
have established policies in other
areas that would influence the acceptance and basis of a charging system?
At what level are charges made and
are they made against a routinely

budgeted item? The level at which
costs are redistributed, i.e., divisional,
departmental, or other responsibility
unit, influences the amount of detail
needed and the importance of the
issue to the operating managers.
This would include the methods for
pricing services, i.e., by the individual
task, by project or system budget, or
by a prearranged percentage of the
total information services budget.

Basic Responsibilities

HAROLD M.SOLLENBERGER

Lansing- Jackson Chapter (Indianapolis
1966), is an Associate Professor of
Accounting at Michigan State University. He is the author of Major

Changes Caused by the Implementation of a Management Information
System, Research Monograph No. 4,
published by NAA in 1968. Dr.
Sollenberger received his M.B.A. and
D.B.A. degrees from Indiana University. For this article, he was awarded
an NAA Certificate of Merit (196970).

As with any accounting system, the
benefits derived from the data collected
must exceed the cost of the system. The
intent here is not to prove the cost benefit worthiness of a cost allocation
system but rather to identify the areas
where the system might be a contribution to solving a management problem.
Thus, at the start the problems of concern to the information services manager
should be specified.
ALLOCATION OF SCARCE RESOURCES. In
nearly every firm today the demand for
computer services greatly exceeds the
ability to meet those needs. Therefore,
project selection, priority setting, and
equipment uses and preferences are
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crucial decisions which need economic
measures of worthiness.
PROVIDING NEEDED COMPUTERIZED SERV-

It must be kept in mind at all
times that computer activities are a
service function and as such must relate
to the needs of operating managers.
Thus, involvement of the user organizations and managers at all levels in the
information services function is a basic
need.
ICES.

INTERNALLY MANAGING T HE COMPU TE R
FUN CT ION. The information
services manager has an extremely difficult task. He has all the traditional
management problems of people and
budgets plus the serious additional difficulties of:
SERVICES

1. The tremendous growth of the computer services function which can
easily be expressed in terms of people
growth
Z. Many major technological advances
which keep appearing over short
time spans with their accompanying
start up and conversion costs
3. A new professionalism without access
to proven managerial techniques
4. New and unique problems to solve
in the systems area
5. A lack of proven cost - benefit analysis
techniques
The Cost Centers
Generally, two major cost or responsibility centers can be identified —the
systems development and the data processing areas. They have common and
interlocking features which force combined consideration of the two service
units. Each also has basic problems
which differ from the other. Therefore,
the justification for a charging system in
one area may not be relevant to the
other. The systems development area
has unique problems on a continuing
basis. Also, planning activities, preliminary studies, and coordination problems
are all difficult tasks to manage.
The data processing area has equally
difficult problems; however, they are
often related to equipment utilization,
production control, and an on -going
operation as opposed primarily to manpower management in systems development. It is argued by some EDP
managers that their centers are service
bureaus which in effect are attached to
the company for convenience only. The
data processing area has a long -term,
direct - service commitment to its users
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while systems development has only a
temporarily, direct user relationship.
Pricing: Pro and Con
The pricing system can have a beneficial impact on the systems area. Support
usually centers on several of the following points:
1. The need for user involvement cannot be overemphasized since these
people must function with the system. By charges directly to their
budgets their interest and support
may be easier to obtain and maintain.
2. Allocation of computer resources
throughout the firm might be aided
if each user has to have the support
of his superiors before the systems
and data processing charges are incurred for his benefit.
3. As part of internal control, the
matching of men and machine hours
to a budget and a billing report can
help control performance in areas
which have very often had tendencies
to be over budget and off schedule.
4. The billing system can also provide
a means of justifying the substantial
increases in personnel and dollars. If
user areas are able to show the need
for additional services and are willing
to pay for these items, budgetary
approval for more men and equipment may be more easily obtained.
5. The pricing system forces the information services manager to provide
quality services which will generate
demand in other units of the firm at
the prices indicated.
Dependence on the transfer pricing
device can also have undesirable ramifications on systems development and
computer services.
1. In some cases managers of these
services have failed to meet the
responsi bility of alloca ting the
scarce resources which are assigned
to them and have used the charging
mechanism as a poor substitute.
2. The user departments may use a
narrow outlook when examining their
data handling problems and fail to
see the company -wide view of the
value of information.
3. The pricing system may force those
areas in greatest need and least able
to buy the services to forego the
services and use less desirable alternatives.
4. Certain needed specialized services

and needed capacity to meet peak
demands may not be available due to
the high rate of the full cost transfer
price compared to external suppliers.
The implied preciseness of the cost
figures gives rise to the desire for
precise benefit measures for return
on investment analysis. (Unfortunately, cost -benefit analysis is as yet
a poorly defined art in systems work
mainly because of the importance of
intangible benefits.)
The problems of cost assignment and
allocation may be so severe that the
worth of the billing system may be
impaired by arbitrary allocations, may
be made meaningless because of the
noncontrollability of costs, or may be
too expensive to justify its existence.
Management Involvement
The recent McKinsey study, and
other responsible experts in the computer -based systems area claim that
"management involvement" is a major
key to successful experiences with computers. First, there must be a concern
with obtaining executive -level interest in
data processing and computerization of
business decisions. Second, there must
be concern with the functional manager's
role in new systems design and development; and third is his interest in the
day -to -day usage of computer services
that include many or all of the reports a
given operating manager will use. Most
of the popular concern, however, is with
executive involvement problem.
The crucial question then is, "Can a
charging system for computer -based services contribute to a higher level of
management interest —more involvement?" At the executive level the concern about information handling is with
policy development, planning, and program approval. As a result one of two
routes may be selected. One route is the
budget or project approval approach in
which project approval might follow a
path similar to capital expenditure requests, and budget requests are approved
by the responsible line manager. The
other route is the "super committee"
approach which brings together the head
functional or divisional managers for a
specific look at the computer systems
problems. Both approaches contain a
financial orientation and are concerned
with dollarized commitments and with
evaluating alternative uses of oversubscribed systems resources.
Two of the basic premises of the
'U nl ocking the Compu tees Profit Potential, McKinsey & Company, Inc. Ne w York, 1988.
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approval sequence are that management
control will be exercised over the actual
expenditures and that evaluations of the
benefits of the investments are made as
part of post- completion audits. Because
the tasks are unique and vary widely,
responsibility for control is split between
the "user" manager and the "provider"
systems manager; and the tasks to be
done are rarely precisely known before
work actually begins. If the user management is allowed by his approval authority
to commit systems resources, then it
seems that a necessary following step is
to charge project costs to the project
budget under his responsibility. Not only
will this reporting system allow him to
keep a close control over the service he
is purchasing, but he will have a definite
interest in the impact these expenses
have on the performance of his profit or
cost center. In addition, feedback data
for responsibility purposes are needed to
avoid the possibility of allowing the
approval act to be an academic exercise.
If a "super committee" exists and
acts as the allocating device rather than
merely in a policy or advisory role, the
need for a charge to the approving
executive is diminished somewhat. This
is true because the interest or support
sought comes from the committee, and
a responsibility reporting relationship
exists between the systems manager and
the committee which represents top
management.
The success of the super committee
hinges on several factors including the
use of the committee concept elsewhere
in the firm. Also, as the security or
confidence level of the systems manager
goes up, the less he needs the stabilizing
influence of the committee. The committee must be a peer grouping, and its
participants must feel they can influence
the decisions made. A variance in any of
these could lessen the effectiveness of
the committee as a systems planning
too].
In several cases studied, both high level systems and computer management
committees and charging systems were
found. The intents were the same in
either case —to emphasize responsibility
for completer- related costs and to involve
the user in the systems development and
operating decisions. It is of interest that
some choose the super committee, others
the individual manager approval and
charge approach, and still others felt the
need for both devices.
There is one very practical aspect that
has caused some systems managers to
institute a charging system. This most
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frequently arises in the request for
budgeted additions of personnel or hardware. For example, in one company with
two budgetary units in systems development, one unit had a charging system
and the other did not. Both requested
large personnel increases. Because the
department with the charging system
showed little net increase in its budget,
its manager received hiring authorizations while the other department did
not. It is true that this is a figure juggling
device, but the message is clear. If an
operating department is willing to pay
for the services from its budget, the
request will be approved.
Executive -level management may have
a direct hand in determining whether a
charging system is used or not. For
instance, it may choose to encourage
more widespread use of computerized
systems and may, therefore, not charge
for these services. However, more commonly today the situation is the reverse.
Executive -level management after looking at the cost trends in business automation may suggest the pay -as- you -use
system as a wav of halting a spiraling
expense item.

Functional Administration
The information systems function has
been described as a managerial trouble
spot in many firms.2 One of the problems deals with managing the housekeeping chores within the systems and
computer departments. It would be
interesting to know whether charging
systems help solve these problems and
lend some stability to a chaotic environment. Although the charging system is
no instant cure nor is it a solution by
itself, it can, when combined with other
management skills, contribute to improved systems planning and control.
Among the contributions attributed to
the charging system by systems managers are:
1. The formalization of work requests
and approvals
2. The creation of an internal reporting
system which develops a value of
time concept, an awareness of budgetary controls, and an internal discipline
3. The development of a service
approach to the customer, the systems user, by the systems and computer personnel
4. The indication of work loads which
must be given in request for personnel and in financial budgets
'Tom Alexander, "Computers Can't Solve Everything," Fortune, October 1969.

The elimination of charges of favoritism made against this area by other
functional area managers.
By requiring the collection of control
data, a consciousness of control is
developed which will hopefully increase
department discipline but will not eliminate or stifle creativity which is a job
prerequisite for systems design. The
discipline desired is closely linked to the
customer service approach that the entire
systems and computer area must have.
Coordination of the objectives of the
information services area and those of
the operating areas is crucial. The charging system is a constant reminder that
the users are the profit- making activities
and that information is worth only what
it can contribute to better decision
making. Willingness to make a dollarized
commitment to the user has a definite
influence on the service provider.

Systems Development Cost Control
The conflict between advocates and
critics of internal charges for computer related services is most vocal in the
systems development area. The contributions are sometimes overstated, and the
criticism is sometimes misdirected. The
charging system can make a significant
contribution to control if it is properly
handled.
The charging system can influence
productivity and control in several ways.
The degree of managerial support and
actual manpower received from the sponsoring organization may be upgraded if
that manager is being billed for the
development costs. Also his concern
over meeting deadlines and getting an
operational system installed may be a
major help in resolving conflicts between
what the user wants from the system
and what is economically possible. Many
systems directors demand a significant
manpower contribution by the user and
will not proceed unless he gets it. The
charge may cause the user manager to
be more willing to use his own people
to reduce his out -of- pocket cost and may
make the project run more efficiently
with people experienced in the operations
affected.
The user manager must do more of
his own cost - benefit analvsis and must
also be prepared to justify to his own
superiors the need for systems help.
Systems development proposals are similar to capital expenditure requests, and
many of the same techniques can be
used. However, since intangible benefits
are now the major contribution of new
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systems work, the applicability of return
on investment criteria is suspect and may
not be useful.
One of the serious problems in systems development management is the
common failure to meet deadlines and
budgets. Time records and project progress reports can all be used without a
charge system. However, the added
knowledge that customers are paying
for performance may promote more
concern over meeting project benchmarks and providing usable products.
The measurable benefit concept of getting the major problems solved with
reasonable effort and of foregoing the
remaining marginally small benefit which
would have a high cost can be applied
by showing the user the cost - benefit
relationships.
The charge can also make its impact
felt on the operational manager by
demonstrating the high cost of information handling and each manager's responsibility in using these expensive systems
in a profitable way. This also implies a
major user role for the operating manager
in the systems definition, design, and
output, because it is here that he determines his future data handling capabilities and costs.
Several criticisms should also be mentioned. The charge system will not
efficiently allocate systems development
dollars. The need for another priority
setting device is obvious. It is the rare
firm that is able to meet most of the
requests for systems services. In some
cases the charge will cause certain
managers who definitely need systems
help not to seek that help. The systems
manager should be aware of these problems, and top management should be
willing to take action to correct the
deficiency.
Also, although integration of information systems is still more of a concept
than a reality, the time will come when
systems will be cross - functional and
interdivisional. These will be corporate
systems, and to charge individual functional managers with development costs
may slow this trend and narrow the users
view of the application to his problems
and department. The corporate -wide
view of needs and benefits may be lost.
In several firms the only companywide system in operation or being developed was an employee information system. In no case did one department or
division assume the cost of this system's
development. The corporate systems unit
with user involvement from personnel,
payroll, employee benefits, and other
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interested areas did the work and
In all probability the accounting
sponsored the project as a critically
system used will be neither a full or
needed system with overall company
marginal costing approach and will
benefit. The cost was an uncharged
try to allocate large fixed costs
amount or was charged to the systems
(salaries and hardware costs) over
director's budget or to a specific corpomany variable activities (orders, emrate -level account.
ployees, etc.).
A very practical problem often arises
from the success of getting user involveFor data processing costs, the most
ment. If operating managers are used in concerned managers are the ones directly
the systems development work, the receiving and paying for service and the
sponsoring department manager will be ones trying to provide service and control
charged with systems personnel costs costs.3 In many cases the relationship
while his regular budget is not relieved between these two groups is not good.
of the personnel costs of his contribution The charge for computer center service,
to the project. Theoretically, he probably if used as a substitute for good comshould segregate these costs, but prac- munications, will fail in its mission. In
tically it is rarely done. In a production - fact, the physical appearance of the
sponsored project the systems depart- charge memo appeared to cause resentment costs are billed, but any accounting ment and disfavor in one organization
personnel called upon for help will not where user - provider contact was minimal.
ordinarily be charged. Actually, the
Several companies have developed
charge is only a partial cost and may be what might be called liaison men who
considered a nuisance.
might be on either the user or the data
Another problem frequently arises. center payroll. These men have many
What should be done with cost over- tasks, and one is budgeting and reporting
runs on projects? Many answers are computer costs for their user areas. In
possible, but one which makes much one such firm the user is encouraged to
sense requires the systems department to budget the core and computer run time
contract, in effect, with the user depart- which becomes the basis of his charge.
ment for work totaling a given dollar Whether involvement to this extent on
figure plus or minus a percentage var- a broad scale is possible or not, the need
iance, say ten percent. If actual costs are to have the user decide on his level of
more than the contracted figure, the use of the services available is important.
systems department must absorb the Only he can truly evaluate the informaexcess costs into its uncharged expense. tion needed for a given decision. It is
Not only do the user and the provider the user that must make a continuing
take more care in their estimates, but cost - benefit evaluation of the informathe systems department is penalized for tion he is receiving.
its own inefficiency.
The charge for service and the responsibility for the system obviously need to
Data Processing Cost Control
be at the same point vertically and
Many firms can attest to the fact that horizontally. The assignment of the cost
the use of data processing facilities will of operating a system should be used as
expand according to capacity provided part of a program to maintain and
unless evaluation controls are placed on improve every system in use. In an area
the users. The charging system's useful- as critical as information, the identificaness depends largely on the quality of tion of responsibility for a particular
the charging algorithm. A few points communications link is a major step in
should be kept in mind.
making the data user conscious of his
data needs and resources. It also forces
Understandability and ease in admin- the recognition that as part of every job
istration are prime factors in man- description the related data responsibility
agerial acceptance and use.
is included.
The charge system should be equiAlthough few companies would allow
table from a company -wide point of individual managers the choice of going
view and should provide consistent internally or externally for computer
charges for similar work.
service, the threat is there. It appears to
The charging procedure should be be a matter of managerial pride to
stable over a period of time to allow operate an in -house data center and to
for a valid basis of evaluating impleContinued on page 40
mented systems which were devel$James T. Wormely, "Ensuring the Profit Conoped under certain operating cost tribution of a Corporate Data Processing Department," Management Accounting, January 1967,
assumptions.
pp. 3 -11.
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So You Want a Small Computer!
KEEP THE PROGRAMS AS SIMPLE AND PRACTICAL AS POSSIBLE

By Donald M. Perry
In our dynamic, competitive society, the
time available to develop facts for management has lessened. Reaction to conditions must come quickly, yet the reaction must be with facts that are current, realistic, and decision oriented.
Expanded responsibilities and reduced turn - around time have made the
small -scale computer a likely tool for
management. Developed and used properly, it can be a tremendous asset in
satisfying management demands on the
accounting system. However, the reverse
is also true. If not properly used, it can
be expensive, inefficient, cumbersome
and a complete liability to management.
The secret of success is simply planning
and implementation. Discussed below
are some of the matters that must be
considered in the building of a small scale computer system.
Planning
The first thing that must be done is to
establish need. Computerization for the
sake of computerization is ridiculous,
though at times it is done. Although
there is a certain amount of prestige related to having your own computer, it
is expensive prestige. An objective analysis of your company's requirements
for management information is a must.
PRESENT SYSTEM REVIEW

A critical review of the present accounting system can be a starter. An
itemization of the internal deficiencies
from a purely accounting viewpoint can
be a basis for establishing need. Some
areas to pin -point for deficiencies are:
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Accounts receivable — billing and collection cycles, accounts payable— vouching
and payment cycles, and cash flow deficiencies. Other areas where deficiencies
may be found are (1) inventories in
terms of turnover rates, control of inventory assets, availability of raw material for production requirements and
location of inventories and (2) fixed assets in terms of depreciation /valuation
practices, disposal and salvage methods,
locations of fixed assets, asset transfer
methods and new capital procedures.
This portion of the study is related to
the internal mechanics of the current
accounting system. Within the study,
reliability, volume of transactions, time
requirements, data retrieval capabilities,
and audit control weaknesses must be
defined. Externally, the same critical
review should be made. Other management segments may have objections to
the present system, or additional re-

quirements and specific suggestions on
improvement. You may find that you
have an excellent accounting control
system that can meet the most detailed
audit with distinction, yet fails miserably in supplying usable data to management.
DEFINE SCOPE OF SYSTEM

The documentary results of your
studies will become the basis for an
overall system design (assuming sufficient need exists). It should be an effort of several management segments
to help satisfy total management needs.
The design should consider the objectives of the system, the generalized flow
chart and a volume table which includes the following:
1.
2.
3.
4.
5.

Type of transactions
Volume by transaction types
Type of permanent files
Content of permanent files
Retention criteria of transactions
and files

Other considerations are time requirements—by application (daily,
weekly, etc.), report designs — tentative
and input requirements. The input requirements would be concerned with:
DONALD M. PERRY
Pensacola Chapter 1966, is Controller,
Tenneco Chemicals, Inc., Newport
Div., Pensacola, Fla. Mr. Perry, a
graduate of the University of Georgia
with a B.B.A. degree in Accounting,
was formerly owner of Data Processing Service Center in Atlanta, Ga.

1.
2.
3.
4.

Origin of source input
Location(s)
Definition of input
Coding requirements

MANAGEMENT REVIEW

A formal presentation of the proposed design to the management staff
is desirable for several reasons. First,
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early participation by all management
can help insure later support during
implementation of the system. Secondly, a critical review by all members
of the staff will reveal pertinent requirements that were overlooked or bring
to light loopholes in the system design.
After the review, the systems scope
must be revised to reflect any practical
changes developed from the presentation.
ECONOMIC JUSTIFICATION

Equipment costs will
obviously be a major part of the expense. Normally the tentative system
should be offered to at least two manufacturers for their studv and recommendation as to equipment. Within
each manufacturer's recommendations,
you may find additional systems avenues that have not been developed in
the original design. If you are a Division of a corporate entity, you should
be able to receive corporate assistance
in reviewing the system requirements
and judging the incoming computer
proposals. Normally, the corporate computer facility will be interested from
a compatibility standpoint so that your
system can fit into the total plan of
the Corporation.
H A R D W A R E C O S TS .

7. Depreciation —new building requirements
8. Personnel training expense — schools
C O S TS
AF TER
IMP LEMENTATION.
The
hardware /software costs plus your detailed estimate of continuing costs after
start -up must be compiled. As in
start -up costs, this is a management
function and must be a thorough itemization. Normallv, the costs projected
should cover the life of the planned
system and be itemized by month on
an incremental basis. Again, a partial
list of costs is presented:

1. Peripheral equipment rental
2. Computer rental
3. Personnel salaries and overtime
4. Employee benefits
5. Travel expenses
6. Printing costs
7. Sales taxes — equipment, forms, purchases
8. Svstems /software expenditures
9. Depreciation
10. Clerical costs —other departments
11. Cost drop outs —new system

come your budget of time, and with
proper attention during implementation, will "r ed flag" t rouble early
enough to correct. The manufacturer's
assistance will be required in many
cases, since his delivery estimates have
a direct bearing on your timing.
Implementation of Accepted Plan
You should have an accepted systems
plan and a realistic time program to
follow. If you have done a thorough
job in developing the road map for
implementation, the rest will be related
to "people" and "follow up."
PERSONNEL

The real success will be in the selection of the right personnel for the systems and operations segments of the
small scale computer. The importance
of good personnel is more significant
in a small scale operation which will
have a reasonably small staff than in a
large scale computer operation. There is
simply no room for sub -par performance, for there will be no extra people
to carry below average, or even average,
performers. Select each person carefully,
from card punch operator to systems
engineer.
Consideration should be given to
training staff personnel rather than recruiting from outside your company.
There are several valid reasons for this
approach:

P R O F I T A N D L O S S — S YS TE M . Here the
"chips" are really added. You already
have support by management of the system concept, and need a favorable pay
S O F T W A R E A N D S Y S T E M S S U P P O R T C O S TS .
A definitive estimate of expected costs out. The economic pay out may into you must be a part of the manufac- dicate direct tangible savings based on
turer's computer proposal. This is par- eliminated costs versus start up and
ticularly significant today since some continuing costs. The closer to break manufacturers now charge for the serv- even or better, the more advantageous
ices outside of the basic computer the system will be; for the indirect 1. Your employee is knowledgeable of
current operations.
rental. Again, corporate guidance and benefits will normally be the real profit
2.
He has loyalty to the company
in
the
system.
assistance can be beneficial in judging
based on his tenure.
The
net
cost
savings
may
not
equal
the merits of the proposals.
expenditure. It is possible the system 3. It opens promotional possibilities
to the prospect.
design may have to be trimmed in
S TA R T - UP C O S TS . A detailed itemization
4.
His
current weaknesses are known
of expected costs before implementa- light of economics, or alternate equipfacts.
tion is vital to developing economic ment configuration may be required
justification. Though these costs are di- to improve the economic analvsis. The 5. Programming techniques are simpler today than in the past.
rectly related to hardware/ software pro- results of anv revision should be judged
posals, the bulk of the itemization has as to the affect on success of the sys- 6. Recruitment outside the firm is
highly competitive.
tem. If the changes improve short term
to be a management function.
Here are a few start -up costs that pay -out but seriously impair the probability of success, the alterations should
The search should not be reserved
might be in the itemization:
not be made. Either the plan should to the accounting staff. Personnel in
1. Depreciation —card files, furniture, be aborted or presented to management engineering, production scheduling or
as a project with higher costs.
disk cartridges, etc.
research can quite possibly fit into the
2. Printing costs — output forms for
particular slot. Heavy reliance can be
DEVELOP TIME SCHEDULE
given to manufacturer's aptitude testcomputer
The entire plan should be stated in ing which is specifically geared to the
3. Labor costs related to master file
working man days from point of man- completer field. One trait to look for
conversion
4. Personnel additions
agement approval. The time sohedule in a systems/ programmer is an ability
5. Travel expenses— training, systems can be computerized or stated manu- to communicate orally and in writing.
ally for each major activity required He will be working in foreign environdesign
6. Costs related to paralleling new sys- in the implementation. If the program ments —one day in marketing, the next
tem and old
is approved, the time schedule will be- day in purchasing.
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In the operational phases, accounting clerical personnel accustomed to
routine can be trained reasonbly well.
For example, an accounting clerk using
a touch adding machine most of the
day can fit into the new system as a
card punch operator and a general
ledger bookkeeper accustomed to control may be an excellent control clerk
in the computer system.
EDUCATION

system so that the sub - systems or pieces
fit into a total plan. For example, the
hourly payroll sub - system should satisfy
normal salary and tax requirements, accounts payable the disbursement procedures, and both be so organized to
input into the general ledger system.
P R O G R A M D E F I N I T I O N S . Wi t h i n t h e
scope of program definitions, these criteria should be specified for each program.

Operational personnel should have a
specific educational plan based on the 1. Brief narrative of program functions
demanded by the system
hardware, software, and the systems
2.
Card
input- output specifications
plan. Use of the selected manufacturer's
educational facilities is the better ap- 3. Master file input - output specifications
proach since the education can be
geared to the firm's specific needs as 4. Report format designs
it relates to the computer system on 5. Definition of programmed halts required in program
order.
Staff management may be knowl- 6. Statement of mathematical functions required
edgeable in the functions of a small
scale computer. If that is not the case, 7. Sequence of input /output files
a comprehensive educational program 8. File retention criteria
should be introduced. The technical 9. Record blocking requirements
aspects of the education are valuable
but not as important as the conceptual PROGRAMM IN G. A detailed block diaeducation. General knowledge of the gram of each program should be made,
functional uses of the equipment, limi- outlining the specific program steps
tations and advantages of the computer, that are to be accomplished. A concise
and regimentation of input /output are block diagram is valuable documentation for debugging the program and
more vital.
Group meetings on site can usually later file maintenance. Coding, combe arranged for management through piling, diagnostic corrections, recomthe selected manufacturer. A continu- piling and testing can be stated siming education program is also profitable. ply but at times is time consuming.
As the system progresses by segment Poor program definition and incomor application, regular informational plete block diagrams can, of course, conmeetings should be held upgrading the tribute to excessive time used in prostaff on the current status of the sys- gramming.
Programming should be done by subtem.
system so that each segment can be
TECHNICAL MATTERS
paralleled and converted before the
SYSTEMS CHARTS. Detailed flow charttotal system is completed.
ing of the system must be completed.
This should literally be a road map CLERICAL FUNCTIONS. With the small
of the entire plan, including all sub -sys- scale system, clerical procedures will betems branching in and out of the main come obsolete, changed or eliminated.
flow. The charts must depict the de- Procedure revision and retraining of
sired sequential process, systems logic, clerical personnel is extremely impordecision points, input - output definition, tant to the success of the plan. Clerical
file organization, and branching rou- personnel must understand thoroughly
tines. A point to remember: Build the their new duties since they will nor-
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mally control source input and utilize
output data generated from the computer.

Pitfalls and Problems
To avoid pitfalls and problems, stay
on schedule and monitor programs
regularly with the projected schedule
so you can react to problems early and
make adjustments in the program. Do
not let the system fail because of poor
input. Certain regimentation of input
is a necessity for a system to be successful. It must be orderly and controlled.
Make sure your systems and operations procedures are specific and complete. Don't skip the process of documentation; if you do, you will severely
imnair the continuing system.
Demand factual proposals from the
manufacturer in planning and direct
systems support during implementation. Keep in mind the representative
has a selfish motive —to sell. Be sure
his recommendations are practical and
proposed hardware /software systems
costs are realistically stated. If necessary, have a third party evaluate the
proposal. You must trust the manufacturer, but trust him "with a grain
of salt."
Necessity for audit trails and internal
controls are more important than in a
manual system. Ideally, the manpower
requirements should include a control
section reporting to other than the EDP
manager who will validate input and
output for computer operations. No
corrections or adjustments should be
made without express authority of
someone outside the computer operation.
Conclusion
Don't oversell the capabilities of the
system. Keep the programs as simple
as possible and as practical as possible.
In your zeal to gain acceptance, be careful not to overstate your case; remember the computer you select will have
practical limitations.
GOOD LUCK!
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INTRODUCING
THE FIRST
MEDIUM - PRICED
ELECTRONIC
ACCOUNTING MACHINE
WITHAMEMORY
CAPACITY OF 2000 TOTALS...

6 i d

The Li tton EBS / 1241 is th e mos t advanced
me di um - p ri ce d e le ct roni c a ccou nt in g ma ch i n e on t h e ma r k e t t od a y. It ca n gi ve you
complete in -house data processing —with
man y of t he ca pab il iti es forme rly a vai lab le
on l y on comp ut e rs cos ti n g much more .
Compa re th ese featu res:
The Litton EBS /1241 can use its capacity of
2000 totals after all programming for i n ternal stor age of client data. It can accumulate internally the totals necessary for
comple te cl ient financial s tateme nts, which
ar e th e n pr i n t ed a u toma ti ca l ly i n a s i ngl e ,
unat tended operat i on— neat l y and accurately.
The Litton EBS /1241 can sort input data inte r na l i y i n a n y or d er you sp e cify an d fr om
this in format ion prod uce a n y nu mb e r of
separate reports. Each report is complete in
detail and in whatever sequence you require.
For th e a ccou nt a nt , th i s fe at u re offe rs d is ti nct a dvan ta ges e s pe ci al l y in th e pr e pa ra ti on of de t ai l ed ge n er al le d ge r s a nd fi n an c i a l s t a t e m e n t s f o r y o u r c l i e n t s . Al s o i t

forms handling flexibility to handle the most
compl ex accou nt in g fun cti on s.
Th e Lit t on E BS /1 2 0 0 s e r i es a l so i n cl u d e s

the EBS /1210, the EBS /1230 and the EBS/
1231. These machines offer many more features than competitive machines, too. In
fa ct , of th e a ccoun ta nt s who ch eck i nt o
Burroughs, NCR, Friden and Litton ABS,
more and more buy Litton.
So before you or your clients buy any computer, look into the Litton EBS /1200 series.

We think you'll be glad you did.
Call Joe Morrison at 201- 935 -2200, or your
local Litton ABS office, or send the coupon
today.

LITTON ABS [E

1_ a u t o m a t e d
Litton ABS
P.O. Box 228

Dept. AGY -13
R u t h e rf o rd , N e w J e r se y 0 7 0 7 0
Pl e a s e s e n d m e i n f o r m a t i o n o n t h e n e w Li t t on

Name

tion an d pr es or ti ng of pu nche d ca rd s.

The Litton EBS/ 1241 has a stationary printer
with split platen, cont in uous for ms feed,
and front ledger chute —which gives you the

I

EBS /1241.

eliminates costly clerical effort and expense
of extra equipment needed for the preparaThe Lit ton E BS /1 24 1 can p ri nt at 3 5 cha racters per second —the fastest in its class —
for ma xi mum th rough pu t p er dolla r.
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Error Control in EDP Systems
ERROR DETECTION AND CONTROL SHOULD BE A PART OF ANY EDP SYSTEM
By Norman D. Peterson
This article is concerned with methods
of machine detection and correction of
errors in data attributable to both human and machine sources. The data
that is naturally of greatest concern is
that which is submitted to the system
for the first time. The initial submission of data may occur as current transactions, or as files inherited from a
previous, perhaps less disciplined system.
Error Handling Procedures
Error handling procedures in electronic data processing (EDP) systems
may be introduced by considering the
steps of the typical system, illustrated
in Exhibit 1. Data preparation consists
of creating source documents, and converting them to machine - readable form
by keypunch, portapunch, mark - sensing,
optical character reading or other means.
In keypunching, the cards are usually
subjected to key- verification where the
punched cards are passed through a
second machine while an operator goes
through the same motions as in the
original punching.
Next, or after an intervening sort,
the cards are read into the computer
or a traditional card tabulating machine.
In this phase the data is subjected to
error tests, at whatever level of sophistication the equipment may permit, and
a printed output is produced for review.
This output may be limited to detected
errors or it may be a proof list of the
complete input. The latter is visually
proofread against the original source
documents.
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Thi s art icl e i s adapte d from a t alk give n at NAA's
Portl and Chapte r in Fe bruary 1969.

After rejecting disallowed data, the
remaining data is passed forward to
successive phases of computer processing. Subsequent errors may be detected
either by machine processing or by
visual detection. Maximum use should
be made of machine detection, because
of the computer's speed and superior
reliability. Obviously the machine is not
subject to fatigue or lapses in memory.
Error Criteria
Error criteria are of two types, data
element validity and file validity.
DATA ELEMENT VALIDITY

The first requirement imposed on recorded data is that
SELF - CONSISTENCY.

is a Systems Analyst with the Bonneville Power Administration. He teaches
part -time at the University of Portland
and has had a number of articles published. Mr. Peterson received his Master s degree from Washington State
University, Pullman, Wash.

it be self- consistent. Among the tests
programmed to assure the satisfaction
of this requirement, would be a test
for blank entries. Where these are not
allowed, blank entries should be detected and called to the attention of
persons responsible for the submission
of data. Likewise a test for zero values
may be needed, especially when they
are to be used in performing extensions
or as divisors in the computation of
unit prices, percentages or operating
ratios. Negative quantities also may not
be realistic, as with balance -on -hand
figures in an inventory application and
a test may be needed to detect this condition. If certain fields are known to
consist of only numeric or only alphabetic information, a simple test will reveal errors of this type.
A procedure for introducing a simple
but effective consistencv test is to include a check digit as part of the code
structure of certain data elements, thus
yielding self - checking numbers. The purpose of this technique is to detect substitutions and transpositions by requiring the computer to recalculate the
check digit each time such data is read
and used.
PROBABILITY LINfITS. A technique that
can be applied to many data elements
is to establish limiting magnitudes bevond which the data will be reported
for review. Thus, in an employee file,
ages less than 12 years or more than
75 are probably errors. Note that broadening the limits will reduce the number
of false alarms but will catch a smaller
number of true errors.
MANAGEMENT ACCOUNTING /NOVEMBER 1970

AUTHORITY LISTS and INT ERNAL T ABLE S.
Another control device is to set -up an
exhaustive table of all allowable codes
for certain data elements. Tables of this
kind are then kept up -to -date within
computer memory, and individual codes
are checked against them.

Exhibit 1
TYPICAL SYSTEM FOR
DATA PROCESSING

CONTEXTUAL CONSISTENCY. Often error
detection can be strengthened by considering data fields, not only singly, but
also in combinations. Sometimes the
acceptable values for one field will depend upon the values of one or more
fields.

FILE VALIDITY
COMPU TE R SET -UP. Error control should
include proper data - submission and
operator procedures. It is also important
to keep human intervention to a minimum and where possible to use control
totals.
In the typical processing run, a number of options are built into the programs. These may offer choices between
weekly, quarterly, and year -end processing, or between white - collar and blue collar payroll. Sometimes the selection
of desired option is made by the operator by the use of switches or keyboard.
A better procedure is to use control
cards which are prepared in advance
by clerical personnel. Still better, when
it is possible, is to program the machine
to infer the options from the characteristics of the data submitted. In
any event, the computer should print
out hard -copy documentation of the
choices made, so there need be no
doubt afterward.
Batch control totals should be submitted to the data processing installation along with the source documents
that are to be converted to machine
readable form. Submission may be done
by adding- machine tape or on transmittal forms, themselves designed for
easy conversion. The control totals
should at least include record counts,
but might well include totals of all
numeric entries.
These control figures are then input
with the data, aggregated as appropriate
and passed from run to run by internal
end-of -file labels. Once the data has
been read into the computer for the
first time, control totals for alphabetic
data may also be established by first
converting individual letters to numeric
equivalents according to some reasonable convention.
Between successive phases, record
counts and other control figures are veriMANAGEMENT ACCOUNTING/ NOVEMBER 1970

FI LE MAIN TENANCE. Whenever a transaction file is processed against another
file to up -date the latter, the two input
files should be compared against each
other for logical discrepancies.' If no
matching occurs when a transaction is
intended to modify or delete an existing record, this should be reported as
an error. If a transaction is intended to
institute a new record, a record already present with the identifying code
likewise indicates an error.
In modifying an existing record, a
transaction can carry either a replacement value or a value to be added to
the record. For numeric data, the latter
practice is generally preferred since this
will allow transactions over a period
of time to be summarized arithmetically
and reported for verification against old
and new values.
A further precaution sometimes used
for file up- dating is to require each
transaction to contain a special code
or password that assures that the person submitting data has the authority
to make the kind of change specified.

FILE RETENTION. TO give protection

against loss or damage of files, each updated file is generally retained until its
second or third successor is generated.
By such retention, it will be possible
to recreate a lost file.
Reasonable retention periods should
be established for source documents, not
only to allow the recreation of transactions but also to facilitate any investigation that may be necessitated when
errors are encountered.
Response to Error Conditions
fied by machine comparison, thus eliminating risks of human error. If discrepancies occur, the process is terminated to allow investigation, and, most
likely, re- running. In any event, clearly
labeled control figures and messages are
printed out at the end of each phase.
In sequential processing, it is desired that each file be in
sort according to certain specified fields
or sort keys. The verification of this
sequence each time a record is read is
perhaps the "universal test" in data
processing, in that it can, and perhaps
should be, included in every run. "Step
downs" will detect unsuccessful sorts
or perhaps incorrectly identified files.
Further, sequence tests can detect missing records if these are to be numbered
consecutively or duplicate records if
these are disallowed.
SEQUENCE CHECKS.

Sequence and control -total errors require that processing be aborted. But
for other errors, it is generally preferred
that processing continue without interruptions, and that offending transactions
be noted and suspended until the next
processing cycle. However, before logging out such a transaction, the program
should process it through all remaining
error tests. The same record should not
have to be rejected again when resubmitted with corrections.
As an alternative, the errors can be
counted and processing aborted when
the count exceeds some predetermined
level. This level may be made dependent
on elapsed time. Especially as the end
of a run is approached and most of the
time has already been invested.
" ' A Standard Pattern for Sequential File Maintenance," Computer Group Repository, Item NR -69139, Institute of Electrical h Electronics Engineers.
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As other alternatives, the system can
accept transactions with known errors
(when they will not have any serious
effect,) or cause the computer to make
corrections on a "best guess" basis. In
any event, known and suspected errors
should be printed out and routed to
the responsible persons with adequate
identification of the nature of the error
in each instance as well as full particulars as to machine -made corrections so
that they can be over -ridden if desired.
The errors might be reported in the
order of occurrence, or perhaps grouped
according to type.
Highly important, but often neglected, is the fact that every kind of
error should be capable of direct correction by the user himself. This means
that the user should not be dependent
upon any programmer or computer specialist even when errors of an exotic
nature are encountered. To this end,
machine - generated lists of erroneous
transactions must include adequate descriptions of the errors, and comprehensive adjustment documents and procedures must be programmed into the
system.

However, it can be debated whether
the primary sort of transactions should
occur before or after the validation pass.
Sorting prior to this pass will facilitate
the detection of missing data where
multiple records have been created for
the same transaction. However, in machine generating transcripts of the input, comparison with original batches is
easier if the original sequence is retained.
In designing a validation pass, it will
often be possible also to include edit
features, such as changes in format and
machine insertion of codes. The latter
may be necessary for sorting or for other
processing requirements where it is not
practical or necessary to require their
inclusion in the submitted data.

The Transaction Validation Pass

1. Documentation is provided from
which anv transaction can be reconstructed and its processing continued, should that transaction be
misplaced or destroyed at some
point in the procedure.
2. A method is provided for tracing
transactions from original source
document to printed output, from
final output back to the original
source, and through any intermediate stages of the procedure.

It is the judgment of many data processing specialists that as many data
validation functions as possible should
be consolidated into one program. Two
advantages of such a practice come immediately to mind: First, changes in
the design of the system are made more
easily since the complex logic typical of
error detection is limited to one program where the inter - relationships are
more apparent. Second, by placing this
program as early as possible in the
series of programs, errors can be detected before their effects become more
diffuse and more difficult to correct.
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The Audit Trail
An audit trail is generally provided by
assigning a consecutive identification
number to each document at its point
of origin, and cross - referencing related
records by this means. The utility of an
audit trail in researching and correcting
both visually- detected and machine -detected errors is as follows:

Acceptance Testing
The proof of any data system lies in
its use. For this reason, no system

should be installed without a comprehensive acceptance test.2
Too often, acceptance tests are
limited to so- called normal data. The
test would be more significant if a full
range of errors and exceptions were deliberately introduced into the system to
verify the manner in which they are
detected and handled. Test data should
be designed to include as wide a variety
of combinations as possible.
Because data processing involves a
man - machine system and the human
element must be included in the operational test, the effectiveness of written
procedures, forms design, computer output, and user training must be verified.
In particular, the ability of user personnel to submit correction transactions
successfully, and verify their execution,
must be confirmed by actual use of the
computer and appropriate user and
operator procedures.
Conclusion
Design of effective error controls in
an EDP system is an exacting assignment, but must not be neglected if
serious operational troubles are to be
avoided. It is also suggested that the
users of any EDP system participate actively in the design of the system and
the controls associated with it. In addition, it should be remembered that an
EDP system is in reality a man - machine
system, and should be designed as such.
The user should be given the means of
making corrections to machine - readable
files without dependence on computer
specialists for ad hoc changes. Both
machine elements and human elements
should be evaluated by a realistic acceptance test.
" ' A Guide to Acceptance Testing of Computer
Soft ware." Business and Economic Dimensions,
June 1970, pp. 5 -11, [Universi ty of Fl orida].
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The Problem with
Hospital Accounting
THE MEDICAL ACCOUNTANT HAS STANDARD COSTS FOR
MEDICINES, BANDAGES AND SURGICAL PROCEDURES
By Jack R. Toussaint
The fact that problems exist in hospital
accounting is not recognized or appreciated until the high cost of medical
care becomes painfully evident. Control of such costs are possible through
astute financial management, but the
health care industry is problemed by
accounting methods and traditions peculiar to itself.
The Problem of Fund Accounting
The accounting principle upon which
most municipalities, hospitals and other
public works operate is based on the
concept of fund accountability. The
complexities of fund accounting are not
great, but its application does contribute added sensitiveness to the booking entry.. Instead of having one trial
balance, several trial balances are necessary, one for each fund as shown in
Exhibit 1. Instead of making one simple two line journal entry to record
depreciation, two additional line entries
are necessary to maintain fund balances.
An example of this is shown below:
Single Trial Balance Concept
Depr. Exp.
$12,500
Res. for Depr.
$12,500
Separate Funds Trial Balance Concept
Depreciation Exp.
$12,500
Due from Gen. Fund $12,500
Res. for depr.
$12,500
Due to Plant Fund
$12,500
MANAGEMENT ACCOUNTING/ NOVEMBER 1970

To overlook the "Due to" and "Due
from" line entries will upset the balance of each fund involved. Frequently
much time is lost in determining where
the funds failed to balance. Some hospitals let their computer edit their accounting entries to isolate errors in fund
balancing as omission problems occur.
The general fund which is controlled
by the Administrator is used to operate
the hospital. It uses the fixed assets
furnished by the plant fund which is
controlled by the hospital's Board.
Monies restrictively donated are placed
in specific purpose funds and are controlled by the hospital's Board, for compliance with the donors instruction.
It is the general fund, controlled by
the hospital's Administrator, which
produces the patient's hospital bill. It

JACK R. TOUSSAINT
is Director of Finance at St. Francis
Hospital, Tulsa, Okla. Mr. Toussaint,
a CPA, graduated from the University
of Houston, Houston, Texas, with a
B.S. degree in Business Administration.

contains detailed departmental expenditures and revenue and also includes
depreciation expense (rental of equipment from the plant fund) . Although
fund accounting by itself is bothersome, the real problems of hospital accounting eminate from the interactions
of the accounts existing within the
general fund.
The Problem of Cost Accounting
Job costs systems too often are related only to manufacturing plants or
service contractors. The heart of the
hospital's accounting effort and the
measure of its effectiveness depends
upon the reliability of its costing system. It is through this media that hospital charges are developed. The legitimacy of the hospital bill rests heavily
upon this effort.
Those persons unfamiliar with hospital operations may not be aware of the
scope of general services necessary to
adequately provide an atmosphere for
good health care. For example, hospitals
are frequently referred to as miniature
cities, largely self sustaining. In addition to providing health care, hospitals
are in the business of:
Building operations, cleaning and
maintenance
Laundry cleaners
Sewing and mending
Dietary consultation and food services
Cafeteria and coffee shop operations
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Exhibit 1
HEALTH CARE HOSPITAL TRIAL BALANCE
Ye a r E n d e d J u n e 3 0 , 1 9 6 9
Spe cif ic

COST ALLOCATION

Without discussing the merits of the
system, the theory of cost allocation
asserts that all patient care and general
service departments relate to each other
in greater or lesser degrees. In this process, a hierarchy of general service departments is established. In a lengthy
step -down schedule, each service department is then progressively allocated
into the next service department of
established importance until only those
departments directly concerned with
patient care and which develop income
are left. For those departments, the difference between the beginning direct
cost and the final total cost is the allocated burden (see Exhibit 2).
Each of the vertical columns is allocated to the column next to it by using
statistical relationships. The plant operation column usually is allocated on
the basis of square footage of floor
space; the laundry usually is allocated
on pounds of laundry processed; employee health and welfare column is
usually allocated on the basis of gross
salary, etc.
The objective is to attempt a definition of total direct and indirect costs
attributable to a specific patient care
activity. Once done, the specifics within
38
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each department may be messaged into
meaningful relationships, a necessary
process in developing the prices of materials and service ordered for the patient. It is here the problem associated
with cost accounting is joined.
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And the list may be continued. Each of
these activities must be costed directly
and, in some manner, allocated into
those activities which are directly involved with patient care.
It is plain that the cost accounting
principle used in hospitals should be
the same one used in manufacturing
plants or with service contractors. That
is, direct cost plus burden equals total
cost which, when divided by units of
production (units of service or other
critical measure) will achieve average
unit costs. However, although the principle is similar, the hospital's methodology of allocating burden is unique to
the health care industry.
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Grounds upkeep
Security operations
Credit and collection functions
Communications experts
Personnel management
Educational activity
Sophisticated computer involvement
Central purchasing activity and supply storage
Children day care center
Formal library activity
Public relations activity
Gift shops, beauty and barber shops

(
$

18 , 0 0 0 )
-0-

(

48,000)
$
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sorption may be realized. Exhibits 3
and 4 illustrate specific examples of
this technique.
ABILITY TO PAY

To deepen the problem, the ability
and willingness of the patient to pay
MEDICAL TERMS
the price of service must be considered.
Objectively, each department render- Young couples lacking insurance will
ing service in materials and labor must have trouble paying high labor and decharge enough to absorb its costs, char- livery charges. This will only increase
ity, bad debts, and earn funds which the bad debt accumulation, or tie -up
may be used to upgrade the physical working capital over long periods of
plant. To accomplish this, a thorough time. In some areas the charge most
understanding of the medical process likely to be paid must be considered
is absolutely necessary. The cost ac- rather than a cost base charge. Patients
countant must have an understanding needing emergency treatment often
of medical terminology; he must com- criticize the charge made for nursing
prehend the financial implication of the and physicians in this area. Overlooked
rate of delivery of liters of oxygen, of is the fact that immediate service is exminutes of exposure by cobalt radio- pected twenty -four hours each day. The
active materials, of the automation of hospital accountant must weigh these
laboratory procedure. He must have the matters carefully if losses from these
ability to relate time to cost in the necessary operations are to be minioperating room, and properly assemble mized. Losses eminating from any pathe cost of surgical packs or drugs and tient activity must be recaptured from
medicines. And, after accomplishing charges made in other patient care areas.
this, he must project the mix of pro- This added, costing element often
cedures and supplies most likely used produces distorted results, and partly
or needed over a period of time.
explains the need for the high prices
The pharmacy, for instance, will have of drugs, laboratory tests and surgical
several thousand drugs and medicines supplies.
on the shelf. Central service areas will
have several hundreds of packs, tray set- TECHNICAL COMPETENCE
ups, bandages and other surgical supBy now it must be obvious that techplies stored for ready use. The labora- nical competence is needed in structurtory will perform several hundreds of ing hospital charges. The process begins
tests, and the x -ray department will have by generally defining the cost perimeter
a charge for each type of joint or bone of each department, but this must be
which may be pictured in the patient's tempered by the ability of the patient
body. The cost accountant must price to pay his bill. The cost accountant
each procedure and each item used so must understand each process well
that the ultimate objective of cost ab- enough to cost its activity and under MANAGEMENT ACCOUNTING/ NOVEMBER 1970

Exhibit 2
HEALTH CARE HOSPITAL COST APPORTIONMENT
Year Ended June 30, 1969

Depreciation
Employee health

-

General expense
welfare

Laundry

&

Operation of plant

$100,000

$100, 000

125,000
15,000
35,000

5,000
500
15,000
500
2,000
5,000
7,500
1,000
12,500
10,000
500
1,000
38,000
1,500
$100,000

10, 000

linen service

20,000
80,000
35,000
25,000
45,000
55,000

Housekeeping
Food service
Operating rooms
Delivery rooms
X -ray
Labor atory
Inhalation T herapy
Physical T herapy
Patient rooms
Emergency Unit
T otal

Provision
for
depreciation

10, 000

15,000
300,000
30,000
$900,000

stand the mix of sales and services
emanating from each area. But the
problems of hospital accounting is further complicated by what I call professional communication.
The Problem of Professional
Communication
Once the hospital accountant has
established his pattern of charges, they
must be carefully maintained. Prices of
materials and drugs constantly change.
Methods of preparing and storing surgical supplies will alter the cost of assem-

Empl oyee
health and
welfare

General
expense

$130,000
650
20,525
650
2,700
6,850
10,250
1,350
17,100
13,500
650
1,350
52,375
2,050
$130,000

Operation
of
pl ant

Laundry
and linen
service

Housekeeping

Food
service

T ot al

Burden
rate

$16,150
575
225
400
650
975
650
875
1,450
650
950
8,000
750
$16,150

$71,000
$12,125

750
500
5,000
6,000
3,000
6,000
7,400
500
750
40,200
1,000
$71,100

500
1,000
750
250
250
100
8,625
650
$12,125

bly. Disposables may be used instead
of reusables. All of these create charging problems. But the greater problem
is the failure of the medical professional
to disclose new procedures. It is not
uncommon for the Inhalation Therapist
to begin treating patients in a different
manner, or for a new laboratory test
to be instituted, with the hospital accountant not being aware of the new
processes. Frequently, the accountant
stumbles on to such alterations and
additions after the hour is late.
To guard against lost revenues of

$25,600
1,000 $99,000
1,500
62,225
750
32,500
82,625
900
88,900
1,300
12, 400
100
200
19,350
19,100 99,000
565,300
750
36,700
$25,600 $99,000 $900,000
$

Trial
balance

78%
30%
61%
62%
24%

29%
88%
22%

this nature, the hospital accountant
must, above all, develop pleasant relationships with his professional partners.
Mutual trust and confidence must be
constantly maintained. If the professional believes the accountant has the
ability to help him, it is surprising the
avenues of communication which will
be opened.
The Problem of Accounting
Proficiency
Within this writing I have superficially discussed only a few of the prob-

Exhi bi t 3

Exhi bi t 4

SPEC IF IC ST U D Y R ELAT IN G T O SU R G ER Y SU IT E

SP EC IF IC S T U D Y R E LA T I N G T O IN H AL AT IO N T H ER AP Y

I tem:

Item:

Local anesthetic tray

Catheter set up

Direct Cost:

Equipment Used:

Supplies: 4 reusable needles
2 cc metal syringe
2 metal medicine cups
Tr ay

One humidi fier (bot tle)
One flowmeter (regulator)
Four f eet of 1/ 8" Lum en Bubbl e
tubing (reusable 5 times)
One catheter, nasal (single tube)
(use 1 each 24 hour period)

Central Service time needed to autoclave
and clean reusable needles and syringes

1.00

T otal Direct Cost

3.50

T ime Element:
10 minutes
10 minutes
5 minutes

assemble, set up, install
disassemble, clean, package
checking equipment while operating

-

1.00

-

1.00

Labor to assemble tray: 24 min @ $2.55

-

Anesthetic drug: Novacaine or cocaine

-

$ .50

4 times daily

&

Equi pment c ost/ pati ent
Labor, assemble
disassemble 20 minutes/patient
Direct operating supplies

$

Direct Cost:

T otal Direct Cost

,12
.92
1.00
2.04

T otal Cos t of T ray
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2.73

$6.23

Burden

24% (see Exhibit 2)
Total Cost of Set -Up
Based on Per Patient Average Use

.49

$

Burden - '78 %(see Exhibit 2)

-

Add:

Add:

2.53
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lems facing the hospital accountant. accounting ability. The regulations imPurposefully I have not developed the posed the necessity to accumulate staproblem of computerized accounting, tistics, to modernize the accounting
and the spectrum of controls necessi- record and to sharpen the costing eftated by departmental accountability. fort. Cost conscious administrators reAfter all is recorded, whether by hand evaluated personnel wage plans in an
or computer, the problem of fund bal- effort to attract good financial officers,
ancing, of competent cost accounting, but the results of this work varied
of professional communication still ex- widely. After four years of Medicare, it
ists. I have also purposefully avoided is an astonishing fact that many large
the subject of internal auditing, for this and small hospitals are still using their
activity will only verify that the major chief Accountant as their controller.
problems discussed in this paper do
It is even more alarming to learn
exist. There is one problem, however, that the top financial officer is not
that needs to be mentioned, and this only burdened with detail accounting,
could be the greatest problem of all. but much of his time is spread thinly
Are hospitals willing to acquire the into areas of credit and collections. In
professional competence needed to han- an effort to save expenses, hospitals have
unjustly and unwisely burdened their
dle this special brand of accounting?
With the advent of Medicare, most communities with an accounting comhospitals were forced to evaluate their petence that is spread too thinly to

exercise sound financial judgment. The
results are often chaotic, and are reflected in the hospital bill.
Conclusion
This becomes the greatest problem
with hospital accounting, an insufficient
number of competent accountants. The
horse and buggy approach of job fulfillmeiit throughout the spectrum of
accounting and financial responsibility
negates efforts to successfully control
hospital charges and maintain financial
efficiency. If the hospital industry is to
reach financial maturity, the problem
of upgrading its financial service must
be successfully overcome. Only then
will the patient receive hospital care at
its most efficient cost. Only then will
the community receive its "money's
worth" for hospital services rendered.

MANAGEMENT INFORMATION SYSTEMS: A CHARGE TO USERS AND COST CONTROL
Continued from page 28
have comparable or lower rates than an
external supplier. Some centers operate
on a less than full cost charge with the
center absorbing a minor percentage of
the total cost. Part of the reasoning here
is that the charge is for resources committed to a particular application. That
charge may or may not need to include
an overhead charge for managerial costs,
peak period capacity, and other non direct costs. The charge does allow the
user to investigate the reasonableness of
the cost of the services he purchased.
A few cautions should also be pointed
out. The assumption is that a manager
has responsibility for a given system. If
not alreadv done, systems responsibility
assignment may be extremely difficult
even with the present systems if the
development stage did not require this
identification. Also, the full cost
approach to charging has a serious risk
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as one special purpose data center
manager can report. His rates were high
because of the special services and
applications he performed —too high to
attract routine high volume applications
that had in -house alternatives. A volume
decline and rate increase sequence followed which finally ended in closing the
data center.
One major nagging concern should be
the continued usefulness of the billing
information. If the charges are allowed
to become a routine event with little
concern from the user or the data center,
the charging system will be an expensive
part of the accountant's employment
security program. If little communication
exists between the data center and the
users, the bill for services will not substitute as a communicator. The contribution the charging systems can make
in data processing cost control is a
function of its use by the people
served by the information services.

Conclusion
At some point in the future, when
the computers cease to be identified as
1st, 2nd, or 3rd generation and the
information systems area has arrived at
a reasonable state of stability, the need
for a charging mechanism may diminish
and become no more useful than it is
to anv other staff service. In fact, it is
probably true that the case made for it
here may be overstated; however, the
severity of the control problems in
information systems development and
operation would appear to justify strong
emphasis of managerial techniques which
would strengthen this function's handling of its responsibilities. The arguments presented here are intended to
reflect the wide range of potential
impacts a charging system could have
for the firm that carefully plans the use
of this procedure, and the advantages
and disadvantages of this approach.
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Professional Service Associations:
Assets and Liabilities
PRINCIPAL CONSIDERATIONS INVOLVE PARTNERSHIP VS. ASSOCIATION COMPARISONS
By Curtis H. O'Neal
It has been a long time since the primary difference of opinion arose between the Internal Revenue Service and
the taxpayer concerning professional
service associations. It was litigated in
U . S . v. Kintner,, a case heard in the
9th Circuit.
As a background, let us first go back
to 1935. In Morrissey Y . Commissioner,=
an organization was formed as a trust
under local law to sell lots and construct a golf course. The Internal Revenue Service was upheld in its argument
that the trust should be defined as an
association and taxed as a corporation.
The Supreme Court, in their opinion,
stressed that an association need only
resemble a corporation to be taxed as
a corporation, it need not be a corporation under state law. The Court pointed
out certain aspects of an association
that would make it resemble a corporation: (1) centralized management,
(2) continuity of life, (3) transferability of interest, and (4) limitation of
personal liability. As we will see later,
the Internal Revenue Service substantially adopted these characteristics in its
regulations concerning professional service associations.
In 1936, Pelton v. Commissioner 3
was reviewed by the 7th Circuit. In this
instance, a medical clinic formed as a

trust was held to be taxable as a corporation. This was so even though the
Illinois Supreme Court had previously
decided that under Illinois law the corporate practice of medicine was not permitted'
It should be noted that in both
Pelton and Morrissey, the groups were
contending that they should be taxed
as something other than as a corporation. In Kintner, the background facts
were that a group of doctors formed
an association by the name of Western
Montana Clinic. The doctors had formerly operated in partnership form under the same name. A major question
in this case was whether the pension
plan adopted by the association met the
requirements of the Internal Revenue
Code.5 The Court held that the asso-
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ciation was taxable as a corporation and
that the pension plan qualified under
the Code.
As an interesting sidelight, in Kintner
the Internal Revenue Service argued
that a corporation could not engage in
the practice of medicine, the same argument that the defeated taxpayer utilized in Pelton. The 9th Circuit defeated
this argument by stating that the character of the organization under local
law was not controlling in federal tax
law.
The outstanding difference between
the Western Montana Clinic and a
normal corporation was that the members were to remain responsible to third
parties for professional negligence or
misconduct. Thus, there was no limited
liability aspect of a corporation in this
association.
A decision was rendered by a district
court in Texas in 1959, Galt v. U. S.,e
that an individual doctor was entitled
to a refund of taxes paid that had been
assessed against him as a partner in a
partnership due to the fact that the
Southwest Clinic of Dallas should be
treated as a corporation. The Court
stated that "the act of a state can
neither raise nor lower the federal taxes
that may be due by the association by
whatever name it may be called under
the laws of the particular state."
♦People v. United Medical Service, 362 Ill., 442.

1

216 Fed. (2d) 418 (CA 9, 1954 )

7

296 U . S. 344 (1935 )

§ 401, IRC. All references are to the Internal Revenue Code of 1954.

8

82 Fe d. (2d) 473 ( CA 7, 1936 )

"175 Fed. Supp. 360 (D .C., T ex. 1959)
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a concentration of continuing exclusive
authority to make independent business
decisions on behalf of the organization
Very shortly after the government
which does not require ratification by
withdrew its notice of appeal in the
members of such organizations
Galt case, proposed regulations coverAn organization has the corporate
ing professional service associations were
characteristic of limited liability if unissued and were promptly labeled by
der local law there is no member who
the professionals in the field of taxais personally liable for the debts of or
tion as the "Kintner Regulations." After
claims against the organization.10
the issuance of the proposed regulations,
An organization has the corporate
some local offices of the Internal Revcharacteristics of free transferability of
enue Service determined that certain
interests if each of its members or those
associations of doctors would be taxed
members owning substantially all of
as corporations.' These regulations were
the interest in the organization have the
promulgated as TD 6503 and approved
power, without the consent of other
on November 15, 1960 (Reg. §§
members, to substitute for themselves
301.7701.1 -10, IRC).
in the same organization a person who
The Regulations set forth the major
is not a member of the organization.
characteristics that could ordinarily disIf each member of an organization can
tinguish an association treated as a cortransfer his interest to a person who is
poration from another type of organizanot a member of the organization only
tion: (I). associates, (2) objective to
after having offered such interest to the
carry oil business and divide the gains
other members at its fair market value,
therefrom, (3) continuity of life, (4 )
a modified form of free transferability
centralization of management, (5) limof interests exists.11
ited liability, and (6) free transferability
It was nearly eight years before the
of interests.
massive assault on the "Kintner ReguThese characteristics sound familiar
lations" was launched by the taxpayers.
since they are practically the same
During the intervening seven or eight
points stated by the Supreme Court in
vears, nearly all the states had passed
the Morrissey decision in 1935, twentylegislation enabling certain or all profive years earlier. However, the Regulafessionals to practice in corporate form,
tions hold that local law will be deonly the District of Columbia, New
terminative in such matters as legal
York, Wyoming and Iowa having derelationships of the members between
murred. Since all the professional service
themselves and with the public at large
associations during this period patterned
and the interest of the members in the
their corporations according to the state
organization's assets, which is contra to law, the Treasury Department in 1965
the decisions reached in Kintner and
amended the "Kintner Regulations" to
Galt.
state that, although the organization
was formally incorporated under local
Major Characteristics
law, if the corporate characteristics more
Let us take a look at the major charnearly resembled a partnership rather
acteristics in the Regulations and see
than a corporation, it would be taxed
what they mean. An organization has
as a partnership.
continuity of life if the death, insanity,
This brought on the landslide of
bankruptcy, retirement, resignation, or
cases. In one decision after another, in
expulsion of any member will not cause
cases contesting the "Kintner Regulaa dissolution of the organization. Disso- tions," the courts have held the regulution means an alteration of the idenlations invalid. Only after the Internal
tity of an organization by reason of a
Revenue Service had been defeated in
change in the relationship as deter- three circuits (the 5th, the 6th, and
mined under local law."
the 10th) did they "throw in the
An organization has centralized mantowel . " 1 2 Two of the decisions conagement if any person (or any group cerned groups of doctors (O'Neill 13
of persons which does not include all
and Kurzner 14 ) and one was an assothe members) has continuing exclusive
ciation of attorneys (Empey 1 5 ) .
authority to make the management decisions necessary to the conduct of the 'R e g. 4 301.7701- 2( c) ( 1) and ( 3)
business for which the organization was 'O17 Reg. § 301.7701-2 (d) ( I )
Reg. 4 301.7701 -2 (e) (1) and (2)
formed. Centralized management means 'STIR
1019, 8/ 8 / 8 9
Regulations Covering Professional
Service Associations

7 Ray,

Corporate Tax Treatment of Medical Clinics
Organized as Associations, 39 TAX E S 74
'Reg. Q 301.7701- 2( b) (1) and (2)
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13 410

Fe d. ( 2d) 888 ( CA 8, 1989 )
Fed. ( 2d) 97 (CA 5, 1989 )
11 408 Fe d. (2d) 157 ( CA 10, 1989 )
14 413

The government, in their Technical
Information Release, specifically reserved the right to conclude differently
in any case that reflects special circumstances not present in O'Neill or Kurz ner. This presumably means that the
Internal Revenue Service will scrutinize
the incorporation of a sole proprietorship since the cases cited dealt entirely
with professional associations.
Possible Problems
Since many individuals tend to overlook, or at least discount, any disadvantage that might occur in a transaction, let us first look at some of the
problems that could arise with a professional service association.
INCOME TAX CONSIDERATIONS

Sec. 269, IRC, states that "if any
person or persons acquire or acquired
on or after October 8, 1940, directly
or indirectly, control of a corporation
... and the principal purpose for which
such acquisition was made is evasion or
avoidance of Federal income tax by
securing the benefit of a deduction,
credit, or other allowance which such
person ... would not otherwise enjoy,
then the Secretary or his delegate may
disallow such deduction, credit, or other
allowance." The Internal Revenue Service has great latitude with this section
of the Code and it should be carefully
considered prior to incorporation.
EXCESSIVE COMPENSATION

In most partnerships, the partners
withdraw all monies during the year
that are not required for operating purposes. If this is done in a corporation,
the Internal Revenue Service might
argue that the compensation was excessive, and that the excess amount was
still income to the recipient as a dividend, but that the corporation would
not obtain a deduction. On the other
hand, if salaries are set too low, the
Service has the power under § 482,
IRC, to reallocate some of the corporation's income to the shareholder -employees. This problem could arise if the
shareholder - employees were already in
a tax bracket higher than the 48 percent maximum for the corporation (disregarding surtax) and did not want to
add any more salary to their personal
income.
PERSONAL HOLDING COMPANY
PROBLEM

In some, if not most, professional
partnerships, an individual partner
MANAGEMENT ACCOUNTING/ NOVEMBER 1970

would be dealing directly with an individual client. If this type of partnership was incorporated, and the same
practice was carried forward, such as
naming one partner to handle all the
work for a certain client, the corporation's income could be taxed at 70
percent for all income not distributed.
Various ways to avoid this problem
are: (I) have the corporation not contract for the services of a specific employee who owns more than 25 percent
of the stock of the corporation, (2)
make sure that all earnings of the corporation are paid out as dividends or
salary, or (3) elect treatment under Subchapter S, IRC.
EXCESSIVE ACCUMULATED
EARNINGS

Under present law, a corporation is
allowed to retain $100,000 of accumulated earnings with no questions asked.
However, a great number of professional
service associations could possibly exceed this amount in from one to three
years. After the $100,000 is retained, if
there is not a sufficient reason in the
eyes of the Internal Revenue Service
to retain the excess, or if the excess
is not paid out in dividends or in some
other manner to the stockholders, then
the excess would be taxed at 27 1/ 2 percent on the first $100,000 of accumulated taxable income, and 30V2 percent
on the excess over $100,000. This tax
would be in addition to the normal tax
to the corporation.
The accumulated earnings tax is applied if a corporation is "... formed or
availed of for the purpose of avoiding
the income tax ..." The Supreme Court
in Donruss18 stated that "for the purpose of" meant "one of the purposes,"
not the "sole purpose." Therefore, there
could be a great many purposes for
forming the corporation, but if "one
of the purposes" was to avoid taxes,
then this additional tax could apply.
Main Advantages

Let us now consider some of the advantages that a professional service association might have over another form
of operation. The first item that most
professionals think of is pension and /or
profit- sharing plans.
A great number of professionals are
now covered under a so- called Keogh
Plan, or HR -10 plan. Under this type
of plan, the professional can contribute
up to 10 percent of his earned income
18

393 U. S. 297 (1989 )
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—up to a maximum of $2,500 —to a
qualified plan each year. The contributions, and earnings thereon, accumulate
tax -free until withdrawal by the professional.
If a professional service association
is formed, a profit- sharing plan can
be set up so that a maximum 15 percent
of an employee's salary can be contributed under the plan by the corporation;
the corporation would get a deduction
for a like amount. If the corporation
also has a pension plan, the contribution may be as much as 25 percent of
the employee's salary. In addition, the
employee may personally contribute up
to 10 percent of his salary to the plan.
Under prior law, when the withdrawal was made by an employee of a
corporation, the favorable capital gains
treatment was applied if the lump sum
was taken in one taxable year. For taxable years ending after December 31,
1969, ordinary income tax rates would
apply to distributions that are attributable to post -1969 contributions made
by the employer 17 This taxation approach may still be more favorable than
the averaging approach followed on
withdrawals from a Keogh -type plan
due to the income averaging provisions
allowed under § 1301, IRC.
Any time a pension or profit- sharing
plan is set up by a corporation, it is
desirable to get an advance determination letter from the Internal Revenue
Service stating that the plan qualifies
under the Internal Revenue Code. At
present, the Internal Revenue Service
will not issue determination letters to
professional service associations relating
to pension or profit- sharing plans, but
their position on this matter will probably change due to the current stand
they have taken on professional service
associations.
A question often asked by a professional is that, if he is currently covered
under a Keogh -type plan, can the accrued benefits be transferred to a plan
adopted by the professional service association. The thinking on this question
is presently in a state of confusedness.
In Rev. Rul. 68- 160,1 8 the Service stated
that the transfer of an annuity contract
from the trustee of a Keogh -type plan
to the custodian of another plan in
which the owner - employee participated
was tax -free if none of the cash surrender value was paid out to the owner.
Perhaps this same reasoning would pre"Act Sec. 515, P. L. 91 -172, Tax Reform Act of
1989; § 402(a)( 5), IRC
18
1988 -ICB 107

vail in a transfer between partnerships
and professional service associations.
However, it would be very advisable to
request a ruling from the Internal Revenue Service before this step is taken.
If the transfer cannot be made, and
the Keogh -type plan is terminated, the
vested benefits must be paid to the
covered employees immediately. The
portion that belongs to the owner -employee would have to remain frozen until the owner - employee reached 591/2
years of age, or serious tax effects would
be encountered.
There are several other benefits that
can be obtained if a professional service
association is formed:
1. The corporation can have a wage
continuation plan where, if the employee is unable to work due to sickness or accident, up to $100 per
week may be excluded from the
continued salary. This benefit is not
available to a partner.
2. There could be a medical reimbursement plan set up whereby the medical expenses incurred, including
drugs, would be reimbursed and the
corporation would get a deduction.
Discrimination is not mentioned in
this section of the Internal Revenue
Code. Accordingly, the plan could
be altered to cover only the shareholder- employees and not cover the
regular employees.
3. A corporation can pay out a death
benefit of up to $5,000 to a stockholder- employee's beneficiary, with
the amount being tax -free to the recipient. Again, this type of payment
can be discriminatory. There is no
such exemption for payments to
partners' beneficiaries.
4. The corporation can pay, and deduct, the premiums for group life insurance. The employees obtain this
benefit tax -free up to a coverage of
$50,000.
5. Under present law, a stockholder employee can enter into a contract
with the corporation whereby his
salary increases are pushed into the
future and will be received by the
stockholder when, ordinarily, his income tax bracket is lower at retirement date.
6. Keeping up with travel and entertainment expenses could be simplified if the stockholder - employee is
required to account for the expenses
to his employer and the employee
receives a reimbursement. Also, under this method, reimbursement for
Q

transportation expenses can be as
much as 150 per mile. As a partner
you are limited to 100 per mile for
the first 15,000 miles and 70 per
mile after that.
How to Incorporate

Kniffen,

One question that will come up is
how to incorporate. Perhaps the simplest
method would be to enter into a reorganization that qualifies under § 351,
IRC. Under this method, no tax will
be incurred if property is transferred to
a corporation in exchange for the corporation's stock, and immediately after
the exchange the transferees have 80
percent or more control of the corporation. Several problems can arise in this
type of transaction and should be considered.
Suppose the partnership is on a cash
basis; therefore, no tax has been paid on
the accounts receivable. Who is taxed
on the income generated on the collec19
the
tion of the receivables? In
Tax Court held that when an entire
business is transferred to a corporation,
there will be no assignment of income
and, accordingly, no adverse income tax
consequences.
If the partnership is already on the
accrual basis, perhaps an allowance for
bad debts has been set up to arrive at
the true collectible value of the receivables. There are split decisions among
the Circuit Courts as to whether, upon
19

39 TC 553 (1962); acq., 1965 -2 CB 5
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incorporation, the amount in the allowance is immediately taxable. Some have
held that the transferor has received a
tax benefit through deductions by additions to the allowance and must report
as income the amount in the allowance
upon the transfer. Others have held that
the amount to be transferred (the receivables less the allowance) is the correct valuation and no income is generated on the transfer.
It is nearly an absolute certainty that
a cash basis partnership should not transfer its accounts payable to the corporation. The partners would not get a
deduction since they did not make the
payment and the corporation would not
get a deduction since it did not incur
the expense.
We mentioned earlier that it is usually the policy of a professional partnership to withdraw all excess funds of the
partnership and not allow them to
accumulate. This same procedure can
be continued if the professional service
association elects to be taxed as a smallbusiness corporation under Subchapter
S of the Internal Revenue Code of
1954. This election can be made if (1)
there are 10 or fewer stockholders,
(2) all shareholders are individuals or
estates, (3) there are no nonresident
alien shareholders and (4) there is only
one class of stock. Under this election,
the income of the corporation is not
taxed to the corporation, but is passed
through to the shareholders and in-

eluded in their taxable income. There
would be no double taxation on distributions to shareholders.
The election requirements are quite
strict and must be adhered to very
closely. Under present law, for taxable
years beginning after December 31,
1970, stockholder - employees of a Subchapter S corporation would be subject
to the Keogh -type rule for pension or
profit - sharing plans. If a corporation
made a contribution to the plan in excess of 10 percent of a shareholder-employee's salary, or $2,500 maximum, the
employee would be required to include
the excess contribution in his income.20
Another election that might be considered is the one allowed by § 1244,
IRC. If the strict formalities of issuing
stock as required by this section are followed, then if the stock of the corporation is ever sold at a loss, up to $50,000
of the loss on a joint tax return could
be deducted as ordinary loss instead of
capital loss.
Summary
We have explored some of the advantages and disadvantages of a professional service association. There is no
specific premise on which can be built
a definite conclusion as to whether or
not to incorporate a professional service
organization. Rather, each situation
must be looked at as if it is the only
one of its kind that exists.
19

Act See. 531, P. L. 91 -172, Tax Reform Act of
1969; § 1379, IRC.
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Cost Accounting Practices in
the Wood Conversion Industry
STANDARD COSTING IN THIS INDUSTRY IMPROVES MANAGEMENT EFFECTIVENESS
By Vincent E. Noltemeyer
The development of progressive management accounting practices in the
wood conversion industry has been most
rapid in recent years. In the early 1950's
many companies, because of competitive
pressures and the need for improved
control, adopted formal cost accounting
systems for the first time. Most of these
systems incorporated fundamental cost
controls through job order and process
cost systems. As the need for added
control and improved information became apparent, many companies responded by implementing the improved
systems and controls provided by standard costing practices.
One of the most important aspects
of costing for any company is estimating
prices. Most companies require an organized estimating department where
trained personnel detail all costs. These
cost estimates usually show what the
costs and expenses should be under an
assumed set of conditions. The cost
accounting system also provides a capability for relating actual costs of operations to these estimates so that controls
can be established over variations.
job Order System
The Job Order system, which may be
either formal or informal is probably
the most widely used system in the industry. The chief advantage of this type
of cost accounting is its simplicity.
In the actual working set -up, a job
MANAGEMENT ACCOUNTING/ NOVEMBER 1970

cost ledger is utilized. The labor, materials, and overhead costs are accumulated for each job produced and costs
are recorded in the ledger. The primary
sources of labor data are the daily job
tickets or daily labor reports prepared
by the factory machine operators or
their supervisors. Labor costs are accumulated and posted on a daily or
weekly basis either manually or by use
of punched cards, punched tape, etc.
Materials are charged to the individual
job cost sheet as they are used. Over-

VINCENT E. NOLTEMEYER
Louisville Chapter 1939, is President
of American Duplex Company, Louisville, Ky. Mr. Noltemeyer was formerly
Executive Vice President of Gamble
Brothers, Inc., Louisville, Ky., during
which time he was instrumental in
creating systems and procedures for the
Hardwood Dimension Industry. Mr.
Noltemeyer is the author of a cost accounting manual titled Accounting

and Cost Controls in the Hardwood
Conversion Industry and is also a previous contributor to MANAGEMENT
ACCOUNTING.

head is generally applied on a percentage of direct labor basis at the end of
each month, or four week accounting
period.
The total of each job cost account is
transferred from "work in process" to
"finished goods" as the orders are completed: they are, in turn, transferred
from "finished goods" to "cost of goods
sold" when shipment is made.
Companies using the job order system frequently find that; actual costs
are not necessarily ideal costs; that the
system offers little basis for control or
comparison of costs between individual
jobs; and that the cost of maintaining
the system is usually high in relation to
the information provided.
Process Cost System
The process cost system, as such, does
not have total application in the industry. It is, however, often used in conjunction with the job order and standard cost systems.
Process cost accounting accumulates
the total costs of labor, materials, and
factory overhead for a specific department or an entire plant. The total process cost is then spread over the number
of units produced in the period to determine the unit cost of production.
Process costing is usually used in the
lumber yard or in a conveyorized rough
mill operation where the total costs of
a given area are accumulated and spread
over the total board footage produced.
Results derived from the process cost
45

Exhibit 1
INSPECTORS REPORT
DATE

9 -2 -9

ITEM 4/4 Poplar

CAR N0. T

&

approach show the cost of handling,
kiln- drying, yarding, cut -off, and rip,
etc. of material on a per thousand board
footage basis. This cost in turn is applied to the job order cost sheet on the
basis of the total footage used on a
particular job.

ON ORDER No. 7032

Invoice $1580.00
AMOUNT Freight
150.00

FOOTAGE

Standard Cost System

SHIPPER A.B.C. Lumber Co.

B40932

MARKET VALUE

TOTAL COST 51730.00
PER

ITEM

COST VALUE
INVOICE

INSPECTION

PER M

TOTAL

$150
140
130
90
50
140
100

22.50
21.00
910.00
450.00
17.50
84.00
65.00

CENT
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Direct labor is usually defined as labor
which may be consistently identified
with the product by unit, part number,
operations, or department, or by whatever unit of cost is employed in the
cost system. Usually, costs are determined by part number as a preliminary
step to finished unit costs. Reporting
of all labor costs is then done by de-

&

4/4 F.A.S. Poplar
150
The industry is rapidly realizing more
4/4 Saps Selects
150
and more the importance of standard
4/4 No. 1 Com m on
8,000
7,000
costs. The problem of maintaining ade4/4 No. 2A Com m on
6,000
5,000
4/4 No. 2B Com m on
quate profit margins increases in com350
5/4 No . I C om m on
plexity as the size of the business in600
5/4 No. 2 Comm on
650
1
creases. Today more companies realize
that they must chart their course in
Totals
14,000
13,900
advance, and utilize effective techniques
to assure control and coordination of
effort. Many companies have found a
need for automation in their costing
system and have purchased equipment,
or purchased outside processing. The
ability, thus, to secure added informaFor overhead:
tion at lower cost is undoubtedly a siga. Rate variance— representing acnificant factor in the trend toward standtual compared to planned level
ard costing in the industry.
of expenses
The best approach to standard costs
b. Overtime pay caused by producis the development of standards by scition capacities
entific fact finding which utilize both
c. Volume variance — caused by
past experience and controlled experilevel of production
ment. Values are developed through the
use of time studies, product specifica- Unique Features
tions, and production needs, represent- MATERIALS ACCOUNTING
ing performance under normal requireOne of the unique areas of materials
ments. The process of developing stand- accounting in the industry relates to
ard costs in the industry is generally incoming rough lumber. The weighted
based on:
average method is most widely used in
the valuation of incoming rough lumber
A careful selection of a grade and
and is practical when identical items
species of lumber (material) to obacquired at different costs are mingled.
tain the proper utilization
Rough l umber inspect ion is docuAn engineering study of equipment
mented on an inspection report similar
and facilities to improve present
to Exhibit 1, which provides the input
manufacturing methods
for inventory records.
Time studies of factory operations
This report is used as follows:
Variances from standards typically
1. The "market value" reflects per M
found in this industry are:
values of the respective thickness
For materials:
and grades.
a. Price variance— increase or de- 2. The "market value" total column
crease in the cost of materials
represents the amount obtained by
b. Yield variance— higher or lower
multiplying the footage actually reutilization from lumber that is
ceived by the market value per M
needed to produce the finished
feet.
order
3. The relationship in invoice cost and
For labor:
market value is calculated and rea. Rate variance — difference in the
corded in the percent column. For
base labor rate being used in the
example, invoice cost of $1,580, plus
operation compared to that specifreight of $150, is 110.191 percent
fied in the standard
of computed market value.
b. Performance variance— direct la- 4. The last column reflects the distribubor hours being more or less than
tion of cost based on computed
standard for the amount of prod"market value" which is transferred
uct produced
to a running inventory of air dried

1,570.00

24.79
23.14
1,002.74
495.86
19.28
92.56
71.63
1,730.00

rough lumber (Exhibit 2) for the
respective footages.
Exhibit 2 illustrates a technique for
accumulating costs for rough lumber inventory.
"Footage received" and "Value" are
taken from the inspection report, Exhibit 1. The column headed "Yard
Handling Costs" is based on a standard
cost per thousand feet. In this illustration the standard is $9.00 per M. A
study of Exhibit 2 will clearly reveal
the manner in which other transactions
are recorded. These transactions consist
of footage of lumber entered in dry
kilns, footage discharged from kilns, balance of footage in kilns, footage in yard,
etc.
Exhibit 3 illustrates a technique of
applying costs for kiln drying. Lumber
delivered to and released from kilns is
recorded at the cost of rough lumber
shown in Exhibit 2 and a standard allowance is added for kiln costs as shown
in Exhibit 3. Standard cost concepts
and procedures for materials in subsequent steps in the manufacturing process are similar to other industries and
involve assignment of the dried lumber
costs to parts or components produced.
LABOR ACCOUNTING

Exhibit 2
RUNNING INVENTORY

FOOT

D

FTG,

AGE

FTG.

T

FOO TAGE

FOOTAGE

HANDL I NG

DI S C HAR GE D

PUTIN

FOOTAGE

F OOT-

IN

IN

INVENTORY

IN

COST

E

RECEIVED

RECEIVED

COSTS

FROM

K I L NS

CUT

AG E

FOR

COM P A NY

VAL UE

YARD

PER M

EIGN

K I L NS

S 8,754.23

37,044

124.17

1,065.74
9,819.97
1,192.00
11,011.97
1 390.00
12,401.97
1,298.60
11,103.37
1 008 00
12,111.37
1,571.16
10,640,21

44 ,044

126.70

52,044

128.74

62 044

129.86

A

VAL UE OF

YARD

FOO TAGE

FO OTAG E

SOL D

K I L NS

K I L NS

195

33,458

Beginning of month inventory balance

9 -- I
9 -2

7,000

1,002.74

63.00

9 -6

8,000

1,120.00

72.00

10,000

1 ,300.00

90.00

E9 - 1 0
U

23,458

10,000

e

'

9 -1 I

LL 9 - I s

7,000

63.00

945.00

U.

12,000

m 9 -18

11,458

4
21,458

10,000

9 -19

ITEM

4 / 4 No . 1 C o m. P o p l a r

129.86
69,044

130.93
130.93

59,044

130.93

AIR DRIED

Exhibit 3
APPLYING COSTS FOR KILN DRYING

—

DAT E
1915

4
VALUE OF
LU MBER R EC D F O O T A G E
R EC EIVED
S F O O T AG E
2

1

3

6
KILN
COSTS

10,000

1,298.60

50.00

_

u

9 -11 C

LL
m

a 9-18 C

ITE M

12,000

1,571.16

4 / 4 N o . 1 Co rn . Po pl ar
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9

7

8

IN V EN T O R Y
VAL U E

F O O T AG E
ON HAND

10

D EL ' D T O MIL L
F O O T AG E

Beginning of month inventory balance

9 -1

E

6
F O R EI G N
KILN
COSTS

60.00

6,951.51

53,771

1,348.60
8,300.11
650.85
7,649.26
780.90
6,868.36
911.05
5,957.31
1,631.16 _ _
7,588.47
656.75

63,771

COST
PER M

DAT E

129.28
1

130.17

58,771

5,000

9 -12 130.15

52,771

6,000

9 -15 130.15

45,771

7,000

9 -20 130.15
131.35

57,771
52,771

5,000

KILN DRIED

9 -21 131.35

In ve n t o r y
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partments, indicating direct and indirect
labor, time and costs, as well as by jobs
worked on, providing a double check
and control which insures accurate and
more intelligent budgeting and supervision.
Most companies report production of
each direct employee, so the cost department can determine how much labor cost at standard rates was absorbed
by the production turned out by each
worker. Sometimes they are made by
operations. In some plants effective reporting is done by the use of job time
clocks, while in others equally effective
reporting is obtained by manually prepared time tickets.
It is not unusual in highly mechanized operations to obtain the operating
time of the machine rather than of the
worker who operates it. This is particularly true if a worker operates more
than one machine. If a worker operates
two or more machines, the machines
rather than the worker are the essential
producing factors.
PRODUCTION REPORTS

The production reports serve several
fundamental and important purposes,
among them:
To provide the accounting department with the information necessary
to determine the labor absorbed in
costs as contrasted with the labor
paid for. This is necessary in order
to calculate the labor cost variances.
To provide the production control
department with the necessary pro-
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duction information for scheduling
purposes.
To provide the inventory section
with information concerning completed parts or completed units to
add to the inventory records.
To provide operating management
with a picture of what is being
produced.
MANUFACTURING OVERHEAD

Overhead costs are most frequently
controlled through the budget process
which recognizes varying budget allowances for different levels of production.
Such costs are applied to the product
at a predetermined rate. Except for the
areas of yard and kiln costs, the standard cost concepts for manufacturing
overhead are not substantially different
from other standard cost applications.
Administrative Expenses
Most Administrative expenses fall
into the so- called "fixed" or "stand -by"
category. In most cases, the level of such
costs is determined almost entirely by
executive decisions. Periods of declining
business may require more, not less selling and administrative effort and, therefore, require a greater expenditure of
administrative money in order for the
company to hold its position in a given
market. Therefore, the measure of effectiveness for these expenditures is similar
to that used for the "fixed" category
of costs and not on the basis of the
volume of business done.
The work that has been done in the
field of standards and control for manu-

facturing expenses far exceed that which
has been done for the administrative
expenses. Comparatively, the field of
standards for administrative expenses
has not been explored. This apparent
lack of interest in administrative costs
is no measure of their importance in
the total cost of doing business. In many
cases the administrative costs are a good
share of the total costs and in some instances may come close to equaling, or
even may exceed some elements of
manufacturing costs. It is important
they be subjected to analysis and some
degree of control. This control must
relate to those executives or managers
with responsibility for incurring costs.
Responsibility for an activity means
responsibility for the cost of that activity as well as for its accomplishment.
In fact, cost versus accomplishment is
the very essence of control. It should
cost a certain amount to accomplish responsible results. If it costs more the
executive is responsible. If it costs less
he gets the credit. There are many people responsible for the administrative
expense and they should get the credit
if results are obtained at less cost.
Conclusion
Standard cost systems, when intelligently installed and adequately maintained, will always work well. The increase in competitive pressures and the
need for added capability is being met
effectively by many companies. They
are improving their management effectiveness by utilizing standard costing
and improved controls.
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Prof essionalization of
Private Accountants
ATTITUDES OF PRIVATE ACCOUNTANTS TOWARD PROFESSIONALIZAT1ON
By Earl F. Davis
In the past few years the accounting
graduate has become the seller in the
job market. He can choose to go into
public, private or governmental accounting, and in the competition public
accounting is getting by far the best
of the crop. This conclusion is supported
by a study of over 200 accounting
graduates from five major universities
reflecting that over 60 percent of all
students questioned preferred an offer
in public accounting, from 25 to 35
percent preferred private accounting and
from 4 to 7 percent governmental.'
The premise of this article is that if
private accounting is to compete for the
better talent, it must sell the points it
has and perhaps develop others, specifically professionalism. The approach
taken in this study was to examine
attitudes of actual practitioners.
In an effort to determine whether
attitudes of practicing private accountants paralleled those interested in entering the field, a questionnaire was sent
to members of the Atlanta Chapter of
NAA. There were two general parts to
the questionnaire: (1) To uncover the
reasons which might be advanced in
favor, or against, developing a profession
of private accounting, and (2) to determine whether practitioners feel features
characterizing a profession are being
'For complete results of the questionnaire -survey
see Earl :F. Davis, "Recruiting -The Battle for
Accounting Ma!'o""" Financial Executive, October,
1969, pp. 78-90. The information came from a
study of all accounting graduates at the University
of Georgia and from a sample number of students
from Colorado State University, Michigan State
University, University of South Carolina, and Virginia Polytechnic Institute for the years 1967 -68.
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met, or can be met by private accountants.
Questionnaires were sent to 411 members of the Atlanta Chapter whose
directory designation indicated they were
employed in other than public accounting. One hundred sixteen replies were
received, approximately 26 percent,
which broke down into 28 replies from
CPAs and 88 from non -CPAs. This
breakdown was made to obtain a comparison of attitudes, since CPAs are
generally recognized as already having
professional status.
The Pros and Cons
Two direct questions were asked, one
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concerning possible advantages and one
possible disadvantages to private
accountants if they moved toward professional status. Tables 1 and 2 list the
exact questions asked and contain the
results, broken down by CPA and von CPA. The respondent was also given an
opportunity to add his own comments.
The results, in Table 1, indicate that
about 90 percent of the respondents
agree with the advantages listed with
little discernable difference in CPAs
and non -CPAs. In the comments, four
respondents felt that higher pay might
be an advantage, three indicated that
standards and qualifications would be
more evident, thus increasing competence and aiding in selection procedures.
In Table 2, no significant differences
between CPA and non -CPA respondents
appear. A slightly larger percentage of
CPAs feel prestige for the sake of it
would be the result. Over 80 percent
felt costs and administrative problems
could be overcome. One of the greatest
uncertainties relates to the many different types of work found in private
accounting, and the complexity of the
examination necessary to test these
areas. Questions (c) and (d) were
concerned with this problem, and from
70 to 80 percent felt that it could be
overcome.
Professional Characteristics
The second concern in the study was
to determine if the men in this field
believe that their area of concentration
exhibits the characteristics of profes49

Ta b l e 1
ATTITU D E S OF RE SP OND EN TS C ON CE R NIN G AD V AN TAGES FOR
P R I V A TE A C C O U N TI N G IF P R OFE S S ION A L S TA TU S I S E S TA B L I S H E D

B e l o w a r e s o m e o f t h e p o s s i b l e a d va n t a g e s f o r p r i va t e a c c o u n t i n g i f p r o f e s s i o n a l s t a t u s i s
es ta bl i sh ed . To t h e l e f t o f e a c h o n e p l a c e o n e o f t h e f o l l o w i n g r a t i n g s , w h i c h m o s t
c l e a r l y e vi d e n c e s y o u r o p i n i o n .

(1)

RA TIN G
A g r e a t a d va n t a g e

( 2 ) S o m e a d va n t a g e , b u t n o t d e c i s i ve
( 3 ) N o a d va n t a g e a t a l l
P o s s i b l e A d va n t a g e s

Re s ul t s
No n -C P A s

CP As

Rating
(1)

—

32

(38 %)

(1 )

t h e f i e l d o f p r i va t e a c c o u n t i n g .

(2 )

— 45

( 5 4 %)

(2)

(3 )

— -84

(8 %)

(3 )

— f 3

(11 %)

(36 %)
( 5 4 %)

(21 %)

—

6

(68 %)

—

19

(1 )

— 32

(38 %)

(1 )

—

10

o t h e r p r o s p e c t i ve e m p l o ye e s i n h i r i n g

(2 )

— 44

(52 %)

(2 )

—

15

and k eeping c ol lege graduates

(3)

—

8
84

(10 %)

(3 )

—

3
28

(10 %)

(1 )

— 39

(46 %)

(1 )

—

11

(39 %)

(2 )

— 35

(41 %)

(2 )

—

12

(43 %)

(3 )

—

(13 %)

(3 )

—

5
28

(18 %)

(31 %)

( c l — E n c o u r a g e m e n t f o r t h e d e ve l o p m e n t o f
ta l en t s t h ro u g h c o nt i nu i n g e du c a ti o n

(d ) — Pe r s o n al p r e st i g e fo r t h e i n d i vi d u a l
ac c ou n ta n t

11
85

(1 )

— 23

(30 %)

(1 )

—

8

(2 )

— 44

(56 %)

(2 )

—

14

(54 %)

(3)

—

(14 %)

(3 )

—

4
26

(15 %)

11
78

Ta b l e 2
A TTI TU D E S O F R E S P ON D E N TS C O N C E R N I N G D I S A D V A N TA G E S FO R
P R IV A TE A C C O U N TI N G I F P R OF E S S I ON A L S TA TU S IS E S TA B L I S H E D
B e l o w a r e s o m e d i s a d va n t a g e s ( o r s h o r t c o m i n g s ) f o r p r i va t e a c c o u n t i n g i f p r o f e s s i o n a l s t a t u s
is es tab li she d. To t h e l e f t o f e a c h , p l a c e o n e o f t h e f o l l o w i n g r a t i n g s w h i c h m o s t n e a r l y e vi d e n c e s yo u r o p i n i o n .

(1)

RA TIN G
A ve r y s i g n i f i c a n t d i s a d va n t a g e

( 2 ) S o m e w h a t o f a d i s a d va n t a g e b u t n o t d e c i s i ve
( c o u l d b e e a s i l y o ve r c o m e )
(3 )

N o d i s a d va n t a g e a t a l l
Re s u l t s
No n - C P A s
Ra t i n g

pr e s t i ge f o r pr e s t i g e s a k e .

(b) —Co s ts and pro ble m s of a dm i nis t rat ion
wou ld ou tw ei gh po ss ibl e be nef it s.

( c ) — Th e s c o p e o f t h e e xa m i n a t i o n

CP A s
Ra t i n g

(1)

—

13

(1 5 % )

(1 )

—

6

(25 %)

(2)

— 30

(36 %)

(2 )

—

6

(25 %)

(3 )

— 41
84

(49 %)

(3 )

—

12
24

(50 %)

(1 )

—

16

(18 %)

(1 )

—

4

(15 %)

(2 )

— 46

(54 %)

(2 )

—

14

(54 %)

(3)

— 24
86

(28 %)

(3 )

—

8
26

(31 %)

(31 %)
( 4 6 %)

(1 )

— 24

(28 %)

(1 )

—

8

n e c e s s a r y w o u l d h a ve t o b e t o o

(2 )

— 46

(54 %)

(2 )

—

12

b r o a d t o b e m a n a g e a b l e ( f o r e xa m p l e
fro m m a th e m a t i cs t o c om p u t e rs t o t h e

(3 )

—

16
86

(18 %)

(3 )

—

6
26

(23 %)

b e h a vi o r a l )
( d ) — D e ve l o p i n g c o ve r a g e f o r s u c h a p r i va t e

(1 )

—

15

(19 %)

(1 )

—

3

(12 %)

p r o f e s s i o n a l e xa m i n a t i o n w o u l d t e n d t o

(2 )

— 37

(47 %)

(2 )

—

14

(56 %)

st ru ct u re a n d t h u s l i m i t t he f ut u re

(3 )

— 27

(34 %)

(3 )

—

8

(32 %)

d e ve l o p m e n t s a n d c h a n g e s i n t h e f i e l d .
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The
trend, of course, is to require a college
education and generally a knowledge of
accounting principles. In addition to the
formal educational requirement often
there is a period of apprenticeship. It is
interesting to note that 14 percent of
non -CPAs did not feel that the characteristic was being met by private accountants but they did feel some phases could
adapt easily. These figures are interesting since practically all accountants take
the same educational courses and read
the same literature.
A R E C O G N I Z E D E D U C A T I O N PROCESS.

A S TA N DA R D OF P R OF E S S IO NA L QU A LIFICA -

Po s si b l e D i sa d va n t ag e s

(a ) — P r i vat e a c c o u n ti n g w o u l d b e s e e k i n g

A
profession (or its members) is normally
believed to render an intangible service
based on an established body of knowledge, including continuing and advanced
education. In this regard, a separate
question was asked: "Do you believe
that the seminars and courses presently
conducted by NAA satisfy the requirements concerning continuing education
so that professional status might entail ?"
Seventy percent of the non -CPAs
answered "Yes' as did 39 percent of the
CPAS.
A BO D Y O F S P E C I A L IZ E D K N O W L E D G E .

Rating

(a) —G reater publi c rega rd (pr es tige ) for

(b ) — B e t t er o p p o r t u ni t y t o c o m p e t e w i t h

sionalism.2 In this study, the seven
characteristics identified with the CPA
were used as criteria because the private
accountant is most frequently compared
with the public accountant.;
The exact question asked in the
survey is shown in Table 3 together with
the results, broken down by CPA and
non -CPA. Generally there is a greater
divergence of opinions (CPA and non CPA) in this area regarding professional
characteristics than there is concerning
the pros and cons of specialization.
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T I O N S . With regard to CPA certification,
each State sets its own standards or
requirements such as accepting evidence
of educational achievement, or by regulation or licensing based on examination
and experience. Of the CPA respondents, 22 percent felt this criteria could
not be met and 26 percent felt it could
be met only by some phases of accounting. This is difficult to understand
unless it is based on the assumption that
diverse areas of concentration exist.
=See Law ren c e M a t t " T h e Profess ionalization of
Eve r y on e , " Personnel Journal, Septem ber, 1967,
pp. 508 -9, 522 w here 4 c r iteri a are us ed ; Dou glas
A . Hayes , "Po te nti al for Professional Status ,"
Fin an c i al Analys ts J ournal, Nov. -Dec., 1967, pp.
29 -31 where 5 c riteria are us ed; and John
Mars ton, "H al l m a rk s of a Profession" Public
Relations J ournal, J uly, 1968, pp. 8 -10 where 8
c riteria were used.
"' S ta n d ar d s of Edu c a ti on and Experienc e for
Certified Pub lic Ac c ount ants ," Th e Bureau of
Bii.siness Res earch, Univ ers ity of Mi c h ig an , 1956,
Chapter 1.
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Ta b l e 3
A TTI TU D E S O F R E S P O N D E N TS C ON C E R N I N G P R IV A TE A C C O U N TI N G A N D P R O FE S S I ON A L C H A R A C TE R I S TIC S
IN S TRU C TIO N S :
In t h e l e f t h a n d c o l u m n , b e l o w , a r e c e r t a i n C H A R A C TE R IS TIC S of a p rofes s ion.

Plea se put an X in one of th e c o l um n s w h ic h m o s t

appropriately de s c ribes its pre s ent s tatus in m eas uring profe s s ional s tatus .
Cha rac ter is t ic def ini te-

Chara c teri s tic n o t m e t

Chara c teri s tic im -

Chara c teri s tic n o t m e t

Charac te ris tic s

l y m e t b y P vt . a c c t g .

by P vt. a c c tg . at pre s ent

po s s ib l e o f b e i n g

b y P vt . a c c t g . g e n e r a l l y ,

ge n er a ll y (e . g. al l ph a se s ,

bu t l it tl e d if f ic ul t y sa t is -

m e t b y p vt . a c c t g ,

b u t s om e ph as es ( f o r e x . ,

as o p p o s e d to s e g m e n t s

fy i n g i t an d m o vi n g t o -

generally

m fg., etc. ) cou ld ea sily

su c h a s m f g . , r e t a i l i n g ,

w ard profes s ional s tatus .

m e et i t

&

Profes s ional

m o ve t o w a r d

5 %)

23 (2 7%)

8%)

4 (16%)

4 %)

12 ( 1 4 %)

4 %)

0 %)

27 (3 1 % )

4

CPA -11 (44 %)

8(32%)

2

Non - CPA -29 (36 %)

37(46%)

3

C P A - 8 ( 3 3 %)

15(63%)

1

Non - CPA -10 (13 %)

52 (67 %)

4 %)

1 1 ( 4 8 %)

5 %)
4
5(2 2%)

12 (1 5 %)
1 6 ( 2 6 %)

Non - CPA -18 ( 2 4 %)

43 (5 5%)

9(11%)

8 (1 0 % )

4 %)

8 (3 2 %)

9(36%)

7(2 8%)

5. R e c o g n i t i o n o f s t a t u s
(by s tate legi s lat ion)

Non - CPA -12 (16 %)

45 (6 2%)

8(11%)

8011%)

4 %)

1 1 ( 4 6 %)

7(2 9%)

5 ( 21 %)

6. A n ac c ep ta nc e o f th e

Non - CPA -27 ( 3 6 % )

39(5 1%)

C P A - 3 ( 12 %)

9(38%)

5 %)
4
6 (2 5 %)

8 %)
6
6 (2 5 %)

7 . A n o r g a n i z a t i o n d e vo t e d

Non - CPA -20 (29 %)
C P A - 4 (1 7 %)

38(54%)
11 ( 4 9 %)

7 (1 0 %)

t o a d v a n c e m e n t o f soc ial

4(17%)

7 %)
5
4 (1 7 %)
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To t a l
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To t a l
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To t a l

24

To t a l
—

=
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—

p r o c es s for a c quiring

(

—

=

(

—

=

(

know ledge
2 . A r e c o g n i ze d e d u c a t i o n

(

Non - CPA -32 (37 %)

1 . A b o d y o f s p e c i a l i ze d

=

pr of es s i on al d evel op m e nt .

et c. )

r e q u i s i t e s p e c i a l i ze d

To t a l

78
—

=

(

To t a l

—

CP A - 1

=
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(

know ledge
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23
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To t a l

25

To t a l
—

CP A- 1

=

govern i n g r el ati on s hi ps

(

—

=

the prof es s i on.
4 . A st a nd a rd o f c o n du c t
of p r a c ti t i o n e rs w i t h
c l i e n ts , c o ll e a g u es a n d
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To t a l

24

To t a l
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To t a l
To t a l
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—
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=
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=

(
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—
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ob li g at io n s of th e g ro up .

C O N D U C T . This requisite
(commonly called a code of ethics) is
self explanatory. Although private
accounting does not have a stated code
of ethics at this time it is difficult to
see why it could not be developed. The
survey indicates that 32 percent of
CPAs thought it could and 28 percent
of CPAs felt it could be easily met in
some areas.
STA NDA RDS O F

of a company) and not lose his professional status. This professional staff
member does not blindly give or take
orders; his decisions are always based on
knowledge and awareness for his employer's success, and yet not based on
independence of judgment.
A N O R G A N IZ A TIO N D E V O TE D TO A D V A N C E MENT

OF

S O C IA L

OB L IG A TIO N S

OF

There is a great
overlap here with the standard of professional qualifications. Again some inconsistencies between CPAs and non CPAs are: difficult to understand.
A C C E P T A N C E O F S O C IA L R E S P O N S I B I L I T Y .

Independence is the keynote here and
perhaps a narrow interpretation by CPAs
of independence in the auditing sense
explains why 50 percent of CPAs either
felt the characteristic was not met, or
could be met only by certain areas. There
appears to be a lack of understanding
of the whole area, for certainly a professional may work for a salary (as a
doctor in :1 hospital or a CPA as treasurer
MANAGEMENT ACCOUNTING/ NOVEMBER 1970

1. Question:
Would you personally be in favor of
some sort of professional designation
concerned specifically with private
accounting?

TH E

This characteristic is often manifested in self- consciousness, support of
research, and assistance in affairs of
government and in education.' Again it
is difficult to see wily an organization
of private accountants could not easily
fulfill this requirement.

Answer:
Non -CPAs, 81 percent —Yes (67 of
83); and 19 percent —No.
CPAs, in contrast, answered 38 percent —Yes (10 of 26) ; and 62 per cent—No.

General Questions

Question:
Do you feel that some organization
should assume leadership in attempting to determine the feelings of
private accountants toward professionalism, and then moving toward
attaining professional status (if a
desire for this is indicated), somewhat akin to the CWA designation
(Chartered Works Accountant) in
England?

GR OUP.

R E C O G N I TI O N O F S T A T U S .

respondent's answers summarize the
findings of study, they will be analyzed
in response to questions:

In addition to the comments concerning attitudes of practitioners, three
general questions were asked. Since
'C e r t a i n l y the type o f ac t ivi ty reported i n the
October, 1969 issue of Management Ac c ounting,
pp. 57 -9 u nde r "A c c o unta nts Aid Ne w Ca pit alis ts "
is t he t ype o f a ct ivit y e nvis io n ed i n t hi s re q ui s i te .
A l s o s e e - N A A Establishes Mana gem e nt A c c ou nti n g Practices Com m it tee ," Managem ent Ac c o unting, Septem ber 1969, p. 57 reporting the es tablis hm ent of a com mittee w i t h res pons ibilities for
issuing statem ents repres enting NAAs pos itions on
accoun ting p rincip les an d prac tic es .
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Answer:
Non -CPAs, 81 percent —Yes. (63 of
78) and 19 percent —No.
CPAs, in contrast, said 54 percent —
Yes (15 of 28) and 46 percent —No.

Answer:
Non -CPAs: 47 percent (34 of 73)—
Yes and 53 percent —No.
CPAs, in sharp contrast, 82 percent —Yes (23 of 28) and 18 percent
—No.

A second part of this question, asked:
A second part of this question asked
Question:
If answer is yes, what would be the
proper organization?
Answer:
Non - CPAs -48 said the proper
organization would be the NAA and
one said a society of private accountants.
CPAs -10 said the NAA, 2 the FEI
and 1 the AAA.
3. The third question, was intended to
establish a frame of reference, again
with the CPA exam:
Question:
Do you feel that passing the CPA
examination, together with the requisite experience is directly beneficial
to entrance and progress in private
accounting?

Question:
Would another examination, more
designed and pointed toward private
accounting, be better?
Answer:
Non -CPAs, 80 percent (50 of 62 )
—Yes, 20 percent —No.
CPAs, 23 percent, —Yes (5 of 22 )
and 77 percent —No.
Conclusion
This study was undertaken to complement the previous study. In that study,
the results indicated that the young
aggressive student is not being attracted
to private accounting, because he feels
the challenges and opportunities are
greater in other areas. It is contended,
that offering them an opportunity to
attain professional status may be a partial

solution to this problem. The survey of
practitioners' attitudes indicates that
they feel advantages (such as greater
public regard for the individual and
profession) would outweigh possible
disadvantages and that these shortcomings (such as the scope of the necessary
examination) could be overcome with
little difficulty.
Although some difficulty in achieving
professional status can be foreseen,
respondents feel they are not at all
insurmountable. Eighty-one percent of
non -CPAs favored some sort of professional designation, and all of the 48
answering the question felt that the
proper organization through which this
could be done would be the NAA.
It is significant that Grant U. Mevers,
last year's President of NAA, stated:
"Our Long Range Planning Committee has
recommended an accred... awarding the title of
itation program
"Fellow of the Association" which would
promote management accounting on a
professional level and which is badly
needed...."
'Personal letter to Professor Earl F. Davis, School
of Business, University of Georgia, 1969 from
Grant U. Meyers, President, NAA.

READERS REACT

Continued f roln page 6
spearhead the movement toward better
financial planning through model budget
practices, together with "improving the
gathering and reporting of pertinent data
in local government operations."
John W. Thomas, Jr.
Partner
Frazee, Thomas and Tate
Memphis, Tenn.

Municipal Reporting
To the Editor:
We are both quite pleased with Mr.
Joseph M. Lowery's interest in the area
of municipal reporting as indicated by
his letter To the Editor in Readers React of October 1970. He states that our
criticism of the Certificate of Conformity was without foundation. It is apparent to us now that our wording concerning the certification of conformance
was very clumsy to the point of being
literally inaccurate. We are assuming
that he was referring to the certificate
52

being automatically received each year
once it has been granted. Our point of
concern on this matter was that once
the certificate was issued to a governmental agency it does not apply to subsequent reports even though as he expressed it, a facsimile is frequently presented with the subsequent reports. Our
limited experiences in this area indicate
that all municipalities, once they receive the certificate, continue to present
a facsimile with every subsequent report
and we feel that this is one of the serious limitations of the certificate as it
is now structured.
He also mentioned in his letter that
since the release of the 1968 Governmental Accounting, Auditing and Fiancial Reporting, a supplemental certification will be issued to governmental
agencies if the report submitted complies with the modified recommendations.
We would certainly agree that this
revision is a step in the right direction,
but would like to see it advance to the
position where a certificate once issued
would be valid for only a limited period

of time perhaps two, three, or maybe
five years at which subsequent time a
supplemental review would be necessary
by the M.F.O.A. and the city would
no longer be allowed to reproduce a
facsimile of the certificate. We have
experienced the situation that many
times when a city receives a certificate
they have a tendency to relax in their
accounting and reporting standards and
after a few years there appears to be
some doubt that the reports being issued
in fact meet the requirements of the
M.F.O.A.
We hope that he will accept our
apology for the misunderstanding and
will accept us not as critics or cynics of
the M.F.O.A. or the municipalities but
as interested and concerned allies who
are willing to help in any way we can.
Coyne A. Robason
Comptroller
North Texas State University
L. Paden Neeley
Professor of Accounting
North Texas State University
Denton, Texas
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Recent Publications
ACCOUNT ING T HE ORY
Eldon S. Hendriksen
Richard D. Irwin, Inc., 1818 Ridge Rd.,
Homewood, Ill. 60430, 1970, revised
edition, 643 pp., $14.60.
Written on the assumption that the
reader has a knowledge of the basic
framework of accounting, this book is
designed to provide a frame of reference
for junior, senior and graduate courses
in financial accounting, accounting
theory, asset valuation and the history
of accounting thought.
COST CONTROLS IN
S E L E C T E D NON -MANUF A C T U R I N G IN D U S T R I E S
Hofstra. University Yearbook
of Business
Jerome K. Peskow Ed.
Hofstra University, Hempstead, N.Y.
11550, 1970, paperbound, 347 pp.,
$6.00.
This pilot study, the seventh in a series,
is an attempt to develop a common,
unifying skein of cost accounting techniques for non - manufacturing organizations.
WAT E R UT ILIT Y
ACCOUNT ING
Am er i ca n Wa t er Wor ks
Association Municipa l Finance
Officers Association
Municipal Finance Officers Association
of the United States and Canada, 1313
E. 60th St., Chicago, Ill. 60637, 1970,
235 pp., $12.50 (MFOA Members
$10.00).
Arranged in four parts, this book discusses the objectives of accounting for
water utilities and the relationship of
the system of accounts to fund accounting and management accounting. It includes also a discussion of accounting
reports for water utilities, planning and
controlling operations, and planning for
and controlling assets, liabilities, and
equity interests.
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B US IN ES S S Y S TE M S
Association for Systems Management,
24587 Bagley Rd., Cleveland, Ohio
44138, 1970, 496 pp., $10.00.
T11e study of business systems, in this
book, begins with an identification of
business data processing systems concepts and functions. It then proceeds to
the organizational considerations, to the
process of systems analysis and implementation and to the study of tools and
techniques required.
U N I F O R M CO M M ER CI AL
CO D E H A N DB O O K
Analysis and Explanation
Garn H. Webb, Thomas C. Bianco and
David R. Courdin

A first - course textbook in income taxation that attempts to place current tax
law in its historical and economic setting, and to examine the major provisions of the 1954 Internal Revenue
Code.
E V AL UA T I NG
PURC HAS IN G SYST EMS
ferry Cantor
American Management Association,
Inc., 135 W. 50th St., New York, N.Y.
10020, 1970, paperbound, 78 pp.,
$4.50.
A discussion of several purchasing systems, giving their purpose and value
and suggestions as to how they can be
modified to fit the requirements of
specific businesses.

Holt, Rinehart & Winston, Inc., 383
Madison Ave., New York, N. Y. 10017,
1969, paperbound, 311 pp., $6.50.
A reference handbook designed to provide the reader with an understanding
of the application of the Uniform Commercial Code to Commercial practices.
A RO B INSO N- PATM AN
PRIM ER
A Businessman's Guide to the
Law Against Price
Discrimination
Earl W. Kinter
The Macmillan Co., 866 Third Ave.,
New York, N. Y. 10022, 1970, 396 pp.,
$10.95.
Wh y the laws were enacted, the policy
behind them, what they provide, who
enforces them, and how they are enforced is the subject matter of this book.
AN INT ROD UCT ION T O
TAXATION
Ray M. Sommerfeld, Hershel M. Anderson and Horace R. Brock
Harcourt, Brace & World, Inc., 757
Third Ave., New York, N. Y . 10017,
1969, 495 pp., $8.95.

A
PROPERTY
RECORD
S
I

...
• a current inventory of Plant and Property assets showing the description
and location of each asset or group
of assets.
• a record of the original cost, depreciable base, accrued depreciation reserve, net book value, and periodic
provision for depreciation for each
asset or group of assets.
• perpetuated with a system (EDP or
manual) comprising the documented
policy and procedure.
• useful in corporate accounting, standard costing, preventative maintenance,
tax accounting, property tax reporting, insurance valuation, and capital
budgeting.
• a good investment paying long term
dividends.
The design, implementation and perpetuation of property records is our
business. We can develop a property
record for you or help you do it yourself. Write for our brochure.

PropertyRecordsCompany
PO Box 656, East Orange, N.J. 07019
Tel. 201. 674.9360
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If you're big enough to be considering an
accounting machine, you're ready for a
genuine Information System from NCR. For
the price of an accounting machine, you
can get a complete information system
that's capable of generating meaningful
information and the management reports
you need as well as conventional accounting records. You get both with one system
... for less.
The NCR 400 Information System pictured here is a perfect example. It gives
you all of the computational and record generating capabilities of the traditional
acc ou nti ng m ach in e. An d so met hi ng
more. Because it contains its own electronic rnemory and a tape- command programming mechanism, the NCR 400 can
create financial reports while it's furnishing hard copy documents for receivables,
payables, payrolls and inventory records.
A magnetic ledger record enables you to
verify and update accounts at the same
time. And you get all the records, reports
and information you need with a minimum
of operator time.
There's another feature of NCR Information Systems you shouldn't overlook.
They're modular. Very simply, that means
any NCR Information System can grow
as your business grows. Memory capacity can be increased with a few simple
adjustments. Because the program mechanism is e xter nal, you can create or
change programs for any of your accounting functions. And you can add NCR card
or tape printers and readers whenever
you're ready to upgrade any or all of your
accounting activities.
NCR Inf ormation Systems. More speed,
more ef f i ciency, m ore f lex ibility, more inf ormat ion . .. at account ing machine
prices. Get more information. Contact your
local NCR representativ e or write NCR Information Systems, Dayton, Ohio 45409.

NCR INFORM/1TION SYSTEMS
BETTER\X11ASTODOR1aSINFSS
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Ed W. Kelley, president of Consolidated Cigar Corp., strolls down rows of Connecticut shade grown wrapper tobacco.

Top Man at Consolidated
FOR PRESIDENT ED KELLEY, LONG -TIME NAA'ER, SUCCESS HAS THE FINE AROMA OF A GOOD CIGAR
You might say Ed W. Kelley, President
of Consolidated Cigar Corporation, is

smoking more —and enjoying it more.
That is you might sa y it i f you were
talking about a hard - driving, former
nonsmoking executive who in December 1968 became president of the largest cigar manufacturer in the world.
A businessman who prides himself on
knowledge of his company's products,
Mr. Kelley started learning all about
cigars. He already knew quite a bit
about marketing consumer products,
having served as executive vice president at Heublein, Inc., for four years,
and earlier in a number of executive
positions at General Foods Corp., including general manager of the Birds
Eye Division and a corporate operating
vice president.
By no means, however, was it a
straight -line path to the top for this
long -time NAA member. An Indiana
farmboy who wanted to be a lawyer,
Mr. Kelley discovered he liked accounting and finance. Then he developed a
keen interest in marketing. So when
he attended Indiana University, he majored in finance and minored in marketing and law.
"I go back to McLeod in the cost
accounting field," Mr. Kelley explained
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during a recent interview in his offices
on t h e 17th floor of the new Gulf +
Western building, which is situated in
New York City's Columbus Circle.
"McLeod and cost account ing got me
involved in management, management
sciences, sales and marketing," he said,
referring to Stuart C. McLeod who was
secretary of the National Association
of Cost Accountants from 1919 until his
death in 1944. [NACA was later renamed
National Association of Accountants.]
Mr. Kelley did some pioneering research in the area of marketing costs.
He also served on one of the original
N.A.C.A. research committees. An outgoing, frank personality led him to marketing and sales where he was able to
apply his accounting and financial background and forge a top reputation as a
consumer products executive. While at
General Foods, for example, he created
the pioneering Market Center Customer
Service Plan.
As President of Consolidated Cigar,
Mr. Kelley says, "My goal is to create
and market new consumer values at a
profit —at a good profit —for stockholders and employees." T o achieve this
objective he believes in creating a team
of professional managers with above average abilities. "I demand more than

average performance from the people
I work with."
As an illustration of the way he
works, Mr. Kelley described how he
took over at Consolidated Cigar. Established originally as a family- dominated
company, it merged recently with Gulf
+ Western. Knowing that "it is hard
to change," the new president, nevertheless, quietly set about laying the
groundwork for change. On numerous

trips into the field he talked with regional and division managers. He rode
with some of the 600 -man sales force
in their cars and vans.
"I wanted to find out what Consolidated Cigar was and where it was going." He formalized the management
structure of the company so that it
could respond to change, but he tried
to carry out necessary changes with the
minimum disruption of the business.
Gulf + Western's management gave
him a free rein. " I run Consolidated
Cigar more independently than the
presidents of most publicly -owned companies."
Once firmly established as head of the
cigar manufacturer, Ed Kelley set his
sights on a number of blueprints for
the corporation to guide its operations.
These include product and marketing
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creativity and innovations, expansion of
marketing activities and strengthening
of selling forces for more productive
goals, new emphasis on product research and product development, modernization of facilities and cost reduction, diversification for stability and
planned growth, restructuring of pricing policies to improve earnings potential and the strengthening of its
industry leadership position.
Some of these blueprints are already
beginning to be realized. About two
years ago, Consolidated introduced a
flavored cigar called Tipalet available in
Wild Blueberry, Cherry, Burgundy and
Natural flavors. Mr. Kelley arrived at
the same time and encouraged the quickest possible nationwide marketing of
the small cigar. As part of its expansionary goals, Consolidated acquired Sutliff
Tobacco Co., a Richmond, Va., producer of pipe tobaccos, late in August,
as the latest acquisition shepherded by
President Kelley.
One of his biggest satisfactions at
Consolidated has been that with the
resources and support of the large
mother company behind him, he was
able to fortify Consolidated Cigar's
dominant leadership position which it
had enjoyed for so many years. He likes
to think that the company gained a
certain amount of impetus as the result
of his taking over the President's office.
Big Jump
A strong supporter of NAA, Mr.
Kelley has talked before at least five
annual conferences. As national director,
he was chairman of the Committee on
Accounting Development, 1959 -61. In
recent years, he has stressed the need
for management accountants to learn
how to make decisions in order to reach
top management positions. "It's such
a big jump from advisor to decision maker."
In an address before the NAA Annual International Conference in 1966,
Mr. Kelley urged the Association to help
prepare more accounting managers for
top management responsibilities. "We
need a managerial training program to
develop timely, prompt, and crisp decision- making ability. Staff work requires
a study of all alternatives with consideration to the advantages and disadvantages of each. It is most important to
sell all the pluses and minuses. Deciding the best alternative is usually not
called for. On the other hand, the line
manager must "get on" with the decision. Often a prompt second best deciMANAGEMENT ACCOUNTING/ NOVEMBER 1970

At Cons olidated Cigar's newly expanded product research and development laboratory
in Glastonbury, Conn., Mr. Kelley dis plays some of the experimental tip• cigars which
are being tested f or tas te, aroma and flavoring.

sion is better than a tardy first best."
The management accountant does not
need "how to do" courses, he maintains, as much as he needs personnel
courses and knowledge of how to motivate people and how to understand
people. Mr. Kelley believes so strongly
in the need for educating financial
managers for executive positions that he
served as a major principal in launching
NAA's first two -week Advanced Management program conducted in conjunction with the University of Michigan in 1968.
His belief that management is essential to the proper conduct of business today was expressed metaphorically
in the 1966 speech. "Business is a
complex and complicated group of material things and people. In a way it is
similar to the complicated parts of the
human body. Every part is needed because how well does one get along without eyes, hands, legs and so forth? But
there is one part of our body that is
most important. This is the heart. I
would like to suggest to you that the
"heart" of "business" is management.

Management performs the vital role for
business that the heart does for the
body."
Once a manager has been named to
do ,a job, Mr. Kelley believes he should
be left alone. He is afraid that proposals
to require uniform financial reporting
by corporations would, if enacted, force
companies into a straitjacket and destroy
corporate individuality which is often
the basis for marketing and product
innovations. "I am against doing Mickey
Mouse accounting," he says. "I believe
in a manager reporting money on a
conscientious basis and plowing it back
into his company for long -range development." He noted that the recently
announced rules concerning the pooling
of assets in mergers would have little
effect on Consolidated Cigar's operations.
A 12 -Hour Day
As head of a large corporation with
plants located in a number of states —
including the world's largest in Cayey,
Puerto Rico —Ed Kelley is used to
Continued on page 63
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San Francisco Hosts
Golden West
Conference
CURRENT ACCOUNTING TOPICS DISCUSSED AT REGIONAL MEETING

West Coast chapters sponsored a stimulating and rewarding three -day
regional conference in San Francisco, September 17 -19. Speakers included Mayor Joseph L. Alioto of San Francisco; Dr. Dwayne Orton,
former editor of "Think" Magazine; President Ettore Barbatelli, and
a number of outstanding industrial accountants. Members of the western
chapters heard speakers discuss "Social Responsibility of Business,"
"Markets of Change," and "Accountant's Responsibility— Bookkeeper
or Manager," among other topics. During the meeting, NAA members
and their wives went on a harbor cruise featuring a dinner served at the
picturesque town of Tiburon.

Dr. Dwayne Orton, former editor at IBM
Corp., delivers keynote address at conference.

Mayor Joseph L. Alioto of San Francisco makes a point as NAA members listen attentively. L.-r., Robert S. Waligore, technical program chairman; Executive Director William M. Young, Jr.; Mayor Alioto; and G. William Fahey, chairman of the meeting.

At luncheon, NAA International President
Ettore Barbatelli (above) outlined major
programs of Association in coming year.

Approximately 200 members and wives attended the conference. Above is a view of the audience during keynote address.
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c.-,-

Surfers at Waikiki Beach ride the waves —a typical scene at Honolulu, site of the 1971 Annual International Conference.

NAA Plans for Hawaiian Meeting
STAFF MEN MEET WITH OPERATIONS COMMITTEE ON 1971 ANNUAL INTERNATIONAL CONFERENCE
The fabled islands —and fiftieth state —
will welcome hundreds of NAA members to the 1971 Annual International
Conference in Honolulu, Hawaii, June
20-25, 1971. This occasion will mark
the first time the Association has held
an annual convention in Hawaii.
Extensive advance work has already
gone into the planning of this convention in consideration of the distance of
the conference site from most NAA
members. After attending an Executive
Committee meeting in Victoria, British
Columbia, last August, Executive Director William M. Young, Jr., and Meetings Director Don M. Woodard flew
to Honolulu to meet with the Operations Committee for the 1971 Conference.
The chairman of the Operations
Committee for the convention is ManMANAGEMENT ACCOUNTING/ NOVEMBER 1970

uel R. Sylvester of the Hawaii Chapter.
William W. Wright, a member of the
Orange County Chapter, is chairman
of the Program Committee for the 1971
Annual International Conference.
In order to coordinate all hotel reservations and transportation arrangements
through one central source —thus giving
the greatest convenience and rate advantage to those participating in the
Conference —NAA has appointed the
firm of Travel Consultants as the sole
official transportation and housing coordinator. A 16 -page illustrated booklet
is available from the NAA national office, describing the special group rates
and tours available. It also contains registration forms for all activities.
In addition to transportation and
hotel reservations, Travel Consultants
will arrange pre- conference and post-

conference tours to some of the Hawaiian Islands and post- convention tours
to Japan, Hong Kong, Bangkok and
Manila. Group rates and a number of
options on the tours allow NAA members flexibility in planning vacation trips.
The Conference itself will feature
four days of technical sessions and memorable activities planned for wives and
children who accompany members to
Honolulu. Most Conference activities
will take place at the Royal Hawaiian
Hotel but accommodations for NAA
members will also be made available in
nearby hotels.
Polynesian Paradise
Hawaii to most Americans for decades
has been a mythical paradise, and communications media helped to spread the
image of languorous winds riffling the
59
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Meeting recently to make arrangements for the next International Conference were,
I.-r., Executive Director William M. Young, Jr.; Director of Meetings Don Woodard;
John E. Greene and Conrad W. Hewitt, members of the Operations Committee.

On the terrace of the Royal Hawaiian Hotel, site of the 1971 Annual International
Conference, members of the Operations Committee take a break from planning. L.-r.,
Manuel R. Sylvester, committee chairman; Gerald Y. Ushijima, and Robert B. Marchant.

1

a

hair of dusky maidens on a dazzling
white beach. The growth in the passenger aircraft industry and improvements in technology brought the Hawaiian Islands within reach of almost
everyone. Honolulu is only five hours by
air from the West Coast or, at most, a
day's travel time from any point in the
United States.
Now a state, Hawaii is still an exotic
land, displaying reminders of its colorful
past from the traditional leis to the luau
and the hula. A smorgasbord of different cultures and races, the Hawaiians
are noted for their hospitality and
friendliness.
And why not? Blessed with a year round mellow climate and some of the
most awesomely beautiful scenery in the
world, Hawaii inspires the same sort
of wonder today as was expressed by
Captain Cook and his men when they
stumbled on the tropical islands in
1778. From the majestic volcanoes to
the snow -white beaches of Waikiki, Hawaii infinitely delights visitors.
When people think of Hawaii, they
are actually visualizing the most famous,
and most publicized, island of the group
—Oahu. Oahu, however, is only one of
eight major islands. In order of size
they are Hawaii, Maui, Oahu, Kauai,
Molokai, Lanai, Niihau and Kahoolawe.
Most densely populated of the islands,
of course, is Oahu which includes the
well known capital of Honolulu, Pearl
Harbor, Waikiki Beach and glamorous
hotels, and Diamond Head.
The major industries of Hawaii are
sugar, pineapple and tourism. The
islands are known for their orchids
which are shipped all over the world.
Thousands of vacationers are familiar
with Hawaii's coconuts, mangoes, golden
papaya, pineapples, avlcadoes and bananas.
Hawaii's climate is world- renowned
and justly so. The mean monthly temperature at Honolulu varies from 70 degrees in February to 78 degrees in August. Ocean breezes help to keep the
temperature at a comfortable, short sleeve level. Part of the fun in visiting
the Islands is the opportunity for the
women to wear the muumuu and the
men, the aloha shirt.
As happy tourists will tell you, Hawaii has to be experienced. It cannot
be described. The tropical splendor,
sunny beaches, moon -like volcanoes, lush
vegetation —all these and many more
sights, sounds, and scents await NAA
members when they fly to the 1971
Annual International Conference.

V

Other committee members at planning meeting were, I: r., George T. Nomura, John
Sullivan, and Mrs. Carole A. Gibbs, chairman of the Ladies Activities Program. Diamond
Head, probably Hawaii's most famous landmark, is in the background.
MANAGEMENT ACCOUNTING/ NOVEMBER 1970

Chapter /Member News
Emeritus Life Associates

Promotions and New Positions

ALB E RT

T HOM AS

J. ACR E E , Wabash Valley.
A. J. A M M O N , Brooklyn.
RAY M ON D F. BRAD SHAW, Philadelphia.
F R A N K D . B Y E R S , We st more land
County.
R . L . CA I N , Calumet.
HE N R Y A. CRE ST ON , Newark.
ST AN LE Y J. CU RR AN , Washington.
L o u i s R . DAV IS, Chicago.
V I C T O R H. D E A RD O FF, Miami.
F . H. D E N N I N G, Detroit.
H A R O L D H . F O G G , Long Island.
CHASE GRAN D I N , Chattahoochee Valley.
C A R L H. GR AS HO F, Rochester.
T E D H. GA L L I E R , Charlotte.
M A RK Z. H A N L O N , Syracuse.
RE I N HARD B . HI SSRI CH, Pittsburgh.
PE T E R HYMA, Grand Rapids.
FRANK J. L A M O T T A , Hartford.
L E S T E R L . LESSIG, Syracuse.
CH A RL E S F . LI E B E R T , Portland.
J A M E S B . M A C G I B E N Y , Binghamton.
E M M E T E . M O OD Y , Los Angeles.
ED WARD P. M O x E Y , II I , North Penn

be e n pr omot e d t o s e cr e t ary- t re as ur e r and

W . BLAZE Y , Akron p a s t p r e s i de nt , i s now vi ce pre s i de nt and cont rol l e r

of B .

Goodri ch

F.

KRONE NBE RGER
tre asure r of

Co. . . .

was

Go od ye ar

CO....JAM E S

D ON ALD R .

recently
Tire

elected

& Rubber

H . MI L LE R, c h a p t e r p a s t

p r e s i d e n t , is n o w c o r p o r a t e

vice pre si-

member

of

F.

Syracuse

past

president.
OS WA L D N I E LS E N ,

San Francisco.
DU ND AS PE ACOCK, Pittsburgh.
JOSEPH J. P O W E L L , New York.
ARM AN D F. Q U E R E , J R . , New Orleans.
CA R L L . S A M U E L S O N , Detroit.
W I L B U R L . SCHROE DE R, Fort Wayne;
Evansville p a s t p r e s i d e n t . S t u a r t C a m e r o n M c L e o d S oci e t y.
GOR D ON

H.

SE AR LE S,

Massachusetts

North Shore.
D ON ALD H . SEVERSON,

Northern Wis-

consin.
GUY A. S T U M P , Central Pennsylvania.
PAU L A. T RA CY , Columbus p a s t p r e s i -

trol ler

the

of

E ARL L. WE BB,

Dayton.
N. R. ` V E N GE R , Lancaster.
W I L L I A M R . W I L M O T H , North Central
Ohio.
D ON ALD C. W I L S O N , Akron.
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Mi ne rals

DENNIS H .

C o r p . . . . L . E . BERGERSON i s n o w v i c e
pre si de nt and

t o r o f u n i v e r s i t y b u d g e t s , a n d ESTI LIT A

Co.

Nco

has

been

named

have

plant

fund

ac-

countant .

promot ed

to treasurer

tre as ure r of Roto- F inis h

JOHN J . BROSS,

was recently

Lancaster,

na m e d m an a ge r , m a t e r i al s , f o r t he C ol o r
Pi ct ure

Tube

RAY MON D

RCA

Corp....

L . WE N GE R was

Pl ant ,

promoted

t o ge ne ra l ac co un t i ng s u pe rv i s or , Ha mi l ton Watch

Co.

HAR RY D E C HAN T ,
cont rol ler
JOHN

of

O.

SPARKS, JR.,

Baltimore

past
pre s i de nt , has joi ne d M c L e a n , Ko e h l e r

& Co., a s

a ge ne ra l pa rt ne r.

AL E x GAAL,

Columbus,

Long Island, Is n o w
Me l co re Electron ics C o r p .

BE GLI N GE R,

treasurer of

Wisco

Madison, i s n o w
Industri es, Inc.

Mid- Missouri m e m b e r s

name d

have been

a t Ch e s e b ro ugh - Po nd 's .

D.

H.

BARRY w a s p r o m o t e d t o p l a n t a c c o u n t i n g m a n a g e r a t t h e Je f fe r son C i t y lo ca -

was p r o m o t e d

tion,

RALPH

G.

GRI FF I N

was

named

t o as s i st a n t tr e a su r e r o f D y n a m i c S e c u -

pl an t an d cost acco u n t i n g m an a ge r for

rity C o r p . . . . R O B E R T

dome s t i c ope rati ons, an d

C.

SKI NN ER w a s

re ce nt l y el e ct e d se cret ary t o t h e bo a r d

BERGER

of di re ct ors of

manage r, W a t e r t o w n ,

Nippert

HAT HAWAY

R.
J-M a r t ' s ,

is

Co. .. .

BRUCE

cont rol ler

at

Inc.

East Bergen-Rock-

b e e n elected assi stan t control-

ler of S t e rl i ng D r u g I n c .
ROB E RT J . BOU T I LLI E R,
has be e n

named

JAME S

L.

name d

HA LO M ,

pre si de nt

Essex County,
ch a r ge of

GU LD N E R

n a m e d tre as ure r of B at e s M f g .

D.

plant

N.

MI L -

accounting

N.Y.

New York,

has be e n

and

executive

ch i e f

offi cer of th e n ewl y f orm ed Lat in Ame rican Agrib u s i n e ss D e v e lo p m e n t
E U GE N E R . G R E E N ,

part ne r in

DON ALD

was

T.

elected

JONATHAN BOGE RT ,

land, h a s

now

& Co. . . .

ci e t y.

Petroleum

Gr o u p , Dresser Industri es, I nc.

RI CHARD H A L L w a s p r o m o t e d t o d i r e c -

Two Ann Arbor -m e m b e r s

FRE DE RI CK

Cleveland.
C. T. V E A T C H , Washington.
W I L L I A M D . W A G N E R , Tri- Cities p a s t
p r e s i d e n t ; S t u a r t C a m e r o n M c L e o d So-

has b e e n

be e n

Co.

U.S. o p e r a t i o n s , P e a t , M a r w i c k , M i t c h e l l

U N GE R,

Houston,

t o vice pr e si d e n t - gro u p c o n -

n a m e d a t E a s t e r n M i c h i ga n U ni ve r s i t y.

& Rubber

de n t ; S t u a r t C a m e r o n M c L e o d S oci e t y.

W.

di re ct ors ,

promoted

Three
M U RPHY ,

of

Ax, Kalamazoo, h a s b e e n
of T i t l e B o n d &
M o r t g a g e C o . . . . T H O M A S B . BE NN ICK
i s n o w of f i c e m a n a g e r of D u r a m e t a l l i c

d e n t in ch arge of fi n ance , Ge n e r al T i r e

GE O RG E

RAY M ON D

board

ROB E RT L . W A L S H ,

past president; Stuart Cameron McLeod
S oci e t y.

the

Haviland Products.

diana,

has be e n pr om ot e d

budget

a n a l ys i s

Manufacturing

Corp.

North Central In-

and

to manage r,

s ys t e ms ,

CO . . . .

Grot e

CHAR LE S

A.

was

KE N DALL i s n o w c o n t r o l l e r Of S e y m o u r

Co... .

Di v. , Le ar S i e gl e r , I n c . . . . K E N N E T H E .

JE R OM E S C HE R ZE R w a s e l e c t e d t r e a s u r e r

N I E M AN w a s n a m e d c o n t r o l l e r of P u b -

of Resist oflex C o r p .

lic Telephone Corp.

LE O N D . H O W E L L ,

tral

Florida West Cen-

past president, has be e n pro mot e d

WALTE R

Ohio,

has

R.

KLI N GE R,

be e n

t o di s t ri ct par t ne r i n c har ge of pe r s on ne l

acco u nt i n g, N o rt h

for E rns t & E rns t .

sidi ary

RON ALD CO N L E Y ,

Grand Rapids,

has

of

North Central

appointed
Electric

di r e ct or of

Co.,

a sub-

U n i t e d Utilities, I n c.

FR I T Z T H O M A S ,

North Penn

p a s t presi-
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dent, has been admitted as a partner in
Ernst & Ernst.... DANIEL L. WILLIAM
has joined Selas Corp. of America as
contract finance administrator.

Time Off

GEORGE E. BECHT, Oakland County,
has joined Xerox Corporation as manager of cost control in the company's
Business Products Group.
WILLIAM C. HUGHES, Philadelphia, has
been named controller and business
manager at Cabrini College.... JOHN
R. McDoNNELL was elected to controller, Penn Engineering & Mfg. Corp....
MARVIN NAGEL was promoted to controller, Silco Stores, Inc.... ALLAN J.
TUROFF has been named controller of
Clark Transfer, Inc.
GEORGE D. SMITH, Piedmont, has been
promoted to comptroller and elected
to the board of R. J. Reynolds Tobacco
Co.

"Did you want double spacing on the carbons, too, Mr. Hinkly ?"
MILLER
Akron

SCHERZER
Essex County

JOSEPHBORKOWSKI, Pittsburgh, has been
named vice president- finance of Standard Aircraft Equipment Co.
ROBERT M. HENDRY, national director
from Princeton, has been appointed financial administrator and assistant treasurer of United Hospitals of Newark.
PHILIP C. OTIS,Providence, has joined
Puritan Aerosol Corp., as comptroller.
WALLACE B. TREVILLIAN, JR., Richmond, has been elected assistant controller of Thalhimers Brothers, Inc.
EARL NEELY, St. Louis, was promoted
to chief financial and administrative officer, Agelica Corp., in addition to his
position as vice president and treasurer.
JOHN J. MCALLISTER, Santa Barbara Ventura Counties, is now a partner in
Waits, Duncan & McAllister, CPA's.
OLIVER O. MOORE, Shreveport, was promoted to senior vice president and cashier, Commercial National Bank.
JERRY A. HICKAM, Southern Illinois, has
been promoted to manager, at Laventhol
Krekstein Horwath & Horwath.

Life and Hard Times
Of Charlie Green . . .
To illustrate how government spending and taxing affects the average
white collar worker, Tax Foundation,
Inc., invented some time ago an
imaginary, but fairly representative
white collar worker named Charlie
Green.
Charlie is married with a 19 -yearold son in his freshman year in college, and a 17- year -old girl, a senior
in high school. Charlie cams $11,000
a year (slightly more than the average U.S. family of four receives),
and owns his own home in the suburbs, valued in today's market at
$30,000. He commutes by car to his
job in a nearby city.
The kicker in this homey fable of
American life is that total direct taxes
(excluding hidden taxes) now take
almost 32% of Charlie's income. Ten
years ago, taxes took 23% of his
smaller income. "Despite a $3,500

pay increase since 1960, Charlie's
salary goes no further today than it
did then. Higher taxes —he pays
$1,768 more than ten years ago —
have taken over half of his pay raise.
Moreover, the purchasing power of
each of his after -tax dollars has
shrunk to 77 cents (from $1 in
1960), thus eating up buying power
equal to the rest of his salary raise.
"Result: no increase in real, take home pay."

... And Other Taxing
Subjects
The hidden taxes in American life
have been assiduously ferreted out by
Tax Foundation. For example, if
Charlie Green bought a suit, he
might think he was only paying a
sales tax. Actually there are at least
116 hidden taxes in that suit. Some
years ago the research organization
figured there are at least 100 taxes
on an egg, 151 on a loaf of bread,
and 150 on a woman's hat.

NORMAN M. FEINSTEIN, Union County,
has been promoted to controller of the
62
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Bard

In te rn at io nal

Division

of

C.

R.

past president,

Wisconsin

1948.

St u art

C a m e r o n M c L e o d S oci e t y.

Bard, I n c.

ROBE RT

J. HO O D , 33, Lancaster, 1964.
Dayton, 1927.

Wichita,

J.

KE N D A LL ,

70, Trenton,

name d

tre asure r of He s s t o n C o r p .

Lours

M A I E R,

Wilmington,

has

e l e c t e d p r e s i d e n t of t h e C e n t u r y M i l l s

has

be e n

L.

CARLSON ,

promot ed

Worcester,

to co mp t ro l le r

of

C l a r k U ni ve rs i t y.

Organization Service
CHE S T E R R. KE N NE DY , na ti on al d ir e c to r
from

Pittsburgh, h a s

bee n na me d to t he

bo a r d of trus t ee s a t R o b e r t M o r r i s
l e ge . H e i s s e c r e t a r y- t r e a s u r e r
ingt on

of

Col-

Wash-

Stee l C o r p .

In Memoriam
RI CHARD C. ABBOT T , 55, Buffalo p a s t
p r e s i d e n t , 1939. S t u a r t C a m e r o n M c Le o d S oci e t y.
F R E D E R I C K E . B A I L E Y , 33, Oakland
County, 1970.
RICHARD F. BARRY, 63, Brooklyn, 1944.
W I L L I A M H. BOY CE , 50, St. Lotus,
1967.
FRANK K. BRAY, 56, Grand Rapids p a s t
p r e s i d e n t , 1942. S t u a r t C a m e r o n M c Le o d Soci e t y.
FRANCIS

D.

Carolinas

past president,

BROSNAN,

65, Western
1954.
KE N N E T H W . COE RS, 58, Northwestern
Indiana p a s t p r e s i d e n t , 1946. S t u a r t

Cam e r o n McLeod Societv.
GRAYSON G. C O L E , 72, Baltimore,
E m e r i t u s Li f e As so ci at e .
GE OR GE

A.

CO L E M A N ,

1927.

64, Cleveland,

1968.
SIDNEY

M. CO O P E R , 57, Portland, 1961.
42, Delaware, 1966.
J O H N F . CRE N N Y , 47, Queens, 1969.
E R I E W . CU LL I N G WOR T H, 50, Oakland East Bay, 1965.
W I L L I A M M . CU RT I N , 52, Peninsula San Jose, 1956.
L Y L E A . FI E LD , 60, Des Moines, 1961.
EDWARD B . FI T Z RAN D OL PH, 62, Member-at- Large, Canada, 1959.
M O N R OE B . GAN S, 60, Indianapolis,
1945.
FRE D J. HASE M E I E R, 47, Kansas City,
1966.
HOBART A . HE ND E RSON , 65, Northern

PA U L R . CO U G HL I N ,
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H. ST UD T, 64, Washington, D.C.,

1964.
C.

86, Worcester,

T HU RST ON ,

1920.
30, Muskegon,

1968.
J. T RAI N OR, JR., 49, Philadel1953.
phia
PAU L D . U RBAN , 57, Long Island p a s t
p r e s i d e n t , 1940.
W A L T E R J. V E R N I E R, 74, Detroit, 1932.
RAYM ON D

Toledo,

64, New Orleans,

1945.
ST E PHE N
AN T ON I O

D i v i si o n , Kayse r -R oth C o r p .
M R S . .ALICE

33, Charleston,

FRANKLIN J. KOE GLE R, 75,
1923. E m e r i t u s L i f e A s s o c i a t e .
GE ORGE E . KU CHLE R,

be e n

51, Jamestown,

1959.

ST E PH E N D . T O R I E L L O ,

1966.

has be e n

1966.

FRE D

HAROLD E . KEN NED Y,

VOTH,

74, Atlanta, 1937.
41, Asheville,

ST AM E R,

FRE D

KAT ZEN M E YE R, 55, CuyaAkron, 1946. E m e r i t u s L i f e

1922.

H.

F.

ROBE RT G .

HAROLD

M E LV I N

SPI T LE R,

RO BE RT E . ST RO M D AH L,

As s oc i at e .

KENNEDY
Pittsburgh

A.

JAM ES S. HORRIGAN , 73,
E m e r i t u s Li f e As s oc i at e .

hoga Valley;

VOTH
Wichita

KAY

T HOM AS

J. LAPE RLA, Hartford, 1967.
E . LE BRON , 59, San Juan,

1959.

past presi dent,

Eme ri tus Life Ass oci at e.
JOSEPH L . V I RG ON E ,

33, East Tennes-

see, 1967.

JOHN

H. LE HN U s , 62, Southwest Los W A R R E N R . W A L L S , 48, East TennesAngeles, 1966.
see, 1957.
R A L P H B . W A L K U P , 79, Tri- Cities,
W I L L I A M C. LINDSEY, JR ., 67, Pied mont, 1950.
1944. E m e r i t u s L i f e A s s o c i a t e .
LE ROY J. W I L L M A N N , 68, Fort Worth,
DON ALD D . MAN CHEST E R, 67, Southwest Los Angeles, 1961.
1959.
ART HU R M A RKS, 48, Los Angeles, 1955.
DAV ID Y OU N G, 62, Member-at- Large—
N O RM AN D . M A Y , 35, Los Angeles,
Canada, 1946.
JAME S W . Y OU N G, 39, Southwest Los
1970.
PAU L MAYE KAWA, 43, Los Angeles,
Angeles, 1965.
ROBE RT G. Z u F R A , 49, Cleveland, 1953.
1961.
HAROLD G. M G B E E , 39, East TennesCONSOLIDATED CIGAR'S CHIEF
see, 1965.
RAYM ON D E . M C I LH O N E Y , 43, New
Continued from page 57
Haven, 1955.
w o r k i n g a 12- h o u r d a y , " s o m e t i m e s a
D AN I E L T . M CI N T Y R E , 26 Santa Bar15- h o u r d a y , c o u n t i n g b r e a k f a s t m e e t bara- Ventura Counties, 1970.
ings a n d d i n n e r m e e t i n gs . " O u t of a
ART HU R F . M O RT ON , 73, Philadelphia,
75- t o 80- h o u r w e e k , h e t r a v e l s t w o o r
1926.
t h r e e d a y s , l o g g i n g a p p r o x i m a t e l y 100,BE N J A M I N W . NE U SCHAE FE R, 60, New000 m i l e s a ye a r .
ark, 1961.
"I l e a r n e d t h e h a r d w a y a b o u t t r a v e l JE R R Y L . OLD S, 27, Chattanooga, 1968.
i n g ac ro ss t i m e z o n e s so I d o n ' t go t o
JESSE J. PET ERSON, 45, Des Moines,
b e d . I tire m y s e l f o u t a n d t h e n m a n a g e
1968.
t o g o t o b e d w h e n e v e r y o n e e l s e go e s
ROBE RT M . PO W E L , 59, Philadelphia,
to be d whe rev er I h a p p e n to b e . "
1951.
S i n c e h e we a r s t w o h a t s — o n e as
ALB E RT P RE T Z, 72, St. Louis, 1968.
p r e s i d e n t of C o n s o l i d a t e d a n d o n e a s
H. LE SLI E ROGE RS, 69, p a s t n a t i o n a l p r e s i d e n t o f G + W's C o n s u m e r P r o d vi ce p r e s i d e n t f r o m Los Angeles, d i e d
u c t s G r o u p — M r . Ke ll e y h a s t o a p p o r suddenly in late Sept ember. A p ast presi-

ti on hi s t i m e d o w n to m i n u t e s . W h e r -

d e n t of t h e S t u a r t C a m e r o n M c L e o d
Socie ty and t he Los Angel es Chapt er, he
joined NAA in

e v e r l i e go e s , h e t a k e s a l o n g a b r i e f c a s e

Roy

of

1940.

M.

SAUNDERS,

60, Elmira Area,

o f m a t e ri al t h a t h a s t o b e re ad . B e ca u s e
this str en uo us

rout ine, he

make s a

1959.

p o i n t of h a v i n g t w o p h y s i c a l e x a m i n a -

JOHN

ti ons a ye ar t o gua rd hi s h e a l t h .

W . SCARR, 70, Boston p a s t p r e s i d e n t , 1934.
N O RM AN H. SCHU LLE , 41, Houston,
1965.
KARE L H. SHE E CHA, 69, Hawaii p a s t
p r e s i d e n t , 1937. E m e r i t u s L i f e A s s o c i -

Re lax in g wee ke n ds f o r E d Ke ll e y may
m e an bo at i n g in Florida, s u n n i n g h i m se l f i n C e n t r a l P a r k , o r w o r k i n g o n h i s
farm in I n d i an a. W i t h far ms in Florida
and I ndi ana, and a home i n M anhat tan,

at e . S t u ar t C a m e r o n M c L e o d S oci e t y.

Ed

E.

b u s y as his

M R S . LE ON E F . SLAT ER,

of l i fe he e nj oys , howe ve r, and one t hi ng

O. SHOOK, Bridgeport, 1955.
49, Oakland East Bay, 1969.
JOSEPH T . SPI E K, 52, Pittsburgh, 1961.

K e l l e y 's

we ek e nd s
wo r k

can

week.

be

I t 's

just

the

as

ki nd

is s u r e : n o o n e c a n a c c u s e h i m o f b l o w i n g s m o k e r i n gs i d l y a t t h e c e i l i n g .
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PRESIDENT'S PERSPECTIVE

Accounting Ambassador
It is a truism indeed, and one which we have all heard, that accounting
is the language of business. It is also apparent, if you take the time to
scan some of the international journals of accounting, that accounting
is a universal language. There are differences of course, depending upon
various business and reporting regulations imposed by governments, but,
by and large, the basic principles remain the same for the accountant in
Buenos Aires and the accountant in Los Angeles.
That is one of the reasons why the Association has achieved a certain
amount of success in exporting its services. Our international expansion
occurred in the decade of the Sixties. One of the first international chapters chartered was Mexico, in 1962. Buenos Aires followed in 1964 and
then the movement gained momentum with the chartering of Milan
and France in 1967, Medellin and Sao Paulo in 1968, and Bogota, Lima,
Rio de Janeiro, and Santiago in 1969.
Seen in retrospect it may have seemed easy. It wasn't. Problems of
communications, language differences, customs and money exchange regulations —all had to be resolved. Some problems still remain but, currently, we have 10 international chapters and all are viable.
Because of language and distance barriers service to these chapters
continues to be a problem. Gradually, however, we are working them
out. Each month translations of selected articles In M A N A G E M E N T Acc o v N T I N c are sent to presidents of the chapters for further distribution
to affiliated members. At least two chapters have taken the initiative and
sponsored their own translations of NAA materials for their members.
Beginning this year, the Association took a further step to improve
services to international members. A special reporting structure was
established to spur the international chapters to devote more attention
to member services. Increased benefits, it is hoped, will accrue to the
international membership as a result of the incentive plan.
From the point of view of the volunteer leadership of the Association,
we believe it is essential that these chapters be visited regularly to maintain liaison with the international office. Increased attention will also be
given by the NAA staff through the addition of a counselor to devote
his exclusive attention to servicing the international chapters.
We know the Association is needed in many of the developing countries
of the world. The promulgation of accounting knowledge is one of our
objectives and there is no good reason why we should stop at national
boundaries. As an ambassador of accounting, NAA can export a commodity that is increasingly valuable today — knowledge. Our Association
—and members— cannot help but benefit in the long run.
Ettore Barbatelli
President,1970 -71
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DoYOUnowANYONEwHo
DOESN'T WANT TO VISIT HAWAII?
Plan now for the trip you've always wanted

Plan to attend NAA'S 52ndANNUALINTERNATIONAL

CONFERENCEinHONOLULU • JUNE 20- 24,1971
PROGRAM HIGHLIGHTS

j

— %% /
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four of Polynesian
Cultural Center

HAWAIIAN
BONUS
No cha rge for dependent children (any age) staying in same
room as adults.
If one or more dependent children are in a room separate from
ad u l t s , b ot h rooms wi l l be
charged at the single rate.
This Family Plan is available in
all hotels .

Sunday, June 20, 1971
Registration
National Officer's Reception
Monday, June 21
Opening Session and Annual Meeting
Keynote Luncheon
Ladies' Tour of Honolulu
Teen Tour of Paradise Park
Conference Ball
Tuesday, June 22
I-echnical Session
Special Hawaiian Fashion Show
Teen Tour of Sea Life Park
W ednesday, June 23
Technical Session
Tour of Polynesian Cultural Center,
Luau and entertainment for the
entire family

Catamaran Cruise

Thursday, June 24
Technical Session
Ladies' Tour of Sea Life Park
Catamaran Cruise for Teens
Annual Dinner

You don't have to worry about travel
arrangements, hotels, tours, or any
other details. To save you bother —
and money — NAA has retained professional travel experts, Travel Consultants, Inc., to give you "one- stop"
service. All Conference registration,
official travel arrangements, and
tours will be handled only by this experienced service organization. They
and NAA highly recommend earliest
possible registration and reservations
to assure desired accommodations.

SEND F
,ORYou FREE
COIDYTODAYMl

F

Confere nc e Reg is trar
Na t io n a l A s so c i at i o n o f A c c ou n t an t s
9 1 9 Th i r d A ve n u e
Ne w Yo r k , N .Y. 10022

Receive this exciting 16 -page illustrated booklet
we have prepared for you, explaining travel,
hotel and tour details, and containing Con ference registration forms.

k

Name
Address
City— _ _

State

Zip

OhN
FINANCIAL and EDP
In the personnel field, meaningful personalization
must be combined with maximum selection. . .
that's why we coined the word personnel -ized.
Only the large organization can offer a genuine
selection, because they have the quantity to select
from — more positions ...more people ...greater
personnel- ization.
Robert Half is the largest source in the FINANCIAL
and DATA PROCESSING placement field.. where
you select the best because you select from the
most. ..where the service is not only personalized,
but is personnel -ized.

ROSE-RT H

LF

PERSONNEL AGENCIES

ATLANTA
23 5 P ea c h t r e e S t. , N . E .
( 4 04 ) 6 88 - 2 30 0
BALTI MORE
The Qu adr ang le — C r oss Ke y s
( 3 0 1) 32 3 - 7 77 0
B O S T ON
14 0 F ed e r a l S t .
( 6 1 7) 42 3 - 6 44 0

DENVER
16 1 2 C o u r t P l a c e
( 3 0 3) 24 4 - 2 92 5
140

D ETROI T
H o n e y w e l l C e nt er , S o u t h f i e l d
( 313) 3 5 4 1 5 3 5

MI L W A U K E E

P O RT L A N D , O RE .

Th e C l a r k B l d g .
( 4 1 4) 27 1 - 9 38 0

61 0 S . W . A ld e r S t .
( 5 0 3) 2 22 - 97 7 8

MI N NE A P OL I S

P R OV I D E N C E

8 2 2 M a r q u e t t e A ve .
( 612) 336 - 8636

76 W e s tm i n s t er S t .
( 4 0 1) 2 74 - 87 0 0

GA RD E N C I TY , N . V .

NEW ARK

5 8 5 S t e w a r t A ve .
( 5 1 6) 24 8 - 1 23 4

1 1 8 0 R a y m o n d B l vd ,
( 2 0 1 ) 98 6 - 1 3 0 0

C HA RLO TTE
9 0 7 Ba ug h B u i l d i n g
( 7 04 ) 3 3 3 5 1 7 3

75 Pe ar l S t.
( 2 0 3) 27 8 - 7 17 0

3 3 0 M a d i s o n A ve .
( 2 1 2 ) 98 6 - 1 30 0

CHICAGO
3 3 3 N . M i c h i g a n A ve .
( 312) 782 - 6930

HOUS TON
12 0 0 C e n t r a l N a t ' ) , B a n k B l d g .
(713)228.0056

5 0 0 S o u th Me i n
( 7 1 4 ) 83 5 - 4 10 3

C I N C I N NA T I

IND IA NAP OLI S
9 No r t h I l li n o i s S t .
( 3 17 ) 63 6 - 5 44 1

6 0 6 Te r r a c e H i l t o n
( 5 1 3 ) 6 2 17 7 1 1

NE W

HA RTF ORD

CLEVE LAND

KANS ASC I TY

1367 E. 6th St.
( 2 1 6) 62 1 - 0 67 0

127 W er t 10th St.
( 8 16 ) 4 74 - 4 58 3

YORK

ORANGE,

ME MP HI S
12 S . M e i n St .
(9011527 - 7324

DALLAS

LOS A N GE LE S

MI AMI

1 1 7 0 He r t f o r d B ld g .
( 214) 742 - 9171

36 0 0 W i l s h i r e B l vt l .
(213) 3817974

1 1 0 7 No r t h e a s t A i r li n e s B ld g .
( 3 05 ) 3 77 - 8 72 8

CAL.

RO C HE S TE R
On e M a r i n e Mi d l a n d P la te
( 7 1 6) 5 46 - 30 2 0

ST. L O U I S
1015 Loc us t St.
( 314 ) 23 1 - 0 114
SAN FRANCISCO
11 1 Pi n e S t .
( 415 ) 43 4 - 1 900

P H I L A D E L P HI A

S A N J OS E

2 P e nn C e nt e r Pl a t e
( 215) 5 68 - 4680

6 7 5 No r t h F i r s t S t .
( 4 0 81 2 93 - 90 4 0

P H OE NI X

S T A M F O RD , C O NN .

15 1 7 D el W e b b Tow - Ho us e
( 6 0 2) 27 9 - 1 68 8
P I TT S B U RG H
Ge t a wa y T o —
( 4 1 2 ) 471 - 59 46

11 1 Pr o s pe c t S t .
( 2 0 3) 3 25 - 41 5 8
W A S HI NGTON, D . C .
73 1 6 W i s c on s i n A ve . N . W .
( 3 0 1) 6 64 - 18 5 0

