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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
• control production facilities
Uni -Group provides a unique property coding system
and achieves many other objectives for management.
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PRO FIT PL ANN ING FO R A CT I ON AND RESULTS
9
By Thomas N. Black and Donald J. Modenbach
Profit planning is described as a positive action tool to motivate managers into
actively using their business environment rather than adjusting to it.
EDUCAT ION RE VISIT E D
14
By Arthur E. Wolf
An education and training oriented enterprise can foster its survival and continuity in the ever - increasing competitive environment.
MICROFILM: A N E W AC C OUN T I N G T OOL
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By Willis J. Duncan
A microfilm system, such as the one described here, is a solution to the problems
of information storage and retrieval.
COM BI NE D C OS T IN G ME T HO D: ABSORPT ION AND DIRECT
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By Delbert J. Frye
Used with direct costing, absorption costing becomes a tool for evaluating operational performance as well as for analyses of alternate business opportunities.
LONG -RANGE FORE CAST S: WHE RE DO WE GO FROM HE RE
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By Paul W. Osler
The intent ofthis analysis is to teach people how to tell their dollars where to
go instead of asking them where they went.
WANT E D: MANAGEME NT ACCOUNT ANTS FOR U.S. ORCHESTRAS
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By Robert R. Pratt
Management accountants can contribute substantial business advice and leadership to symphony orchestras to enhance their perpetuity and financial success.
SIMULAT ING AN ACCOUNT ING INFORMAT ION SYST EM MODE L
26
By Bernard M. Davall and Joseph W. Wilkinson
Simulation, risk analysis and sensitivity analysis are the techniques used with
this model to provide the means of dealing with the uncertainties in business
planning.
CORPORATE DIVORCE AND 'TAXES
31
By Robert C. Bennett
The recent increase in acquisition activity has led to an increase in the number
of investigations by Government agencies and an increase in the number of
ordered divestitures. In addition, a business which does not meet nlanagment
and shareholders' objectives of earnings performance may be the subject of a
disposition via divestiture. This article summarizes the tax problems related
to divestitures.
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Discussed in this article are the things to watch for and the procedure to follow
in order to protect a company from the effects of parity changes.
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A multiple regression model for finding average labor rates is discussed and
compared with simple regression models, and the shortcomings of the latter
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Apropos the often repeated comme n t that the world of the account ant
is a limited one, this issue Of MANAGEMENT ACCOUNTING reveals clearly

the great impact that management accounting, and the management accountant, can have on diverse fields of industry—and the arts. Moreover,
there is ample evidence that the basic tenents of good management accounting are applicable to most all endeavors, industrial or artistic. In
both Robert Pratt's article on page 24 and Robert Davis' on page 39, the
identical thought prevails: Decision making is a result of the consideration
of the organization's objectives, an analysis of and proper utilization of
its assets, and realization of the risks involved. Management accounting,
then, is a cross - cultural discipline. No matter what its purpose or objectives,
any organization which deploys capital is in need of the best and most
current information on how to manage that capital flow. This is the world
of the management accountant.

And Education, Too
We b el ie ve Art hu r Wol f's re vi ew of t he n ee d for con ti nu in g ed ucat ion
is especially timely. In the midst of the current business "slow down ,"
many managers are creating economies in their companies by withdrawing
funds ea rmarked for furt her trai ning of employee s. This circumst ance has
been noted by many organizations that offer conti nuing education programs, including NAA. At the same time, management is demanding,
rightfully, more effective techniques, using modern me t h od ol ogy to h e l p
guide operations. A con tin uin g p rogram for learning new techniques is
as essential to business survival as a continuing program of equipment replacement. Throu gh NAA's CEP, s uch a program i s eas ily a vaila ble t o all
con cer ned wi th a sol id invest men t in you r comp any's hu man re sou rce s.
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This computer breakthrough provides greater
capacity for invoicing, accounts receivable,
inventory control, payroll distribution, job costing, distribution and analyses of sales, expense
reports, daily revenue analyses, general ledger
distribution, financial statement preparation,
accounts payable, you name it.

The Litton EBS/ 1241 is the most advanced medium - priced electronic accounting
machine on the market today. It can give you complete in -house data processing —with
many of the capabilities formerly available only on computers costing much more.
Compare these features:
The Litton EBS/ 1241 can use its capacity of 2000 totals after all programming
for internal storage of data such as individual product information —this
permits automatic completion of invoicing and updating of inventory.
The Litton EBS/ 1241 can sort input data internally in any order you specify
and from this information produce any number of separate reports. Each report
is complete in detail and in whatever sequence you require.
The Litton EBS/ 1241 can print at 35 characters per second —the fastest in its
class —for maximum throughput per dollar.
The Litton EBS/ 1241 has complete forms handling flexibility to handle the
most complex accounting functions.
The Litton EBS/ 1200 series also includes other machines which offer many more
features than competitive machines, too. In fact, of the accountants who check
into Burroughs, NCR, Friden and Litton ABS- more and more buy Litton.
But don't just take our word for it, talk to your accountant about which machine
you should buy for your business. We think he'll recommend one of the Litton
EBS/ 1200 series. And we think you'll be glad he did.

Call Joe Morrison at 201- 935 -2200, or your local Litton ABS office, or send the coupon today.

LITTON ABS [131
a utomated business systems
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Readers React
Control Cost Accounting:
Something New?
To the Editor:
Kenneth R. Rickey's statements on
managerial responsibilities and the objectives of a good cost system which he
makes in his article "Control Cost
Accounting," (April, 1970), are valid
and should be read by all accountants
and managers. To the unexperienced
reader, however, Mr. Rickey must appear to be the father of modem cost
accounting. He leads one to believe that
adoption of cost control accounting, and
the non - recognition of fixed and variable
costs, are the only means to achieving
sophisticated cost measurement and control.
Mr. Rickey points out in his opening
remarks, absorption, direct, and prime
cost accounting are the three fundamental principles of cost accounting.
However, he mistakenly implies that
these systems cannot be successfully integrated to provide a people- oriented,
Planning, budgeting, and costing system.
Actually many companies, today, are
utilizing such systems. Granted, management has not always taken full advantage of these systems, and much work
remains to be done, still it must be
recognized that it is management's ultimate responsibility to maximize the information potential of these systems.
The best system in the world is only as
good as the management it serves.
Regarding the fixed /variable cost
issue, I partially agree, some, but not all,
"fixed costs are created by people who
do not wish to make them variable."
This too reflects the effectiveness of
management, not cost systems. Many
fixed costs arise, not through poor management, but from a variety of factors,
some of them economically justifiable,
such as:
1.
2.
3.
4.

Governmental regulations
Union demands
Social versus profit obligations
Talent and skill retention requirements
5. Minimum inventory demands
6. Security and control requirements

In many cases it is more economical
to establish fixed costs rather than to
force all costs to be variable. It is also
often desirable to recognize costs as fixed
in order to focus management attention
on those costs which can be directly
varied and controlled.
Nelson M. Tompkins
Controller
Rocky Mountain
Dental Products Co.
Denver,Colo.

Control Cost Accounting:
Another View
To the Editor:
Mr. Rickey's article "Control Cost
Accounting" in the April 1970 issue
Of MANAGEMENT ACCOUNTING contains
several ideas advocating fuller full costing which are, in my opinion, sound.
There are several conclusions, however,
with which I cannot agree.
To start with an estimated market
price for a product, deduct profit, and
from the remainder back out departmental costs, strikes me as similar to the
girl who found a door knob and sought
a house to go with it. I would prefer to
determine the cost of production in each
department, including allocations of
overhead for services and activities not
directly related to production, which
would give the estimated cost to produce
the item. This cost plus "normal profit"
would be compared with the estimated
sales price to determine the advisability
of the venture. The Bible wams us to
sit down and count the cost first, lest we
begin to build our tower, are unable to
finish it and are held up to the ridicule
of all who pass by. It would be equally
foolish to estimate a sales price, deduct
some profit and then assert that the
residual will be the cost.
I would also agree that all the costs
of production should be inventoried, but
I would not go so far as to agree that
prospective costs of sales and service be
included in the inventory of finished
goods. This would erroneously overvalue the inventory by inclusion of a
cost that might never be realized. I

would include, however, the cost of
goods people buy for use, depreciation
and real property, whether owned or
rented. All of these items are real costs;
all of these items contribute to the value
of the product. Though it is true that
depreciation may be inaccurate, the
product cost should be a function of the
cost of long term assets.
It would be desirable, and probably is
possible, to charge all costs directly to
the applicable production department.
But such a system would without doubt
result in far more expense than the
control gained would merit. For "ample, to maintain that all costs are variable
(in the context of cost accounting)
reminds me of Lincoln's question: "If
you call a dog's tail a leg, how many
legs does he have ?" The answer, naturally, is four. Calling a tail a leg doesn't
make it one. By analogy, you can call
rent a variable expense, but for the
month, quarter or year in question, it
is fixed. To look at the idea a different
way, the painting department, for instance, should be charged with some
of the rent. That department's function
could not be carried out without the
roof and walls surrounding it. But to
hold the foreman of the painting department responsible for controlling rent
expense violates the cardinal rule of
responsibility. Rent is an expense his
department must bear, but for him, it is
a fixed expense.
Finally, requiring a manager to operate under this system (as proposed)
would be like sending him bear hunting
with a switch. He needs to know more
than "He made it!" or "He didn't!" It
is the cost accountant's responsibility to
provide him with all the information
possible to allow him to make sound,
rational decisions. If the manager made
or bettered his budget, fine. If he didn't
he should have available as complete a
break -down as possible of the areas in
which he fell short.
Phillip H. Lorenzen
M.B.A. Candidate
University of Denver
Denver, Colo.
Continued on page 54
MANAGEMENT ACCOUNTING /JANUARY 1971

Over 10,500 successful CPA candidates
have been coached by
International Accountants Society, Inc.

Donald R. Morrison, CPA,
President of IAS, says:

"If you don't pass your CPA examination after
our CPA Coaching Course, we'll coach you
without additional cost until you dot"
Approved under the GI Bill
The IAS CPA Coaching Course as well as the full IAS
accounting curriculum is approved under the GI Bill. You
start any time you please —there are no classes, no fixed enrollment periods. So, you can make maximum use of the
time available, starting as soon as you enroll and continuing
right up to the examination dates.

Send today for free report

I
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The IAS CPA Coaching Course is designed for busy ac.
countants. You train at home in your spare time, at your own
pace. Most important, every lesson is examined and graded
by one of our faculty of CPA's, who knows exactly the problems you'll face in your CPA examination.
If you need refresher training in certain areas, IAS will
supply, at no extra cost, up to 30 additional elective assign.
ments, complete with model answers, for brush up study.
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In te r na ti ona l Accoun ta n ts Soci e ty, Inc.
A Home Study School Since 1903
Dept. 4171-214,209 W. Jackson Blvd.
Chicago, Illinois 60606
Att: Director of CPA Coaching
Please send me your new report on the IAS CPA Coaching
Course. I understand there is no obligation.
a

"If any IAS CPA COACHING COURSE enrollee
fails to pass the CPA examination in any state
after meeting all the legal requirements of the
state as to residence, experience, preliminary education, etc., IAS will CONTINUE COACHING
WITHOUT ADDIT IONAL COST u ntil the enL \ . rollee is successful."
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To get the complete story on how you (or some member
of your staff) can benefit from the proven IAS CPA Coaching Course, just fill out and mail the coupon below. No
obligation.
-----

t

-------

y CPA will tell you it takes more than accounting
knowledge and experience to pass the CPA examination.
You must know the quick, correct way to apply your knowledge, under examination room conditions.
How you budget your exam time, for example —how you
approach each p roblem or quest ion — h ow you decide,
quickly, the exact requirements for the solution — construct
an acceptable presentation — extract relevant data — and use
accounting terms acceptable to the examiners.
That's where the International Accountants Society can
help you. As of June 1, 1969, 10,559 former IAS students
who had obtained all or a part of their accounting training
through IAS had passed CPA examinations. Our CPA Coaching Course is proven so effective we can make this agreement with you:

A

Approved under the GI Bill.
Check here if entitled to GI Bill benefits.
Accredited Member, National Home Study Council.
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AV

spring 1971

Continuing
Education Program
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Feb. 15 -19
Using Standard Costs .....................

Direct Costing

&

Flexible Budgeting

&
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&
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Performance Reporting ......

Contribution Accounting .........
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&
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Management Accounting for Hospitals ................
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Call or Write NAA Registrar
919 Third Avenue, New York, N. Y. 10022
(212) 759 -3444

Profit Planning
for Action and Results
PROFIT PLANNING HAS BECOME A 'WAY OF LIFE' FOR THIS BANK
By Thomas N. Black and
Donald J. Modenbach
Recently banks have established Profit
Planning programs in an attempt to reverse, or at least control, the narrowing
profit margin resulting from sharp increases in money and personnel costs.
North Carolina National Bank was one
of these banks, and in mid -1967 with
the assistance of Price Waterhouse and
Co., began to develop and install a
Profit Planning program. Profit Planning is a positive action tool to motivate
managers into actively using their business environment rather than adjusting

to it. It is an action system of data collection, reporting and analysis which
enables various levels of management
to:
1. Set goals for their area of responsibility
2. Measure actual performance against
those goals
3. Take action on existing problems
and /or opportunities
4. Recognize and act on emerging
problems and /or opportunities
The overall objective of a profit planning program is to provide all levels of
management with the informational and
analytical tools required to successfully
plan, direct, and control their areas of
responsibility in a manner consistent
with the long -term and short -term goals
of the organization.

(from staff areas and other profit centers), and indirect charges (overhead) .
In addition to the amount of operating
earnings contributed by a profit center,
this report also indicates the rate of
return on employed capital. An example of a profit center report is illustrated
in Exhibit 1.
KEY ITEM REPORTING

The key item reporting system provides balance sheet data, trends and a
headcount analysis for managers. It also
includes, in narrative form, explanations
of variances from plan, data trends and
reports of project progress. A manager

Profit Planning Program
A good profit planning program
should have three main components:
is Assistant Controller and Director of
Profit Planning and Financial Analysis
for North Carolina National Bank in
Charlotte, N.C. He is a graduate of
the American Institute of Banking
and has attended Robert Morris
]union College in Pittsburgh, Pa., and
the University of Louisville in Louisville, Ky.
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DONALD J. MODENBACH

Charlotte Chapter 1968, is Vice
PROFIT CENTER REPORTING

Profit center reporting enables management to measure the profit performance of those organizational units designated as profit centers. It utilizes
profit center reports which show direct
income and expense, in intra -bank interest charge or credit for funds used or
provided, charges for services purchased

President and Director of Automated
Customer Services for North Carolina
National Bank in Charlotte, N.C. He
holds a Bachelor of Science degree in
Business Management from Louisiana
State University, Baton Rouge, La.,
and has done graduate work at that
school.

is required to comment on his progress
in relation to his plan. If he has performed poorly he must state the corrective actions he has taken or plans
to take, to get back in line with his
plan. A sample key item report is shown
in Exhibit 2.
RESPONSIBILITY REPORTING

The responsibility reporting system
provides for the setting of goals by all
management levels, and the measuring
of actual performance against those
goals. Income and expense items and
deposit and loan levels are the primary
elements measured. Although profit center and key item reporting are very important parts of profit planning, responsibility reporting is the foundation
of the program.
Responsibility Reporting is performed in two phases —the planning
phase and the reporting phase. The
official planning phase begins early
each fall with a meeting of top management to determine the broad general
objectives for the next year. These objectives are then communicated down
through all levels of the organization
before the various managers begin their
planning.
Each manager is asked to forecast
on a monthly basis any deposits or loans
lie is responsible for and to estimate income related to them. He must also
estimate all expenses he expects to incur
month -by -month for the next year. All
the estimates are then sent to the profit
planning section. Each estimate is
checked for completeness and accuracy.
The information is key- punched and fed
into a computer which compiles the
data and produces a completed profit
plan. This preliminary plan is reviewed
and corrected if necessary. Finally, the
consolidated plan is submitted to the
board of directors for final approval and,
upon approval becomes the official profit
plan for the subsequent year.
Each month responsibility reports are
generated for each manager that submitted a plan. Complete reports are
issued on the third working day and they
compare the actual performance of the
area for which be is responsible to the
planned performace. All reports are consolidated up the organizational pyramid,
enabling management to determine the
responsibility for variances from plan
and take action to insure that the objectives of the plan are achieved. Reports are distributed to managers for
review, analysis, and comments. All
managers are required to explain sig10

nificant variances from plan. They must
discuss action taken to offset these
variances, or planned future action. In
addition to a written report, each manager must also discuss monthly progress
or lack of it, with his immediate superior. This process occurs for all management levels.
A profit planning meeting is also held
monthly by top management of the
bank. At this meeting the president and
executive vice - presidents discuss problem areas and determine the action to
be taken.
For profit planning to be of real
value to management it is important
that they receive all reports on a timely
basis. At NCNB responsibility reports,
profit center reports and key item reports are issued, reviewed, analyzed and
distributed to top management within
the first 10 working days each month.
Organizational Unity

Responsibility reporting should adhere to the organizational structure for
control. The system illustrated— Exhibit
3, recognizes three different types of
organizational units:
PRIMARY UNIT

This is the organizational unit for
which a lower level profit plan is developed. Its unit may be comprised of
one or more cost accumulation units
and must have a single individual within
the unit responsible for its performance
against plan. The monthly comparison
of actual income and expense to
planned income and expense begins at
this level and the comparison continues
up the organizational pyramid.
PYRAMID UNIT

The pyramid unit is an organization
composed of two or more primary units.
The plan of the pyramid unit is the
sum of the plans of its primary units.
However, no actual data is entered by
the system directly into a pyramid unit.
COST ACCUMULATION UNIT

This is a sub -unit for which actual
income and expense is recorded and for
which no profit plan is prepared. It was
created to obtain better control and
information when two or more processes, functions, or locations are directed
by the same individual. The actual income and expense of the cost accumulation unit is reported separately,
whereas planned items are included in
the profit plans of the primary unit.

Coding Structure
Separate coding structures are used
for input data in both the profit planning phase and the reporting phase.
PLANNING PHASE

This phase requires the use of a responsibility code which is a sixteen digit
number assigned to every organizational
unit. It is an internally used code to
compile the annual profit plan, and to
consolidate the responsibility reports up
the organizational pyramid. The responsibility code allows for an almost
unlimited profit plan breakdown. For
example, the plans of as many as ninety nine subsidiary companies can be summarized to prepare the plans of the
consolidated corporation. Further divisional, departmental, and sectional
breakdowns are possible according to
the requirements of the particular subsidiary.
However, since the 16 digit responsibility code would be rather unwieldy in
day -to -day transactions, a simple program allows actual input to be made
through use of a 7 digit field reference
code (FRC) . This code is assigned to
each organizational unit for which actual income and expense is recorded
and accumulated. Thus, FRC's are assigned only to (a) cost accumulation
units, and (b) primary units which
have no cost accumulation units. Examples of typical pyramid codes and FRC's
and shown in Exhibit 4.
The profit plan system compiles and
retains the profit plan for each lowest
level planned and compiles and summarizes for each higher level and for
the total organization.
REPORTING PHASE
TR A N S A CT I O N

AND

B A L A N CE

JOUR N AL .

This report (Exhibit 5) is prepared for
each lowest level (cost accumulation
level or primary level) and shows transactions affecting income and expense by
this unit for the month.
This
report is prepared for each primary unit.
It shows for each group of accounts
planned the actual income or expense
and the variance from the profit plan
for both the current month and the
current year -to -date. The detail of actual
transactions within each group of accounts is available from the transaction
and balance journal for the unit.
P R I M A R Y R E S P O N S I B I L I TY R E P O R T.

PYR AMID RES PO NS IBILITY REPO RTS.

Pvra-
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KEY ITEM REPORT
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Exhibit 3
ORGANIZATIONAL UNITS
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Exhibit 4
ORGANIZATIONAL LISTINGS
Uni t

I RC

Responsibility code
Pyd

Any banking unit

01 -03- 81.81. 0040.00.00

94 21 -130

Executive admin.

01 -03- 81- 81- 10-0400-00

--

Operations dept.

01 -03.81 -81•'- 0-00.0400

9421411

Checking acct. we.

01-03-81-81-20-41-OD-OD

X

9421412

Customer service

01 -03- 81- 812042.0400

X

9D -21-603

Commercial loan

01 -03.81 -81- 3400.O-0D

X

-94 21.810

Branch admin.

01 -03.81- 81 -40-00 -00-00

Administrator

01 -03 -81- 814410-0400

X

9421.812

Southside branch

01 -03.81- 814451-0400

X

-•
9421-651

Time payment

01 -03.81- 814471-0400

X

Lending

01 -03- 81- 814471-0421

9421-652

Credit

01-03.81- 814471.0422

94211x53

Operations

0143 -81- 814471.00.23

9421 -701

Trust

01 -03 -81- 811x0.040400

X
X

X

Departmental and/or sectional

X

Division
Subsidiary organization
Parent organization
f RC
Only cost accumulation units or primary units which are also cost accumulation units
are assigned FRC codes.

X

Example
FRC
9421 -810
9421.81 2

Responsibility code
Branch admin.
Administrator
Southside branch

01 -03 -81.81
OI -03 -81 -81
01-03.81 -81

01 -03- 81.81- 9400.0400

Main office

01 -03.81.81- 9040400.1 I

X

942 1.9 02

Southside branch

01 -03.81.81. 94040413

X

I
51
etional
Departmental

3

Banking houses

pared. The pyramid unit report which
condenses the general ledger account
detail that is shown on the primary reports for each unit within the pyramid
unit and a pyramid report summary by
unit. This report indicates only the total
income and total expense (actual and
variance from plan) of each unit reporting to these pyramid managers. The
report provides immediate reference to
units whose actual performance is sub-

01 -03.81.81 -0 0-00-0400

X

9421 -901

mid reports are prepared for each manager who is responsible for more than
one primary unit, e.g., for a division.
Two types of pyramid reports are pre-

Explanation
Responsibility code
Banking unit

--

•-

12

Unit level
Pri
C. A.

No FRC is required for branch administration since the income and expenses recorded under the
FRC code s o f the administrato r and So uthside branch manage r wi ll he a cecumulated by the
computer io develop the totals for the branch administration department.

stantially different from that planned.
C O N S O L I D A TE D I N C O M E A N D E X P E N S E RE P O R T . This report (Exhibit 6) is a basis
for detail financial analysis and for other
internal and external reports, rather
than as a basis for direct managerial action. The consolidated income and expense report is prepared for each major
segment of the organization and for
the total organization consolidated.
Each general ledger account for which
a plan is prepared at the primary unit
level is listed and actual performance
and variance from plan for the entire

pyramid unit is shown for the current
month and year -to -date.
Conclusion
Responsibility reporting is the foundation of NCNB's profit planning program. This system enables us to involve
all levels of management in the planning process, to measure actual performance against planned performance.
It has, in fact, become a "way of life"
at North Carolina National Bank and
before decisions are made on any management level, their effects on the profit
plan are carefully considered.
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Exh ib i t 5
T R AN SA CT IO N AN D BA LA NC E JO UR NA L

E xh i b i t 6
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D E V I L

1969

A N O U N TS

D E S C I R

- 1 0 N

C U w w E N T

. O N T N

ES P O N S IB I L I T Y C O D E
181 - 0000 -0000

1 1 1 -

TO

MARCH 1969

C A TS

1

C U RR E N T M O N T H

D

1/15/68
1/15/68

z
C
D

- 0000000 PAYR OLL
- 0000000 PAYR OLL

52111
52110

RS&W OFF EXCHGE

1,583.33 D

1,583.33 D

RS&W OFFICERS

1,583.33 M

1,583.33 M

- 0000000 PAYROLL
- 0000000 PAYROLL

722.50
115.92

SSW E MP N ON - EX
2120

RS&W EMPLOYEES

2100

REG S A L

-

WAGES

1/07/68
1/07/66

- 0 00 0 00 0
- 00 00 00 0

1/15/68
1/15/68

- 0000000 PAYROLL
- 0000000 PAYROLL
7RINGE BENE DIST

2300

- 0117240

PAYROLL
PAYROLL

2400

ELLY SERVICES
ZONT TEMP PER

2000

PERSONNEL EXP
- 0110182 qCNB CAFT ACCT
/D ENTERTAINMNT

4320
4300

BUS DEVELOPMENT

4000

4ARKETING EXP
1/15/68

7210

•c�r� �•��

750.00
833.33

- 1234567 POSTAGE EXPENSE
- 1234567 3HIPPING POSTAGE

838.42 D
838.42 M
2,421.75

*

838.42 D
838.42 M

127.50
411.71 *
18.75
18.75 *
2,852.21 S

411.71

18.75
2,852.21 S

70.95
70.95 M

70.95 M

70.95

70.95 *
70.95 S

3.00
3.00 M

3.00 M

3.00 *

3.00

7000

EN OPER EXP

3.00 S

3.00

3 E n t r

8000

jr-en
era

ate of
Entry

EN ADM EXPENSES
XPENSE
A c c o u n t and Vendor
Description
11

536

20.00
14.85
34.85 *

34.85

34.85 S

34.85 S

2,961.01 T

2,961.01 T

A C TU A L

CONSOLIDATED INCOME
42 1 0 0 C O M M E RC I A L L O A N S

25791
8 127 S

19209108 S

42200 TIME PAY LOANS
42600 MORTGAGE LOANS
TOT INT LOAN -DISC

610
816
750
1G176 S

11018450244 -S

43100
43200
43600
TOT

COMMERCIAL LOANS
TIME PAY LOANS
MORTGAGE LOANS
LOAN FEES

(Data omitted on this
exhibit due to space
limitations before arriv n
at the Total Income indi a
below)

19.71

HIPPING

8500

- c e

2,421.75

7200

- 0105187
W JONES IRWI
- 0117200 )ATA PROC BK S
30OKS AND SUB

2 536
3 80 0

v•

10 596 T
3 186
12 5
500

396 -T
18 6 37 5

625 *

375 *

16 0
1 , 58 4
2 74 4 *
6 555 S

16 0 58 474 4 -*
555 -S

3.765
37 7
46 3
3 60 5 S

65
2
11
78 S

YE A R TO D ATE

DESCRIPTI ON

TOTAL INCOME
CONSOLIDATED EXPENSE
51 1 0 0 S A V I N GS D E P O S I T S
51 2 1 0 T / O D E P B O N U S
51 2 2 0 T/ 0 D E P O T H E R

TOT T/O DEP IPC
51 3 1 0
51 3 2 0
TO T
TOT

C D NE G O T I A B L E
C D N C N B SA V C E R T
CE R T O F D E P - I P C
INTEREST EXPENSE

5 2 1 0 0 REG S A L - WAGES
5 2 2 0 0 OV E R T I M E
52 3 0 0 F R I N G E B E N E D I S T
TOT PERSONNEL EXP

P

1 1 1

- A . .

VA w 1A N C [

8 206

1271

28 ; 4 9 2

101400
7 707
25 313 S

00393576 -5

4890
2 448
2250
3 588 S

19054025 0 980 -S

1 135
9 792
9000
12 927 S

562 -T

127;246 T

41 800
31E816
101',108

d
32'438 T
8 384
2 252
540

38 4748

35 9 0 0
9,423

40*

420

1, 9 0 8
4 62 7
5,5 35 *
16'711 S

708 *
90 8 37 3281 -*
957 -S

10
7
17
24
70

9!117
13 3
1 356
11 ; 60 6 S

117
33
26
176 S

38 , 4 0 0
74 5
6, 6 6 8
44 8 1 3 S

32 9 T

:30;257 T

2:792

843 *
12 0
119
239 *
982 S

(D a t a om i t t e d o n t hi s e x h b ' t
du e t o s p a c e l i m i t a t i o n s b e f o r e
ar r i v i n g a t t h e To t a l E x a se
as i n d i c a te d b e l o w )
1 0 73 9 T

141 T

TOTAL EXPENSE

32 ! 3 1 3 T

Education Revisited
REEDUCATE YOUR MANAGERS AT LEAST ONCE BEFORE THEY RETIRE
By Arthur E. Wolf
When bringing new talent into an organization, the initial effort has usually
been to orient that talent in the employer's mode of operation. This has
been particularly true in the financial
area where innovation is often frowned
on because consistency and conservatism are basic tenets of financial work.
It is for this very reason, however, that
frequently good financial people do not
progress into managerial positions. It
is for this reason also that good, fresh
talent is not available from the college
ranks today to meet the demand, particularly in industry.
Executives Need Reorientation
A complete reversal is necessary to
meet the requirements for effective financial management. In today's dynamic environment it is the financial
executive who must be reoriented. Oriented "ou t " of the old and oriented
"in" to the new techniques which have
been developing in recent years. Th e
"old timer" knows his company, stays
posted on current rules and pronouncements of professional groups and nods
intelligently when the new terms and
concepts are expressed, but how well
does he really understand and how well
can he use constructively the newer and
more useful tools of the trade?
Th e younger men engaged in the
educational process have a disregard,
even a contempt, for the "establishment" that does not really understand
the practical role of operations research,
the usefulness of the computer in an14

alyzing and solving commercial problems, and the combined social and economic responsibilities of the business
world. The "establishment" frequently
is not responsive to the changes that
have taken place in business and in the
world at large, and prefers to think that
the young will mature eventually and
the problems will go away. It isn't working that way and the establishment had
better change.
Management Information System s
Th e explosion of information that
has been provided by the rapid development and growth of commercial computers has provided financial managers
with a new capability. Now the financial man is able to determine quickly
what is developing and can use current

trends to guide operations management
in the daily decision making which is
vital in the highly competitive environ-

r
io

�

,

MOVAft

ment which has developed. Competition was keen in many areas before, but
with the improvement in communications it is imperative that management
act and react rapidly in order to survive.
A management information system is
the proper digestion, assimilation, and
reporting of the flood of trivia which
flows through an organization all the
time. Trivia in the sense that single
pieces of data are what make up all
data —the whole is the sum of its parts.
An improperly planned or misused data
processing system results in indigestion.
But a good data processing system alone
does not insure a management information system; in fact it may impede it if
that data processing system is allowed
to overwhelm management with a mass
of detail lacking proper analysis. Here
is where the financial manager's role
ha s ch a n ge d . W i t h this commu nica tion

and data capability, properly assembled
and analyzed information can be presented which allows current decision
making. Remember when the balance
sheet and profit and loss statement were
proudly presented to the President on
the closing day of the period —a month
late?
Education Revisited

ARTHUR E. WOLF
is Plant Controller with Rohm and
Haas Co., Philadelphia, Pa. Mr. Wolf
has studied at the United States Military Academy and has completed a
course in Accounting and Business
Law at Gibson Institute, Philadelphia,
Pa.

How does an established, skilled financial manager use this new technique? Since all personal development
must be self - development, he must learn
the constructive use of this data the
same way he learned to be a manager.
First he had to be a technician and
understand the trade; then he could
effectively manage the affairs of the
MANAGEMENT ACCOUNTING /JANUARY 1971

business through the collective effort of Motivate By Listening
the staff. The practical application of a
Industrial managers complain because
management information system and
the use of mathematics filtered through there is an increasing lack of interest
operations research require reactivating among students to pursue a career in inof the formal learning process for the dustry. Consulting firms, public accounting companies, governmental agencies
already established executive.
The entire scope of a business enter- and the academic world itself generates
prise is traversed by communications. more enthusiasm among the new crop
How can the financial manager possibly of business - oriented (finance, economunderstand this detail? He should not. ics, accounting, business administraWhat he must fully appreciate, how- tion) students each year. Is this
ever, is the involvement of total com- because these segments of the employpany communications. This requires re- ment market are more inclined to
freshing intelligence and an updating listen and are more receptive than inof the financial effort to achieve objec- dustry? Could be.
The business organization which is edtives. The prime objective is to serve
others in top management. The finan- ucation and training oriented, whether
cial manager cannot do all of this in -plant or out -of- plant, has more realone, obviously, but his personal con- cruiting appeal. Young people are
cerns are readily translated by his staff. brighter today, they are better educated
Good leadership seems always to breed and they want to be heard. They can
easily spot a deaf ear and their time is
better leadership in subordinates.
Does this require the executive to too valuable to try to change the non return to school? It may. Can he afford listener. The non - listener had better
to take the time? He cannot afford not change himself. To be tuned to an
to take the time. Any knowledgeable education program inevitably produces
financial manager recognizes that a sat- listening.
isfactory return requires a sound investment. Why should it be difficult to Motivate By Self- Improvement
understand this when we consider imWhat does this education process
providing ourselves? This is self- develop- do to the man himself? All good men
ment. A return to formal education is want to be better, that is what makes
not a sign of weakness but rather a them good men. When a company exrecognition of strength and the con- presses an interest in a developing mantinuing need to feed intellectual talents ager, at all levels of management, this
with nutritious education. Although by itself is a motivator. The mere disnot a primary objective, certainly an play of interest is encouragement to a
important tangent effect is to restore good manager. The development is then
rapport between business and academe. self - generated. For a company to de-
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cide for a man what his specific development process must be, may be discouraging. The man must decide for
himself to what extent his education
needs supplementing and at what time
in his career. What a company can do
is to make available the source or
resource for self - development.
Conclusion
When to make this investment varies. But the concept presented here is
that at some point between the time
the manager leaves formal training until he exhausts his value to a company,
usually at retirement, re- education is
beneficial. Probably some time between 35 and 45 years of age is the
prime opportunity, but as mentioned
previously, the individual should decide the most appropriate time. Enough
technical changes will have taken place
to warrant re -study and sufficient time
remains for a manager to use his newly
learned techniques.
Although the comment is made that
a manager's usefulness to a company
ends with retirement, this is not necessarily true. There is a growing demand
for the constructive services of retiring
managers in the social structure of the
nation. This is not only personally rewarding but may be a key to resolving
the dilemma of how to better relate the
business world to social responsibilities.
Properly planned and implemented
with enthusiasm, the program for the
use of these managers in sociological
work can be rewarding to the man, to
the company, and to the nation.
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Microfilm:
A New Accounting Tool
MICROFILM SOLVES STORAGE AND RETRIEVAL PROBLEMS FOR CONTROLLER
By Willis J. Duncan

Reading- Printing

Space saving advantages accrued by reducing voluminous files of documents
to microfilm have been known for many
years. However, in our operation at 3M
Company, it was more a matter of insuring rapid retrieval of important information which prompted us to look
to microfilm as a means of solving a
paperwork dilemma.
Like most offices, we had been storing hundreds of thousands of documents in boxes. When there was little
need to recall this information, we had
no problem. Recently, however, the demand for past records increased substantially, and we then realized our
retrieval and retention system had gotten completely out of hand.

For storage and retrieval flexibility,
we selected 3M's "400C" reader - printer
which utilizes a cartridge system. We
found the cartridge system superior to
standard roll film because the operator
could take the cartridge from the file,
put it on the reader - printer, locate a
given document, make a hard copy and
return the cartridge to the file without
touching the film. The film is automatically threaded through the "400C"
—a definite time -saver when one is trying to operate an efficient microfilm
department.
Another reason for settling on a cartridge system was that we knew our
system was going to be in constant use
... with possibly more than one film
removed from the file at a time.

Filming
After a year of study, which began in
1965, we solved our problem with a
simple, efficient system (see Exhibit 1) .
We selected a microfilm camera which
would enable us to efficiently handle a
large portion of the 16 -inch wide computer print -out sheets. It offered capability for continuous feed at the
rate of 1,800 inches a minute with a
maximum document width of 20
inches. In addition, it would photograph
the same images on two separate films
simultaneously, making it possible to
establish a back -up security system for
a duplicate microfilm copy of valuable,
permanently needed documents.
16
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The next step was to devise a workable but simple cartridge filing and retrieval system. This proved to be less
involved than selecting the equipment.
An alphabetical index and cross -index
were set up using a large loose -leaf binder. In this manner, the various categories (monthly and final production
sheets, profit and loss statements, etc.)
were listed by month and year followed
by the file drawer number, film roll
number and footage number.
Filing
As the heart of our filing system, we
installed 10- drawer microfilm filing cabinets. They offered us the ability to store
microfilm cartridges vertically for quick
identification and, since they came
equipped with locks, made our system
secure whenever it had to be left unattended. Because each cartridge fits
neatly into a slot in one of six film
racks, it is an easy matter to spot when
one or more are missing.
To further facilitate our filing system, we elected not to number the film
cartridges continuously from drawer to
drawer. Instead, we wanted a system
which could easily be restored should
some untrained person remove a cartridge and return it to an incorrect slot.
To accomplish this, each drawer was
given a color code as well as a number.
We began by identifying the cartridges
in the first drawer with one vertical
black stripe, the cartridges in the second drawer with a red stripe, and so on.
MANAGEMENT ACCOUNTING /JANUARY 1971

Within each drawer, the cartridges were
numbered from one to 84 and given the
appropriate color code. It was decided
that the person managing the system
would be able to spot a color out of
place much more rapidly than a munber. This has been substantiated many
times since the operation went into
service about a year ago. It is now possible, within minutes, to determine
which cartridges, if any, are missing
or have been misfiled.

Exhibit 1
FLOW CHART

WORK TO BE
MICROFILMED

ORIGINAL BACK
IN BRIEF
CIRCULATION

ORIGINAL
DESTROYED

MICROFILM
PROCESSING

i

Responsibility and Procedure

i

INSPECTED,
EDITED,
CATALOGED

STORED IN
SECURITY
VAULT

PLACED IN
DEPARTMENT
FILE

RETRIEVAL
AND
HARD COPIES

HARD COPIES
USED
AND DESTROYED

KEY
- - - - OPTIONAL DUPLICATE MICROFILM
WORKING MICROFILM

picture, taken before the paper can be
smudged, damaged or lost. It requires
only an additional five minutes to reproduce a normal computer print -out on

film. Savings in the event of a mishap,
of course, can be incalculable.
Films of confidential materials are
Continued on page 20

a

We have found it advantageous to
have one person responsible for the entire microfilm operation. Even though
the filing system is simple, a person who
works with it every hour of the day can
become much more expert at locating
and printing a given document. This
employee spends about one- quarter of
her time microfilming documents and
the remainder editing, filing, cross -filing
and documenting the work. This added
efficiency, in our opinion, more than
justifies a full -time person on this assignment.
Some copies of computer print -outs
are being microfilmed even before being used, and this applies to "rush"
projects. In this manner, we have a clear

MICROFILM
CAMERA

A high -speed rotary -type camera is used for maximum efficiency
in the microfilming operation. Two rolls of film can be exposed
simultaneously when duplicates are desired.
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When request for a given document is received, it takes only
two minutes to find the item on the reader - printer, and deliver
a hard copy to the desk of the person needing it.
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Combined Costing Method:
Absorption and Direct
ABSORPTION COSTING FOR DAY -TO -DAY CONTROL
DIRECT COSTING FOR FINANCIAL ANALYSES
By Delbert J. Frye
A standard absorption costing method
may be used effectively for production
and inventory control by dividing the
plant into direct cost centers and service cost centers. Each cost center then
has an operating budget and the combination of the cost center budgets provides the basis for standard costs. However, individually the budgets are the
means for controlling costs.
Normal Volume Schedule
The normal volume schedule is the
basic document required to generate
the plant budget for the coming year.
It is a schedule of planned operations
defining the number of equipment
hours, the number of man - hours, the
crew size, the pounds of input and the
pounds of good production expected
during the next year.
The key cost center technique is used
to determine which operation controls
the flow of material. If all material put
into a primary operation can be processed through the plant, then it is the
key operation. However, if the following operation cannot process all the output from the primary operation, then
the second operation becomes the key.
Only sufficient material to supply the
key (second) operation is introduced
into the system.
In addition to the capability of the
primary and following operations, the
sales forecast is also considered. It
18

comes into consideration when it is obvious that all of the finished product
from a system cannot be sold. Then
the hourly operating schedule for individual departments may be revised
downward. In any case, the normal
volume schedule should be a realistic
estimate of how the plant could be
scheduled during the coming year.
The normal volume schedule is the
basis for determining the standard cost.
A high schedule will provide low standard costs. On the other hand, a low
activity schedule will inflate standard
cost and perhaps price a product out of
a market, or indicate that a new product
should not be produced. Plant capability
is most accurately represented by a high

normal volume and low standard cost.
However, if the scheduled level of production is not achieved, volume variance
will be excessive during the period.
The increase or decrease in standard
cost is caused by the distribution of
fixed cost to pounds produced. The
higher the pounds produced the lower
the fixed cost per pound. If a 21 shift per -week production schedule will yield
2,000,000 pounds a month at a fixed
cost of $300,000 /month, the fixed cost
per pound is 150. Whereas, if a 15
shift - per -week production schedule will
yield 1,500,000 pounds a month at a
fixed cost of $270,000 /month, the fixed
cost per pound is 18¢. Thus, the standard cost per pound varies three cents
per pound based on the activity level
at which the plant is scheduled.
The normal volume schedule becomes
even more important with the standard
absorption method of costing. The activity level can influence selling prices,
profit margins at standard, financial
analysis of proposed capital projects,
product line profitability and make /buy
decisions.

Virginia Skyline Chapter (Richmond

Variable Operating Budget

1967), is Plant Comptroller, Reynolds
Metals Company, Plastics Plant,
Grottoes, Va. Mr. Frye, who has
served with the U.S. General Accounting Office, earned his B.S. degree in Accounting at East Tennessee
State University, Johnson City, Tenn.

Once the normal volume schedule is
prepared, the operating budget for each
cost center is computed at the normal
volume level of activity. Each expense
needed to operate a department at normal volume is estimated. For example,
indirect labor may be estimated as the
number of hours needed for each equip MANAGEMENT ACCOUNTING /JANUARY 1971

pay

ment hour operated or pounds of input.
For the shipping department, indirect
labor is based on pounds shipped. Both
the direct department and service department budgets are computed by expenses which are classified as fixed or
variable based on an operating factor or
a period of time.
After the budget for each cost center
is completed, the cost incurred for all
service departments is redistributed and
applied to the direct departments in
order to compute the product cost. The
distribution is made to the primary
users of a service whenever possible and
is allocated on the basis of the best
measure of activity in the receiving cost
center. Costs not identifiable to specific
cost centers are distributed to all users
by other measures of activity. For example, the boiler house cost is first distributed to the stretching department of a
flexible film operation, a direct user.
The remaining cost may then be distributed to all cost centers on the basis
of the amount of floor space used. The
stretching department would also receive a portion of this distribution to
for the area heating. The process
engineering department costs may be
distributed on the basis of engineering
time while the accounting department
costs may be distributed on the basis
of pound input. Each service department is then closed into a direct department so that the total plant operational overhead cost is eventually
assigned to the direct cost centers.
The distribution of the maintenance
department cost requires special attention. The number of maintenance hours
is determined by multiplying the number of men times hours available. The
labor rate, cost of supplies and supervisor salaries are calculated and an
hourly labor rate for maintenance is
computed. An allowance is made for
the cost of labor and overhead to be
capitalized during the next period and
this cost is not considered in the overhead budget. The remaining cost is
then absorbed by using cost centers on
the basis of maintenance hours necessary to properly service the equipment.
Maintenance cost distribution is made
prior to the closing of the service cost
centers to direct cost centers.
When all costs have been distributed
into the direct cost centers, a variable
and total overhead rate can be calculated. The overhead rate is based on
the percentage calculated when overhead cost is compared with direct labor
dollars by individual cost centers. For
MANAGEMENT ACCOUNTING /JANUARY 1971

example, the finishing department rate
may be 160 percent variable and 350
percent total overhead per direct dollar.
Thus, for each direct labor dollar, the
budget includes an additional $3.50 of
total overhead. Of this $3.50 total overhead, $1.60 is variable with the units
of production.
The result of the operating budget is
a direct labor rate and an overhead
rate for each operation within the plant.
In addition, the operating budget is
used monthly to compute the budget
earned by each cost center for that
month's operation. The budget earned
is compared with the actual expenditures, to provide plant management
with a cost control system. Deviations
by cost centers and expense classifications are known and appropriate corrective action can be taken on a timely
basis.

Standard Cost Cards
The'standard cost card is the method
of assigning total operating cost to individual products. The starting point is
the basic formulation cost, based on the
standard amount of material to be used
multiplied by the standard cost of respective raw materials. The 100 pound
rate of input is computed per man -hour,
then multiplied by the direct labor rate
for the processing department, thus providing the labor cost. The labor cost
multiplied by the overhead rate for the
processing department provides the overhead cost.
The scrap standard is stated as a
percent of the good production from
the processing department. The cost of
material, labor and overhead expended
to produce scrap is then added to the
basic cost of production to obtain the
total cost to produce good finished
pounds. A complete cost card provides
the total cost of producing finished
product ready to ship.
The completed cost card is used in
the monthly closing in the following
applications: Standard man -hours expended— pounds of input multiplied by
man -hour rate provides the man -hours
that should be expended and the standard labor cost. Standard man -hours expended compared with actual man -hours
expended and actual labor cost provides
man -hour efficiency and direct labor
variance. Overhead cost — standard labor
cost times overhead rates provides overhead charged to inventories and when
compared with standard budget earned
expenditures gives the volume variance.
The difference between actual expendi-

tures and budget earned provides overhead variance. Scrap cost —good production times value lost provides the
standard scrap which is allowed. Actual
cost of scrap is computed based on the
pounds of scrap made and the difference
between actual and standard provides
operating scrap variance.

Variable and Fixed Cost
By using both the variable and total
overhead rate, it is easy to determine
the variable and total cost at a given
level of production. The variable overhead rate is computed by dividing total
variable cost of the direct department
by direct labor cost. Total overhead rate
is computed by dividing total direct department cost by direct labor dollars.
Then, by applying both the variable overhead rate and total overhead rate to the
cost cards, the variable cost and total
cost to produce is determined. The difference between variable cost and total
cost represents the fixed cost absorbed,
which should equal the fixed cost included in the budget at the normal volume production level. Thus, total variable cost to produce is determined for
a given level of production.

Standard Absorption Method:
Advantages and Disadvantages
With the absorption method total
cost is known since fixed cost is allocated by cost centers and assigned to
the product cost cards. In addition, better control is maintained, inventory reevaluation is avoided and total product
cost is much more accurate than with
the direct costing method.
A disadvantage of the standard absorption method is in the difficulty of
determining product costs at different
levels of production for financial analyses. It is difficult to understand that a
standard cost is valid at only one level
of production and this poses a problem
in communicating with non- accountants. When a product cost card is
issued, non - accountants could assume
that it represents the absolute cost to
produce the product. They do not understand that when production volume
increases the standard cost would decrease and at a lower production level
the standard cost may be actually higher.

Combined Methods
A combination of the absorption
method for day -to -day control and direct costing for financial analysis allows
more time to evaluate alternatives although total product cost cannot be
19

estimated as accurately in this fashion.
The direct costing method provides
the means for quickly making a financial
analyses and for examining the effect of
alternate levels of production. Effort
could then be directed to improving the
financial gain by sound management.
Fixed cost could be reduced, product

mix re- examined, processes revised,
formulations changed and other cost saving devices found to improve the
profitability. The loss in precision by
using the direct costing method is more
than offset by the improvement in time.
The standard absorption costing system is a sound, precise management

financial tool for evaluating performance, inventory evaluation, establishing
objectives, and evaluating capital expenditures. Used with the direct costing method, the ability to respond to
requests for analysis of business propositions is increased substantially and the
evaluation of alternatives is much easier.

MICROFILM: A NEW ACCOUNTING TOOL
Continued from page 17
hand - carried to the film processing department, observed through processing
and hand - carried back to the office. This
insures complete security.
During this first year, most of the
work has been concentrated on microfilming back files of old, permanent
documents that have been in our storage vaults. With this out of the way,
we are now expanding the system to include the microfilming of accounting
records from the various divisions of
the company. We have forecasted com-
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pletion of the full integration of this
work in about two years. The system
will be many times its present size, yet
will offer the same flexibility and speed
we now have.
It would be difficult to put an exact
value on the money saved with this new
system, but I am sure it is considerable.
One small 100 -foot cartridge of microfilm, measuring 4 inches by 4 inches by
1 inch, holds the same amount of material in reduced form as a storage box
taking up two cubic feet of space. The
cost to produce the film is equivalent
to that of storing the box for just one

year. Most of our films will be kept for
more than ten years and in about one
percent of the space.
Conclusion
In conclusion, the microfilm system
has been the solution to the problems
of instant information retrieval for our
department. Savings in storage space
has been considerable. We have been
able to tailor the system to fit our
needs rather than vice- versa. Most important, we will be able to expand the
present system to incorporate more information with a minimum of changes.
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Long -Range Forecasts:
Where Do We Go From Here
THE STALKING OF EACH EXPENSE DOLLAR IS BECOMING MORE AND MORE IMPORTANT
By Paul W. Osler
Today's economy presents a stirring
challenge to business to cope with
liquidity problems. The ability of a
business enterprise to adjust its operating expenses to meet economic fluctuations, results in the difference between
a successful and a continually troublesome operation. In order that flexible
plans may be laid for management to
judge its operations, careful consideration should be given to factual forecasting for the immediate future and,
equally important, long -range planning. ( i.e., five years) . Accordingly, more
people should learn the art of telling
their dollars where to go instead of asking them where they went.
Cash in business is used to buy equipment, engage labor, purchase inventory
with the objective of turning all this
into a liquid position. Managerial skill
is tested at each transaction as the
wheel generates income and cash flow.
Projected signposts on the business map
for survival and earnings are needed in
the form of "compared to what" guidelines.
Consideration must be given to the
effect of the economy on the firm and
its estimated growth over the next five
years. At what point will there be a
need to spend more funds for higher
stock levels, additional labor and additional facilities, as volume increases? If
volume levels off or decreases, when is
the proper time to decrease? Is the inMA N A G E M E N T A C C O U N TIN G /J AN UAR Y 1 9 7 1

ventory loaded with slow moving items?
Is the schedule of accounts receivable
cluttered with slow payers? Liquidity requires a steady rate of conversion from
inventory to receivables to cash. Forecasting provides plans to establish lines
of credit for cash requirements in periods of cash drain which result from seasonal spurts in activity. Serious deviations from these carefully laid long range plans can be evaluated and
corrected, but must have a point of
reference. In order to evaluate a condition, we often say "compared to what."
The mistake is often made in assuming an inflexible operating procedure
incapable of coping with the unknown
future. The business uncertainty is to
a great extent the result of its actions,

PAUL W. OSLER

Indianapolis Chapter (South Bend
1951), is a Management Analyst for
P. R. Mallory 6 Co., Inc., Indianapolis, Ind. Mr. Osler, who is a previous contributor to MANAGEMENT ACCOUNTING, studied Accounting at Indiana University School of Business.

and, in a very real sense, its environment. Based on the current trend of the
economy, goals should be set for the
return of income. Is sales volume high
enough to support expenses? Are selling
prices high enough to provide an adequate mark -up over cost of goods sold?
Is the firm being mismanaged or overburdened with overhead, slow moving
inventory, and poor collections of outstanding receivables?
The Tools
Let's project the operating statement
to related assets in the balance sheet;
let's project the operations at various
levels of volume. Particular attention is
directed to detect the activity of the
current or "working" assets. The operating statements must signify the behavior
of expenses, as to fixed or variability
with volume, and to the extent of fluctuation. Fixed expenses, such as depreciation, rent and superintendence,
normally do not vary in total with
changes in the rate of volume. Variable
costs will change with volume, but not
all at the same rate. Certain costs may
readily be classified, yet others may be
overlooked as to proper classification,
resulting in margin of errors at levels
• which are somewhat above or below
normal. Variable expenses tend to
actuate up and down on an inclined
scale, and fixed expenses move a step
at a time in ratio to volume with a
tendency not to slide back easily.
After an acceptable level of volume
21

Exhi bi t 1

Exhi bi t 2

OPERAT ING EXPENSES

O PER AT IN G ST AT EMEN T
Fixed

Variable

40%
40%
100%
-

50%
30%

($000)

Current
year

Second

T hi rd

Four t h

Fifth

year

year

year

year

-

Sales
$1,000
$1,100
$1,200
$1, 300
$1,400
Gross
Pr of it
250
275
300
325
350 (1)
Expenses
117 (2)
119 (3)
121 (4)
135 (5)
142 (6)
Operating
pr of i t
$ 133
$ 156
$ 179
$ 190
$ 208
Percent
to sales 13.3%
14.2%
14.9%
14.6%
14.8%

$66,700
28, 430
$95, 130

Percent to sales

9.5%

Not e:
(1) The average gross margin is 25 %.
(2) $116,700 total expenses as shown in the analysis of

$50,100 (T ot al $116, 700)
(28, 430 )
$21,670 (T otal 116,700)

expenses.
(3) $116,700 plus 2.16% of the sales increase.
(4) $118,860 plus 2.16% of the sales increase.
(5) $121,020 plus 2.16% of the sales increase. Expenses at
this level ar e al so aff ec ted by t he addi ti on of one man
($12, 000).
(6) $135,160 plus 2.16% of the sales increase. Expenses at
this level are also affected b y $5, 000 additional rent
expense for more space.

-

T otal
Variable factor
T rue total

-

-

-

-

-

&

-

-

Salaries and wages
(3) $36,000 (5) $40, 000
Fringes
4,000
4,800
T ransportation
3,000
Utilities
600
Operating supplies
300
300
Travel
3,800
2,000
entertainment
Maintenance
1,000
Rent
12,000
Fi xed charges
9, 000
(T axes, Ins., Deprn.)

Fixed- Variable
factor

2.16%

(Note - volume
$1,000,000)

Exhi bi t 3

Exhi bi t 4

T H E BALAN C E SH EET

KEY F I G U R ES

Current

Second

T hi rd

Four t h

Fifth

year

year

year

year

year

($000)

Current

Second

T hi rd

Four t h

Fifth

year

year

year

year

year

$1,000
750

$1,100
825

$1, 200
900

$1,300
975

$1, 400
1,050

22

23

26

28

30

Cash
$ 40,000 $ 44, 000 $ 48,000 $ 52, 000 $ 56,000 (1)
Receivables
83, 000
91, 600 100, 000 108, 300 116,600 ( 2)
Invent or y
187, 500 206,200 225,000 243,700 262,500 ( 3)
Fixed assets
50, 000
50,000
46,000
42, 000
38,000 (4)

Volume
Cost sales
Variable
cost

T otal

Marginal
income
Fixed cost

$

228
95

$

252
95

$

274
95

$

297
107

$

320
112

N et pr of i t

$

133

$

157

$

179

$

190

$

208

$360,500 $391, 800 $419,000 $446, 000 $473,100

Note
(1) This balance is represented by 4% of sales volume.
(2) This balance is represented by a 30 day balance.
(3) This balance is represented by a 90 day supply.
(4) The expense structure has a $4, 000 annual rate of
depreciation. In the second year there is a purchase of
an addit ional counter and racks. It is antic ipat ed t hat
f ul l y depreciated assets will offset the first year
depreciation at no change in the total asset figure.

Marginal
income
as Percent
of Sales

22.9

22.9

22.9

22.9

22.9

1

Net profi t
as Percent
of Sales

13.3

14.2

14.9

14.6

14.8

1

A sset
turnover

2.77

2.81

2.86

2.91

2.951

Net Prof it

22

percent

13.3

14.2

14.9

14.6

14.8

1

Ret ur n on
assets

36.8

39.9

42.6

42.5

43.6

1
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is established and a return ratio calculated, volume increments and an actual
return on them can be estimated by
applying cost -of- goods -sold ratio consistent with current trends, considering the fixed and variable operating
costs.
Cost -of- goods -sold ratio will vary due
to sales mix, especially where several
types of products are involved, each
having varying gross margins. A finer
solution requires categorizing sales into
classes of products and applying more
accurate standard percentages against
each class. However, maybe this will be
too fine, and maybe considered as the
optimum. As a basis each business administrator should have a pretty good
idea of overall gross margin.
Operating Expenses Classified
Operating expenses should then be
classified as shown in Exhibit 1. Salaries
and fringe benefits are shown to include three employees as fixed expense
and five others as semi - variable by 60
percent. In other words, the five will
not fluctuate directly with volume. It
is estimated and reasonable to expect
that 40 percent of the cost would be
directly related to volume. The same
type of factor is given to supplies and
travel expenses. Examples used here are
intended to point out the common principles or general procedures.
After applying the factor to the semi variable expenses and adjusting the
totals, the result is $21,570 as variable
expense or 2.16 percent of sales. This
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percentage figure will be applied to the
increments when forecasting.
Exhibit 2 is the Operating Statement
calculated from the information in Exhibit 1. It indicates the estimated operating profit for each succeeding year, in
dollars and as a percent of sales.
In Exhibit 3, the accounts receivable
balance of 30 days is calculated as the
annual volume divided by 12. The inventory balance of 90 days is the annual
cost of goods sold divided by 12 and
the result multiplied by 3.
Compared to What
From this analysis we can evaluate
the effect of the control of fixed expenses or the necessary volume fluctuation to meet the dollars of expense. The
variable cost figures are increased by
the percent of variable expenses applied
to each increment of volume increase.
It can be seen that the percent of sales
of marginal income is the same at each
level.
In addition, there are other key, Exhibit 4, figures. Cash should not be
more than 15 percent of total assets or
we may not be turning money over fast
enough. We have used a 3 month or
90 day inventory figure which results
in a 4 time turn per year. This will
fluctuate due to type of business. Divide
the receivables into total sales. The answer tells us how many times per year
we are turning sales into money. Ten
times a year is good, anything below 6
is a danger signal. Our example is 12
times or every 30 days.

Conclusion
We have forecast the effect of various increments of volume. Forecasting
volume in subsequent years must be
done with logic as well as statistics.
Since spending by individuals accounts
for from 65 to 80 percent of gross national product, some businesses will find
their sales curves are more closely related to spendable income. The secret
is to select the best indicator for your
business.
In many small companies a sales forecast is simply arrived at by executive
opinion. The guesses may be quite accurate, where those polled have a keen
understanding of the market and its
factors. In some instances the field sales
force may be polled to form a composite.
Long -range planning in some firms
may not seem necessary due to the nature of the business, or the size of the
company or whether or not the sales
fluctuate violently from year to year.
It may be that the time taken to react
to the economy is shorter in one than
another, as it may be easier to predict
the markets. In any event, I strongly
recommend a current plan. In 1967
some markets had a definite softening
in the second quarter. With forecasts
such as I have discussed, our company,
being able to see this coming, took immediate steps necessary to adjust our
fixed expenses and as the result, in spite
of the economy, we experienced a
good year.
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Wanted: Management
Accountants for U.S. Orchestras
GOOD MUSIC IS NOT ENOUGH —ORCHESTRAS ALSO NEED GOOD ACCOUNTANTS
By Robert R. Pratt
Each of the major symphony orchestras
in Cleveland, Detroit, and Los Angeles
experienced operating losses of over one
million dollars last year. Others, large
and small, amateur and professional,
share the same financial woes. These
woes do not come from a lack of interest in symphonic music. Attendance
at live performances is expanding rapidly
in many areas and today's audiences encompass a far broader socio- economic
spectrum than ever before. Yet, one -third
to one -half of our major symphonies and
an untold number of the more than
1,400 smaller community orchestras in
the U.S. are in danger of extinction.
Only high quality financial management
can help avoid this predicament.
Ticket sales cover only part of the
cost of a performance. A Rockefeller
Panel study indicated that box office
receipts by the major orchestras provided only 52 percent of the needed
revenue. For smaller community orchestras, this figure goes as low as 25
24

percent. Raising operating income by
increasing the number of performances
is doomed to failure under these conditions since the incremental out -ofpocket cost of the added performance
frequently exceeds revenue.

In the past, European orchestras received their support from the aristocracy
who lavished large sums on them for
their own amusement. As the political
and social structure of Europe changed,
the support of orchestras gradually
shifted into the hands of the government where it rests today. In the U.S.,
the pattern has been somewhat different. Although orchestras were originally
supported by the wealthy patron, it has
shifted to the middle income group.
Planning and Culture

Peoria Chapter 1967, is Manager of
the Industrial Pricing Division, Caterpillar Tractor Co ., Peoria, Ill. Mr.
Pratt graduated with distinction from
Bradley University, Peoria, Ill., with
a B.S. degree in Business Administration. He is also Vice President of
the Board of Dire ctors o f th e Peoria
Symphony Orchestra.

If the management accountant is to
use his experience effectively for the
symphony orchestra, he must divorce
himself from the portion of his experience which applies only to profit -making organizations. Much of his knowledge and skill can be used, but some
cannot. This is especially evident when
attempting to set long and short term
objectives for the organization. One
could leap to the conclusion that a
particular type of activity should be
curtailed because of low box office and
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another more popular activity expanded.
While this might be a logical business
decision, it might also represent an
abdication from the orchestra's cultural
mission in society. As an example, a
season of nothing but Tchaikovsky,
Rachmaninoff, Beethoven, and Brahms
might be a great attendance booster but
would do little to expand the musical
tastes of the community or encourage
development of new works. On the
other hand, low priced family concerts,
which are almost always money losers,
may justify their existence through their
appeal to an audience which does not
normally come in contact with symphonic music.
Objectives and Planning
Once the management accountant
recognizes that objectives must be measured against a different set of standards,
he becomes invaluable to the organization. Objectives must be clearly established if anything worthwhile is to be
accomplished, especially in an organization where the over - riding goal of
profitability does not exist.
An orchestra seldom lacks specific
projects for meeting almost any objective. Most orchestra boards and management staffs are composed of extremely
talented and creative people with many
constructive ideas. The problem.is finding a balanced set of objectives which
can be accomplished within the means
available. Here the management accountant must ensure that the other
objectives do not interfere with the
orchestra's number one goal — survival.
Too many organizations today are
foundering because they tried to accomplish too much too quickly and either
underestimated the costs or overestimated the financial resources available.
Risk is concommitant with any new
and creative activity. It should be welcomed, but it must be analyzed carefully and objectively to insure that the
risk is a calculated one and that failure
would not be fatal. Emotion - tinged
judgment has no place in the management of an orchestra if it hopes to survive and prosper. In this respect, arts
organizations are no different from
businesses.
Management Information
Systems and Controls
The financial man can also be a major
asset in developing and maintaining an
up -to -date accounting system which
should grow with the organization.
Business consultants specializing in arts
MANAGEMENT ACCOUNTING /JANUARY 1971

organizations have found that there are
often serious deficiencies in the organization's accounting systems. In many
cases, the systems simply evolved as
they passed through a series of treasurers who were as likely to be doctors
or lawyers as accountants. It is little
wonder that in manv cases, financial
controls are lacking and information on
which to base sound managerial decisions nonexistent. Orchestras must ensure that they are making efficient use
of the assets they have before they seek
additional funds from the community.
Fund Raising Campaign Focused
on Corporations
Once the objectives, budgets, systems, and controls of the orchestra have
been set in order, the management accountant can apply his talents to obtaining more funds for the organization. His special area of expertise is
likely to be the corporation, because he
is able to communicate with this type
of organization in terms which it can
understand.
We are currently living in an age
which places a great deal of emphasis
on objectivity in decision making. Businessmen today demand more than generalities and platitudes in exchange for
their support and they deserve more. In
fact, the corporation itself gives a clue
to the approach it expects by the information it sends to its supporters —
the annual report.
Obviously, a small operation such as
a symphony orchestra cannot be expected to publish a document as elaborate as most companies' annual reports,
but the basic data must be there. Moreover, it must present this data in a clear,
concise, and objective style which is
both readable and believable. Management accountants have spent years developing these skills and orchestras
should reap the benefit of this experience
and training.
Frequently, orchestras find that corporations are more inclined to finance
a specific project than to lend general
support. Examples are plentiful. Columbia Gas of Pennsylvania has sponsored concerts in neighboring communities by the Pittsburgh Symphony
Orchestra for over fifteen years. Capitol
Broadcasting Company of Raleigh,
North Carolina, sponsored a tour which
involved 66 performances by the Metropolitan Opera National Company.
The Rhode Island Philharmonic Orchestra's series of family concerts was
subsidized by the Columbus National

Bank of Providence, Rhode Island. The
Detroit Edison Company of Detroit,
Michigan, has sponsored the Detroit
Symphony's free "Symphony under the
Stars" for the last 16 years.
It would be difficult to pinpoint the
exact reasons for these generous gifts,
but more than likely, they were the
result of some hard work from dedicated music - loving businessmen. These
men took the time and effort to develop an idea into a full -blown business
proposal with full details on what, how,
when, where, why, and yes —how much.
One must know what a corporate executive expects to find in a business proposal before he can successfully prepare
one. Again, who is better equipped to
do this than the management accountant who prepares these business proposals on a regular basis?
Conclusion
To this point, we have emphasized
what the management accountant can
do for his symphony orchestra. It is
important, however, that we not overlook what the symphony orchestra can
do for the management accountant.
The partnership is by no means one sided. First, since the work of the management accountant can help to insure
success for the orchestra in his community, he should enjoy a strong feeling of
satisfaction from his work.
Second but perhaps more important
is the opportunity he has to work
with the creative people who are attracted to the orchestra either as a
career or an avocation. Manv of these
people have a somewhat different perspective on life than the accountant.
This contact is essential if the management accountant is to fully understand
the increasingly important role that he
and his firm are expected to play in the
community's cultural and social life.
The accountant's firm also benefits
by his involvement in orchestra activity.
The employee's broader perspective
makes him more valuable to the enterprise. In addition, the accountant
establishes a communication link between the artistic and cultural side of
the community and the business organization which can be vital to both.
FrequentINI, an interchange between
these two groups can bring about a
clearer understanding as to what the
real needs of the community are and
what can be made available to fill them.
Without this coordination, efforts could
be redundant, or at the other extreme,
conflicting.
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Simulating an
Accounting Information
System Model
COMBINED SIMULATION AND PROBABILISTIC TECHNIQUES MAKE MORE USEFUL
COMPREHENSIVE MODELS OF ACCOUNTING INFORMATION SYSTEMS
By Bernard M. Davall and
Joseph W. Wilkinson
Accounting information systems should
provide managers with information for
planning the actions of the business firm.
To be accepted as the basis for making
decisions the information should appear
in a form that is familiar to managers.
In a technique currently being developed that requirement is satisfied by
simulating a probabilistic model of the
accounting information system which
generates projected accounting statements.
At the heart of this technique is the
model that is in effect an alternative
"shadow" to the "real" accounting system. It is as integral a part of the
accounting information system as the
budgetary system. As in the case of
the budget the input to the model is
based both upon actual recorded data
and upon expected conditions, while
the output consists of such familiar accounting statements as the income statement, the balance sheet, the statement
of sources and applications of funds,
the cash flow projection, the responsibility cost statement, the operating
budget, and the capital requirements
schedule.
Unlike the budgets in use today,
however, the model is probabilistic; that
is, it recognizes uncertainty by accept26
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ing input data and estimating key factors as probability distributions rather
than as point values. Furthermore, the
model consists entirely of equations and
inequalities that relate the various factors involved in the accounting process.
It explicitly incorporates decision rules
that may easily be altered to determine
the effect upon the criterion. It is almost surely programmed for the computer, so that a large variety of alternative plans can feasibly be considered.
Building an accounting information
system model that is sufficiently comprehensive and realistic as well as probabilistic is not easy, quick nor inexpensive. Several man -years of work by high
salaried analysts may be required. In
spite of the effort and cost, however,
a number of business firms are currently
developing comprehensive models of accounting information systems (also
called financial planning models, corporate financial models, and budget
models) .
Once the model is built a business
firm may use the model to imitate, or
simulate, the accounting information
system in action over one or more accounting periods. To start the simulation it is necessary to assign initial
values —to plug in the input data or
estimates —for the factors in the model.
Then by solving in turn each successive
equation of the model, the behavior of
MANAGEMENT ACCOUNTING /JANUARY 1971

Building An Illustrative Model
Assume that we desire to develop a
model of the accounting information
system of the Demonstration Company,
a hypothetical manufacturer of a single
product. We must first determine the
significant characteristics of the firm.
CHARACTERISTICS OF THE FIRM

Demonstration Company can control
the selling price of its product within
a fairly narrow range. Sales are made
only to wholesale customers by salesmen who are compensated on a straight
commission basis. Demand is constant
throughout the year. Shipments are
routed F.O.B. destination from a finished goods warehouse adjacent to the
Plant. A safety stock of finished goods
inventory is maintained. Raw materials
are purchased from local suppliers on
the same day as ordered. Raw materials,
labor, and overhead are applied evenly
throughout the monthly accounting period but often vary between accounting
periods.
Since the firm's principal objective is
to maximize profits while maintaining a
sound financial structure, a well- designed
accounting information system, which
includes flexible budgetary and standard
cost accounting subsystems, is used to
produce reports that meet the needs of
management as well as of interested
parties external to the firm.
INPUT, OUTPUT AND ASSUMPTIONS

Using these essential facts, together
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Exhibit 1
THE DEMONSTRATION COMPANY
INCOME STATEMENT BUDGET 1969
Annual
budget
value

$25,000.00
250.00
500.00

$300,000.00
3,000.00
6,000.00

6,875.00
$17,375. 0

82,500.00

$ 2,655.00
600.00

$ 31,860.00
7,200.00

Less: Non - manufacturing variable expenses:
Variable selling expenses
Variable administrative expenses
Total other variable expenses
Contribution margin (final)

$

Less: Non - variable expenses:
Non - variable manufacturing expenses
Non - variable selling expenses
Non - variable administrative expenses
Total non - variable expenses
Net operating income
Other revenues and expenses (-)
Net income before income taxes

4,200.00
2,250.00
4,190.00
$fulfi4u-6b
$T-49T
- 1,000.00
T49T W

Income tax expense
Net income after income taxes

W

a

$

50,400.00
27,000.00
50,280.00
$127_,69TW
41,760
- 12,000.00

$

Sales
Sales returns and allowances
Sales discounts
Net sales
Cost of goods sold
Contribution margin (manufacturing)

Monthly
budget
value

$

the accounting information system is
observed in terms of the period -byperiod values of the model's factors.
Planning effectively with the model
requires that some systematic method
be adopted that allows features of the
model to be varied. Sensitivity analysis
is one suitable method of experimenting. By measuring the effects of systematic changes to the structure of
the model, or to the values of the various factors in the model, sensitivity
analysis isolates the key factors that
affect the business firm. It also measures
the sensitivity of a criterion such as net
income to alternative courses of action,
to errors in the estimates of the factor
values, to changes in assumptions, and
to changes in decision rules. Sensitivity
analysis thus provides a better understanding of the uncertainty involved in
making decisions affecting the future, of
the relative influences of the various factors in the model, and of the consequences of alternative courses of action.

744.00

8,928.00

$ 1,736.00

$ 20,832.00

with the accounting relationships and of the unit variable manufacturing cost
accounts that are found in a typical ac- vary from month to month; the freight counting information system, we de- out cost per unit varies with the distance
velop a model. Our model is consider- of the customer from the factory; the
ably simpler than the real system. For scrap rate varies with the efficiency of
instance we make several assumptions the manufacturing process and the qualthat are not entirely true: Individual be- ity of the raw materials; the sales salaries
havior is not significant, all factors are and wage expense vary with the turnover
statistically independent and factor val- of salesmen. Variations in the values of
ues do not change during the monthly these input factors are approximated by
accounting period. Furthermore, all trans- normal probability distributions, which
actions occur at the end of each month, can be completely described by the mean
at which time the relationships and de- values and the standard deviations. Incision rules in the model determine the put values of other factors are deterrates of flow and the levels of the various ministic rather than probabilistic befactors. While these assumptions reduce cause the values do not vary significantly
the model's realism, they help to ensure if at all (such as the desired rate of
management acceptance by creating a return on investments and several non model whose condensed structure is not variable costs), or because no historical
swamped by complex details and whose data are available on which to develop
a reasonable probability distribution
assumptions are explicit.
The model spans the 12 months of (such as the proportion of lost sales) .
Outputs from the model are a prothe coming year. Inputs to the model
include familiar financial factors, such as jected income statement and supporting
unit costs and the ending account bal- schedules. In order to aid management
ances of the previous month, plus avail- Planning, variable costs are separated
able non - financial factors such as ca- from non - variable (fixed) costs to propacity limitations, demand levels, rates vide manufacturing and final contribuof production, and scrap rates. Several tion margins in addition to the net inof the input factors in the model have come.' Mean values and standard deviavalues that are expected, based upon his- tions represent the probability distributorical data, to vary randomly from mean tions of the output factors.
values. For instance, the demand, the 'Carl L. M oore and Robe rt K. Jaedicke, Managerial Accounting, 2nd ed., South - Western, 1987,
unit selling price, and the components p.
413.
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Exhibit 2
THE DEMONSTRATION COMPANY SIMULATED INCOME STATEMENT
FOR THE YEAR 1969
Budget
value

Budget
minus expected

Percentage
variation

Sales
Sales returns and allowances
Sales discounts
Net sales
Cost of goods sold
Contribution margin (manufacturing)

$299,549.26
2,995.49
5,990.99
90,562.78
84,756.05
$205,806.73

$8,746.88
87.47
174.94
8,484.48
2,636.49
6,182.38

$300,000.00
3,000.00
6,000.00
$291,000.00
82,500.00
$208,500.00

450.74
4.51
9.01
437.22
- 2,256.05
$2,693.27

0.15
0.15
0.15
0.15
- 2.73
1.29

Less: Non - manufacturing variable expenses:
Variable selling expenses
Variable administrative expenses
Total other variable expenses
Contribution margin (final)

32,119.55
7,203.10
39,322.65
$166,484.08

826.74
106.65
832.62
5,416.76

31,860.00
7,200.00
39,060.00
$169,440.00

- 259.55
- 3.10
- 262.65
$2,955.92

-.81
-.04
- .67
1.74

Less: Non - variable expenses:
Non - variable manufacturing expenses
Non - variable selling expenses
Non - variable administrative expenses
Total non - variable expenses
Net operating income
Other revenues and expenses ( -)
Net income before income taxes
Income tax expense

52,105.31
27,002.97
50,278.86
$129,387.14
37,096.94
- 12,000.96
25,095.98
7,823.26

1,162.23
81.85
50.98
1,169.05
4,649.46
277.15
4,66322
1,289.45

50,400.00
27,000.00
50,280.00
$127,680.00
41,760.00
- 12,000.00
29,760.00
8,928.00

$- 1,705.31
- 2.97
1.14
$- 1,707.14
4,663.05
0.96
4,664.02
1,104.74

- 3.38
-.01
0.00
- 1.34
11.17
- .01
15.67
12.37

17,272.72

3,415.54

20,832.00

3,559.28

17.09

Exhibit 1 shows the format of the
income statement for the Demonstration Company. Included in the exhibit
are assumed monthly and annual budgeted deterministic values, reflecting resource restraints and motivating quotas
as well as standard costs, against which
the projected results of operations are
to be measured.
RELATIONSHIPS IN THE MODEL

The working mechanism of the model
consists of a series of equations, plus a
few inequalities and "if- then" statements, that express operating relationships. These relationships, summarized
in the following paragraph, involve the
factors encompassed by the accounting
information system and are based upon
accounting principles as well as the
operating conditions of the company.
As a starting point, the model uses
the past monthly demand trend to forecast the expected units of product to be
demanded in the first month of the
coming year. Planned production is
geared to this forecasted demand, as
adjusted by expected scrap losses, back
orders, and replenishment of the safety
stock. Actual sales volume is based upon
the lesser of (1) the units of product
demanded and (2) the units available
for sale. If the units demanded are less
than the units available, then the sales
volume equals the units demanded.
28

$
$

$

However, if the units available are less
than the units demanded, then the units
sold are equal to the units available and
sales are lost. (The cost of lost sales, if
anv, is a function of the quantity of lost
sales and the estimated unit cost of a
lost sale.) The month's cost of goods
sold equals the variable manufacturing
costs (direct materials, direct labor, factory supplies, etc.), as adjusted by the
work in process and finished goods inventories. In turn the model relates the
appropriate variable and non - variable
costs in computing the contribution
margins, net operating income, and net
income after taxes for the first month.
After repeating the procedure for each
of the following 11 months, the model
contains the data for the projected income statement and supporting schedules for the year.
In addition to relating the cost and
revenue factors that underlie the income
statement, the model also relates the
factors relevant to inventory management and to idle capacity.
VALIDATION OF MODEL

A model of a real business firm must
be validated before it can be safely used,
usually by using actual past values of
the factors as input data and observing
the extent to which the output values
approximate the actual results achieved
by the business firm. Validation of our

$

$

$

$

$

$
$
$
$

$
$
$
$

Net income after income taxes

$

Standard
deviation

$

Expected
value

model is by- passed because it pertains
to a hypothetical business firm.
Simulation Outputs

Our model is to provide planning information by simulating the activity and
output of the accounting information
system, using a computer simulation
program that employs the Monte Carlo
method of risk analysis. Each simulation
of 12 months' activity vields one set of
monthly values for the output factors.
After each simulation run all of the input
factors are reset to their initial values.
Five hundred separate simulations generate well- defined probability distributions of the output factor values.
SIMULATED INCOME STATEMENT

Exhibit 2 shows the resulting sum man, income statement. The two values
of each output factor in the first and
second columns describe the distribution
of the 500 simulation runs, in terms of
a projected expected value and a standard deviation, resulting from the interactions of the probabilistic and deterministic input factor values. A relatively
small variability indicates a narrow distribution of values and thus a more
reliable expected value.
The deterministic budget values in
the third column of Exhibit 2, identical
to the second column in Exhibit 1, are
based upon the expected values of the
MANAGEMENT ACCOUNTING /JANUARY 1971

Exhibit 3
THE DEMONSTRATION COMPANY COST OF GOODS SOLD SCHEDULE
FOR THE YEAR 1969
Budget
minus expected

Percentage
variation

860.78
1,053.23
574.39
97.33
194.66
270.13

$26,400.00
26,400.00
13,200.00
3,300.00
6,600.00
6,600.00

- 531.13
-2,06924
- 248.32
- 63.41
- 126.81
- 123.69

- 2.01
- 7.84
- 1.88
- 1.92
- 1.92
- 1.87

$85,662.60

2,762.51

$82,500.00

$- 3,162.60

- 3.83

5,527.71

285.19

5,280.00

- 247.71

- 4.69

$91,190.31

3,039.57

$87,780.00

$- 3,410.31

- 3.89

5,586.90

304.06

5,280.00

- 306.90

- 5.81

Cost of goods manufactured

$85,603.40

2,741.47

$82,500.00

$- 3,103.40

-3.76

Add: Beginning finished goods inventory

12,608.67

3,949.10

7,500.00

- 5,108.67

- 68.12

$98,212.07

3,770.39

$90,000.00

$- 8,212.07

- 9.12

13,456.02

4,330.39

7,500.00

- 5,956.02

- 79.41

$84,756.05

2,636.49

$82,500.00

$- 2,256.05

-2.73

Total variable manufacturing expense
Add: Beginning work in process inventory
Total
Less: Ending work in process inventory

Cost of goods available for sale
Less: Ending finished goods inventory
Cost of goods sold

input factors. For example, the gross
sales budget amount of $300,000.00 is
the product of the expected unit selling
price of $25.00 times the expected (that
is, average) monthly demand of 1,000
units times twelve months. They provide the predetermined standards or
benchmarks against which to compare
the projected expected values that are developed by the simulation. The fourth
column of Exhibit 2 contains the dollar
variances between the deterministic expected values and probabilistic expected
values, while the fifth column presents
the ratios of the variances divided by the
budget values.
In a control model variances would
represent the differences between actual
and budget values. In this planning
model the variances represent the inaccuracies in output factor values that occur when deterministic averaged input
data are used instead of probabilistic
data. For example, the $3,559.28 variance for net income after taxes -17 percent of the budget value - represents the
likely overestimation of the income
criterion when deterministic rather than
probabilistic input factor values are used.
Viewed from a different angle the income variance is in effect the added
value to us of perfect information about
the future rather than the imperfect information that we have in the form of
probabilistic input factors.
MANAGEMENT ACCOUNTING /JANUARY 1971

$26,931.13
28,469.24
13,448.32
3,363.41
6,726.81
6,723.69

$

Direct materials
Direct labor
Freight in
Factory supplies
Factory utilities
Factory maintenance

Exhibit 2 also shows that the cost of
goods sold and the non - variable manufacturing expenses are the expense classifications having the largest variances,
and thus the greatest influence upon the
net income variance.
SI M UL AT ED C O S T O F G O O DS S O L D

The detailed schedule of the cost of
goods sold, illustrated in Exhibit 3, reveals that the direct labor cost and the
finished goods inventories vary by the
greatest percentages. The projected direct labor cost is 7.84 percent above its
budget value, due to the expected
fluctuation in production requirements
and the consequent overtime costs in
high production months. The budget
value for the direct labor cost does not
allow for overtime payments because the
average monthly production is below the
normal plant capacity. Projected finished
goods inventory values also fluctuate because they are computed as the product
of the number of units on hand at the
end of the month times the unit variable
manufacturing cost. Since the number
of units on hand is a function of the demand relative to the goods available for
sale and the unit cost is a function of the
component variable manufacturing costs,
the cost of the finished goods inventory
is dependent upon the combination of
several probabilistic input factors. Fortunately, the beginning and ending

$

Budget
value

Standard
deviation

Expected
value

monthly finished goods inventory fluctuations tend to offset each other.
A non - variable manufacturing expense
schedule, if shown, would project
significant variances for the factory supervision expense and indirect labor expense, since both expenses are semi -variable and are tied to the fluctuations in
production. Similarly, the variable selling expenses schedule would reveal a
significant variance for the warehousing
variable expense since it is strongly affected by the volatility in the level of
the finished goods inventory.
S I M UL A T E D S C H E D U L E O F
IN VEN T O RY AND CAP ACI T Y
FAC T O RS

Exhibit 4 is a schedule of the various
quantities and costs related to inventory
management and to excess plant capacity. It provides information for management that is not to be found in the
simulated income statement and its
supporting schedules (except for the inventory carrying cost).
The expected (average) cost of lost
sales per month, $31.28, is the product
of the number of units not available to
fill orders due to stock shortages times
the proportion of such orders that are
cancelled times the estimated cost of
each cancelled unit. The expected (average) cost of investment in the units of
finished goods that were unsold as of
29

Sensitivity Analysis
Through sensitivity analysis we can
experiment with our accounting information system model to determine the efects upon the net income and various
controllable costs resulting from alternative management decisions. Sensitivity
analysis is especially useful in examining
those factor values that are projected
with a high degree of uncertainty, such
as the expected cost of lost sales. For
instance, we can generate with our
model the effects upon the net income
and selected costs if the following four
factors influencing the cost of lost sales
are varied in turn while all of the others
remain at their "base" values of the
initial simulation runs: (1) the proportion of sales lost due to stock shortages,
( 2 ) the cost per unit of a lost sale, ( 3 )
the level of safety stock, and (4) errors
in forecasting next month's demand.
As the proportion of unrecovered sales
lost because of stock shortages increases
(or the cost of each lost sale increases),
the annual cost of lost sales increases,
the combined annual inventory and idle
capacity cost increases and the expected
annual net income decreases. Results
due to the interaction of factors cannot
be easily estimated without the aid of a
comprehensive system model.
The cost of lost sales is also influenced
30

Exhibit 4
THE DEMONSTRATION COMPANY SCHEDULE
OF INVENTORY AND CAPACITY FACTORS'
FOR THE YEAR 1969
Lost sales
Expected number of lost sales per month
Expected cost of lost sales per month
Finished goods inventory
Expected number of units
Expected carrying cost per month
Expected investment cost per month
Expected monthly inventory costs
Idle plant capacity
Expected units of idle capacity per month
Expected cost of idle capacity per month
Total expected monthly costs
Total annual costs

$

5.56
31.28 ' "

$

$

177.53
5326
100.49 "►.
71.75

77.91
272.65
S 375.68
$4,508.16
$

the end of the previous month $18.49,
is the product of the number of units
times the manufacturing variable cost
per unit times the monthly minimum
required rate of return on investments.
Both of these inventory costs are opportunity costs. The cost of storing and
handling the unsold finished goods inventory, $53.26, is the product of the
average number of units stored during
a month times the cost per unit of storing the unit. Although this inventory
carrying cost is recorded, its amount is
buried in the variable warehousing expense. Knowledge of these three inventory costs is useful to management because the costs can be affected by inventory management decisions, such as
the quantity of inventory to retain as
a reserve (called the safety stock level) .
The expected or average idle plant
capacity cost per month, $272.65 —
computed as the non - variable manufacturing cost per unit at normal operating
capacity times the 77.91 units of unused
normal operating capacity variance in an
income statement prepared by the full
absorption costing method —is subject
to management planning and is therefore useful information.

Notes:
"Safety stock level is 100 units: alpha =0.3; beta =30 percent.
" "Standard deviation is $124.88
""Standard deviation is $13.88

Exhibit 5
THE DEMONSTRATION COMPANY RESULTS
OF SENSITIVITY ANALYSIS OF
SAFETY STOCK LEVEL
FOR THE YEAR 1969
Safety Stock Level in Units
Simulated
Measures

0

50

100

150

200

Net income
after income
taxes

$16,172

$16,547

$17,273

$17,225

$17,222

Standard
deviation of
net income

$ 3,242

$ 3,523

$ 3,416

$ 3,635

$ 3,620

Percentage
variation of
net income

23.3

21.0

17.1

16.8

16.3

Cost of
lost sales
Inventory
carrying and
investment cost
Total
inventory cost
Idle plant
capacity
cost
Total
inventory and
idle capacity
cost

$ 2,175

$

942

$

375

$

$

$

681

$

861

$ 1,080

$ 1,311

510

124

$

40

$ 2,685

$ 1,623

$ 1,236

$ 1,204

$ 1,351

$ 3,549

$ 3,403

$ 3,272

$ 3,300

$ 3,289

$ 6,234

$ 5,026

$ 4,508

$ 4,504

$ 4,640

by the safety stock level which is determined by management. Both the number of units to be produced each month
and the inventory costs are directly affected by the safety stock level. Exhibit
5 shows the effects when the safety stock
level is reduced from 100 units to 50

units and to zero units and when it is
increased to 150 units and to 200 units.
Note the sensitivity and the offsetting
trends in the cost of lost sales and the
inventory carrying and investment cost
that establish a minimum total inventory
Continued on page 35
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Corporate Divorce and Taxes
THE POSSIBILITY OF A FUTURE REQUIREMENT FOR DIVESTITURE SHOULD
BE ONE OF THE CONSIDERATIONS WHEN PLANNING AN ACQUISITION
By Robert C. Bennett
More than 4,000 corporate acquisitions
occurred during 1968 setting a new record for such activity. At the same time,
attacks on acquisitions by the Depart inent of Justice and other governmental
agencies have increased to a record
level, and presently a large number of
transactions are under investigation. Of
the 4,000 or more acquisitions, probably 25 percent or more will be investigated for possible violation of antitrust
laws or the rules of other governmental
agencies. just how many of these may
result in ordered divestitures or divestitures by consent decree is conjectural.
In any event, because the government
has won almost all of the divestiture
cases it has litigated,' most businesses
will attempt to negotiate a reasonable
solution to the problem.
At almost any time between the
initiation of an investigation of a particular acquisition and the adjudication
by the court, a consent decree may be
obtained and approved by the court
whereby the acquiring business would
agree to comply with specific provisions
desired by the governmental agency.
In addition to forced divestitures,
many businesses voluntarily separate for
a variety of reasons — including shareholder disputes, incompatability of various businesses, unacceptable performance of a business, threat of litigation
under the antitrust rules without resort
to a consent decree, and, particularly in
' C a r l I l li g, " P e t r o l e u m Ac q u is it io ns — W h a t 's
Ah e ad ?" 1 2 Roc ky Mountain Mineral La in In s t itu t e 5 8 2 c it in g M r . Ju s tic e S t e w a r t 's dis s e nt in g
o p in io n in Unitrd St a te s v. Von's Gro ce ry 8 8 S
Ct. 1478, 1495 ( 1 9 8 8 ) .
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the case of closely held corporation, for
shareholder purposes.
An important development in the divestiture area is the nontaxable distribution of stock of a controlled corporation
(divisive reorganization) followed by a
regular reorganization either on the part
of the divesting parent or the divested
subsidiary. The recent relaxation of the
attitude of the Internal Revenue Service
(IRS) in this area as evidenced by private rulings and a recently published
revenue ruling increases appreciably the
opportunities for accomplishing divestitures tax -free.
Not all divestitures will qualify for
tax -free treatment. In some cases a tax
will of necessity follow and will have
to be bome by the divesting corporation, by its shareholders or by both.
Even where taxable, the result would
hopefully be long -term capital gain.

is a Partner of Arthur Andersen 6 Co.,
Denver, Colo. Mr. Bennett, a graduate
of the University of Texas, has served
as Chairman of the Federal Taxation
Committee of The Colorado Society
of CPAs and is a Vice President of
that Society.

A divestiture may result in substantial immediate income tax consequences; the income tax consequences
may be deferred entirely by accomplishing the divestiture under one of the
nontaxable methods provided by the
Internal Revenue Code (IRC), or a
partially taxable divestiture may occur.
Nontaxable and Partially
Taxable Divestitures
This group of divestitures includes:
(1) the distribution of stock of a controlled corporation also known as a
divisive reorganization, (2) a regular reorganization, and (3) the exchange of
property held for use in a trade or business or for investment for property of
like kind.
DIVISIVE REORGANIZATION

The distribution of stock or securities of a controlled corporation is the
subject of a special provision of the
Code and may be accomplished entirely tax free provided the distribution
meets the prescribed tests. Included
in this type of transaction are the spinoff, split -off, and split -up.
In a spin -off, stock of the controlled
subsidiary is distributed to the parent's
stockholders without anv surrender of
stock of the parent in the transaction.
In a split -off, stock of the controlled
subsidiary is distributed to the stockholders of the parent in exchange for
all or part of their stock in the parent
corporation. The split -up involves the
distribution of the stock of two or more
controlled subsidiaries to the stockhold=Sectio n 3 5 5 , I n t e r n a l R e v e n u e Co d e , ( h e r e a f t e r
cit ed as I.R.C. )
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ers of the parent corporation in complete liquidation of the parent.9
Unless gain is recognized in part because property other than stock in the
controlled corporation is distributed, it
does not matter which type of distribution is chosen insofar as the income
tax results are concerned. All three are
nontaxable. In all three, part of the
tax basis of the parent's stock in the
]lands of its stockholders is allocated to
the stock of the controlled subsidiary
received in the transaction.
The requirements for a divisive reorganization to qualify as nontaxable
are as follows:
1. The distribution may not be merely
a device to distribute earnings and
profits.
2. Immediately after the transaction
both corporations involved must be
engaged in the active conduct of a
trade or business and each trade or
business must have been conducted
for the five -year period ending on
the date of distribution.
3. The parent must be in control immediately before the transaction
and must distribute its stock in connection with the divisive reorganization. The distribution must be to
a shareholder with respect to his
stock or to a security holder in exchange for securities but such distributions need not be pro rata. It
must also distribute the control as
defined in the IRC. For this purpose, control is owning at least 80
percent of the combined voting
power of all classes of stock entitled to vote and at least 80 percent of each class of nonvoting
stock.*
D E V I C E T O D I S T R I B U T E E A R N I N G S . An
example of a transaction which may be
attacked as a mere device for the disguised distribution of earnings and
profits is a prearranged sale of the stock
of either the parent or of the controlled
corporation to be completed immediately after the distribution. Even if a
sale is not prearranged in the sense that
it is evidenced by an enforceable agreement, a later sale actually occurring
may be construed as evidence of a disguised distribution of earnings and
profits.
' Bu r e a u o f Na t io n a l Affairs ( B N A ) , T a x M a n a ge m e n t Po rt fo lio 2 -2nd, Corpo rat e Se p ar a tio ns , p a ge
A -1, ( h ere aft er cit e d as BN A , C o r p o r a t e S e p a r a tio n s, e t c . ) C a lla gh a n & C o m p a n y , Me r t en s , L a w
of Federal I n c o m e T a x a t i o n , Vo l. 3, S e c t io n 20. 100,
p a g e 4 9 1 . ( He r ea f te r cit e d as M e r t e n s . )
' S e c t io n 3 5 5 ( a ) I. R .C . , BN A 2 -2nd, Co r p o r a t e
Se p a ra t ion s , p a ge A -4; Me r t en s , Vo l. 3, Se ct io n
2 0 . 1 0 2 , pa ge s 508 - 510.
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Another factor relating to the "device" requirement involves the failure
of either corporation to continue its
active business for a period of time after
the distribution. Just how long the business must be continued is not known.
Similarly, if the percentage of assests
used in the conduct of an active business is less than 50 percent of the total
assets held by the corporation on distribution date, the transaction may be
attacked as a mere device to distribute
a dividend.
BUS I N E S S . There has been considerable difficulty with the "active
business" requirement. Neither the
IRC nor the Regulations contain an
adequate definition of the term "trade
or business." Corporations by virtue of
being corporations, are prima facie considered to be in a trade or business.
Nevertheless, investment activity —for
example, holding securities —is not considered to be a trade or business, and
the relatively insignificant rental of real
estate is not considered to be a trade
or business.
The active business test appears to
be clearly met where there are two or
more trades or businesses which are
separate by nature or, if it is the same
business, there are separate locations.
For example, a single corporation may
be involved in manufacturing electrical
appliances as one business and manufacturing plumbing fixtures and equipment as another business. If both
manufacturing activities have separate
manufacturing facilities and marketing
organizations, then the separateness is
complete and the situation is clear.
Similarly, if a corporation has a factory
in one state and a factory in another
state, each making the same product,
then the corporation is operating two
separate businesses.
The situation is not so clear when
there is only a single business without
division by nature or by location. The
early attitude of the IRS was that a
single business could not be divided.
However, after defeat in litigation,, the
IRS now agrees that under appropriate
circumstances a single business can be
divided. The IRS has announced that
it will amend its regulations to conform
to this polieya although as of this date,
some years later, the regulations have
not yet been changed.
For purposes of computing the five
A C TI V E

' C o m m . v . Co a d li , 2 8 9 F . 2 d 4 9 0 (C A - 6 ) 1 9 6 1 ,
U . S . v . bf ar et t , 3 2 5 F . 2 d 2 8 CA - 5) 1 9 6 3 .
" R e v. Ru l. 64 - 1 4 7 , C. B. 1 9 6 4 - 1 , p a g e 1 3 6 .

years for which the active business must
be conducted, a distributing corporation is allowed to tack on the experience of a predecessor owner of either
business where that particular business
has been acquired in a nontaxable transaction within the five -year period. However, if less than 80 percent control was
owned at the beginning of the five -year
period and additional stock was acquired in a taxable transaction during
the five -year period, then the distribution may not qualify as nontaxable. If
the five -year test is otherwise met, then
that portion of the stock distributed
and determined to be related to a taxable acquisition within the five -year
period (must not exceed 20 percent)
will be treated as boot so that the
transaction will be partially taxable.
The
IRS has taken a position that the immediate sale of stock of either the parent or the distributed subsidiary will
disqualify the transaction as tax free,
particularly if the sale was arranged in
advance. However, there has been a
softening of attitude toward regular reorganizations following a divisive reorganization.
In Revenue Ruling 70 -434, Internal
Revenue Bulletin 1970 -34, 11, the Intemal Revenue Service ruled that a spinoff immediately followed by a stock -forstock exchange of the distributing corporation's stock qualified as tax -free both
as to the divisive reorganization and the
subsequent stock - for -stock transaction.
The issue of this favorable ruling confirms a change in policy of the Internal
Revenue Service concerning such transactions which began with its announcement that it would follow the decision of
the Fourth Circuit in the Mary Archer
Morris Trust case which was followed by
the issue of some private rulings allowing tax -free qualification of divisive
reorganizations followed by a regular
reorganization on the part of one of the
corporations involved. This is one of the
more important developments in divisive
reorganizations in recent years and is an
excellent way to effect a divestiture because of the flexibility of such transactions in meeting possible divestiture
requirements of a governmental agency
or of a Court decree. In addition, a
divisive reorganization followed by a regular reorganization may permit the tax free undoing of an initially tax -free
acquisition.
If the controlled subsidiary whose
stock is to be distributed has securities
DI S P O SI TI O N A R R AN G E D I N A D V A N C E .
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outstanding, these may also be the subject of tax -free distribution. While the
terns, "security," is not defined, it is
generally understood to include an evidence of indebtedness bearing interest
and due more than five years after its
issue date. Such a security may be distributed to the stockholders of the distributing corporation in exchange for
securities of the parent. If the face
amount of securities received by the
stockholders exceeds the face amount
of the securities turned in on the exchange, then boot will result to the
extent of the fair market value of such
difference in face amounts.
As a result of a divisive reorganization, the earnings and profits of the
parent corporation must be allocated to
the subsidiary or subsidiaries whose
stock is distributed. The IRC provides
no rules for such an allocation, but the
Regulations state that the division
should be based on the relative fair
market value of the assets held by the
subsidiary compared with the assets
retained by the parent.

antitrust problems may be substantial
so that such an exchange may not be
practical. However, it should be considered, and, where appropriate,. a
search should be made for possible
businesses which could be the subject
of such an exchange.

Another type of disposition to be
considered in the case of a divestiture
is the exchange of property held for
use in the trade or business or for investment for property of like kind.8 The
difficulty of finding a qualifying business which will not cause continuing

BOOT. All of the nontaxable transactions
discussed herein (the divisive reorganization, the regular reorganization and
the like kind exchange) may be rendered partially taxable where boot is
involved in the transaction.9 For this
purpose boot means any property received in such an exchange or distribution which is not permitted to be received tax free by the particular section
of the IRC covering the transaction.
Where boot is involved, gain is always
recognized but it is limited to the value
of the nonqualified property received.
In the case of a divisive reorganization boot can consist of cash or other
property, or securities where the face
amount of securities received by the
receiving security owner is greater than
the face amount of the securities exchange therefor. In the case of the split off or split -up where boot is distributed,
gain is recognized but only to the extent of the boot received. For this purpose, the total gain is computed; if the
total gain is less than the boot distributed, then the smaller figure is the
amount reported as taxable income.
The rule with respect to a spin -off is
different, because the boot in a spin -off
is always treated as a dividend and is
taxed to the extent of the earnings and
profits available in the hands of the
distributing corporation. Even in a
split -off or split -up transaction, the IRS
takes the position that gain realized as
the result of boot is to be treated as a
dividend to the extent of the earnings
and profits of either or both the distributing corporation and the subsidiary.
The same rule concerning boot as
discussed above for split -offs and split ups applies to the regular reorganization. However, the payment of any
boot in a stock- for -stock transaction will
cause the whole reorganization to be
taxable. The boot permitted in a stock for -asset transaction is limited to 20
percent of the total fair market value
of the consideration involved. Only in
a merger may boot of any significance
be involved and this is limited to 50
percent of the consideration because

Sections 354, 382, and 388, I.R.C.
"Section 1031 (a,) I.R.C.

"Sections 358 and 1031 (b,) I .R.C.

RE G UL AR RE O RG AN IZ AT I O N

A divestiture may also be accomplished through a regular reorganization 7 provided that such transaction is
not in conflict with antitrust rules, or
otherwise unacceptable to the governmental agency involved. For this purpose, there must be an existing subsidiary in order to avoid step- transaction
problems. There must also be a buyer,
so that the transaction will not violate
the antitrust rules.
If the business to be divested is substantial in size, it may be difficult to
find a "purchaser" willing to enter into
a regular reorganization which will involve the issue of stock to the divesting
corporation. However, this method of
divestiture should be considered in all
situations as it may offer a ready solution to the problem. For tax purposes,
any of the usual forms of regular reorganizations may be employed, the
best one to be chosen in the light of
the particular facts and circumstances.
E XC H AN G E O F PR O P ER T Y
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of the continuity of interest rule. Any
gain recognized in a reorganization involving boot will probably be treated
as a dividend by the IRS to the extent
of the earnings and profits available to
all of the corporations involved in the
reorganization.
In the case of a like -kind exchange,
gain is recognized to the extent of the
fair market value of the nonqualifying
property received. Where depreciable
property is exchanged, the gain is ordinary income to the extent of the depreciation recaptured; gain in excess of
this amount would usually be treated
under Section 1231. Investment credit
restoration may also be required as the
result of such exchanges.10
CONSOLIDATED RETURNS. In cases of
divestitures of stock of a controlled subsidiary where consolidated returns have
been filed, there are many situations involving tax consequences. These include carryovers of net operating losses
or capital losses, and of earnings and
profits. Also, if there is an excess loss
amount or substantial deferred intercompany transactions, then a tax liability may follow the disposition of stock
by the parent of a consolidated group.

Taxable Divestitures
The most direct method for effecting a taxable divestiture is the sale of
the stock or assests for cash or for cash
and notes. If the divesting corporation
should be so unfortunate as to sustain
a loss on such a sale, it should attempt
to qualify the loss as an ordinary loss
by selling assets rather than selling
stock. Consideration must also be given
to the tax impact of the required restoration of investment credit previously
allowed."
If the sale is to be at a gain, depreciation recapture should be considered, particularly in negotiating the selling price.12 It may be difficult to decide
whether to sell stock of a subsidiary or
to have the subsidiary sell its assets, and
this decision should consider the effect of depreciation recapture, investment credit restoration and consolidated return problems.
A taxable divestiture also occurs when
the parent merely distributes the stock
of the subsidiary as a property dividend
to its stockholders and the distribution
does not qualify as a tax -free spin -off.
1
"Section 47, I.R.C.
"I bid .

"'Sections 1245 and 1250, I.R.C.
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To individual stockholders, the amount
of dividend income to be reported is
the fair market value of the property
received and is limited to the individual
stockholder's share of earnings and
profits available for dividends to the distributing corporation. Any excess of
value over the share of earnings and
profits would be a return of capital.
Where a corporate shockholder is involved, the corporation must report as
dividend income the lesser of the fair
market value of the property, or tax
basis of the property to the distributing
parent. In both cases, the earnings and
profits of the distributing corporation
would be reduced by the basis to it of
the stock distributed.13
In the event the distributing corporation has no earnings and profits: (a)
the distribution would be considered
to be out of capital; (b) the fair market
value (or tax basis if a corporate stockholder is involved) would be applied to
reduce the basis of the parent company
stock in the hands of the stockholder;
and (c) capital gain would result if
the value of the stock distributed exceeded such basis.
There is no tax effect on the distributing corporation unless it distributes
assets subject to liabilities in excess of its
basis, LIFO inventory, or depreciable
property subject to depreciation recapture or to the restoration of investment
credit. Consequently, a tax liability may
accrue to the distributing corporation
because of a distribution of assets.
Where it is necessary for a corporation to divest itself of a business, it
may be more practical to distribute assets rather than stock if a closely held
corporation is involved and it is desirable to have stockholders continue operating the business in partnership or
joint venture form. For a publicly held
corporation the distribution of assets is
often not practical.
Another process of divestiture is a
partial liquidation.14 As in the case of
a divisive reorganization, a partial liquidation must follow the termination
by the corporation of a trade or business
which has been actively conducted for
five years. The assets of the trade or
business may be distributed directly.
Under this alternative, the assets of
the trade or business may be sold, taxes
paid if any are due, and the net proceeds after taxes, distributed to the
stockholders in partial liquidation. The
distribution would be treated as a dis-

In regulated industries, special problems arise where divestitures are to be
made, whether voluntary or under order
of a governmental agency. Special sections of the IRC cover sales, exchanges
and distributions, including divestitures,
of regulated industries. See Sections
1071, 1081 -1083, 1101 -1103, and 1111
of the Internal Revenue Code. However,
the general rules discussed above will also
apply unless a special section is involved. Accordingly, divisive reorganizations are available to all regulated
industries.
In a divestiture situation of a utility,
certain customer rate problems relate
both to the divesting utility and to the
acquiring utility. To the buyer, the rate
base usually is determined at least in
part by reference to original cost when
devoted to public service, and is reduced by depreciation allowed for rate
purposes. This rule will usually limit
the price a buyer will pay for utility assets because of the probable limit on
rate of return. The problem to the
seller arises in a taxable disposition
where Elowthrough of the investment
tax credit has been applied for rate purposes in prior years. If the selling utility
was using accelerated depreciation for
tax purposes, the tax benefits would
have been given to customers without
any opportunity to receive an increased
rate in later years to offset the earlier
allowances. Thus, if the sale were concluded at a price equal to the rate base,
taxable gain would result and the gain

"Secti ons 301 and 312, I.R.C.
'a Section 348, I.R.C.

"s e e Court Holding Co. v. Com., 324 U.S. 331;
also note that Section 337 does not apply to partial
liquidations.
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tribution in exchange for stock, whether
or not anv stock is required to be turned
in. The result would be capital gain or
loss to the stockholders of the distributing corporation. If the five year continuity of business test can be met, it
is usually preferable to qualify the distribution as a nontaxable divisive reorganization. However, circumstances
do arise where the divisive reorganization rules do not apply. In such case,
an effort should be made to qualify as
a partial liquidation so that capital gain
will result to the stockholders. If a sale
of the business is to occur, the sale
should be made by the stockholders,
and not by the corporation, to avoid
a double tax. If the stockholders do
make the sale, a dispute with the IRS
is highly probable in the absence of
clear proof that the corporation did not
make the sale.15
Regulated Industries

would be ordinary income resulting
from depreciation recapture. Hence, the
divesting utility would pay a tax at
ordinary rates on the taxable gain from
disposition arising from depreciation
previously allowed where the tax benefits of the depreciation went to customers but where the tax on the disposition would have to be borne by the
utility's stockholders. Because of this,
a divesting utility should try to accomplish the divestiture tax -free.
A special rule applies to utility divestitures ordered by the Securities and Exchange Commission .16 In the case of resale, it is possible that a partial gain may
be recognized if all of the proceeds are
not reinvested in property similar or
related in service or use. However, another election is available so that if gain
would otherwise be required to be
recognized, the taxpayer may apply such
recognized gain to reduce the basis of
his depreciable property and thus report no gain at all. This election is
separate from or may be made in conjunction with the election to treat the
transaction as an involuntary conversion.
BANK HOLDING COMPANIES

Distributions made pursuant to the
Bank Holding Company Act of 1956
and ordered by the Federal Reserve
Board" are specifically outlined. This
rule provides, generally, that property
may be distributed without recognition
of gain either directly to the stockholders of the bank holding company or to
a wholly owned subsidiary created to
receive the property which the holding
company is prohibited from keeping.
If a subsidiary is involved, all of the
stock must be distributed directly to
the shareholders of the holding company. Additionally, other assets (such
as cash and bonds) may be transferred
to such a new corporation without making the transaction taxable. However,
tax exemption may be denied if the
distribution is part of a plan with the
principal purpose of avoiding dividend
tax on the distribution of earnings and
profits. This rule is substantially similar
to the tax -free divisive reorganization
rule.
Planning for a Divestiture
Where there is the probability of a
future attack on antitrust or other
grounds, acquiring corporations should
' "Section 1081 I.R.C.
"Section 1101, I.R.C., Mertens, Vol. 3, Sections
20.123- 20.137, pages 598 -825.
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consider at the time of acquisition the
possibility of a future requirement of
divestiture. Perhaps an acquiring corporation should put its newly acquired
business into a subsidiary or leave it
as a subsidiary if it was so acquired.
This will allow the business or businesses to be kept intact and will probably allow the greatest flexibility if a
divestiture is later required. For tax
purposes, the filing of consolidated income tax returns is available and should,
unless substantial losses are involved,
permit treatment substantially similar
to that of the ownership and operation
of the assests directly by the acquiring
corporation.
If a subsidiary is used, it will permit
the future disposition of the stock
either (a) by sale of the stock in a
taxable transaction, (b) by distribution
of the stock in a divisive reorganization,
or (c) by disposition of the stock in
a regular reorganization without risk

of a step transaction problem should
it be necessary to create a new subsidiary at that time. As an alternative,
the subsidiary could dispose of its assets either by taxable sale, or by stock
for asset reorganization as appropriate.
If a subsidiary is not used, the acquiring corporation should consider
operating its business as a division for
the purpose of keeping the assets employed in that business as nearly intact
as possible at least until the threat of
possible divestiture has passed. This
may facilitate any subsequent distribution in a divisive reorganization, qualification as a partial liquidation, and
may possibly satisfy the requirements
of the ordering governmental agency
oz court.

Conclusion
At the time the divestiture must be
made, the divesting corporation should
consider whether it qualifies for a non-

taxable divisive reorganization. If so, it
must consider whether it should use a
spin -off, a split -off, or a split -up, keeping in mind the effects on earnings per
share both before and after the distribution, and the possible adverse effect on boot distributed in a spin -off.
The possibility of a regular reorganization following a divisive reorganization
should also be considered. In all cases
involving tax -free transactions, advance
favorable rulings should be requested
and obtained from the Internal Revenue
Service if at all possible, particularly
where large amounts are involved. If a
taxable distribution is involved or even
if some nontaxable distributions are involved, the effect of required depreciation recapture and investment credit restoration should be reviewed. Possible
consolidated return results previously discussed must be reviewed and steps taken
to avoid what might turn into unfavorable consequences.

SIMULATING AN ACCOUNTING INFORMATION SYSTEM MODEL
Continued from page 30

Evaluation of the Model

cost. Using the total inventory cost and
the net income as criteria, the optimal
safety stock level is between 100 and
150 units. Since the costs and net income are quite insensitive to changes in
th.- safety stock level in this range, little
is gained by locating the optimal level
more exactly. However, we have discovered by this analysis that there is a significant reduction in the total inventory
cost by maintaining a safety stock versus
having no safety stock.
Errors in forecasting demand, the
final influence upon the cost of lost
sales, also affect other operating costs
since forecasting errors are a primary
cause of the wide fluctuations in
monthly production levels and in the
month -end finished goods inventory
levels. Many factors are involved in forecasting demand and are likely to have
a considerable effect.

The model in this illustration has
definite limitations. It is not structured
upon a real business system and thus
cannot be directly adopted by a real
business. Input data are aggregated by
months. Relationships among factors are
oversimplified and unrealistic assumptions are made. Because of the statistical
independence and normal probability
distributions for various input factors,
because only one factor is allowed to
vary at a time during the sensitivity
analysis, and because rigorous statistical
techniques have not been used, the results of the analysis cannot safely be
generalized.
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Conclusion
In spite of these limitations, the illustration shows that the construction and
application of this type of model can
provide the quantitative basis for many

planning and control decisions. By incorporating several inventory factors that
are relevant for making decisions, the
model specifies the type of data gaps
that exist in many current accounting
information systems. In utilizing the
techniques of risk analysis, simulation,
and sensitivity analysis, the model demonstrates means of dealing with the uncertainties in planning in reasonably
typical situations. By providing probabilistic output values in the form of
standard deviations, the model points to
areas in the accounting information system where randomness exerts its greatest effects and where effort and cost may
profitably be devoted to a reduction in
variability (and an increase in reliability) through improved data collection
and analysis. By utilizing the power of
the com put er, the m odel portrays
through revised projections the means
by which the business firm may adapt
rapidly to changed expectations.
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Differential Cost Concept:
Applied to
Analysis of Yield Variances
USE OF DIFFERENTIAL COST CONCEPTS DETECTS INEFFICIENT
OPERATIONS THAT GENERATE YIELD VARIANCES
By Robert V. Dionise
Many reports resulting from standard
costing are useful tools for determining
production performance. Of these, the
yield report indicating a comparison of
actual material usage to standard material usage is probably the most analyzed
and the most difficult to explain.
An attempt will be made to disclose
a differential cost concept which will
facilitate the analysis of the yield of
materials as generated by a process
called hot dip galvanizing. Concentration will be on yield variances developed
from comparison of actual experience
to industrial engineered standards for
zinc consumption and scrap by- products
production. A brief description of the
hot dip galvanizing operation will help
understand what causes the difficulty in
yield analysis of zinc and by- products.

few minutes. A short immersion time
produces a light zinc coating while a
long immersion time produces a heavy
zinc coating. The excess spelter is then
blown off by regulated steam or air. The
thickness of the zinc coating is controllable.

originates from four sources, namely the
kettle itself, the work passing through
the zinc, from the dross itself when held
in suspension, and from iron salts resulting from the use of active flux.", The
dross is removed from the kettle periodically and sold as a by- product.

Production of By- Products

SAL AMMONIAC SKIMMINGS

DROSS
Dross is pure zinc contaminated with
about 4 percent iron. Its formation

Sal Ammoniac scattered on the surface of molten zinc volatilizes and
momentarily exists as ammonia gas and
hydrochloric gas, the latter attacking the
zinc to form zinc chlorite. " 2 "The flux
forms a blanket of gas over the zinc surface eliminating oxide formations . "a
When the flux has spent its reaction
it must be skimmed off with a skimming
tool and replaced with new flux. The
spent flux is called skimmings and is also
sold as a by- product.

Beaver Valley Chapter (Youngstown
1957), is an Ac c ou n ta n t with Armco

ZINC DUST
When the excess spelter is blown off
the product, a dust is created which is
collected in a dust tank and sold as a
by- product.
Zinc loss through by- products cannot
be eliminated. However, the production
of by- products can be controlled and
maintained at a low level. For that reason, a yield report measuring the production of by- products is important.

The three main by- products reference
will be made to are dross, skimmings
and zinc dust.

Hot Dip Galvanizing Explained
A normal galvanizing operation begins by putting pure zinc slabs into a
steel container called a kettle. The sides
of the kettle are heated and the zinc is
melted into a spelter. Once the zinc is
melted, a temperature of 840 850 °F. is
maintained to insure a good galvanized
finish on the product.
The product to be galvanized is
dipped in a pickling solution to remove
all grease, rust and dirt. After washing,
the item is dipped into the spelter for a
36
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' I bi d, pp. 90.
Ibi d, pp. 80.
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Distinguish between Yields
The problem is to distinguish between the yield generated from zinc consumption and the yield generated from
by- product production. This can best be
illustrated by using a case problem.
Assume a company known as H.D.P.
Company manufacturers a galvanized
steel rod. They operate under a standard
cost system that indicates a standard
cost allowance of $10 per pound for
zinc and a standard composite byproduct rate of $.08 per pound. The
standard weight allowances for zinc and
by- products were based on industrial
engineered standards.
The H.D.P. Company has a hot dip
galvanizing kettle with a zinc capacity
of 200,000 pounds of molten spelter.
During the course of a months operation, 300,000 pounds of zinc was added
to the kettle along with 1,000 pounds
of sal ammoniac flux. By- products manufactured and sold as scrap are as follows: 25,000 pounds dross, 40,000
pounds dust and 50,000 pounds of
skimmings.
To develop a zinc and by- product
yield report for this case problem, the
following steps are necessary. First,
determine the actual spelter consumed
and by- products produced in pounds and
dollars. Second, compute the standard
weights and dollar allowances for spelter
and by- products. Third, prepare the
yield report showing standards and
actual results.
The actual spelter consumed is calculated by adding to the beginning
weight in the kettle, the 300,000 pounds
that was reported put into the kettle
during the month. Subtract from this
total the ending balance:
Beginning balance first of
month
200,000
(Kettle filled to capacity)
Added zinc
300,000
Total available for rods
500,000
Ending balance last of month 200,000
Pounds consumed
300,000
As you can see in the above example,
the actual zinc consumed was 300,000
pounds at a standard cost of $.10 per
pound or $30,000.
Total actual by- product weight was
115,000 lbs. at $.08 /]b, or $9,200.
The standard cost allowance for zinc
based on reported production for the
month was 285,000 pounds at $.10 per
pound or $28,500. The yield report for
zinc based on the information and calMA NA G EM EN T A CC O UN TIN G /J A NU AR Y 1 9 7 1

culations in the above paragraphs would
show the variances:
Actual
Standard
Variances

Weight (lbs.)
300,000
285,000
(15,000)

Dollars
$30,000
28,500
($1,500)

If the H.P.D. Company produced
other types of galvanized steel rods, the
variances would be displayed by type or
class of product. Therefore, it is possible
to expand and refine such a yield report
to enable management to place controls
where they are necessary.

Standard Allowance
for By- Products
The standard cost allowance for byproduct (scrap) based on reported production for the month was 15,000 lbs.
at $.08 per pound or $1,200.
This information, together with the
actual by- product manufactured, would
be included in the by- product report:
Actual
Standard
Variance

Weight (lbs.)
115,000
15,000
100,000

Dollars
$9,200
1,200
$8,000

The statistics indicate an unfavorable
zinc dollar yield of $1,500 and a favorable by- products dollar yield of $8,000.
The total dollar yield is thus $6,500
favorable.
On the basis of this information,
management could draw the conclusions
that the standard allowances for byproducts scrap are too tight and that
the amount of zinc coating put on the
steel rods was not controlled properly.
The superintendent of the galvanizing
operation was asked to explain the
causes of the variances. He stated he
was given a bad standard for zinc consumption and asked for a review of
standards. To support his answer, he
produced a metallurgical report which
indicated that the thickness of the zinc
coating applied to the steel rods was
very near the minimum requirement.
Therefore, the variance should have
been a favorable one. As for the byproducts, the superintendent could not
give any supported answers for the
favorable variance. But, he did state he
produced too much and his standard
was out -of -line with normal experience.

Differential Cost Concept
If we use the same case problem
statistics and apply what we call the
differential cost concept, we will find

the causes of the superintendent's problems. Since all costs arc developed on
weights, the differential cost concept
recognizes the two ways weight is taken
out of the kettle. First, consumed on the
product and second through by- product
scrap. Therefore, it is important that
the net by- product weight be computed.
COMPUTATION OF NET
BY- PRODUCT WEIGHT

Before we make this computation, we
must further consider the other elements that tend to increase the weight
in the kettle. Namely, the iron oxides
which make up 4 percent of the dross
weight and the added sal ammoniac flux
weight as previously discussed. The net
weight is developed using the same case
problem statistics. Dross produced
25,000 pounds, skimmings produced
50,000 pounds and 40,000 pounds of
dust. We now take 4 percent of the
dross weight for iron oxides and deduct
it from the total dross weight produced:
Dross produced
Less 4 percent in iron oxides
Net dross weight

25,000
1,000
T4,

Next, the added 1,000 pounds flux
weight is deducted from the 50,000
pounds skimmings produced:
Skimmings produced
Less weight of chemical flux
Net skimmings weight

50,000
1,000
49,000

The dust produced did not contain
added elements to change it's weight
and therefore the 40,000 pounds is net
weight. Adding all the by- product net
weights together produces a grand total
net by- product scrap weight of 113,000
lbs..
Net dross
Net skimmings
Dust
Total net weights

24,000
49,000
40,000
113,000

The net standard by- product weight
is computed first, deducting the 4 percent iron oxide weight from the standard
dross weight. Then, deducting the standard allowance for flux chemicals from
the standard skimmings allowance. This
computation produces a net standard
allowance of 14,300 lbs. and 700 lbs.
for the standard iron oxides and flux
weight combined.
CALCULATION OF DIFFERENTIAL
COST RATE

The differential cost concept as ap37

APPLIED DIFFERENTIAL COST RATE

The differential cost rate of $.02 per
pound when applied to the net byproduct weight of 113,000 lbs. results
in a $2,260 loss.
A $160.00 adjustment must be applied to the loss of $2,260. This is
caused by 2,000 lbs. of iron oxides and
flux that the smelting company paid for
because those elements were mixed in
with the dross and skimmings. The differential cost rate of $.02 /lb. is applied
to the net standard allowance of 14,300
lbs, for by- products. The recovery loss
recognized in the standard is thus $286.
From this we subtract $56 for 700
pounds of iron oxides and flux (sold at)
$.08 per pound for a standard loss on
by- product recovery of $230.
By- Product Yield Variance
The by- product vield variance under
the differential cost concept is now
much different than the first calculation:
Actual loss on by- product
scrap recovery
Standard loss on by- product
scrap recovery
Unfavorable yield on recovery

$2,260
286
$1,974

Notice, only the losses generated by net
weights are considered. The iron oxides
or flux weights are not considered because they are not added to the kettle as
pure zinc. However, they are recognized
as a separate calculation:
Weight (lbs.)
Actual
2,000
Standard
700
Favorable gain on recovery

Dollars
$160
56
$104

"flue

What Happened to the Favorable
By- Product Variance?
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following paragraphs will dis-

close how the favorable by- product
variance now becomes a favorable zinc
consumed variance. To explain the transition of the $8,000 favorable by- product
variance, we must recalculate the zinc
yield. The actual spelter or zinc consumed was 300,000 lbs. and is valued
at $30 per pound. The net by- product
weight calculated previously is 113,000
pounds and is valued at $.10 per pound
according to the differential cost concept. Therefore the actual net zinc product of 187,000 pounds would be valued
at $18,700.
The same computation is made to
arrive at the standard net zinc allowance
where the standard zinc allowance of
285,000 pounds is valued at $28,500
and the standard net by- product of
14,300 pounds is valued at $14,300 to
produce a net standard zinc allowance
of 270,700 pounds valued at $27,070.
Zinc Yield Variance
The zinc yield variance under differential cost concept is now a favorable
$8,370.00 instead of $1,500.00 unfavorable:
Actual net zinc
Standard net zinc allowance
Variance

$18,700
27,070
$ 8,370

New H.D.P. Company Yield Report
Based on the new calculations and
the differential cost concept, the H.D.P.
Company's yield data would indicate
quite a change. The zinc yield now becomes a favorable $8,370 variance and
the by- product yield changed to a $1,974
unfavorable variance:
Zinc
Actual
Standard
Variance

Weight (lbs.)
187,000
270,700
83,700

By- products Weight (lbs.)
Actual
Standard
Variance

113,000
14,300
98,700

Dollars
$18,700
27,070
8,370
$

plied to weight involved in galvanizing,
recognizes that every pound of zinc has
a value of $.10 per pound. Therefore,
the net by- product weight being pure
zinc must also be valued at $.10 per
pound. However, since by- products arc
considered scrap and are sold as such at
a lesser value, $.08 per pound. We now
have a $.02 per pound loss on recovery.
It is this $.02 per pound loss we call the
DCR -differential cost rate. At this
point, it is well to remember, if the byproducts could not be sold to a smelting
company, the additional cost for galvanizing would be the net by- product
weight at $.10 per pound.

Recovery
(Loss)
$ 2,260
286
($ 1,974)

When the $104 favorable gain on
recovery is subtracted, the result is a
total yield of $6,500 for the galvanizing
operations.
The new yield report now presents a
different picture for management. It
certainly indicates the superintendent
was correct on his assumption that he
did control the zinc coating and he does

have a possible loose standard. But on
the other hand, the report points out
a possible failure to control by- product
production and a standard that may be
too tight.
On the basis of this new report the
efforts to resolve both variances can be
directed to the areas causing the variances. The old report directed action to
the wrong areas resulting in confusion
and disagreement among all concerned.
Summary
The hot dip galvanizing operation is
recognized as uneconomical because of
the production of by- products. These
by- products consisting of pure zinc, contaminated with oxides and flux can be
controlled to maintain a low level of
production. Standard costing produces
a useful tool for management in the
form of a yield report which indicates
dollar variances favorable or unfavorable.
But, the variances generated by the
galvanizing operation are distorted by
the difference between actual value and
recovery value of by- product scrap.
The differential cost concept recognizes two ways weight is taken out of
the kettle. Consumed on product and
through by- product scrap. Therefore, a
net by- product weight is computed by
deducting 4 percent of gross weight
caused by iron oxides and deducting the
added flux weight from sal ammoniac
skimmings.
The difference between the recovery
rate per pound and the original value
per pound is called the differential cost
rate. The differential cost rate is applied
to the actual and standard net byproduct scrap weights to arrive at the
actual and standard dollar loss on byproduct recovery. The difference between actual loss and standard loss is the
true yield on by- product recovery.
Actual and standard net zinc dollars
are developed by subtracting the actual
net -by- product dollars from actual total
zinc consumed dollars. The standard
zinc consumed dollars less the standard
net by- product, equals the standard net
dollar value of zinc applied to products.
The difference between the actual net
zinc dollars and the standard net zinc
dollars is the true yield dollars on zinc
consumption. The total vield variance
for the galvanizing operation is the net
result of combining the zinc yield variance with the by- product yield variance.
Application of the differential cost concept presents the yield dollar variance
undistorted and directs action to the
area actually generating the yield.
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Production Costing
in
Open Pit Mining
PERTINENT COSTS, PROPERLY SELECTED, CAN BE EFFECTIVE INDICATORS OF EFFICIENCY TRENDS
By Robert H. Davis
The complexities of production decision- making in the open pit coal mining
industry have always been difficult. They
have been made more so by the geographical dispersion of mining units, the
committment of large reserves to one
customer over an extended period of
time, and the advancement of competitive and alternative fuels. During recent
years, there has been a general recognition of a need for an analysis of production costs in this industry both historical
and projected, as a decision - making aid.
While the system described in this
article is applicable to open pit mining,
the general concepts are adaptable to
corporations with similar operating conditions and investment situations. This
type of mining utilizes heavy concentrations of capital investment at widely
dispersed locations. The labor force and
mine level supervisory group is small.
Selection of Costs
There must be a method of selecting
informative cost areas that are, in the
plain, controllable by a specific manager.
Most areas of cost are in some degree the responsibility of more than one
manager at a given level and of overall
management at different levels. In open
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pit mining, the cost of stripping (removal of dirt overlaving the coal) , is
directly related to the efficiency of the
overburden preparation (the drilling and
shooting of the dirt overlaying the coal)
before stripping. Each foreman at the
mine level is responsible for the unit
useage of operating and repair supplies
in his area, but he shares the responsibility of dollar cost with the purchasing section. For it is the purchasing
group, who by their efficiency or lack of
it, control unit cost.
The last test to selecting areas of cost

ROBERT H. DAVIS

Indianapolis Chapter 1966, is Manager, Systems and Procedures, at the
Ayrshire Coal Company, Indianapolis, Ind., a Division of American
Metal Climax, Inc. Mr. Davis holds
a B.S. degree in Accounting from Butler University, Indianapolis, Ind.

is that the selected items should by their
fluctuation affect production costs materially and thereby serve collectively as
an unbiased estimator of mining efficiency.
Fifty-eight percent of the total production costs include direct labor, supplies electric power and depreciation as
shown below:
Analysis of Production Costs
by Percentage
Direct labor
Operating and repair supplies
Power
Depreciation
Total selective costs
Indirect labor
Payroll taxes and Insurance
Contractual union costs
Other costs of production
Total production costs

24
22
5
7
58
3
1
14
24
100

Not included in the system were cost
classifications which can be divided into
two major headings.
1. Other costs of production are items
of cost that in this instance are not
in anv way controlled by the Vice
President or his subordinates. This
represents about twenty-four percent of the total cost and includes
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allocated items of overhead, royalties, depletion, etc.
2. The grouping of Indirect labor 3
percent, Payroll taxes and Insurance
1 percent and Contractual union
costs 14 percent, for a total of 18
percent, could in the broadest sense,
be attributable in the main to the
operating department. However, a
study of over five years of operation
show that these items do not fluctuate materialy (Payroll taxes and Insurance), or if they do fluctuate,
they do so in proportion to the
selected grouping.
Included in this basic system of controlling costs are four areas: Direct labor,
supplies, electric power and depreciation
of capital equipment at the mine level.
All of these items are material, are controlled at one level, and by their increase
or decrease indicate production efficiency.
Costs and Major Equipment
It is important to establish the strong
relationship of direct labor, supplies and
electrical power with the major equipment used in this type of mining. In
open pit mining the number of employees is small and the capital investment, represented in the system by
depreciation, is large. In underground
mining, the investment on number of
employees is greater and the dollar investment in operating equipment is less.
Since open pit mining is highly mechanized, over 95 percent of the labor expended is attributable to a major piece
of equipment.
Indeed there is a prevalent opinion in
management that the monthly cost of
operation of stripping shovels and drag lines and loading shovels can, when
equated with the work performed, indicate efficiency of a mining unit. Although this theory has some merit because of the investment and cost of
operation, it is more informative if a
broader base of evaluation of functions
and dollars is used.
In this system, because of the strong
relationship of costs to equipment, all
dollars expended are reported in a manner so that they are identifiable to a
piece of equipment within a given
classification (crawler tractor, stripping
dragline, haulage truck, etc.) . Further
coding identifies each expenditure of
selected costs by mine location, mining
functions and responsibility area within
the mining function. Labor is classified
as operating or repair and all supplies are
set out into over twenty classes, eg.—
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fuel, mechanical repair, electrical repair,
lubricants, etc.
The entire coding consists of ten
digits allowing for complete movement
of equipment within a mine serving
various functions, or from mine to mine.
A complete numeric coding enables the
fastest processing through a computer
system and by manipulation of data can
not only produce informative reports of
production costs, but can maintain an
historical cost of all major equipment.
The portion of the code, five digits,
that is used to identify the major equipment, is further utilized to identify
major equipment in the subordinate
system of "Depreciable Assets."
Through the use of the computer
oriented system, monthly depreciation
can be calculated to support monthly
general ledger entries. A monthly status
of all depreciable assets is published. An
annual report reflects status of these
same assets related to book and tax base.
The monthly volumes of the costing
system consist of the following:
Labor
Supplies
Power

3,000 items
10,000 items
200 items

Selection of Processing Equipment
It was evident from the application
study that the volumes of input, complexity of distribution, and processing
time requirements suggested a computer
application.
The accounting section, as a part of
its corporate effort, uses a small tape
oriented computer configuration. This
is an N.C.R. 315, a second - generation
computer with a 10,000 character base
memory. It is supported by four tape
handlers capable of reading and writing
at 12,000 characters per second. All input introduced to the system is by
magnetic tape produced by three tape
encoders. Output from the system is
produced on an 800 -line per minute
printer with a full range of characters on
a 132- position line.
The fact that this computer was "inhouse" did not influence the implementation of the production cost system on
the computer. A strong mechanical accounting machine system is also used
for some departmental procedures, as
well as some completely manual procedures.
In this system there is no need for
daily inquiry. All reports are on a
monthly cycle, thus indicating the handling of processing on a sequential basis
rather than utilizing random access files.

The hardware configuration is modular and random access devices could be
added. If such inquiry to the system was
indicated, and a positive result from an
economic evaluation was obtained, this
method could be used without disturbing other operating systems.
Selection of Measures
In some cost systems there is a
tendency to isolate one measurement for
all costs, etc. unit cost. The production
of coal is comprised of many functions
with each function having a pertinent
yardstick to measure efficiency in each
area. While it is true that the total cost
of prepared coal should be measured by
unit tons produced, it is equally apparent that the overburden preparation
function should be measured by cubic
yards shot. The stripping function cost
should be equated with cubic yards
moved. The same variation of measure
applies to all other functional costing
areas. This selective method of measure
makes possible the proper definition of
production efficiency of the mine foreman supervising that function.
In re- sorting the master files into
equipment number sequence, the operating and repair cost, and performance
of major individual equipment can be
reported to management. The measure
discussed in the preceding paragraph
applies to functional areas of production. In order to evaluate the specific
performance of an individual piece of
equipment, a different measure may be
indicated. Selection of this measure is
subject to the same scrutiny as functional measures. A stripping dragline or
shovel is measured by cubic yards of dirt
moved, a tractor by operating hours, and
a haulage truck by ton miles, etc.
Selection of Standards
Too often a standard of operation for
a particular function of production or
piece of equipment is subjected to a
cursory study. Much of the time it is
much easier to apply a standard of last
year cost evaluation without consideration of new conditions, or to use a
standard developed in entirely different
environmental situations.
The conditions affecting production
in open pit mining are subject to as
many variables, if not more, than any
other industry. The main raw material,
coal, varies in quality as measured by
B.T.U., thickness of seam, consistency
of quantity in a given area, and presence
of undesirable strata within the coal.
The total removal of media overlaying
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the coal varies greatly. This media may
contain dirt, rock, shale, sand, clay, etc.
It may contain almost any combination
of these which greatly affects the cost
of shooting, stripping and spoiling of
the overburden.
Since the open pit mining function
is carried on in the outdoors, weather's
general trend greatly changes standards
according to geographical location.
With the above factors in mind, the
standards against which each cost efficiency is measured should be given
much study by operating personnel
based on historical data, geological factors, current mining conditions, and
available equipment.
It is obvious that all standards are
subject to change. It is equally apparent
that there must be a practical interpretation of the cycle of re- evaluation.
With reporting on a monthly cycle,
there should be a standard re- evaluation
each year. Interim evaluations should be
made if a new coal field is opened with
different mining conditions, major
equipment availability is changed, or ex-

ternal economic pressures such as wage
negotiations are encountered.
Reporting to Management
In the preceding narrative we indicated the advisability of reporting to
each level of management. The mine
foreman level of management receives
the dollars expended by equipment
usage, as well as the cost evaluation
measured against pertinent standards.
By ascending order of managers, we
report cost evaluations and standards
with less detail. Each report ascending
to the reports of the Vice President,
reflects a continuity of costs, evaluation
and standards.
There is also a duplication of reports
to adjoining levels of management. This
is an intentional duplication so that
each ascending level has a copy of the
report given to the manager being supervised. This establishes a basis for dialogue in discussion of operating efficiency, assists in solving operational
problems, and aids in evaluation of
specific equipment.

Interpretation of Reports
The last basic obligation of an accountant in the design and implementation of such a system is to acquire such
knowledge of the area controlled so as
to assist operating management in the
interpretation of resultant reports.
The designer and controller of such
a system must certainly see that all internal procedures of collecting and manipulating of data are well defined practical, and of consistently good quality.
His responsibility, however, does not
end at this point.
His advice as to effect of fluctuations
should include inquiry into causes of
change so that management can institute remedial procedures in the
shortest possible time.
With this oral or written narrative of
reports which are submitted to various
levels of management in a consistent
time frame, the accountant becomes a
productive part of the decision- making
function for the general corporate purpose.

10th International Congress of Accountants
The Tenth International Congress of
Accountants will be held in Sydney,
Australia, October 16 -22, 1972. Those
NAA members who would like further
information or plan to attend the Congress should write to the NAA Executive
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Director for a notice of interest. When
filled out and returned to the national
office, these notices will be forwarded
to the Congress headquarters in Sydney.
This procedure permits the organizers to
plan for facilities and to furnish further

information to interested members. Notices of interest in the Congress do not
obligate anyone to attend the Congress
but are merely being used as a guide.
Please return your notices of interest to
the national office prior to Mar. 1, 1971.
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Casualty Insurance:
Loss Control is Cost Control
AN EFFECTIVE SAFETY PROGRAM CAN CUT CASUALTY INSURANCE COSTS SUBSTANTIALLY
By Richard C. Renk
Probably no business cost has risen as
rapidly during the past three or four
years as the cost of casualty insurance.
In almost every company, public liability and workmen's compensation insurance costs represent the major portion
of the company's insurance premium
dollar —and they are skyrocketing. Insurance costs logically parallel the rise
in actual casualty losses, of course. This
rapid jump has been brought about by
several factors —the attitude of the
courts toward liability claims, the clianging attitude of the public toward making claims, the rising cost of medical
and hospital care, etc.
Surprisingly enough, there is considerable flexibility in ways to control
casualty losses and casualty insurance
premiums, more than most companies
realize. However, several questions immediately come to mind:
How can such costs be controlled?
Isn't it true that expenses are pretty
much cut and dried under liability
and workmen's compensation policies?
Under a retrospective plan, don't
you "pay for your own losses" plus
a handling charge?
Then why not be self- insured?
Types of Coverage
First, let us consider the different
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methods of public liability and workmen's compensation insurance coverage.
Recently, a large underwriter has compiled the following information as to
the types of plans used by 114 companies with annual premiums of $100,000 or above:
38.5% use a retrospective rating plan
53.5% use a participating dividend plan
8.0% use a guaranteed cost plan
THE RETROSPECTIVE PLAN

The retrospective plan policy requires
a standard premium based on volume.
A permanent deposit equal to one
month premium is made initially, and
a monthly deposit based on volume is
made thereafter. This plan permits a

is Corporate Insurance Manager for
Albertson's, Inc., Boise, Idaho. Mr.
Renk has completed courses in casualty and surety insurance and is currently enrolled in a course on risk
management.

minimal cash outlay as compared to one
year or three year "cash -in- advance"
plans.
A typical retrospective plan would
have a basis of, say, 14 percent of the
standard premium (standard premium
being sales times rate) which might be
called the insurance company's "handling charge." This retention would
cover the cost to set up and service the
account, agent's commission, profit, etc.
To this charge is added the insured's
losses which have been amplified by
the loss conversion factor, let's sav 16
percent, and the whole thing is further
amplified by the tax factor (this varies
by states) to produce the earned premium.
The insured is protected from a runaway earned premium due to high loss
frequency by the maximum premium
limitation which might be 120 percent
of the standard premium. Also, catastrophe loss protection is built into the
program by means of a stop -loss limit
which we will set at $25,000. The following examples will illustrate the application of the formula, based upon:
1.
2.
3.
4.
5.
6.
7.

Sales $300,000,000.
Rate .90 per $1,000
Basic premium 14%
Loss conversion factor 16%
Tax factor 3%
Maximum premium 120%
Minimum premium Basic times
Tax factor
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Exhibit 1
DETERMINING CASUALTY INSURANCE PREMIUMS
2

$37,800

$100,000

B $270,000

37,800

250,000

C $270,000

37,800

100,000

'Columns 2

+

A $270,000

5

+

Basic

3
Normal
Losses

4
Catastrophe
Losses

$

1
Standard
Premium

5
Converted
Losses

6

7

Tax

Premium

None

$116,000

$4,614

$158,414"

None

290,000

9,834

145,000

5,484

337,634'
324 000
18
"

150,000

6

In situation A, Exhibit 1, we have
normal losses of $100,000 and the resulting earned premium is $158,414. In
situation B we have normal losses of
$250,000 and the resulting earned premium is stopped at the maximum of
120 percent of standard which is
$324,000. In situation C we have the
same dollar loss as in situation B, but
$150,000 of the losses resulted from one
occurrence and only $25,000 of the
$150,000 is chargeable. This results in
an earned premium of $188,284 and
illustrates the advantage of the stop -loss
provision in this type of policy.
PARTICIPATING DIVIDEND PLAN

This plan appears to be the most
popular for large risks. The reason for
such popularity, perhaps, lies in the
flexibility of the plan as compared to a
retrospective plan. The insurance carrier can deviate from the standards set
forth in, a workmen's compensation
retrospeti ve plan which are controlled
by the Compensation Rating Bureau.
To illustrate, the maximum and minimum premium factors, loss conversion
factors and other elements of a retrospective plan may be adjusted to fit the
exposure of each individual account, resulting in lower costs for the better
risks.
The participating dividend plan,
sometimes called a specified retention
plan, works as follows:
1. The insurance company reviews the
account and comes up with an annual deposit premium figure of, for
example, $100,000.
2. A retention to cover the insurance
company's servicing expenses, taxes,
re- insurance costs, stop -loss costs,
commissions and profit is determined to be, say 20 percent of the
annual deposit premium.
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3. Cost to the insured is based simply on losses plus retention. If losses
run $50,000, for example, the insured's net cost would be $50,000
plus $20,000 (20 percent of $100,000) or a total of $70,000. In no
event would the premium exceed
$100,000 even if losses should exceed this figure.
THE GUARANTEED COST PLAN

This plan consists simply of a stated
amount of premium for a stated amount
of time. In liability coverage, this could
be a flat rate per $1,000 of sales, for
example. In workmen's compensation,
this would be the rate for each employment classification times the chargeable
salaries paid. This type of coverage is
subject to a premium discount schedule
based on the size of the premium developed.
A guaranteed cost plan on liability
coverage pins down the premium for
the term of the policy only to the extent
that the carrier is willing to continue
such coverage in the face of adverse loss
experience. He can always cancel the
policy, upon giving the required ten
days or thirty days advance notice, and
force the insured to accept a re -write of
the coverage at a higher rate, or go to
another company. Any new company
invited to give a quotation will want
to see the loss record of the insured and
will adjust their quotation accordingly.
So even with a so called "guaranteed
cost" plan, you pay for your own losses
in an indirect manner.
This plan is popular with contractors
and others whose operations require advance knowledge of all operating costs.
How Much Does An Accident
Really Cost?
As we have seen from the foregoing, losses influence the cost of all

three types of casualty coverage. Before
discussing loss control, let's take a look
at the true cost of a claim.
Assume an on- the -job injury case in
which the employee incurred medical
costs and time loss of $100. To this we
must immediately add the loss conversion factor of 17 percent or $17. Now
the indirect or hidden costs come into
play. These hidden costs are just as
real as utilities or rent costs and occur
in the following manner:
Cost of wages paid for time lost by
injured employee other than compensation payments.
Cost of wages paid for time lost by
workers who stop work for various
reasons when another employee is
injured.
Cost of damage to material and
equipment which often accompanies
an employee injury.
Cost of time lost by supervisory
employees in assisting injured party,
investigating the accident for cause,
making out report.
Cost to train replacement employee.
One source estimates indirect costs to
be four times the direct cost of an accident. Another source estimates the
ratio to be two for four times the direct
cost. For an example, let's use a factor
of three times the direct cost of $100
which is an additional figure of $300.
Our $100 accident now has grown to a
true cost of $100 + $17 + $300, or
$417.
How Can Casualty Insurance Costs
Really Be Cut?
Obviously, we must reduce the frequency and severity of losses if we expect to cut casualty insurance costs.
This can be accomplished in several
ways:
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I . Select an insurance carrier who has
an effective safety program and the
manpower to back it up by frequent
safety inspections of your operations.
Follow up on the recommendations
made by such insurance company
engineers. Money spent to improve
customer and employee safety is a
good investment in controlling future costs. Top management should
be aware of this fact.
Set up your own safety program
such as a weekly or monthly safety
inspection of your premises by a
safety committee made up of your
own people within each store or
plant. This should be a three way
inspection to check for fire hazards
as well as safety hazards to customers and to employees.
4 Keep a competitive interest in accident prevention by sending out
regular reports as to the number of
accidents occurring each month at
your various locations. Poster and
slogans such as "Safety is contagious
—start an epidemic" will add to
your "think safety" campaign.
5. Put some teeth in your program by
charging each unit for its own losses
when allocating insurance costs.
This program perhaps should be
tempered with a stop -loss limit to
absorb excessive losses, but each
manager or supervisor should be
made aware of the fact that his
losses will be reflected in his insurance costs.
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Other Factors Influencing Costs
The type of claims handling policy
displayed by the insurance carrier is also
very important since final claims costs
may be adversely affected by poor or
delayed claims handling.
Many companies todav, in handling
liability claims in which the insured
was definitely negligent, have found
that prompt payment of such items as
medical expenses, first month's rent,
etc. to a claimant has materially reduced the net cost of the claim. This
approach also helps to establish a
favorable climate for securing the release and avoiding litigation. The customer is kept happy and the insured's
image is improved from a public relation
standpoint.
Another area wherein costs can be
reduced is the elimination of "Premises
Medical" coverage for the policy. Such
coverage provides a maximum sum of,
say $500 for each occurrence to cover
any and all claims made by customers
or others against the insured, regardless
of fault. This can be an expensive way
to procure good will and the fallacy here
appears to be that such coverage encourages claims and educates the public
to expect payment for any incident
which occurs on your premises. A person
faints and is injured. Another person
trips over his crutches. A third customer, his attention momentarily distracted
by, perhaps, a miniskirt, walks into a
post. None of these accidents were
caused by your negligence and coverage
for such damage should not be included

in your insurance program if you are
going to keep premiums to a minimum.
An illustration of the claim-consciousness of the present day customer comes
from the manager of a supermarket. He
reported that a day- dreaming customer
made a fairly good impression on the
front end of his auto with one of the
store's parking lot light standards.
Shortly thereafter, the manager received
a letter of complaint stating "One of
your light poles hit my car...."
You can't win them all, but you can
do something about controlling casualty
insurance costs. The following suggestions are offered for your consideration:
Management should choose the
right plan for its own operations.
Don't consider premium cost alone
when selecting a casualty insurance
carrier. The carrier's ability to make
frequent and realistic inspections of
your premises and the promptness of
handling claims, coupled with the
manner of settlement of such claims,
can make a great difference in the
net cost to your company of such
coverage.
Don't be afraid to spend a few dollars to improve safety conditions on
your premises. Keep in mind the
vefy real "hidden" costs which accompany each accident.
Remember, in casualty insurance coverages, you basically pay for your own
losses and the old saying "Loss Control
is Cost Control" is more true than ever
in today's business climate.
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A Strategy for Coping
with Exchange Risks
EXCHANGE RATE AREA: COST CENTER OR PROFIT CENTER?
By Eugene L. Schotanus
The exciting spectacle of daily fluctuations in the currency exchange markets
followed by official parity changes in
the major world currencies has inspired
many people to write many words about
this subject in the past several years.
Banks, consulting firms, etc., have
found a new service to be marketed —
"Exchange rate forecasting." In too
many other cases, this subject appears
in corporate reports as an alibi for
operations which have already deteriorated for quite different reasons.
The truth of the matter is that all
the costs and revenues lost due to exchange rate fluctuations or the threat of
them are seldom fully identified. This
failure to identify costs or lost revenues
even in internal operating reports is not
a simple shortcoming of the accounting
profession, but rather a product of modern, dynamic business technique. Management is increasingly geared to think
in terms of market penetration, capacity
utilization, return on capital employed,
etc., as opposed to being "deal oriented."
The Deal Concept
Application of the "deal' concept
might be described as being somewhat
akin to the old "job order' approach
to costing applied to the accepted principle of investment selection. Failure to liquidate an investment is the
same as buying it all over again. This is
not to suggest that long - established
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foreign subsidiaries can be disposed of
and reacquired like stocks on the New
York exchange. Instead it suggests that
marketing, manufacturing and financing
strategies for those foreign operating
subsidiaries must contemplate the effect of exchange rate changes even on a
long range basis.
The total effect of devaluation or revaluation is not an easy matter to ascertain even after the fact. The following three broad areas of business activity are almost invariably affected:
1. The whole economic environment
in which operations are conducted
can be distorted for a protracted
period of time just by the prospect
of an exchange rate change.
2. The existing worth of an investment
in a foreign subsidiary can be immediately and irrevocably impaired
by the change in exchange rates.
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The prospects of continuing to do
business in a currency area may be
temporarily or even permanently
impaired by the alteration of exchange rates.
Contemporary reporting techniques
are almost exclusively oriented to the
second consideration mentioned. That
is, accounting practice prescribes the
manner in which current worth and
interim results of foreign operating subsidiaries shall be consolidated with the
worth and interim results of the parent
and its other subsidiaries. In practice,
however, the effect of the first and third
considerations will likely outweigh any
impairment of current worth. For this
reason, devising a means of measuring
and avoiding that kind of impairment
shall be the object of this article.
The Equivalent Dollar Concept
The rules for translating the worth
of foreign assets and liabilities, in the
process of preparing consolidated financial statements, or determining the
worth of even a minority interest in a
foreign subsidiary (where market value
is not readily available), are well known.
They bear repeating, however, because
they clearly establish a principle that is
fundamental to any further discussion
of the effects of exchange rates on the
economic health of a foreign venture,
namely the "equivalent dollar' concept.
Stated simply, the "equivalent dollar"
is the realizable dollar worth of remittances from or remaining investment in
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foreign subsidiaries, to the extent that
converted proceeds would be directly
affected by prevailing rates of exchange.
Exhibit 1, which illustrates the
"equivalent dollar" concept, has deliberately been over - simplified to ignore
the effect of applying an "average" or
a mixture of exchange rates to iterim
operations. The change in corporate surplus illustrates the decline of equivalent
dollar net worth which must be recognized by the parent company as "exchange loss" in its consolidated financial statements.
Exhibit 1 is further useful in that it
illustrates the well known devices available to corporate treasurers to avoid
impairment of current worth. In subsidiary A, the loss could have been
avoided by borrowing more francs locally to prevent any unrealized decline
on investment worth and selling forward (at a known cost) the proceeds of
the parents' dividend receivable. In
subsidiary B, where a revaluation occurred, more dollar funds from the
parent could have been used to reduce
local "mark" payables thus reducing
exposure.
In practice, however, the flight of
capital from an economy headed for
devaluation may make additional borrowing impossible or clearly uneconom-

ical. Then too, direct government
intervention is frequently prejudicial toward foreign owned firms and may prevent them from borrowing locally or
even freely using and remitting foreign
source funds. Such interference, coupled with the lack of an orderly external
market (forward discounts on French
francs for a time exceeded 40 percent
per anum during 1969) severely limit
the efficacy of the treasurer's response
to devaluation /revaluation exposure.
It is clear even from the oversimplified example in Exhibit 1 that other
alternatives existed. The levels of the
subsidiaries' inventories and receivables
might have been adjusted. Fixed asset
investments might have been delayed
or accelerated, etc. All of these tactics
would have contributed to reduced exposure and minimized loss.
Obviously_ such a response to the
danger of impending devaluation or
revaluation involves the entire management team. This presupposes the existence of the machinery to draw such a
group together and equip it with the
means of effectively recognizing, evaluating, and acting upon exposed situations. Such machinery in a typical multinational corporation will consist of:
I. A competent

body representing

each of the functional aspects of
the business, conversant with the
implication of exchange rate matters and formally charged with the
responsibility of initiating cppro
priate action when situations of risk
and exposure arise.
2. An "early warning" system where
the first signs of the probability of
exchange rate difficulties are recognized and brought to the attention
of the "competent body."
3. A reporting system which realistically evaluates the real economic
effect a potential devaluation or revaluation would have on the economic health of the company.
4. A clear statement of overall corporate objectives and operating philosophy toward each current area.
The accountant, of necessity, must
have an acute interest in the creation
and maintenance of this sort of "machinery" because it provides him with
the most viable of all means of measuring and protecting the economic health
of the company.
The Competent Body
The "competent body" in smaller
firms might be a single corporate officer.
In a large, multinational corporation

Exhibit 1
EQUIVALENT DOLLAR ANALYSIS

15,700
13,100
15,900

15,200
13,300
15,600
-

New
rates

7,500
12,000

7,200
12,000
3,600

-

-

-

37,200

1,000

9,600

9,300

8,300

10,100

44,700

44,100

5,000
8,000

1,500
2,400

1,800
3,000
900

1,200
2,000

2,400
4,000
900

8,300
13,400

8,600
14,000

-

-

-

-

-

7,500
35,460

-

-

48,000

1,200

-

4,800
-

-

-

-

Old
rates
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1,200
2,800
5,100
-

-

-

B
Marks
3:1
@

4,000
2,500
1,800

@

900
2,100
5,100

-

4,800
3,000
1,800

A
Francs
6:1

-

@

$

10,000
8,000
9,000
60
900

B
Marks
@4:1

-

-

-

3,600
8,400
20,400

U.S. Parent
A
C
Francs
U.S.
5:1

&

13,000
9,460
- 5 74W
3

3,300
300
-9,-300

Consolidated surplus before currency fluctuation
Consolidated surplus after currency devaluation and revaluation (ignoring effect of income taxes)
Gross impairment of current corporate net worth
Consolidation of French Subsidiary (A) and German Subsidiary (B)
Before and after Franc devaluation and Mark revaluation
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LIABILITIES EQUITY
Accounts payable Accrued liabilities
Local bank borrowings
Dollar advances from C
Franc loan from B
Dividend payable (in Francs)
Capital stock
Surplus
Total liabilities equity

24,000
15,000
9,000

-

&

ASSETS
Cash receivables
Inventories
Net fixed assets
Dividend receivable from A
Dollar advance to B
Franc advance to A
Investment in subsidiaries
Total assets

Subsidiary
B
Marks

-

Subsidiary
A
Francs

ABC consolidated
U.S. dollars

-

Equivalent dollar worth of subsidiaries

13,000
8,500
44,100
10,000
8,500
1,500
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the crossing of functional lines implied
by consideration of operational aspects
tends to suggest a group or committee
approach. Such a committee might consist of the directors of the company or
an executive committee, if such exists.
More likely, it would take the form of
a subcommittee to distill the volume of
considerations down to the most vital
questions or positive recommendations
to be passed upon by higher authority.
Regardless of the form, the important
thing is that the body recognize that
by its very existence it has accepted a
liability for exchange rate consequences.
The "expertise" or "conversance" of
the committee members can be a sensitive matter as executivs entrusted with
international responsibilities are seldom
unsophisticated in currencv matters.
For this reason, formal "educational"
programs are usually doomed because
the suggestion is considered precocious.
Here the accountant or treasurer can
supply an alternative by sponsoring a
session at which nomenclature and definition peculiar to the company or situation are agreed upon.
Most essential to the formation of
the committee or body is its authoritv,
responsibility and ability to act. Any
action, even if only a recommendation,
should be made a matter of record to
be later measured and compared to inaction.
The Early Warning System
Early recognition of the symptoms
which can eventually have monetary
consequences is particularly essential for
responding to the distortion of operating conditions which precede and follow any exchange rate adjustment. It is
here that the prospects of exchange
controls, price controls, relative cost of
imports, wage and salary concessions,
etc., must be contemplated. The economics of action, while action is possible, are weighed against the impact of
inability to act later.
Risk refers to the likelihood of
changes in the official parity of a cur rencv. Normal movements within the
official trading limits (plus or minus
one percent by International Monetary
Fund rules) may also constitute a risk
if large amounts are involved. However,
it is the sudden substantial change in
the official rate and the events leading
up to and following it that are of con ccrn here.
Extensive press coverage of the events
which led (or forced) the French and
German governments to alter their cur MANAGEMENT ACCOUNTING /JANUARY 1971

rency values in 1969 has popularized ical (pressure from trading partners)
the notion that such actions can be pre- rather than economic.
dicted. However, the statistics of 1969
The mechanics of an early warning
revealed that even by applying "hind- system will, of course, vary with the
sight," it is difficult to find a strategy size, organization and resources of the
that would have produced completely company. It will inevitably consist of a
satisfactory results from resorting to regular and systematic scrutiny of ecoshort term solutions, such as recourse nomic indicators and political developto the forward exchange markets or ments, particularly by "on location"
other forms of hedging. It must be management of the outlying subsidiconcluded, therefore, that successful aries. Depending on the basic character
defense against exchange rate fluctua- of the economy in question, the followtions lies not in short run financial ing is a partial listing of some of the
manipulation, but rather in adapting indicators that are generally regarded as
longer term business strategy.
motivating devaluation:
Revaluation and particularly devaluation are motivated by either need or 1. Shrinkage of official gold and fordesire. Need could be characterized as
eign exchange reserves
a remedial action where the government 2. A deficit in the balance of payments
or central bank either lacks or can foreover a protracted period of time
see the lack of the wherewithal to con- 3. A sharp or chronic deterioration in
tinue to intervene in "spot" exchange
the balance of import - export trade
markets. It does this by buying or sell- 4. Political instability or radical ecoing to prevent its currency from being
nomic policy changes
traded at rates of more or less than one 5. Internal inflation as indicated by
percent of stated parity (only IMF
cost of living, wholesale price, etc.,
members). Under other circumstances,
indices
devaluation can be motivated by desire 6. Excessive growth of internal public
and be characterized as "aggressive" as
debt or money supply
a nation seeks to rectify chronic com- 7. Lack of external confidence as evipetitive weakness with monetary dedenced by excessive discounts in
vices rather than internal economic
forward exchange markets
policy which may be politically unpopular.
The range of other symptoms and
The difference between "remedial" considerations for specific currencies
and "aggressive" adjustments is often can be almost limitless. In this respect,
quite subtle in that both affect essen- the specialized services and publications
tially the same factors —the propensity can be invaluable. The paramount task
of residents to earn or dissipate foreign of the "early warning system" is to deexchange by exporting or consuming tect distortions that not onlv could
imports. Identifying the motive for the lead to a currency adjustment but also
devaluation is important in determining those which can lead to environmental
the timing and size of the devaluation, developments affecting operating profitfor remedial devaluation may be forced ability, such as:
upon a nation when its currency begins
to demonstrate weakness in exchange 1. Tight credit or spiraling interest
markets, and as such are more predictcosts
able. Aggressive devaluation, where 2. Pressure for excessive wage demands
need has not yet become urgent, is left 3. Unusual sales and credit demand by
almost purely to the whim of political
local customers looking for a "hedge"
powers and limited in size only by what 4. Delays by suppliers who are also
that country's trading partners will to]hedging
crate without retaliatory devaluation or 5. The prospects of government interimposing other, nonmonetarv_ trade
vention via taxation or exchange
barriers.
controls, etc.
Upward revaluation of a currency preThe Reporting System
sents a special case in that for all pracIdentification and meaningful presentical purposes it can only result from
remedial motivation. It is difficult to tation of areas which are vulnerable to
imagine a currency that would be aided impairment by exchange rate changes,
in the long run by cheapening imports and the economic pressures attendant
and penalizing exports. The "remedial" to them, pose an exceptional challenge
forces precipitating revaluation are in to the accountant. Effective action can
themselves, however, likely to be polit- only be taken in the event of risk if the
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areas of greatest exposure can be revealed. This responsibility of disclosure
is a particularly solemn one. The form
and content of internal reports can
easily shape the course of management
action rather than measure it. This is
especially true in a decentralized operation where the onus of "exchange loss"
is frequently imputed to local unit management.
This situation can easily be illustrated
by examining the balance sheet of subsidiary A in Exhibit 1. The manager of
subsidiary A might easily have concluded that since he had neither assets
nor obligations in a currency other than
his own, he had no exposure. Yet the
excess of convertible franc assets resulted in an impairment of "equivalent
dollar" worth of the parents' investment, or an unrealized loss. Carrying
the example a step further, examine the
case of subsidiary B. Although B had
no foreign currency receivables at the
moment of the revaluation, suppose
that most of the inventory on hand
was constructed especially for export.
Then later, the foreign market (for
competitive or other reasons) will not
readily absorb the full effect of the
revaluation. This inventorv, financed by
mark payables, produces no gain or loss
in translating the value of investment,
but operations at some later date are
impaired by slower inventory turnover
and perhaps even the need to reduce
selling prices.
These analyses of exposed current
worth illustrate well the principles of
realized and unrealized losses, the equivalent dollar principle, and the irrelevancy of exposure for any standpoint
other than that of the total corporation.
They fail, however, to reveal much
about the effects of economic stress on
operations before and after the monetary action.
An effective "deal oriented" approach
to this problem can be made by taking
the unit's annual budget or even its
long range profit plan, and adding to it
all costs, expenses, revenues and exposure items that appear on the parent's
or other subsidiaries' books. Then prepare the same budget or plan, assuming an exchange rate change in size and
timing as determined by the analysis
of risk previously described. If such
budgets or profit plans are prepared in
sufficient detail, the most important
cost, expense and revenue items affected
will be revealed. This exercise is useful to perform at any level of management. It is especially important that
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Exhibit 2
CORPORATE TAX RECOVERY ON "REALIZED ITEMS" PER EXHIBIT 1

German subsidiary (B) Books
60% Tax rate
Equivalent Mark worth of Franc receivable
Equivalent Mark worth of U.S. $ liability
Net assets
Loss in net assets in
equivalent Mark worth
Total realized items
& tax recovery

the "equivalent dollar" principle is understood at the unit level where policies
must ultimately be implemented and
defended in the areas of wage, inventory, procurement, borrowing, etc.
Inevitably the question arises as to
whether exchange gain or loss should
be contemplated on a "gross" or "after
tax" basis. The answer to this is that
since all management endeavor is ultimately measured on the basis of distributable net income, exchange gain or
loss should be no exception. In fact,
the effect of U.S. and local income taxes
can often become the determining factor in decisions of investment timing,
source of funds, etc.
Exhibit 2 begins to suggest some of
the alternatives for arranging intra company transactions to maximize tax advantage. The two important principles
in determining the real economic effect
of exchange gain or loss are illustrated
as follows:
Fundamental to the determination
of the effect of income taxes in
either the U.S. or the foreign state
is the currency in which the affected
entity's books are kept. U.S. tax
authorities, for example, are con cemed exclusively with the equivalent dollar effect of occurrences or
transactions. German or French tax
authorities are concerned with
equivalent deutsche mark or franc
income and loss. This fact represents a significant departure from
the "gross income" approach in
which inter unit accounts are of no
consequence after consolidation regardless of the currency in which
they are denominated (i.e., one
unit's gain on an equivalent dollar
basis is the other unit's loss). On
an "after tax" basis, however, inter

Old
rates
Marks

New
rates
Marks

4,800
3,600
1,200

3,000
2,700
300
- 1,200
(900)

Gain
(loss)
U.S. $

Tax
recovery
U.S. $

(300)

225

(3DO)

225

unit gains and losses do not exactly
offset due to differences in tax rates,
degree of deductibility, etc.
While inter unit account arrangement presents a legitimate means of
reducing "after tax" loss or exposure,
it must be remembered that exposure from the local unit's standpoint (i.e., currency) is useful only
for local tax recovery purposes. Total corporate "pre tax" exposure is
determined without reference to inter company accounts.
We have seen from both Exhibits
1 and 2 that the effect of currency
fluctuations on consolidated corporate results is a combination of
realized losses on separate transactions and unrealized change in the
equivalent dollar worth of investment in subsidiaries. This principle
can be exploited in the same manner as tax rate differentials provided
that there are other legitimate business reasons for so arranging inter
unit capital structures. However, it
must again be remembered that
such arrangements affect income
only "after tax" —both realized and
unrealized impainment affects consolidated gross results.
The obvious course of action suggested by rate differentials, etc., can
sometimes be negated by such U.S. tax
complexities as dilution of any foreign
tax credit at the corporate level, constructive dividend treatment, etc. Subsidiaries operating as a foreign branch
of the parent also present a special case
in that all items affected by the new
exchange rate, including the translation
of assets and liabilities to new dollar
equivalents, become realized for tax purposes.
Another aspect of the reporting sysMANAGEMENT ACCOUNTING /JANUARY 1971

tern or function that is essential to a
successful program of coping with exchange rate matters is avoiding a "credibility gap" with operating management. This can become a problem in
that many of the true economic effects
of currencv instability are not so identified in published financial statements,
but are buried in cost of sales, interest
expense, etc. If exposure analyses suggest action that is ultimately taken, the
actual consequences of those decisions
would be reflected by internal operating
reports reconcilable to other published
results for consolidated and even non consolidated operations. This process
of reflecting gains or losses so that they
are reconcilable to exposure analyses
which may have predicted them is a particularly thorny problem for the accountant. It poses some fundamental
questions not only of account classification but of valuation (inventories for
example) and interperiod allocation of
revenue and expense.

Corporate Objectives and
Philosophy
The foregoing has established that
coping with exchange risk and exposure
is essentially a matter of business strategy. Since individual marketing and
manufacturing policies must all be ,embodied in this business strategy, it is
particularly essential that a composite
statement of the corporate policies and
objectives which govern those functions
exist and be applied to the program of
countering exchange exposure.
The nature of corporate objectives
and overall philosophy might appear
contrary to the obvious and even preclude certain tactics or exchange risk
solutions. However, there can be both
subjective and objective policy considerations which more than offset the
otherwise uneconomical costs of accepting or avoiding exposure. Examples of
such policy considerations might be as
follows:
Borrow locally at any cost as a defense against expropriation or other
nationalistic temptations.
Arrange the capitalization or borrowing structure of less than completely controlled subsidiaries to assure that local costs and selling
prices contemplate the degree of
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local inflation and exchange risk.
3. In the interest of maintaining complete decentralization, all exposure related decisions would be delegated
to local unit management regardless of corporate circumstances.
4. Ignore the aspect of exposure in investment or operating strategies during certain phases of development
in the interest of compatibility with
the host governments' socio -economic aims.
5. As a possible bargaining point with
the local authorities for price increases, import concessions, tax relief, etc., exposure and any resulting
losses may be deliberately left in the
local unit.
Whatever the degree of compatibility
or incompatibility between corporate
policy and the tactics suggested by exposure analvses, both should be subject to constant scrutinv on a currencv
by currency basis as conditions do
change.
With a competent body, informed
of risk and exposure and guided by
established policy and objectives, there
remains only the continuing task of
implementation. It is not necessary to
reiterate the operational tactics and
balance sheet management techniques
suggested throughout the process of appraising risk and exposure. Consideration is, however, appropriate at this
point (of the "last resort" type of defensive alternatives available) such as
hedging in the exchange or even commodity markets.
The feasibility and economics of forward purchases or sales, even so- called
"swaps" (forward contracts with central
bank intervention in certain countries),
must be evaluated in accordance with
the same principles applied to all other
strategies. From the equivalent dollar
standpoint, a forward contract has the
effect of adding to the balance sheet
of either parent or subsidiary a fixed
value asset offset by a local currency
liabilitv or vice versa. Forward transactions are normally effected with the
proceeds of real remittances or in anticipation of actual settlements and as
such are really a form of insurance in
the transfer of funds.
When an unavoidable or deliberately
incurred exposure develops, there fre-

quently arises a temptation to execute
a forward transaction with theoretical
funds (short sale). This procedure is
used in hope of realizing a gain which
would offset the other potential -''exchange" loss. This practice is usually
of questionable wisdom as "unrealized"
losses are then frequently matched with
"realized" gains. While "gross" income
is preserved, the cost of providing
equivalent potential "after tax" gain is
often prohibitive. Perhaps the greatest
danger inherent in hedging is that exposure is inadvertently allowed to grow.
Then if the cost or availability of forward exchange becomes unfavorable, it
will become very difficult to reverse the
exposure trend in time to prevent
severe losses.
Conclusion
Multinational companies are quite
concerned with determining a proper
course of action during these times of
currency instability. As noted, there are
various steps that can be taken to protect a company from the effects of parity changes. These steps include either
a short term program such as hedging
or a long term program of reviewing,
evaluating and planning various business strategies.
The short term steps are not a real
solution to operating in an unstable
environment. The real solution lies in
determining corporate objectives and
policies and applying these to the total
operation of the corporation, including
exchange risks. Next a competent body
must be established with the responsibility and authority to evaluate risk and
exposure within the aforementioned objectives and policies. This same' body
must then make specific recommendations for action . or, depending on corporate organization, take the necessary
action in this area. The decisions of
this body must be recorded and periodically reviewed from a performance
standpoint.
The nature of exchange rates and
the wide spectrum of implications of
parity change adds an entire dimension
to the alreadv substantial challenge of
managing and measuring the results of
multinational operations. Whether the
area of exchange rates becomes a cost
center or a profit center is the test of
the machinery we create.
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Multiple Regression Analysis
of Labor Rates
COMPUTERS MAKE MULTIPLE REGRESSION ANALYSIS FEASIBLE FOR THE ACCOUNTANT'S USE
William H. Kraft, Jr.
Multiple regression analysis is relatively
new to most accountants. Although the
technique has been available for some
time, its use as a method of calculating
estimates has become feasible only since
computers have been available to do
the computations. The computations
involved in simple regression analysis
are formidable enough, but those involved in multiple regression analysis
are even more complex. With a computer to perform the calculations, however, the technique becomes a practical
tool that can be used by any accountant
to his advantage.

Th e o p in io n s e x p r e s s e d a r e t h o s e o f t h e a u t h o r a n d
do not nec es sa rily reflect t h e view s o r p o lic ie s of
the D e f e n s e C o n t r a c t A u d it Ag e n c y .

actual data over time. Table 1 contains
the basic data that will be used to explain the application of multiple regression analysis. The data represents actual
average labor rates and manpower at
the end of 18 quarters.
There are two assumptions commonly
associated with average labor rates. The

An Example of Multiple Regression
Analysis
The multiple regression model which
I have found to be very useful fos estimating future average labor rates is in
effect a combination of a simple regression analysis and a time series analysis.
The dependent variable is defined as
the average labor rate. The independent
variables are defined as the manpower
(or labor hours) and a time factor
which is a sequential coding of the
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first is that there is an inverse relationship between the average rate and manpower, i.e., as the manpower increases,
the average labor rate decreases (lower
paid workers are introduced into the
labor force) and that as the manpower
decreases, the average rate increases
(lower paid workers tend to be laid off
earliest) . The second assumption is that
there is a positive relationship between
the average labor rates and time, i.e.,
the rates tend to increase over time.
The multiple regression analysis in
this example was performed with a program in a time - shared computer system.
The 18 quarterly average labor rates
given in Table 1 were entered as values
of the dependent variable, and the respective manpower figures and time
factors were entered as values of the
independent variables. The calculated
regression equation was:
Avg. Labor Rate
= 4.871 — .0018 MP + .02 TF
The explanations of the relationships
calculated by the regression analysis are:
1. The constant (4.871) is added to
the results of the calculations involyMANAGEMENT ACCOUNTING /JANUARY 1971

ing the independent variables. It is
the result of fitting a linear relationship to the data. If the value of the
manpower and the time factor are
zero, the value of the average labor
rate reduces to $4.871. This is obvious nonsense; since when manpower is zero, the average rate must
also be zero. What the constant
term tells us is that the linear relationship does not hold when the
value of the manpower begins to
decline below the lowest level of the
manpower included in the analysis
(in this case, 153, the value for the
second quarter of 1966 in Table 1)
and that we must be careful if we
need to compute estimates for very
low levels of manpower, because the
estimates may not be accurate.
2. The minus sign in the expression
(-. 0018 MP) indicates that the
relationship between the average
labor rate and the manpower (14P)
is an inverse relationship which conforms to the initial assumption. The
value, .0018, is the calculated
amount of the relationship. In other
words, for every increase of one man
the average rate declines an average
of $.0018 or approximately two tenths of a cent.
3. The plus sign in the expression
( +.02 TF) indicates that the relationship between the average labor
rate and the Time Factor (TF) is
positive which again conforms to the
initial assumption. The value, .02,
is the calculated amount of the relationship. In other words the average rate has increased an average of
two cents a quarter over the period
included in the analysis.
CALCULATION OF ESTIMATES

In this example estimates of the average labor rate were needed for the second half of 1968 and the first half of
1969. The estimated average manpower
in the second half of 1968 was 250 and
in the first half of 1969 was 275. To
compute an estimate for the second half
of 1968 the estimated manpower of 250
and the time factor of 19 (midway into
the second half of 1968) would be substituted into the regression equation.
To compute the second estimate, the
estimated manpower of 275 and the
time factor of 21 (midway into the
first half of 1969) would be substituted
into the regression equation. In this
case the computer program computed
the estimates. For the second half of
1968 the estimated average labor rate
MANAGEMENT ACCOUNT[ NG/.IANUARY 1971

Table 1
BASIC D AT A

Manpower

T ime
factor

$4. 30
4.33
4.40
4.57

331
325
256
226

1
2
3
4

1
2
3
4

4.60
4.65
4.70
4.72

212
207
188
182

5
6
7
8

1966

1
2
3
4

4.76
4.78
4.76
4.76

174
153
172
180

9
10
11
12

1967

1
2
3
4

4.75
4.70
4.76
4.80

214
230
248
233

13
14
15
16

1968

1
2

438
4.80

241
240

17
18

Year

Quarter

1964

1
2
3
4

1965

Average
labor rate

Table 2
AVER AG E VS. P R ED IC T ED R AT E
AV ER AG E L AB O R R AT E
Difference

Pct, D iffer.

Predicted value

(Actual- Pred.)

(Diff. /Actual)

$4.295
4. 326
4.471
4.545
4.591
4,620
4.674
4.705
4.740
4.798
4.784
4.790
4.749
4.741
4.729
4.776
4.782
4.804

$.005
.004
- .071
.025
.009
.030
.026
.015
.020
- .018
- .024
- .030
.001
- .041
.031
.024
- .002
- .004

.1%
.1
- 1.6
.5
.2
.6
.5
.3
.4
- .4
- .5
- .6
0
- .9
.7
.5
0
- .1

Average Labor Rate
Actual value
$4. 30
4.33
4.40
4.57
4.60
4.65
4.70
4.72
4.76
4.78
4.76
4. 76
4.75
4.70
4.76
4.80
4.78
4.80

was $4.806, and for the first half of 1969
the estimated average labor rate was
$4.801.
REVIEWING THE ANALYSIS

The computer program calculates several statistics which are useful for determining how good the regression equation is. One of the most useful statistics
is the coefficient of determination. In
this analysis the value of the coefficient
was .967. The coefficient may be interpreted as a percent, ie., the independent
variables accounted for X% of the variation in the dependent variable. In this

case the independent variables accounted
for 96.7 percent of the variation in the
dependent variable (average labor rate).
The predicted values of the average
labor rate in Table 2 are the results of
substituting the respective actual values
of the manpower and the time factor
into the computed regression equation
and solving the equation. For example,
in Table 1 the first actual average rate
listed in the column headed "Actual
Value" is $4.30. The related actual
values of the manpower and the time
factor are 331 and 1. Substituting these
values into the regression equation and
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solving the equation results in the following predicted value of the average
labor rate:
Avg. Labor Rate
= 4.87 — .0018 MP + .02 TF
= 4.871 — .0018(331) +.02(1)
= 4.295
This value is the first value listed in
Table 2 in the column headed "Predicted Value." The remainder of the
values in the column were likewise computed by substituting the respective
actual amounts of the manpower and
the time factor from Table 1 into the
regression equation. The last two columns in Table 2 are self - explanatory.
A table such as Table 2 has two primary uses. First, the table allows the
accountant to appraise the potential accuracy of the estimates from the analysis. The regression line measures the
average relationship among the variables. There will usually be a variation
associated with the relationship, i.e., the
predicted values computed with the
regression equation will not usually be
exactly the same as the actual values.
When the regression equation is used
to predict values of the average rates
for periods in which actual data is available, differences exist between the actual
and predicted values. One can only expect then that any estimates made for
future periods will be no better than the
estimates that were made for periods
for which actual data was available.
Therefore the smaller the differences between the actual and predicted values in
the table the more confidence one
would have in the estimates from the
analysis.
A second use of a table such as Table
2 is to appraise the patterns of the differences. As mentioned, the regression
equation measures the average relationship among the variables. As such, there
should be no apparent patterns in the
differences. The amounts and the signs
(plus and minus) of the differences
should be random. The latter point is
especially important. Most applications
of regression analysis in business are performed with data that was gathered at
various points in time. This may result
in the data being influenced by events
that occurred during the period from
which the data was gathered. For example, a change in production methods
might cause a change in the quantity
and mix of labor, a reorganization might
cause a change in the composition of
the overhead pool, and inflation might
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have affected the relationships that we
are trying to measure by causing disproportionate increases in material prices
or wage levels. If events such as these
do occur, patterns will usually be present in the differences when the data is
listed in sequence over time.
The usual approach to this problem
is not to decide if the pattern of the
differences is random but rather to review the differences and decide if the
pattern appears to be non - random. The
problem here is equivalent to the flipping of a coin. The prevailing pattern
would be one of relatively short runs
of heads and tails, with the heads and
tails alternating and in the long run
evening out.
This is the pattern one should find
when reviewing the signs of the differences when the actual and predicted
values are arranged in a time sequence.
The differences should be plus and
minus with no apparent pattern and no
long runs. This is an extremely important step when the analysis is based on
economic data. Whenever a pattern
does appear in the differences, this
means that some factor that has not
been included in the analysis or otherwise accounted for is affecting the data.
The presence of such patterns and the
failure to account for them in the analysis or to otherwise adjust the data will
invariably result in any estimates being
significantly in error.
ANALYSES WITH ONE
INDEPENDENT VARIABLE

One method of preparing estimates
of future average labor rates is to make
a simple regression analysis in which
the independent variable is a quantitative measure of the workforce, in this
case manpower. If a simple regression
analysis was performed using the 18
values given for these two variables in
Table 1, the resulting regression equation would be:
Avg. Labor Rate = 5.200 — .002 5 MP
The coefficient of determination was
.536. A table of the actual and predicted
values of the average labor rates similar
to Table 2 is given in Table 3.
The estimates that result from this
analysis for the second half of 1968
and the first half of 1969 were computed by substituting the estimated
manpower of 250 and 275 respectively
into the regression equation. For the
second half of 1968 the estimated average labor rate was $4.594 and for the first

half of 1969 the estimated average labor
rate was $4.532.
The analysis is obviously not very
reliable. The coefficient of determination is only .536. Also the estimates do
not seem to be very realistic. If the actual
average labor rate at the end of the
second quarter of 1968, when the actual
manpower was 240, is $4.80, it seems
rather unlikely that the average rate for
the third and fourth quarters will drop
to $4.59 when the average manpower
only increases by 10.
A review of Table 3 will give the
reason for the unreliability of the analysis. The amounts of the differences and
the percent differences are larger than
were noted in Table 2. A review of
Table 3 will disclose one other fact.
That is that the pattern of the differences is a distinctly non - random pat tem. If a plus sign is equivalent to a
head and a minus sign equivalent to a
tail, the pattern in Table 3 is equivalent
to flipping a coin 18 times and having
it turn up tails the first 12 throws and
heads the last 6 throws. While such a
pattern is possible, it is highly unlikely.
In this case the accountant should conclude that the differences are not randomly distributed and that an unaccounted for factor is affecting the rates.
It is not very difficult to identify the
factor that has not been considered.
That is the fact that the wage rate
level has been increasing over time.
The failure to explicitly consider the
increase in the wage rate level over time
has resulted in the analysis treating the
rates as being at a level over that which
existed at approximately the mid -point
of the data. This explains why for the
earliest rates in the analysis the predicted values are greater than the actuals
and why the differences between the
predicted and actual values tend to decline until for the last six observations
the predicted values are less than the
actual values. This also explains why the
estimates computed from the analysis
look low. They are based on a wage level
that existed approximately 2 years earlier.
One approach that is sometimes used
when the analysis with the average labor
rate as the dependent variable is unsatisfactory is to define the dependent
variable as total salaries. This approach
takes advantage of the obvious strong
correlation that exists between total
salaries and manpower with the result
that the coefficient of determination is
usually significantly higher.
The first column of Table 4 contains
the actual total monthly salaries. The
MANAGEMENT ACCOUNTINGIJANUARY 1971

Table 3
AVER AG E VS. P R ED IC T ED R AT E
SIMPLE R EG R ESSIO N
Average Labor Rate

Difference

Pct. Differ.
(Diff. / Actual)

Actual value

Predicted value

(Actual- Pred.)

$4.30
4. 33
4.40
4.57
4.60
4.65
4.70
4.72
4.76
4.78
4. 76
4.76
4.75
4.70
4. 76
4. 80
4.78
4. 80

$4. 392
4.407
4.579
4. 654
4.689
4.702
4.749
4.764
4.785
4.837
4.790
4.769
4.684
4.644
4.600
4.637
4.617
4.619

$- .092
- .077
- .179
- .084
- .089
- .052
- . 04 9
- .044
- .025
- .057
- . 03 0
- .009
.066
.056
.160
.163
.163
.180

- 2.1%
- 1.8
-4.1
- 1.8
- 1.9
- 1.1
- 1.1
- 0.9
- 0. 5
-1.2
- 0. 6
- 0.2
1.4
1.2
3.4
3.4
3.4
3.8

Table 4
AVER AG E VS. PR ED IC T ED T O T ALS
SIMPLE R EG RESSIO N
Total monthly salaries

Difference

Pct. D iffer.
(Diff. /Actual)

Actual value

Predicted value

(Actual- Pred.)

$239114
236418
189235
173514
163384
161708
148448
144319
139144
122865
137545
143942
170772
181608
198321
187891
193533
193536

$245253
241279
195582
175713
166441
163130
150546
146573
141274
127366
139950
145248
167766
178362
190283
180349
185647
184985

$- 6139
-4861
- 6347
- 2199
- 2 60 7
-1422
-2098
- 2254
-2130
- 4501
-2405
-1306
2996
3246
8038
7542
7886
8551

salaries were computed from the actual
average rates given in Table 1. For example, the first actual average rate in
Table 1 is $4.30 and the corresponding
actual manpower is 331. The first value
of the total monthly salaries was computed as follows:
$4.30 x 168 x 331 = $239,114
where $4.30 is the actual average rate,
168 is the average number of hours in
a month, 331 is the actual manpower,
and $239,114 is the actual total monthly
salaries. The remainder of the total
monthly salaries were computed simiMANAGEMENT ACCOUNTING /JANUARY 1971

- 2. 6%
-2 .1
- 3.4
-1.3
- 1.6
- 0.9
-1.4
- 1.6
-1.5
- 3.7
-1 .7
- 0.9
1.8
1.8
4.1
4.0
4.1
4.4

larly. The analysis resulted in the following simple regression equation:
Total Monthly Salaries
= 26036.9 + 662.284 MP
Considering only the value of the
coefficient of determination, which was
.976, this analysis would appear to be a
good one. However, the coefficient of
determination is not the only factor that
should be considered for appraising an
analysis. At times, it can be misleading.
A review of Table 4 discloses the same
non - random pattern that was observed
when the average labor rate was the dependent variable. Therefore, the basic

problem, that of an unaccounted for factor influencing the data, is still present,
notwithstanding the high value of the
coefficient of determination.
That the analysis is not reliable is
tipped off by the estimates that the
analysis produces. The usual approach
in this type of analysis is to use the
regression equation to compute an estimate of total salaries and then reduce
this estimate to an estimate of the
average labor rate. In this case substitution into the regression equation of the
estimates of manpower of 250 and 275
respectively results in estimates of average total monthly salaries of $191,608
and $208,165. These estimates would
be converted to estimates of average
labor rates as follows:
Second Half 1969
Average Hours Per Month,
= 168 x 250
= 42,000 Hours
Average Labor Rate
= $191,608/42,000
= $4.562
First Half 1970
Average Hours Per Month
= 168 x 275
= 46,200 Hours
Average Labor Rate
= $208,165/46,200
= $4.506
These estimates are no better than
the estimates that were computed from
the analysis in which the average labor
rate was the dependent variable. The
manpower is not the only factor affecting the rates and if we are to have reliable estimates, we should account for
this factor.
Conclusion
The discussion of the different methods for estimating future average labor
rates emphasized some of the typical
weaknesses of the methods. However,
there was one weakness shared by the
two simple regression analyses in which
manpower was the independent variable
and would also be true for a time series
analysis.
By considering the changes in the
rate that occur when manpower levels
change and by considering the changes
in the rate that occur over time, the
multiple regression analysis does satisfactorily account for the two primary
factors which influenced the average
labor rate. The proof of any analysis is
-does it give good estimates?
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Readers React
Continued from page 6

Earnings per Share
vs. Cash Flow
To the Editor:
I recently read John J. Mahoney's
article. "Earnings per Share and the
Insensitive Denominator," ( July 1970) .
Although I agree with Mr. Mahoney's
statement that, "earnings per share is
now recognized by many as the principal
measure of management's performance,"
I must take vigorous exception to his
logic as it pertains to retained earnings.
Allow me to start with the very basic
notion that the only thing which gives
a piece of paper called "stock" any value
today is some expected future cash flows.
Clearly, a stock which will never pay
any cash dividend (including a liquidation payment) cannot have any value
but zero for a call on zero future cash
flows must perforce have no present
value. Nothing discounted to today at
any discount rate is equal to zero. It is
future cash flows which count. EPS may
or may not be a good proxy for future
dividends.
All firms, as they mature, must eventually pay a dividend. No firm can grow
at high rates forever. The fundamental
economic law of diminishing returns
plus the fact that resources are finite precludes any firm from being a growth
company forever. Thus, as a stockholder,
I must be concerned with my company's
"earnings" for it is these "earnings"
which ultimately will or will not permit
a cash dividend to be paid. It would
seem that I, the stockholder, should be
keenly interested in:
The total dollar amount of productive assets which comprise the cony
pany
The rate -of -return being earned on
these assets
The composition and cost of the
package of finance used in the acquisition of the aforementioned portfolio of assets.
Mahoney states that "retention of
earnings for use in the continuing business operations ipso facto triggers an
automatic though spurious increase in
the reported earnings per share of subsequent periods." He, therefore, suggests
54

that the denominator of EPS be "sensitized" so as to eliminate the effect on
EPS of prior period retentions. Such a
notion is simply not right. If EPS
(which often bears little, if any, relationship to real economic earnings) is
to continue in use as a prominent factor
in security valuation, then it should
indeed attempt to reflect, as best a summary statistic can be expected to, the
underlying eaming asset portfolio to
which the shareholder has a claim.
The "sensitization" process described
by Mahoney would only serve to make
it even harder for the shareholder to
fathom exactly what set of economic
resources he has a claim on, which set,
hopefully, is the source of future cash
flows (dividends) to him. After all,
firms use debt leverage and quasi - equity
finance to enhance the return to equity
and I, as a shareholder, am therefore
most interested in the total asset base of
the firm, as opposed to some smaller
segment of it which is what I would be
looking at if the linkage of Mahoney's
"sensitized" EPS were to be adopted.
John David Macey
Doctoral Candidate
Harvard Business School
Belmont, Mass.

A Question of Status
To the Editor:
In his address to the International
Conference in Minneapolis, a portion of
which was published In MANAGEMENT
ACCOUNTING, September 1970, James J.
Needham, Commissioner of the Securities Exchange Commission emphasized
the fact that there is a dire need for improvement in corporate financial reporting, and that one of the major avenues
for improvement would arise if the financial officer or corporate accountant
was able to achieve a more independent
status within his company.
While I am in complete accord as to
the need, I take exception to one of the
means offered by Commissioner Needham to fullfill that need. He advocates
more independent statuses for chief
financial officers within their respective
companies. However, to be independent
is to be free from the subject and control of others. The Commissioner states
that it is not practical for the accountant to realize full independence within
his company. In my opinion, even if
that independence was realized it would
not insure improvement in financial reporting. For just as Mr. Needham can
question the objectiveness of a lawyer

whose client is one in which he holds
an equity interest, then wouldn't the
same question be asked of the "independent" house accountant? Doesn't
the chief financial officer usually have
equity interests plus substantial stock
options as part of his fringe benefits?
Andrew J. Riddell
Business Manager
M.C.O.S.S. Family Health
6 Nursing Service
Wanamassa, N.J.

On Transfer Prices
To the Editor:
I was pleased to see Raymond H.
Baughman's article "Accounting for Inter -Plant Sales," ( September, 1970) .
How to account for inter -plant sales, or
how to establish "transfer prices," must
be a significant problem for many companies. I would guess that there is
hardly a company of any size today that
does not operate more than one plant.
Most of them attempt to measure the
profitability of separate units, and manv
have inter -plant transfers included in
their operations. Many companies handle not only transfers of finished goods,
but also work in process, raw materials,
scrap generated in the manufacturing
process, experimental material, and even
supplies and capital assets.
One solution to pricing finished goods
transfers is to transfer at the market
price, less a discount. I know of no
scientific method of determining the
"proper" discount in this case, so it
has to be somewhat arbitrary. You
might say that it is a compromise between methods 1 and 2 in the article;
and thus it is not as completely satisfactory as Mr. Baughman's method 3.
The use of a "purchased period costs
and profits" account should clarify the
results of inter -plant sales, and be one
more step in increasing the reliability
and the usefulness of our reports.
It would be interesting to find out
what varying solutions have been devised by accountants in other companies
for this almost universal problem. Perhaps some have hit upon Mr. Baugh man's method; perhaps there are better
solutions.
Mr. Baughman is to be commended
for a clear, straight - forward presentation of his case, with illustrations that
are easv to understand.
James R. Wilkinson
Systems Analyst
Allegheny Ludlum Industries, Inc.
Pittsburgh, Pa.
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W ith a full -time job, Mrs. W ayne Oldham, president of Indiana
East Chapter, still f inds time t o help in local audit of United

Fund. L -r., Ralph Hankosky, Ernest Rice, Mrs. Evelyn Smeltzer,
chairman of the NAA committee, and Mrs. Oldham.

Accounting Is Her Profession
AS FORMERLY - CLOSED BUSINESS DOORS OPEN, WOMEN ARE LAUNCHING MORE—
AND INCREASINGLY SUCCESSFUL — CAREERS IN THE ACCOUNTING FIELD
"In the beginning I never got my certificate because no auditing firm would
hire me 20 years ago," says Mrs. Paulyne
Golden who today is national controller
of the Screen Actors Guild.
Her experience illustrates how attitudes have changed only in the last 20
years within a traditionally male -dominated field. Accounting, it seems, is attracting women in increasing numbers.
More than 2,400 women have been
issued CPA certificates since the first
one in 1899 and the Bureau of Labor
Statistics estimates that of 500,000 accountants up to 20% are women.
There are women partners in the "Big
8" accounting firms, as well as smaller
firms; women are serving as vice presidents, controllers and treasurers of large
MANAGEMENT ACCOUNTING /JANUARY 1971

corporations, and female auditors hold
down prominent posts in local, state
and federal government.
In NAA alone, seven chapters this
year boast female presidents, probably a
record for the Association. An analysis
of chapter boards shows that at least
58 of the Association's 251 domestic
chapters have women secretaries. To
paraphrase a popular commercial,
"they've come a long way."
And all signs today are that they will
be going much further and in greater
numbers. With passage of Civil Rights
and Equal Opportunities legislation,
women are finding more doors opening
for them in the accounting field. Thanks
to recent legislation, prospects are they
will be getting paid just as much as

their male colleague at the next desk,
too.
The picture has changed radically
within the last 50 years. Long- standing
custom relegated females to positions
as clerks and secretaries. A number of
trends in the world today have converged, however, giving women carte
blanche to enter almost every field or
profession —and to advance to the top.
Egalitarian legislation, changing cultural
views of woman's role in society, more
leisure time, and a reduction in child
bearing —all have been factors inducing
more women to enter —or re- enter —the
job market. This change in employment
patterns already appears to be having an
impact on the accounting field.
(According to the U.S. Labor De55

partment's latest manpower study, by
1980 there will be 37 million working
women, compared with 30 million in
1969. This increase represents a major
change in American life style, notes the
rcport. )
As a matter of fact, the female careerists themselves have been a major
influence. Women in the accounting
field organized the American Women's
Society of Certified Public Accountants
in 1933 and the American Society of
Women Accountants in 1938. Both
societies, although distinct entities, have
a mutual aim — advancement of women
in accounting.
Like NAA, the two affiliated organizations publish a technical periodical
and hold professional meetings. The
American Society of Women Accountants has more than 85 chapters located
in 33 states and the District of Columbia. Their combined membership,
which does not include all women
working in the accounting field, exceeds
4,300. Many members have affiliation
in two or more accounting organizations, including the National Association of Accountants.
Dr. Dora R. Herring, for example,
currently president of Jackson (Miss.)
Chapter, is also a member of the
AWSCPA. An associate professor of
accounting at Mississippi State University, Dr. Herring became the first
woman president of Jackson Chapter.
The fact that she won an NAA Certificate of Merit for an article published
in the October 1969 issue of MANAGE AfENT ACCOUNTING testifies to her outstanding abilities. She says "The public
has a little different image of women
in accounting. Public accounting recruiters would only talk to women students to be nice to them in 1964 -65.
They were seeking out girls in 1967 -68
and hiring them." Industrial corporations and public accounting firms have
discovered that the rate of turnover for
women employees is no higher for
women than for men, taking into consideration military service and the fact
men frequently leave for other jobs,
she added.

Mrs. Paulyne Golden presiding at meeting
of the NAA San Fernando Valley Chapter.
Some 69% of respondents had attended
college or were graduated from college
and had done postgraduate work.
Miss Majorie June, president of the
American Woman's Society of CPA's,
agrees about the rosy outlook for women
in the accounting field. A manager at
Touche Ross & Co., in Chicago, she
says that although the picture is spotty
generally people are accepting women
in a professional capacity more than
ever before. Statistics bear out this belief. In a survey of corporate attitudes
toward women executives in the Min neapolis-St. Paul area, Henry Teipel Associates, management consultants, noted
that the overwhelming opinion of Twin
Cities businessmen was that women
are capable of filling jobs as executives.
Mrs. Lucille Taylor, who became the
first woman president of Richmond
(Va.) Chapter during 1970 -71, typifies
the capabilities of women as executives.
As group supervisor for the field audit
branch, audit division of the Internal
Revenue Service, she supervises 17 persons, all men except for two. A pioneer
in the certified public accounting field,

Rosy Outlook
A survey recently conducted by the
AWSCPA and ASWA showed that
33% of its combined membership were
employed in public accounting, 52% in
the industrial or commercial sector and
only 5% in accounting education. The
educational level of women accountants
was quite high according to the survey.
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Dr. Dora Herring at her desk at Mississippi
State University. "The public has a little
dif ferent image of women in accounting."

she passed the CPA examination in
1943. Since then she regularly has been
awarded honors for her outstanding
work. Twice she has been nominated
Civil Servant of the Year. "In all my
years of experience," she told MANAGEMENT ACCOUNTING, "I have not been
rejected by my fellow accountants or by
the public because I am a woman. I
have been expected to uphold the
standards and to perform at the same
level of competence as everyone else.
This I have honestly tried to do."
Neither has Mrs. Betty J. Oldham,
secretary- treasurer of Richmond Homes,
Inc., Richmond, Ind., encountered any
bias against women in business. "I work
with very open- minded people," she
explains. A charter member of the Indiana East Chapter, she was elected
president for 1970 -71.
Affinity for Figures
In most cases women who enter the
field of accounting find they have an
affinity for figures. This was true in the
case of Mrs. Paulyne Golden who had a
natural bent in mathematics. Mrs.
Taylor accepted mathematics as a challenge and Dr. Herring developed an interest in' accounting in high school. Mrs.
Evelvn C. Greer, office manager of
Food Giant Super Markets in Tucson,
Ariz., says she was initially afraid of
figures but became more confident after
she was praised by her supervisor for
her accounting work. Mrs. Greer is the
first woman president of Tucson Chapter.
Most professional women in the accounting field are married and almost
half are successful in combining mar riage and part- or full -time jobs. Those
married and those widowed who are in
accounting - related employment exceeded 50% in the survey completed
by the accounting women's society.
More than 42% of those surveyed reported they had achieved a successful
balance between marriage and a career.
However, some but not all women accountants retire or go to part -time working during the years when their children.
are under 12.
There has been no conflict between
her home life and career, says Mrs.
Golden who is serving as San Fernando
Valley president. She left her profession
for a short time when her son was
young; then returned and was named
to her present position as controller of
the Screen Actors Guild. "Being in business work, I think, has alerted me more
Continued on page 63
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MAP Considers
Interim Reporting

At recent meeting in the national office, I. Wayne Keller, chairman of the Management Accounting Practices Committee, talks
over progress of MAP with Executive Director William M. Young,
Jr. (left) and Managing Director John E. Vavasour (right). For
latest details on a MAP subcommittee, see text this page.

At its organizational meeting leld last November, the Subcommittee on Interim Financial Reporting of the Management
Accounting Practices Committee set objectives and established
its general direction. The subcommittee agreed that its objective is to recommend to the MAP Connnittec a statement of
guidelines to be offered to the business community as a suggested procedure for the preparation of interim reports.
The subcommittee is one of six established by the MAP
Committee to consider various issues in the field of accounting.
The consensus of the subcommittee was that the scope of
the guidance statement on interim reporting should include
purpose; kinds of statements; format of the statements; frequency; and report concepts. It was noted that the Accounting
Principles Board is also considering the subject of interim
financial reporting. Members expressed hope for nlaxinnun
cooperation between the two bodies on this topic.
Members of the Association arc invited to express their
opinions on this subject to the subcommittee, members of
which include Joseph F. Bond, chairman; Albert J. Bows; Allan
C. Crane; John V. van Pelt, III, and Stephen A. Zeff.

Committee on Management Accounting Practices met last Fall
with these members attending. Standing, I: r., Chairman I. Wayne
Keller, Dudley E. Browne, Joseph F. Bond, and Robert N. Anthony.

Seated, L -r., Donald C. Brabston, Bernard H. Semler, R. Wayne
Oates, and R. Lee Brummet. Another member, Robert Beyer, was
unable to attend. MAP has six subcommittees.
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New Products /Services

PRODUC -TROL I I I is a visual control board
for a wide variety of applications involving
perpetual scheduling. Three models available from Wassell Products, VISlrecord
Systems, Div. of Barry Wright Corp.,
Copiague, L.I., N.Y. 11726.

� 6

ELECTRONIC accounting system functions either under operator control in the manner of an accounting machine, or under internal program control, like a computer system. The Burroughs E8000 is a completely modular system, features 400 words of
high speed magnetic memory, dual punched card readers, a wide line printer.
Business Machines Group, Burroughs Corp., 6071 Second Ave., Detroit, Mich. 48202.

DATA input machine with optical character recognition capability, the Addo -X
model 25- 653 -32 is available with one
or two registers and a shuttle carriage. A
Check Digit Verifier is offered as optional
equipment. The unit produces machine
readable tape that can be transferred directly to disc or magnetic tape through
a reader. Addo -X Inc., 437 Madison Ave.,
New York, N.Y. 10022.

Accountpak Supports System /370
A new proprietary installation management package, Accountpak, is designed
to support IBM's new Svstem /370 Models 155 and 165. It permits rational cost
accounting of multiprogrammed system
usage by providing a complete record
of the system's performance and pointing up specific instances in which individual programs could be beneficially
altered. Svstems Dimensions Ltd., 770
Brookfield Road, Ottawa 8, Ontario,
Canada.
KEYPLEX SYSTEM electronically encodes source document information onto a single
reel of magnetic tape from 10 to 64 keystations simultaneously. Data is verified in the
same step. Contact Honeywell Data Products Div., P.O. Box 2824, San Diego, Calif. 92111.
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Software Packages for IBM 1130

PANASONIC 1200 weighs 8 lbs., has capacity of 12 digits with a maximum of 7
decimal digits in both first and second
entry. Matsushita Electric Corp. of America, Pan -Am Building, 200 Park Ave.,
New York, N.Y. 10017.

A series of commercial software packages for the IBM 1130 computer has
been introduced by Datasonics, Inc. The
applications include general ledger, accounts receivable, project control system, furniture, fixtures & equipment
inventory depreciation system, and classified transient billing. All systems may be
purchased or rented, and Datasonics will
set up a service for those firms without
an 1130 of their own. Monthly rental:
$56 to $120. Developed by Tripp Computer Associates, the packages are available from Datasonics, Inc., 663 Fifth
Ave., N.Y., N.Y. 10022.

CALCULATOR weighing only 38 ounces is
designed to attract new breed of calculator users. Marchant One measures 10x5x2
inches and has an 8- numeral visual display readout. Adds, subtracts, multiplies,
divides and accumulates products or
quotients. SCM Corp., 200 Park Ave., New
York, N.Y. 10017.

MOBILE Data center provides a documentation service to firms requiring 'on- the -spot'
servicing. Unit is designed to house persons and necessary equipment to perform
documentations. Darwin Data Systems, Inc., Vestal Parkway, Binghamton, N.Y. 13903.

MOORE Model 305 Light Duty Detacher
is designed for small EDP operations or
branch offices serviced by larger EDP
centers. The 150 -lb. Model 305 operates
at a speed of 110 feet per minute and
handles the equivalent of 120 forms of
11 -inch depth per minute. Form sizes accommodated range from 2 -5/6 inches to
12 -inch depths, and 4 -3/4 inches to 16inch widths. Product Information Dept.,
Moore Business Forms, Inc., Suite 110112, Parkway Inn Bldg., 401 Buffalo Ave.,
Niagara Falls, N.Y. 14302.
When writing to a manufacturer, please
say you saw It in MANAGEMENT

ACCOUNTING.
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ULTIMACC is a computerized accounting system designed to make it possible for a
clerical worker to perform all the office accounting functions of a small- to medium sized business. Includes a high -speed accounting- oriented keyboard printer, a minicomputer with 8,192 -byte core storage and 2,048 -byte read -only memory; and auxiliary storage capacity. Automated Information Systems, Inc., Edgewater, N.J. 07020.
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He Runs
for
His Health
Financial executive, author, runner,
James M. Van Tatenhove manages
to excel in whatever attracts
his vigorous mind and energetic body

July,

A short dash to a bus or train is usually
more than enough exercise for the average commuter but during the period
from January through the first weeks of
July one NAA member runs 25 miles
per week. He doesn't sprint to work,
however, it's all part of a rigorous regimen designed to keep his body and mind
in good health.
As vice president of business management of the Los Angeles Division
of North American Rockwell Corp.,
James M. Van Tatenhove devotes the
usual long hours to his business career.
This sedentary job does not keep him
from competing in athletic events requiring great amounts of stamina. He
finds time to run and to run well. Last
he won the mile run at the U.S.
Seniors Track and Field Championship
in San Diego.
The 41- year -old, 160 -1b. athlete -businessman has been running since high
school. He broke his ankle when he
was 19, an accident which ended his
running until after 30 when he renewed
the sport as a conditioning exercise. "I
returned to the use of running as a
means of exercise primarily to combat
the health problems that many businessmen have, including heart problems, high blood pressure, overweight,
etc. Not only does running as a form
of exercise combat all three of these
potential problems, but in addition it
provides a very good tension reliever
after a hard day's work."
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"Without a doubt," he says, "the half mile run at the U.S. Masters Track
physical conditioning that comes from & Field Meet, third in the two -mile,
competitive running increases one's secon d in the senior mile even t at
alertness and improves one's overall Compton Invitational Relays, and comproductivity. I might add that I have peted in the Senior Olympics meet in
missed only two days of work because Los Angeles, placing second in the 800
of illness in the past fifteen years."
meter and third in the 1500 meter.
A strong believer in competition to
Mr. Van Tatenhove plans his comdevelop excellence, Mr. Van Tatenhove petitive running in a logical manner,
has also gained recognition for his writ- using the same principles that have
ing abilities. A member of the South- proven successful in his business career.
west Los Angeles Chapter, he sub- First you set your objectives and the
mitted an article published in the amount of time necessary to attain
September 1969 issue Of MANAGEMENT them. "The objectives first of all must
ACCOUNTING which won an NAA Cer- be attainable, but on the other hand
tificate of Merit. The article was titled must require a well above average ef"Managing Indirect Costs in the Aero- fort to reach them. In establishing
space Industry."
means to achieve these objectives, one,
As he tells it, Mr. Van Tatenhove in effect, approaches it much in the
started competing in races "only as a manner of a 'systems engineering' apsecondary interest to my primary goal proach."
of maintaining a good level of health."
For example, he points out that "to
Competition served to reinforce the mo- run a 4:30 mile in your 40's requires
tivation to achieve his primary objec- that you first analyze an appropriate
tive. His conditioning exercises and self - training program which will provide the
discipline paid off. Last year for exam- necessary stamina. It then reaches in to
ple, Mr. Van Tatenhove
an evaluation of your attitude towards
# won the senior mile at the Sunkist moderation, a revision in eating habits
Invitational meet in Los Angeles: to more nutritious foods, a re- evaluation
time 4:32.2;
of attitude towards an occasional social
*won the senior mile at the San drink, and, of course, the use of cigaDiego Easter Relays: time 4:32.4; rettes certainly would be taboo. One
*won the senior mile at the U.S. would also need to evaluate the approMasters Track & Field meet in San priate number of hours of rest required
Diego and set a record for the each day."
Through remarkable self- discipline he
event: time 4:31.8.
In addition, he placed second in the
Continued on page 63
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a d m i t t e d t o p a r t n e r s h i p a t T o u c h e , R o ss

& Co.

Chapter /Member News

JAMES A. CLINES, Indianapolis, ha s be e n
el ec te d pr esid e nt o f St ewa r t C a r ey B u i ld ing Ma teria ls, Inc., su bsidia ry of Stewa rt Ca re y, I n c . H e is also exe cu t ive vice
pr e sid e n t a n d trea su rer of t h e p a r e n t
firm.
JAMES E . DEL VACCHIO, Jersey City Hudson, ha s b e e n a p p o i n t e d co r po r a t e
co nt r ol le r of Au t o m a t i c D a t a Processing, Inc.
BENJAMIN H . FUNK, Kansas City, ha s
b e e n p r o m o t e d to c o n t r o l l e r o f L u z i e r .
WILLIAM E . KRANTz, Lancaster, ha s
b e e n el ec te d vice pr e si d e n t a n d c o m p t r o l l e r o f P e n n Da iries, In c . . . . F R AN KLIN B. THOMAS, III,h a s b e e n a d m i t t e d
to pa r tn e r sh i p in E r n s t & E r n st . H e is
a c u r r e n t N AA n a t i o n a l di re ct or .
B . T. LIVERMAN, Los Angeles, h a s b e e n
a p p o i n t e d co r po r a t e vice president -fin a n c e of S t r a t h a m I n st r u m e n t s, I n c .

Present ing th e Ma comb County— Michigan cha rt er to ch a p te r Pre sid ent William T.
Creed (c en t er ) a t a re c e nt m e et i n g we r e Ma na ging Director John E.Vavasour (l.) a nd
Pa st Interna tiona l Pre sid ent Grant U. Meyers.
E m e r i t u s Life A s s o c i a t e s
JOHN Q. ADAMSON, Lansing- Jackson pa st
pr e si d e n t .
EDWARD M . BEESON, Cedar Rapids.
HARRY A. KEATING, York.
R . KENDELL JONES, Kalamazoo pa st
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 Soci et y . P a st n a t i on a l v ic e p re sid e nt .
MRS. FLORENCE B. MINOR, South Cen-

tral Indiana.
EDWARD P. MOxEY, III, North Penn
p a st p r e si d e n t . S t u a r t C a m e r o n M c L e o d
So ci et y.
WILLIAM E. PHILLIPS, Washington.
THOMAS J. SCANLON, Bridgeport.
DELL B. STAFFORD, St. Louis.
GUY A. STUMP, Central Pennsylvania.
J. S. WILLIAMS, Memphis.
WENDELL YANAI, JR., Ohio Mid- Eastern

Area.
WILLIAM D . WAGNER, Tri- Cities pa st
pr e si d en t ; S t u a r t C a m e r o n M c L e o d Soci et y.
Pr o mo t i o n s a nd N e w Posit ions
R o y HALVERSON, Atlanta, wa s rece ntly
n a m e d co nt r ol le r of So u t h e a st e r n Ra ilroa ds Asso cia ted Bu r ea u s.
JACK BRIDGES, Birmingham, is n o w a
pa r tn e r in ch a r ge of t h e B i r m i n g h a m
office of Ly b r a n d , Ro ss Br os. & Mont -
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go me ry .. .. H AR OL D B EVIL L wa s na me d
a ssi st a n t c o n t r o l l e r o f t h e C h a r t e r C o r p .
... J AMES T . WILSON ha s b e e n n a m e d
a pa r t n e r i n t h e a c c o u n t i n g firm of
L e h m a n n , Ul l m a n & B a r c l a y .

Two Boise m e m b e r s ha v e b e e n
a t J. R . S i m p l o t CO. GORDEN

named
SMITH
was p r o m o t e d to c o n t r o l l e r a n d JAMES
OAKES Is th e n e w c or p o r a t e tr e a su r e r .

CECIL JONES, Louisville, is n o w co ntroller of M i d d l e t o wn M f g . Di v. , Le a r
Siegler, I n c . . . . R O B E R T K. WILBURN
wa s n a m e d vice pr e si d e n t of fina nce,
C o n v e n i e n t In d u st ri e s of Am er i ca .
mem be r s have been
na me d a t N elso n M u ffler Cor p. DON ALD
GIESTSON wa s el ec te d secreta ry a n d
IVAN HAYNES wa s elected tr ea su r er a n d

Two Madi son

a ssist a nt se cre ta r y.
ROBERT L. SHULTS, Memphis, is n o w a
vi c e p r e si d e n t of Al l ie d T e l e p h o n e Co.
JOSEPH E . CAMPBELL, Mid- Hudson,
was ele ct ed a ssista nt secreta ry a t A. C .
D u t t o n L u m b e r Co.

DANIEL L. WATTERS, Boston, ha s j oin ed
R a y t h e o n Co. as a ssista nt treasurer -fina ncia l pl a n ni n g , analysis a n d co n t r o l .
CHARLES W . LENT, Catawba Valley
p r e si d e n t , h a s b e e n e l e c t e d c h a i r m a n o f
t h e b o a r d a n d t r e a su r e r o f M a n a g e m e n t
Rec ru it er s, I n c . H e is a pa st na t ion a l
vice pr e si de n t .
NORMAN BENSON, Detroit, h a s b e e n a p p o i n t e d c o n t r o l l e r o f D i n e x D i v i si o n o f
Kin g - See le y T he rm os Co rp .. .. MARC US
SCHEI MAN h a s b een a ppoin ted corpo ra te
c o n t r o l l e r o f D . A. B . In du str i es, I n c .
GLENN Y . FUKuDA, Hawaii, ha s b e e n
a ppointed comptro ller, Mid - Pa cific Div.,
Bo ise Ca sc a d e 's Re c r e a t i o n C o m m u n i t i e s G r o u p . . . . G E O R G E H AT A h a s b e e n
p r o m o t e d to se ni or vice pr e si d e n t of
Fi r st H a wa i i a n B a n k .
RAMON J.DEREYNA,

Houston, ha s

be e n

+Ar'

OAKES
Boise

THOMAS
Lancaster
Mobile, wa s ele ct ed

JOHN F . FEAGAN,
vice president- controller of D e l c h a m p s.
DONALD C. BAILEY, Montgomery, is
n o w co nt ro ll er a n d a ssist a nt secreta ry
of Ke r s h a w M f g . Co.
HUBERT SCHULTE, Morristown, ha s b ee n
p r o m o t e d to division co nt r ol le r of t h e
El a st im o l d Di v . , Am e r a c e E S N A C o r p .
ROBERT B . COOKE, New Haven, ha s
joined Xe ro x C o r p . as ma n a g e r of fina ncia l syste ms a n d pr oc ed u r es in th e
Bu si n ess P ro d u c ts G r o u p . . . . F . RO B E R T
61

DwYER has been elected vice president
and comptroller of the Newton -New
Haven Co.
MICHAEL SCHIFF, New York, has been
named to the first Vincent C. Rose Professorship in Accounting at the New
York University School of Commerce.
Dr. Schiff is chairman of the department of accounting at NYU's schools
of business.

Time Off

HARLAN BURNS, North Central Ohio,
was recently appointed a director of the
board at Mansfield Brass & Aluminum
Corp. He is treasurer of the firm.
JOHN L. CHESNUTT, Portland, has been
named controller - general accounting of
United States National Bank.
GERALD E. FREEMAN, Providence, has
been appointed treasurer of E.P.S. Industries, Inc.

ROBERT E. GERMAN, Reading, has been
elected treasurer of Metropolitan Edison
CO. . . . ROGER C. LAMP is now corporate controller of Polymer Corp. He is a
past president of the chapter and past
national director.
DUANE EBERLEIN, San Diego, has been
promoted to president of Education
Marketing & Research, Inc.
DONALD G. HAVER, San Juan, has been
named comptroller of R.J. Reynolds Tobacco Co.'s new subsidiary in Puerto
Rico.
JOSEPH BURKE, Southern Maine, is now
controller, Portland Glass Co.... LEO
J. LAPLANTE was named controller of
Holmes Distributors, Inc.
Organization Service
FREDERICK G. HARRIS, Princeton, has
been elected president of the Institute
of Newspaper Controllers and Finance
Officers. He is comptroller- assistant secretary of Dow Jones & Co.

Now It's One Trillion Dollars
For World's Largest GNP

Status In Gray
Flannel Country

It may happen this month or it
may already have happened but the
United States soon will crash the
economic barrier and become the
first nation with a trillion - dollar
economy. T''le sum is staggering
and almost incomprehensible, opening up untold opportunities —and
creating unimaginable problems.
Columnist Sylvia Porter, in an attempt to make that sum more intelligible, figures that with $1 trillion you could buy every American
family a home costing close to
$20,000, give every American individual a round- the -world trip, or
pay for a four -year college education for 100 million students, at
$2,500 a vear.

Every corporation has its own individuality, its own eccentricities
often bequeathed by dynamic but
idiosyncratic founders. Every big
company also has its own status
symbols to be coveted by rising
young executives and flaunted by
those who have already made it.
Modern technology has changed
some symbols, according to the
Wall Street Journal. For example,
in Pittsburgh offices the picture
telephone is a status symbol for top
executives; at other corporate offices the speaker telephone defines
the prestige and power of executives. Others include a personal
shower, a stock quote machine on
the desk or a sofa in the office.

In Memoriam
CHRIS R. C. CUSTER, 77, Philadelphia,
1921. Emeritus Life Associate.
LORVIN C. HARTING, 65, St. Louts, 1961.
ARTHUR HEUSSER, 70, New Haven,
62
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1936. Emeritus Life Associate.
EDWARD R. JOHNSON, 64, Chicago past
president. Stuart Cameron McLeod Society. Emeritus Life Associate.
BYRON B. PHILLIPS, 66, Detroit, 1935.
Emeritus Life Associate.

Match Came

Stanley C. Allyn

from

ACCOUNTING IS HER
PROFESSION
page 56
Continued
to young people. I think it has added
to my home life."
When you have children "it makes
it a little more difficult," admits Mrs.
Greer. "Fortunately it wasn't hard for
me. When I started with Food Giant
it was a great challenge. It was a lot of
fun." Mrs. Oldham of Indiana East
Chapter agrees: "My husband likes for
me to work. If your husband approves
of your working it isn't difficult at all."
She admits, though, it might be a different story for career women who have
to travel a lot. "I find business very
exciting and a by- product of this effort, of course, aids the whole familv
with a better standard of living." She
believes her career has helped to give
her son a better knowledge of how the
free enterprise system works.
Dr. Herring of Jackson Chapter says
that she has evolved a satisfactory solution to a career and homemaking. "My
husband says if I was not working I
would be spending the same amount
of time in civic or church work." She
has three children. A prolific writer of
accounting articles (from two to four
a year), she sums up her career: "It's
my life. It's very creative and intriguing."
Barriers are tumbling in all areas of
business and women are taking advantage of the opportunities for accounting careers. If current projections are
true and there is a greater demand for
accountants in the decade of the seventies, then there will be undoubtedly a
greater percentage of women sitting at
executive desks in accounting firms, big
corporations and government offices.
They find the field of accounting a
MANAGEMENT ACCOUNTING /JANUARY 1971

See how many of the definitions on the left
you can match with the terms on the right.
1. New NAA program that will
make educational courses and
seminars available at the chapter
level.
2.
Sh o u l d you have an
accounting problem and want to
check other than local sources,
this NAA information source
can offer invaluable assistance.
3. Established in 1966 at the
request of numerous individuals
who wished to remember a
fr i en d or colleague through
NAA.
4. High on the list of NAA
benefits, this diversified yet
comprehensive educational
program covers a wide variety of
technical topics.
5. Among the richest rewards
of NAA membership.
6. What you should do if you
have a friend or colleague who's
interested in career advancement
in the management accounting
field.

"natural" for developing their career
potentialities, in part, perhaps, because
accounting as a profession lends itself
more readily to part -time work plans.
The balance sheet hasn't been completed by any means, but it is obvious
that accounting is her profession, too.
HE RUNS FOR HIS HEALTH
page 60
Continued
has been able to balance all these factors despite a work day which begins
at 6:30 a.m. and ends at about seven
or eight o'clock in the evening.
His training program is as rugged and
demanding as that of a professional
from

STANLEY C. ALLYN, former chairman of
the board of National Cash Register
Co., and a founding member of the
Dayton Chapter, died last October 31
at the age of 79. In a memorial in its
November newsletter, Dayton Chapter
said in part, "Not only did he personally help found the Dayton Chapter
but throughout his career energetically
supported NAA and its principles."

❑

A. Memorial Education Fund

1:1B. CEP
1:1C. Technical Inquiry Service
❑

D. Lasting Friendships

E . LEAP

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

Answers:
J9'a5'8117'WOZ'31,

athlete. "My training program between
July and December of each year essentially involves four or five workouts
a week of about 45 minutes with total
distance covered in each workout of
from three to five miles. Total miles
run during a typical week during these
months of the year would be approximately 15 miles." During the other
months of the year, the pace quickens
and this NAA member averages 25
miles a week.
Mr. Van Tatenhove attended the
Wisconsin State Universitv, River Falls,
where he received his B.S. degree. He
earned an M.B.A. degree from the University of Washington.
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PRESIDENT'S PERSPECTIVE

Multiply Yourself
In an age of mass movements and gigantic populations some people
think an individual is powerless to affect events in his community, his
profession or in his country. Of course, this pessimistic conclusion has
been proven invalid time and time again by ordinary men like you and
me who have had the courage to go out and "fight City Hall." But that
is the hard way to exercise influence in affairs. An easier way is to
multiply yourself.
But, you might say, not even an accountant can multiply himself. It's
generally true that, alone, an individual is a small voice seldom heard in
the cacophony of sounds emitting from mankind. Working through an
organization like the Association, however, a member can increase his
influence many times and actually have an impact on his community, his
nation and his profession.
Such influence does not come automatically. It requires hard work.
It requires active participation.
If you're concerned about the economic conditions of minorities in
this country, NAA offers a program whereby you can help in your community. If you want to help tell young people about the advantages of
a business career, you can do it through NAA's cooperative program with
Junior Achievement or work in some other fashion with colleges and
universities in your area. If you want to help your community, volunteer
your assistance in the chapter's participation in the United Fund drive.
There are countless opportunities for every member of the Association
to participate in its activities. Inform your chapter board that you're available to work as a director or associate director, or as a team leader. Through
your participation in chapter activities you help your own self- development, increase your ability to express yourself and actually affect the
course of events.
In short, you multiply yourself.
Ettore Barbatelli
President,1970 -71
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to let yourself become
professionally behind - the - times,
it's downright dangerous!

These 3 things will help you keep
up -to -date and on- the -job:

betainyourmembershipinNAA.
2-Getevenmoreoutofitbybecomingmoreinvolved—personaly.
3,13ringyourclosecolleaguesinto
NAAsoyouwillbesharing
thesamelearningprocess.
NAAisyourAssociation.Useit!

National Association of Accountants

4
0000
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FINANCIAL and EDP

1

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.

ROME-RT NMLF
PERSONNEL AGENCIES
ATLANTA
23 5 P ea c h t r e e S t. , N . E .
14 04 ) 68 8 - 2 30 0
BALTI MORE
The Qua dr a ngl e — C r os s K ey s
13 01 ) 32 3 - 7 77 0

140

DENVER

MI L W AU K E E

P O RT L A ND , OR E .

16 1 2 C o u r t P l a c e
( 3 03 ) 2 44 - 2 92 5

Th e C la r k Bl d g .
(414) 2719380

61 0 S. W . Al d e r S t .
( 5 0 3) 22 2 - 9 77 8

D ETROI T
H o n e y w e l l C a n te r . S o u t h f i e l d
( 3 1 3 ) 354 - 1 535

MI N N EA PO LI S

P R OV I D E N C E

8 2 2 M a r q u e t t e A ve .
( 6 1 2) 33 6 - 8 63 6

76 W es t m i ns t e r S t .
( 401) 274 - 87 00

BO S T O N

G A R D E N C I TY , N . Y.

N E W AR K

14 0 F ed e r a l S t .
( 6 1 7) 42 3 - 6 44 0

5 8 6 S t e w a r t A ve .
( 5 1 6 ) 248 - 1234

1 1 8 0 R a y m o n d B l vd .
( 201) 9 8 6 1 3 0 0

CH ARLO TTE

HARTFORD

9 0 7 Bo ug h B u i l d i n g
( 7 0 4 ) 333 - 51 73

75 Pe ar l S t.
(203) 2787170

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

CHI CAGO
3 3 3 N . Mi c h i g a n A w.
(312) 7826930

HOUSTON
1 2 0 0 C e n t r a l Na t ' l. B a n k B ld g .
( 7 1 3 ) 22 8 0 0 5 6

5 0 0 S o u th Ma i n
(714) 8 3 5 4 1 0 3

NE W

YORK

ORANGE,

CAL,

RO C H E S T E R
On e M a r i n a M i d l a n d P l a a a
( 7 1 6) 5 46 - 30 2 0

ST. L O U I S
1015 Loc us t St.
( 3 1 4) 23 1 - 0 11 4
S A N F RA NC I S C O
11 1 Pi n e S t .
( 415 ) 43 4 - 1 900

C I N C I N NA T I

INDI ANA POLI S

P H I L A D E L P HI A

6 0 6 Te r r a c e H i l t o n
( 5 13 ) 6 21 - 7 71 1

9 No r t h I lli n o i s S t .
( 3 1 7 ) 6 3 65 4 4 1

2 Pe nn C en te r Pl aa a
( 2 1 5) 56 8 - 4 58 0

675 Nor th Fi r st St.
( 4 0 8 ) 2 93 - 9 0 4 0

PHO EN IX

S T AMF O R D , C O N N .

CLEVE LAND
13 6 7 E . 6 1h St .
( 216 ) 6 21 0 670
DALLAS
1 1 7 0 He r t f o r d B ld g .
12 14) 7429171

K A NS A S C I TY
12 7 W es t 1 0 th S t .
( 8 16 ) 4 74 - 4 58 3
LOS A N GE LE S
36 0 0 W i l s h i r e B l vd .
( 2 13 ) 3 81 - 7 97 4

ME MP H I S

SAN

JOSE

12 S . M a i n St .
( 901) 52 7 - 7324

1 5 1 7 D e l W e b b To w n e H o u s e
( 6 0 2 ) 27 9 1 6 8 8

11 1 Pr o s pe c t S t .
1203) 3 25- 4158

MI A MI

P I TT S B U RG H
G a t e w a y To w e r s
( 4 1 2 ) 471 - 59 46

73 1 6 W i s c o n s i n A ve . N . W .
( 3 0 1) 6 54 - 18 5 0

1 1 0 7 No r t h e a s t A i r li n e s B ld g .
( 3 0 5) 37 7 - 8 72 8

W A S HI NGTON, D . C .

