Until now, a little information meant a lot of work.
Generating accounting records
and meaningful management information used to be two distinct jobs.
Both could tie down an entire department and a couple of highpriced executives for days.
Not any more.
Introducing NCR Inf ormation
Systems ... a quick, accurat e
source of hard copy documents for
accounting purposes . . . an easy

means of preparing the information
management needs to run your firm
better. Best of all, an NCR Information System gives you both accounting records and management
reports in the same, easy operation.
And you get the records and the information you need faster and at
less cost because an NCR Information System requires a minimum of
operator time.

Contact your local NCR representative for the complete story on
NCR's full line of Information Systems. There's one that's sized,
equipped and priced to meet your
firm's information needs, NCR Information Systems. For the information and the automation you need
... at accounting machine prices.

PRESIDENT'S PERSPECTIVE

Our Stake in Free Enterprise
According to reports in the media, there is great disillusionment among
students concerning the free enterprise system. It is accused of being
racist, exploitive, and cruelly competitive. Particular attention has been
lavished on the so-called military-industrial complex which is said to
flourish on the profits of war.
There is some truth to the criticisms. Our system does have its faults,
but to paraphrase Winston Churchill, all the other systems are worse.
The lessons of history, including recent times, demonstrate that socialism—the panacea of some economic reformers—is a poor performer, indeed, as compared to the free enterprise economies.
And yet, not a month goes by when we do not read or hear someone
expressing the view that capitalism should be abolished and socialism
established. Many of our young people simply do not have arguments
to counter the assertions of the socialist ideologists. This is one of the
most glaring faults of our educational system. The mechanics of capitalism are covered in detail in all of the business administration schools
but the philosophy behind it is slighted or not mentioned at all.
Fortunately, there are some organizations that recognize our debt to
the system that has made this country the most prosperous in history.
Junior Achievement, for one, is a non-profit organization that is active
in teaching how the free enterprise system works. It does this by actually
organizing and helping high school students to set up their own company,
make a product and sell it. The young people sell stock, advertise, plan
sales campaigns and marketing operations and, in short, carry on all the
activities essential to the successful operation of a corporation.
This invaluable training in free enterprise teaches the virtue of freedom in the marketplace. By rewarding successful initiatives in entrepreneurship, the system serves to increase the choices and quality of the
products available to the consumer. It puts a premium on efficiency—no
small achievement when you consider some of the gigantic snafus
that result in a system of centralized planning—to say nothing about the
sparsity of choice.
Your Association, representing thousands of accountants who are either
employed in industry or self-employed, recognizes the stake we all have
in the survival of the free enterprise philosophy. That is why we support
Junior Achievement by sponsoring a national Treasurer of the Year
Award and by recommending chapter support of J. A. through the interchapter competition incentives.
J. A. and other organizations are doing a fine and necessary job but
we can't afford to stand aside while they do it alone. Each of us owes
it to himself and to his children to increase our understanding of the
free enterprise economy and pass that knowledge on to the next generation as its heritage of freedom.
Ettore Barbatelli

President, 1970-71
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13
By Irving L. Fantl
The point is made here that every gain in uniformity may have to be purchased at the expense of a loss in flexibility in meeting financial reporting needs.

SUCCE SSFUL BUSINE SSES AND GOOD MANAGE RS
17
By John F. Burlingame
This professional appraisal sheds new light on why some managements succeed and others fail.

EARNINGS PE R SHARE: SE NSIT IZING T HE NUME RAT OR
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By Albert W. Wright
Sensitizing the denominator of the EPS fraction has already been suggested.
Now it is suggested that the numerator, also, be sensitized to prevent possible abuses which tend to inflate its value.
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22
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of up to one hundred and fifty feet of overburden, and the costs of mining
and processing.
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By Richard E. Bergquist
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operations having either a high or low direct-labor content.
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By Allen Skinner
A proposal for an expanded R D account which includes fundamental, applied, production and development parts of research; and for full disclosure
on financial statements.

BOOKLESS BOOKKEEPING
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By Roy E. Dellinger
Book less Bookkeeping can save a company much time and money but caution must be observed in using this method.
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By Ralph E. Struzziero
This study indicates that computer technology and the related quantitative
techniques are practical and applicable in an industry that otherwise lacks
sophistication.
THE ACCOUNTANT AND THE TIME-SHARE TERMINAL
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By Frederick H. Ellenberger
Time-share is described as a communication terminal that looks like a typewriter connected to a giant brain that computes effective interest rates, present values, depreciation, business projections and probabilistic cash flow
models.
COMPUTER PROGRAM: A PROFITABLE BY-PRODUCT
41
By John F. Glynn
Your in-house computer program may be of use to other firms. Properly
packaged, it could become part of your product line.
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Cost Concepts Drafted
During the past several rears substantial interest has developed for the
formulation of cost accounting standards to guide both government agencies and contractors in establishing cost-type contracts. Subsequently a
Cost Accounting Standards Board was established by Congress, and recently names of the five board members were announced. NAA has
taken, and is taking, an active role in studying the problem and possible
solutions, and through the aegis of the Management Accounting Practices
Committee (MAP), basic concepts considered applicable to negotiating
cost-type contracts have been drafted. A tentative discussion statement of
those concepts appears in this issue of MANAGEMENT ACCOUNTING beginning on page 45.
These concepts are not applicable solely to government-oriented business, but, as stated by the committee, serve the needs of most cost-type
contract negotiations. Because of their universality we publish them for
study by all members of NAA and other interested parties with the hopes
of a wide response. It is our opinion that using the pages of MANAGEMENT
ACCOUNTING for the purpose of a forum on questions of this broad interest
is a further service to the member/reader and at the same time, responses
to the MAP Committee will assist in its further discussion and development of these concepts. The MAP Committee has stated "it will at all
times welcome opinions of the members and give consideration to them."
The MAP Committee is mandated to speak to the vital issues affecting management accounting. Consider their effectiveness when supported by a "not so silent" majority.
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An IAS accounting training program
is almost as individual and personal
as your own eyeglasses!
Individual and personal attention, focused on
your sp ecific needs a nd amb itions is one reason
why IAS training is conceded to be the best homestudy accounting instruction available anywhere.
Anot her is the IAS learn-by-doing teaching
technique. Und er the guidance of the facu lty,
all of whom a r e CP A's, you learn by doing
wh a t an accou nta nt does in actual practice.
Non-essential stu dy is eliminated. You receive
personal attention fr om you r IAS inst ructor
ever y s te p of th e wa y . .. move a lon g as r a pi dl y
or l e is u r e l y a s you r t ime p e rmi t s .
Tes ti mony* to t he r ecogni ti on of IAS is t yp ified by a recent quotation fr om a n article on
home s t udy i n a l e adi ng nat i on al magazi ne:
"Cou rs es from the Inter nati onal Accoun tants
Society in Chicago are so good that o v er s i x
hund red and fifty corporations use t h em for
training their employees."
'reprints available on request

After you complete basics of general accounting principles, you select electives which ar e
tai lored for your ne ed s an d coin ci de wit h your
career ambitions, both sh or t ra nge and long
term. The electives cur ren tly offered are :
Basic Auditing

Business Statistics

Public Auditing

Management Control

Internal Auditing

Economics

Basic Cost Accounting

Office Management

Advanced Cost Accounting

Accounting Law

Corporation Accounting

Federal Income Tax

Corporation Finance

CPA Coaching

IAS offers, free, an illustrated report describing IAS 's t hor oughly tes ted , pe rsonal ized me thod s o f i n s t r u c t i on . Wr i t e fo r i t n ow u s i n g t h e
coupon below. Let IAS without obligation of
an y kind provide a prescription applicable to
your specific career.
APPROVED FOR VETERANS T RAINING
— 11

r
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INTERNATIONAL
ACCOUNTANTS SOCIETY, INC.
A Home Study School since 1903
209 W. Jackson Blvd., Chicago, III. 60606
Accr edi ted by the Accredit ing Commi ssi on,
Nati onal H om e St udy Counci l

MAN AG EM E N T ACCOUNTING/MAY 1971

Internat ional Ac countant s Societ y, Inc.
209 W . Jackson Boulevard
Chicago, III. 60606
0

Please send me your 24-page report
on IAS courses

111 Check here if eligible for GI Bill benefits
4FI-216
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John Price, controller, Community Hospital of Brazosport, uses this System/3 report to keep
track of the money received every day. IBM has a booklet called "Management Reports
in the Small Business." For your copy, write: Director, Basic Systems Marketing,
Dept 807EMA, IBM Data Processing Division, 1133 Westchester Ave., White Plains. N.Y. 10604.
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When John Price discovered
System/3, he discovered how
much money he had on hand.

712.32

John Price is the controller of the Community Hospital of Brazosport
in Freeport, Texas. A small but busy hospital with about three new babies
in the maternity ward every day.
As in most hospitals, his major source of cash is from insurance
company payments. Which he must have on hand to pay daily hospital
costs on everything from drugs to maternity supplies.
But John found that he didn't know from day to day whether he had
enough money for hospital supplies. Every minute was spent simply
trying to get patients' statements out
That's why he got IBM's new small business computer, System/3.
Now his System/3 bills each patient. And then each patient's insurance
company, with an itemized bill that includes any of 3,000 possible charges.
If any insurance company needs special information, System/3 will
soon handle that as well.
With faster, more accurate billing, John Price gets faster, more
accurate payments.
And because System/3 also keeps a daily record of all insurance
company payments, John always knows how much money he has on
hand. And exactly where that money has come from.
It takes up-to-date information to keep ahead in your work.
John Price gets it. So do more than two thousand other organizations
now using System/3.
To learn how you can profit from System/3, contact your local
IBM office.

IBM
The company behind the computer.

•
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Readers React
Earnings per Share:
Nothing Inherently Wrong
To the Editor:
Mr. Mahoney's criticism of the earnings per share concept in his article "Earnings per Share and the Insensitive
Denominator." July 1970, is like admonishing a rose because
it is not good enough to eat. He argues that earnings per
share has attained a stature in financial statements disproportionate to its inherent worth. He goes on to say those parties
interested in evaluating the operations of a company and
management effectiveness are placing undue weight on this
one singular statistic. Mr. Mahoney would do away with the
presentation of earnings per share data on the face of the
income statement and in its place present a computed rate
of return on equity capital.
It seems to me that earnings per share is just one of the
many measures of performance available to interested users
of financial statements. If in fact the argument can be sustained that undue weight is given to earnings per share in
arriving at investment or loan decisions, it appears reasonable to conclude that users would place the same undue
weight on any other singular statistic displayed on the bottom of an income statement. The point I'm hying to make
is that there is nothing inherently wrong in either earnings
per share or rate of return on equity capital; it's the way
they are being used.
I would like to further point out that earnings per share
has not come into prominence because of the public accounting profession and its APB Opinion Nos. 9 and 15 as Mr.
Mahoney suggests, but rather as a request for this information from fiduciaries, regulatory agencies, financial analysts
and the investing public. I think the Accounting Principles
Board has taken a significant step forward via APB-15 to
make the information presented to these groups more
meaningful.
Robert D. Biggs, CPA
South Bend, Ind.

firm; (b) replacing earnings per share reporting by percent
return on stockholders equity reporting; (c) supplementing
earnings per share data with percent return on stockholders'
equity reporting.
Alternative (a) appears impractical and, for alternative
(b) to be effective, alternative (a) must be implemented.
Alternative (c) is the only suggestion which, in my opinion,
could be implemented and serve a useful purpose.
Mr. Mahoney maintains that "there is no valid correlation
implicit in this concept (earnings per share as a measure
of relating aggregate earnings performance to shareholders
. . . in terms of . . . the common share) between reported
earnings applicable to each share and the respective total
common stockholders' capital employed incidental to such
earnings." This point is not relevant, however, in the instance of a stockholder who has acquired his shares in the
secondary market at a price quite unlike the book value of
stockholders' equity the shares represent. The stockholder
is looking for a way of translating corporate performance
into a measure compatible with his investment, i.e., the
dollar cost of his shares. The return on investment concept
of reporting would not provide this translation since the
investor's dollar stake in the business might have little or
no relation to the book value upon which return on investment is based.
Thus, pending the development of better standards of
reporting and disclosure, the earnings per share concept
is the best measure of corporate performance we have.
Frederick 1. Crowley, CPA
Senior Accountant
Peat, Marwick, Mitchell Co.
Portland, Me.
See "Earnings per Share: Sensitizing the Numerator,"
page 19. Ed.
A Hospital Administrator's View
of Hospital Accounting
To the Editor:

Earnings per Share:
Measure of Corporate Performance
To the Editor:
Mr. Mahoney's article "Earnings per Share and the Insensitive Denominator" in the July 1970 issue takes exception "as a minority report of one" to the use of the earnings per share concept as a measure of management and
corporate performance.
As possible alternatives to earnings per share reporting,
Mr. Mahoney recommends (a) sensitizing the denominator
of the earnings per share fraction by issuing additional stock
to shareholders to represent the earnings retained by the
8

As an NAA member since 1952 and a hospital administrator for over seven years, I was particularly interested in
the excellent article titled "The Problem with Hospital Accounting," by Jack R. Toussaint, which appeared in the
November 1970 issue.
'While the use of "fund accounting" may present a unique
problem to the hospital industry, the problems of flexible
budgeting, responsibility reporting, and realistic rate setting
have more far-reaching implications than the former. Even
though the American Hospital Association, the Hospital
Financial Management Association and, more recently,
NAA, have turned their attention to these problems, the
actual state of the art in practice leaves much to be desired.
Continued on page 10
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Question:
Whocanprovidethe
additionalworkingfundsyourclient
is lookingfor today?

If your client has both the potential and the
desire to increase his profits, he most likely
also has the borrowing capacity to support a
sound growth program.
At Heller, our business is providing adequate
working funds to companies that can make
profitable use of more money ... $50,000 to
$5,000,000 and more.
Tell us about your particular client and let us
explain how much money we would make
available to him. Why it's usually more than he
could obtain from his usual sources. And let us
explain the cost of borrowing from Heller; the
advantages of credit lines based on sales, rather
MANAGEMENT ACCOUNTING/MAY 1971

than balance sheet ratios.
Then, after you and your client have discussed
it, come talk to us together. Hopefully, we'll be
able to provide all the additional working funds
your client needs ... today!

Walter E. Heller & Company
105 W est Adams Street, Chicago, Illinois 60690
New York • Bos ton • Philadelphia • Atlanta • Miam i • New Orleans •
Dallas • Los Angeles • San Franc is co • Portland • Santurc e, P. R.
• Brus sels • London • Paris • Mainz, Wes t Germ any •
Utrec ht, Holland • Milan • Barcelona • J ohannes burg • Sy dney
• Manila • Copenhagen • Bergen, Norway • Stoc kholm • Mex ic o City •
Buenos Aires • Kingston, J am aic a.
Heller services als o av ailable in Canada.
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READERS REACT
Continued from page 8
In the area of rate setting alone, the hospital financial
manager could render a real service to the field if he would
lose his fascination with the traditional method of basing
hospital rates. The rates are based on arbitrarily determined
allocations of overhead or burden charged to the revenue
producing departments which is the current practice using
the step-down methods of cost allocation. Any economist
will readily acknowledge that, while the allocation of joint
costs may serve a management function, it is totally meaningless as a rate-setting mechanism. When we recognize that
hospitals are in fact "miniature cities," as Mr. Toussaint so
aptly describes them, with thousands of different services and
supplies, and with procedures and techniques in an almost
constant state of flux, the futility of using fully-allocated cost
as a basis for rate setting becomes even more apparent.
The use of Direct Costing or Contribution Margin Analysis as an aid to rate setting offers a more realistic approach
to the present problem and avoids the inherent fallacy that
after all allocations are made and the resulting costs are
matched against their respective revenues, each department
then earns a profit or sustains a loss. Rather, it realistically
treats the hospital as a single entity and indicates the amount
of contribution each revenue-producing department makes
to the common cost or overhead departments and to the
excess or net gain which is needed for the continued operation of the hospital. Rates can be developed in relation to
direct departmental cost which, in turn, bear a direct relationship to volume.
Our hospital has recently converted its monthly income
statement to the contribution margin format. In this way
one statement serves three vital purposes in overall financial
control. It acts as a continuing audit on the adequacy of the
established rates, clearly indicates those expenses controllable
by the various department heads and their actual proficiency
in controlling them, and finally analyzes all variances from
budget.
Herman A. Kohlman
Administrator
Gibson General Hospital
Princeton, Ind.
Facilities Removal:
As a Present Cost
To the Editor:
It was with great appreciation that I found Wayne L.
Pidock's excellent article entitled "Accounting for Net
Salvage" in the December 1970 issue of MANAGEMENT
ACCOUNTING. I was especially impressed by his concern
about removal costs, which, as he states, are a certainty. I
should like to suggest that these may be accounted for in
a number of ways:
1. As an expense in the year of removal of the asset
2. As a correction of prior years' depreciation charges
3. As a portion of the cost of the replacement asset, if any
4. As a portion of the cost of the asset eventually to be
retired for depreciation purposes during its life.
Treatment of removal cost as expense in the year of re10

moval of the asset is justified if the cost is immaterial. The
accountant may have no choice but to treat the cost as a
correction of prior years' earnings, as he may not have
anticipated the cost in time to do othenvise. To capitalize
such a cost as a part of the value of a replacement asset, while
tempting, tends to saddle one asset with another asset's cost
and bring about a mis-matching of costs with period revenues.
Removal costs, when thought of in terms of a depreciation formula, simply become a negative salvage value.
Theoretically, this increases the value of the asset for depreciation purposes, although the recorded cost of the asset
on the books is necessarily limited to original cost. Actually,
the true cost of a fixed asset should include the following:
1. The cost to place the asset in service (original cost including all necessary capitalizable costs up to the point
of actually placing the asset in service)
2. The cost to keep the asset in service (capital expenditures
during its life)
3. The cost to remove the asset from service (the excess

of removal costs over scrap value)
The entire cost then, to the extent that it can be reasonably forecasted, can be normalized for managerial purposes through the adjusting entry for depreciation at yearend.
Allen B. Bess, CPA
Professor and Head
Dept. of Accounting and Finance
School of Business Administration
University of Evansville
Evansville, Ind.

Facilities Removal:
As a Future Cost
To the Editor:
The article "Accounting for Net Salvage" by Wayne L.
Pidock in the December 1970 issue was a comprehensive
and informative treatment of the Nrery complex problems
faced by some public utilities in recovering the enormous
costs of removing obsolete plant facilities. I agree generally
with Mr. Pidock's conclusions as they relate to accounting
methods presently necessitated by the regulatory agencies
to which public utilities are subject, but I do not believe
that such methods always represent sound accounting theory
in a broader context.
For example, Mr. Pidock states that "the liability for incurring such future costs (of property removal ) is estab-

lished when the plant is installed and ... such costs are
properly allocable to the products or service produced by
the plant." However, in most cases the future costs of plant
removal are dependent upon business decisions to be made
in the future. In many situations, particularly those involving
facilities with long useful lives, it is not known whether or
not the facilities will be removed at the end of their economic lives. In this category would be electrical generating
plants which are retained as standby capacity after newer
facilities have been acquired. Provision for future costs which
Continued on page 42
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Introducing the Litton ABS/1241.
This brand-new electronic accounting
computer offers you up to 4 times
the memory capacity of comparable
Burroughs, NCR and Friden machines.

T he Litton ABS/1 2 4 1 is th e m o st a d vanced medium-priced electronic accounting ma c hin e o n th e m a rk et toda y. It ca n
give you complete in-hou se data processing—with ma ny of the capabilities formerly a vailable only on computers costing
mu ch more.
Compare these features:
The Litton ABS/12 4 1 ca n u se its ca pacity of 2000 totals after all programming for interna l stora ge of da ta
su ch a s individu a l produ ct informa tion—
this per mits a u t oma tic c ompletio n of invoicing a nd u pdating of inventory.
The Litton ABS/1 2 41 ca n sort inpu t
data internally in any order you specify a nd from this informa tion produce
a ny nu mber of sepa ra te reports. Ea ch report is complete in deta il and in wha tever
sequence you requ ire.
The Litton ABS/1 24 1 can print at 3 5
cha ra cters/second—the fa stest in its

fl
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class—for maximum throughput per dollar.
T he Litton ABS/1 24 1 ha s complete
forms ha ndli ng flexibili ty to ha ndle
the most complex a ccou nting fu nctions.
The Litton ABS/1 2 0 0 series a lso includes other ma chines which offer
ma ny more fea tu res tha n competitive ma chines, too. In fact, of the accou nta nts
who check into Bu rr ou ghs, NC R, Friden
a n d Litton ABS— more a n d mo r e bu y
Litton.
Bu t don't ju st ta ke ou r word for it, talk
to you r a ccou nta nt a bou t which ma chine
you shou ld bu y for your bu siness. W e
thi nk he'll rec omm end on e o f t he Lit ton
ABS/1 2 0 0 series. And we think you 'll be
glad he did.

LITTON ABS
automated business systems

CH
L tton

Li t t o n ABS
P. O. B o x 2 2 8
De p t . A G Y- 1 6
Ru t h erfo rd , New Jers ey 0 7 0 7 0
Plea se sen d m e i n fo rma t i o n o n t h e n e w Litton
ABS ! 1 24 1 .
Na me
Ti t le
Company
S t reet
Ci t y /St at e/ Zi p
Te le p h o n e

Call b e Morrison at 201-935-2200, or
yo ur loc al Litton ABS o ffic e , or sen d th e
coupon today.

1
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COMPARE LITTON ABS
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The Case Against
International Uniformity
THE NEED FOR A NEW APPROACH

By Irving L. Fantl
With the expansion of business interests into every corner of the world,
accounting is fast assuming global proportions. No longer can differences in
reporting practices among nations be
shrugged off as local problems to be dealt
with by each community separately. The
difficulties entailed become evident when
the accountant of one country attempts
to analyze a report prepared by an accountant of another country which employs different accounting procedures
and auditing standards. Any attempt at
consolidation of reports derived from
dissimilar systems must lead to erroneous results.
In their desire to resolve this situation
many accountants strongly advocate the
establishment of an internationally uniform system of accounts and a standardization of accounting procedures. By
instituting uniformity throughout the
world it might appear that all international problems except currency adjustments would disappear. The growth of
multinational business interests and the
expansion of governmental and quasigovernmental assistance make the prospect of compatible worldwide accounting most appealing. Unfortunately, the
solution is too simple and the problem
too complex. However desirable such a
monolithic concept appears, practical
impediments to such uniformity must be
clearly recognized so that accountants
and users of financial information will
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not rely on the prospect of uniformity
as a cure-all for the problems accruing
from international accounting diversity.
Accounting diversity and the problems entailed are facts of life for multinational corporations, investors and
accountants, and, as the volume of international business grows in the 70's
and the decades thereafter, the forces
which have generated the existing diversity are not likely to abate. While
accounting methods may continue to
improve, particularly in developing countries, uniformity is not likely to be a
dominant factor in the evolutionary
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process, and efforts to solve financial
reporting problems through uniformity
might dissipate energy and resources
which might be better directed to alter-

native courses of action. Increased international cooperation among accountants
and an emphasis on reconciling existing
accounting differences may be the most
productive approach.
Obstacles to Uniformity
Inherent in Accounting
Dramatic evidence of the practical obstacles to unifonnity are the controversies presently rampant on the American
accounting scene. If one well-organized
professional group cannot reach agreement on basic procedures, how much
more difficult will it be to establish
world standards. Whatever the problems
involved in the U.S. situation, it is important to recognize that they grow, at
least in part, from the fact that accounting is not an exact science but rather a
judgmental and social discipline. We
accountants sometimes forget that our
work reflects personal opinions; that the
exactness attributed to financial statements by the public is an illusion. Accounting not only has meant different
things at different times and places, but
also it has reflected the needs of a particular business environment. As with
all social sciences, accounting contains
an inherent flexibility which permits it
to adapt to diverse financial requirements. This adaptability is at the same
time one of the chief values to account13

ing and one of the chief obstacles to
uniformity.
Thus we may expect every gain in
uniformity to be purchased at the expense of a loss of flexibility in meeting
financial reporting needs. For example,
the accounting needs of developing nations are vastly different from the services
accountancy is called upon to render in
advanced economies, and as a result a
uniform set of standards could not serve
both sets of needs equally well.

Obstacles to Uniformity
Through National Traditions
While the use of generalizations is
always fraught with dangers, unique
personality traits attributed to most nationalities have a valid basis in the customs and institutions peculiar to each
region. One thinks, for example, of the
frugality of the French, the volatility of
the Italians and the exactitude of the
Germans. Tradition wields a powerful
influence in shaping not only the opinions of the people but also the more
concrete rules governing their business
practices. Accounting procedures and the
attitude of the public toward accountants
vary widely among nations depending
on the structure of these business institutions.
Swedish accountants are certain that
their manipulation of hidden reserves to
make corporate profits seem uniform
from year to year has contributed heavily
to the economic stability of their nation.
Like Joseph in the Bible, they borrow
from the fat years to fill the needs of
the lean years, instilling confidence in
the populace. With their highly socialized form of government control this
system has proven both practical and
successful.
Conversely, many Latin American accountants feel no social responsibility.
Their main concerns are to comply with
the detailed legal requirements for auditors and to so manipulate their clients'
records as to help avoid tax liability.
Under such conditions the accounting
profession is not held in high esteem
nor are the educational requirements for
entry into the profession notably stringent. At the other end of the spectrum,
in the United Kingdom the tax return
certified by a Registered Accountant is
rarely questioned by the Department of
Inland revenue, so high is the esteem
commanded by British accountants.
These differences can be partly attributed
to difference in temperament as well as
to the manner in which each culture
developed.
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Economic and Legal
Obstacles to Uniformity
History provides the sources of today's
institutions. These forces include economic development, cultural structure,
religious belief and political environment. Britain, for example, shows in its
accounting concepts the result of a manorial system which gave us the word
"audit" and the concept of accountability. Subsequently the Protestant revolution and the concommitant change from
an agrarian to a trading economy
strengthened the need for equity accounting which the British borrowed
from the Italian city-states. Later, the industrial revolution introduced the need
for cost analysis. And the expansion of
the Empire with the emergence of the
pound sterling as an international currency required new concepts of central
banking and internationalization of accounting thought. The need for government supervision and the advisability of
accounting institutions to enforce professional standards and ethics arose during this evolutionary process. In fact, it
was the bankruptcy of the South Seas
Company in 1720 and the financial crises
in Scotland in 1777, precipitated by the
American Revolution, which caused the
Crown to authorize audits for the protection of the investing public.
This growth pattern was unique to
Britain, and the territories which fell under British rule were influenced strongly
by these developments. But other nations
experienced entirely different developmental evolutions and the growth of
accounting was either encouraged or
stunted by local experience and requirements. Most influential in the expansion
of accounting has been the legal structure which, after all, is the reflection of
national cultural traditions. For example, the sharp difference in attitude toward accounting between Northern Europe and the Mediterranean countries
can be traced to the basic difference between the Common Law and the Civil
Code. The legal structure of a particular
country may stem from many historical
sources. The Code of Hamurabi, the
Mosaic Law, the Law of Islam, Roman
Law, the Code Napoleon and the Common Law are only a few of the legal
structures erected by man to control his
social activities. Each is based on a different philosophy springing from unique
purposes of the society for which it was
devised. And the impact of each legal
code on business activities and accounting usages will differ with these purposes.

The Common Law, which is widely
accepted in many parts of the world is
founded on the principle that innocence
is assumed until guilt is proven. It consists of a series of "thou shalt not" admonitions which establish limits of conduct beyond which it is illegal to venture. But within those limits great
latitude is allowed, a condition which
encourages initiative and permits the
exercise of judgment. In such an environment accountancy has flourished,
devising new techniques and services for
the improvement of the community it
serves. Adaptability to economic needs
has been the rule rather than the exception.
Under the Civil Code a man is considered guilty until proven innocent. But
to alleviate this harsh precept the law
consists of a set of "thou shalt" requirements to which a person only need comply in order to be proven innocent. The
effect of such a legal structure, which
stipulates minimum requirements, acts
as a deterrent to initiative and innovation. To initiate some new concept, not
covered by existing law, means jeopardizing one's legal status. The client will permit his accountant to engage only in
those audit procedures as are specifically
required by law and the accountant will
be unwilling to try new procedures which
might be found illegal. Therefore everyone complies with the letter of the law,
performing routine procedures which
ultimately degenerate into meaningless
gestures while devising techniques to circumvent this rigid code.
Different approaches to business philosophy, however, are not superficial. In
many countries they have evolved from
religious tenets sacred to the culture.
In those countries where a state religion
exists, which encompasses most of the
world, the established beliefs, of necessity, have influenced the laws controlling
the business sector. Vested religious interests are the strongest bastion of conservatism, the most vehement opponents
to change. Since most religions have
their origins in agrarian cultures, the
progress required for industrial expansion
is retarded by the influence of a powerful, politically oriented religious hierarchy. Oriental religions which teach
asceticism and the sanctity of family
origins have led to business practices far
different from those developed under
the Protestant ethic. Catholicism has
produced attitudes at variance with those
of Protestantism. Views on usury and
emphasis on spiritual pursuits have retarded the economic growth in many
MANAGEMENT ACCOUNTING/MAY 1971

societies. Nepotism, which is linked with
religious practices in many Eastern Cultures and accepted in some Western
countries, as well, does not conform with
American concepts of business efficiency
and rewards for competence.
Problems of State Sovereignty
Another divisive element encountered
is the segregation of mankind into national groups. Although most cultures
sprang originally from agrarian forebears,
they have progressed at varying speeds
and in different directions. Many nations
have adopted centralized control under
the banners of socialism or communism.
Others profess the concept of free enterprise with a minimum of government
control. The barriers created by these
differences is reinforced by the political
expediency of nationalism. Deeply ingrained emotions are associated with the
location of one's origins or the land
which has provided protection and sustenance. "My country, right or wrong"
has been ridiculed as a cliche but unfortunately it applies to much of our
rationalization. In the process of national
growth, custom and public opinion tend
to influence legal codes, and once these
customs have been crystalized into law,
their defense and continuance become
a matter of state sovereignity and national pride.
The Barriers
Here, then, are the three formidable
barriers to an international uniform system of accountancy among advanced
countries:
I. Differences in background and tradition
2. Differences in the needs of economic
environments
3. The challenge of uniformity to state
sovereignty
Any one of these is sufficient reason for
a nation to resist conforming to a universal system. In most instances all three
elements are present simultaneously.
The Problem in
Developing Countries
Turning to the plight of less-developed
countries, the establishment of uniform
accounting standards is not without its
champions or benefits. This developing
world needs capital and the mature countries are the obvious source of that capital. If imitating the accounting practices
of a particular Western nation will generate confidence and stimulate the flow
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of such capital, discretion dictates the
adoption of such accounting practices.
This financial lever exerts a powerful
influence for compliance. Just as the
Roman legions carried the language and
culture of Rome northward and westward through Europe, Western capital
is carrying its business practices into the
third world.
This compliance is reinforced by a
complex interchange on the academic
level. American universities have become
an active force in establishing business
schools and developing managerial talent
in developing nations, taking with them
the techniques which have served so
well at home. These activities are closely
linked to the flow of American capital.
In addition, the poorer nations hope to
see their economies flourish and develop
in the direction of the great American
business complex. What surer way of
attaining this goal could there be than
by absorbing the wisdom of America?
So they send their sons to our universities and transplant our universities to
their own soil. But this acceptance of
American business wisdom contains a
pathetic note. The belief in its effectiveness is shared by both the recipient and
the donor. Its applicability to special
circumstances is not questioned. Like
snake oil, it is assumed to have powers
to cure all ills.
But poorer countries do not function
on the same economic basis as their more
advanced brethren. Private capital is virtually non-existent and to replace its
motivating force four-year and five-year
plans are devised establishing economic
goals for which to strive. With the government as entrepreneur and international development banks providing the
capital, the situation is far different from
that encountered in advanced economies.
Different accounting criteria must be
applied to satisfy the financial information needed in this situation. The conventional evaluations to which we have
grown accustomed are leading to disastrously false conclusions when applied
to economic planning. As one "five-year
plan" after another fails to meet its goals
the truth must ultimately become obvious. Conventional methods of financial
reporting are not satisfactory in an inflationary economy with a weak currency
and no private capital. Other methods
of evaluation must be devised to satisfy
this special situation. Surely the accounting wisdom of advanced nations is capable of creating a system to cope with
this problem. But it does not lie in the
direction of blind uniformity.

A dual problem exists in which developed countries with established accounting procedures refuse to conform and
where less-developed countries which require accounting innovations are eager
to conform. These conditions are more
apt to generate chaos than uniformity.
A hard look at existing conditions is in
order. There are vague stirrings in the
air that perhaps France's plan comptable
or England's methods of disclosure or
Sweden's hidden reserves or Holland's
replacement value accounting might
have advantages over current American
accounting practices. Certainly no one
country holds a monopoly on good ideas.
It is equally certain that there is great
improvement possible in the manner in
which financial information is presently
reported, whichever country is considered. The time is ripe for the evaluation
of all accounting practices.
Charting a New Course
The first step to improving any system is an understanding of the manner
in which that system functions. The first
and overriding question is: What is the
accounting objective in this system?
One of the chief, and least recognized,
misconceptions which occurs in international accounting is the assumption that
accounting objectives are uniform.
As we have seen, however, differing
economic circumstances lead to differing needs, and to measure the adequacy
of accounting in one country by its relative fulfillment of the objectives of another country is to miss the point.
The second question to ask in understanding a nation's accounting system
is: How well does that system fulfill the
objective? In the context of the prior
discussion, it can be seen that the wholesale adoption of another country's accounting system may well be detrimental
to the true interests of accounting. The
resultant increase in uniformity could
well be won at too high a cost.
Accordingly, international accountants
need to chart a new course, shifting
their emphasis from the prospect of a
universal accounting system to:
1. Developing a greater understanding
of how economic systems and accounting systems interact in general
as well as between individual countries and world areas,
2. Forging stronger links among the accountants of all countries, and
3. Developing practical solutions to the
problems growing from world-wide accounting diversity.
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While these three actions are distinct
from each other, they will inevitably be
intermingled in any program of implementation. One approach would be to
establish an international body of accountants, economists, government officials, educators and others with a stake
in the issue to undertake a constructive
program of codifying accounting systems
towards the practical end of intelligently
and fairly reconciling their differences.
Underlying the quest for uniformity is
a need to understand and rely upon financial data from other countries. If instead
of seeking uniformity, accountants were
to develop reconciliation systems as a
reliable means to translate unfamiliar
data into familiar terms, that need
would be met.
Whether the result would be an international esperanto of accounting, with
the unity and cohesion that suggests, or
instead, a large superstructure of separate
reconciliation systems can only be conjectured at this point. The important
thing is that by joining in such a program, on either an ad hoc or sustaining

basis, accountants could make an important contribution to users of financial
data around the world and at the same
time move us a little more rapidly towards the time when uniformity may
become a more feasible goal than it is
today.
The Future
Accountants sometimes overlook the
very material role their activities play in
world history, by their influence upon
how capital is deployed by its owners.
A brief look at history can perhaps give
us a glimpse of the future. Europe today
is dominated by U.S. capital to a degree that has created substantial tensions which expand far beyond the field
of business and finance. One of the
principal factors in that dominance was
the lack of indigenous capital markets
in Europe. Had accounting enjoyed the
same public confidence there as here,
and had the financial community used
that confidence to develop a large equity
capital market, the face of Europe might
be different today.

The face of the world tomorow will
be similarly molded by the influence of
accounting practices upon capital markets. What accountants do will play a
material role in the flow of capital and
its availability and thus its costs. If they
stand pat, we may expect to see a continuation of the economic imperialism
which presently troubles the world and
the continued immobility of vast untapped pools of capital around the
world. If they undertake constructive
programs to build worldwide confidence in financial statements, they may
facilitate the development of totally
new capital markets by which the developing nations of the world can participate more fully in financing their own
industrialization process, and thus help
their own economies to flourish.
World accountants today need to begin to act in concert, to join together
in programs that not only examine and
reconcile their difference, but also explore the means of broadening world
understanding of accounting and its
critical role in progress.

Asset Depreciation Range System
In the March 1971 issue Of MANAGEMENT ACCOUNTING
Mr. John Heath discussed the cash-flow benefits that can
be realized from accelerating depreciation deductions for
tax purposes by segregating component costs of new facilities. I agree with Mr. Heath that this area of tax planning can often be overlooked in spite of the substantial
cash-flow benefits that are obtainable.
The new liberalized depreciation rules which were introduced by President Nixon this January and which are
effective for asset acquisitions beginning in 1971, make tax
planning for the acquisition of facilities all the more vital.
The Treasury's new depreciation policy permits a taxpayer to elect a capital recovery period for depreciation from
a specified range of useful lives for the particular classification of assets involved. The appropriate asset classifications
will be the same as those prescribed under the guidelines
that were established in 1962 (Rev. Procedure 62-21) by
the U.S. Treasury Department, but the capital recovery
period will range from 20 percent below to 20 percent above
the guideline lives. This new Asset Depreciation Range
System (ADR System) will not apply to buildings, real
estate improvements (except, perhaps, special-purpose structures), or intangible property. Under the new rules it will
be possible for many taxpayers to elect to write off machinery
and equipment and certain other assets over much shorter
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periods of time than they were permitted in prior years.
Mr. Heath outlined the cash-flow benefits that could be
realized in segregating costs incurred in the construction of
a carbonated beverage bottling plant and amortizing these
separate costs over shorter periods of time than the basic
building structure.
It is possible that some of the assets involved in Mr.
Heath's illustration do not relate to the building structure
or to the equipment which normally services that building.
It would be desirable to segregate the cost of these assets
so that they could be included with other nonrelated asset
acquisitions which fall in the guideline class for food and

beverage manufacturers. The guideline life for this industry
is 12 years. Under the new rules these assets could be written off over a 91/2 year period (12 years less 20 percent to
nearest half-year) if a proper election under the ADR System is made.
Thus, the new ADR System makes it all the more imperative that careful tax planning accompany the acquisition
of new facilities.
Richard B. Hollowell
Manager of Accounting
The Stroh Brewery Co.
Detroit, Mich.

MANAGEMENTACCOUNTING/MAY1971

Successful Businesses
and
Good Managers
SUCCESSFUL BUSINESSES ARE CHARACTERIZED BY CERTAIN ELEMENTS
WHICH ARE RARELY FOUND IN UNSUCCESSFUL ONES
By John F. Burlingame
Author Burlingame has been associated
with many businesses over the last 15
years or so both as a consultant and as
a manager. He says one of the things
that has intrigued him over the years
has been the attempt to sort out the
best from the worst by identifying those
elements which characterize the successful businesses but are found rarely in the
unsuccessful ones. The time cycle of his
observations has been long enough that
he has seen good ones that turned sour
and poor ones that became gems, as well
as some that didn't change from good
or poor over that long a cycle.
In this article, he shares some of his
observations and suggests that you might
play the game of evaluating the degree
to which they do or do not characterize
your own operations, and draw your own
conclusion as to whether or what modifying actions might be taken.
One of the characteristics which shows
up most frequently in successful operations is the knowledge generally held
throughout the organization of where
the business is intended to go. It is the
confidence on the part of most of the
decision makers that they know what
the plans are, what results are expected,
and what strategies are being followed
to achieve the results. They also are genMANAGEMENT ACCOUNTING/MAY 1971

erally secure that they can make their
decisions readily and be reasonably confident that such decisions will be in
general harmony with desired results.
There are a number of implications
here: (1) that overall business objectives
exist and are communicated; (2) that

JOHN F. BURLINGAME

is Vice President, Employee Relations,
General Electric Co., New York. Until recently he was Vice President and
General Manager, General Electric
Co., Information Systems Equipment
Division Headquarters, Phoenix, Ariz.
With G.E. since 1946, he has not only
handled engineering and program management assignments, but also served
as a consultant to G.E.'s world-wide
operating components. Mr. Burlingame, who holds a B.S. degree in
Physics from Tufts University, Medford, Mass., has also been affiliated
with RC A a s a Vice President of its
Defense and Communication Systems
Division.

the managers and functional contributors know their jobs and responsibilities;
( 3) that they accept both the plans and
the job responsibilities, and finally, that
they are prepared to exercise initiative
in making those decisions required to
implement the plans and strategies.
The question of acceptance of the
strategies and plans is most significant
—you will never see a business where
one significant faction is devoted to one
strategy, and another faction to a different and conflicting strategy, become
successful until the conflict is eliminated. In a business there is room for
only one set of objectives, strategies and
plans at a time. To have none or more
than one in conflict is a sure road to
disaster.
A second indicator of a successful
business is its tempo or pace. This characteristic has been an intriguing factor
for years, but it was only a year or so ago
that someone else commented on it—
Charles A. Ford, in an excellent article
in TW A's flight magazine, where he
talked about "Company Tempo" as the
foundational element in what makes a
business run. Ford's thesis, agreed with
wholeheartedly, is that if you cannot
take the position that most of your decisions are made and implemented "as
if the survival of your business depended on it," you probably have a
tempo problem. He claims that if you
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apply this survival test and find that sive to change, but also they must promany things would have been accom- duce it, cause it and capitalize on it.
plished much faster if survival were the No one man can mastermind this
issue, then you are running at too slow process in a dynamic, complex business.
The initiative must come from the ina pace.
Now this has to be put in perspective dependent, creative, dynamic actions of
because the implication is not that long all of the key contributors—managers
days and long weeks are the issue. To and functional specialists.
the contrary, the point is that working
And so we come full circle. Haying
long hours is more likely an indication discussed the need for unity of purpose,
of putting the decisions off instead of dynamic tempo and ability to cope with
making them and is reflective of a change in successful businesses, it's easy
"later" rather than a "now" attitude. to conclude that these characteristics
When people in a business get on with are present because of the professionals
it, they can increase their tempo and —managers and functional contributors
shorten their work week, can eliminate in the business—and in no way can
the fiddling around and work with calm they exist in spite of them.
purposefulness rather than with either
This is a particularly important point.
frantic haste or dedicated procrastina- The significant elements which reflect a
tion. Check yourself and your close asso- successful business are an outgrowth of
ciates with the next half dozen or so professional attitudes, performance and
decisions you make or are involved in. skill, and the degree to which a business
Could they as easily have been made in is or isn't, will or won't, be successful,
half the time and could the schedule for depends very heavily on the degree to
their implementation just as easily have which the professionals develop and apply the skills, creativity, initiative and
been half as long?
The third and last indicator of suc- discipline which make a successful busicessful business is the ability to cope ness.
Take a look then at the key profespositively and flexibly with change. Like
it or not, our environment is continually sionals and see if there are some comchanging. And for professionals in this mon characteristics which if generally
generation the rate of change is much found in them throughout an organiswifter than any other in man's history. zation will be indicators that the tempo
John Gardner, former Secretary of is dynamic and the organization is not
Health, Education and Welfare, dis- stagnant or senile. There are three sigcussed the concept of organizational re- nificant indicators: First, that the pro
newal in an article in Harpers a few fessionals are focused on results rather
years ago. He noted that organizations than roadblocks; that they are motivators
are like people and plants, in that they rather than exploiters of people; and that
have a life cycle which goes from youtb they are more interested in what they
to old age, but also unlike plants and and their business are going to be rather
people in that their cycle isn't predicta- than what they or their business have
ble. And more importantly, organiza- been.
The first indicator, that the focus is
tions have a capacity for renewal which
permits them to go through a period of on results rather than roadblocks, is
most important. Have you ever posed
stagnation and then revive.
In other words, for organizations, de- an objective difficult to achieve, to difcay is not inevitable; rather organiza- ferent key contributors and analyzed
tions have a capacity for renewal. One the responses? They generally fall into
of Gardner's rules for renewal is pro- two categories. In the first the problems
viding a hospitable environment for the involved are posed in exquisite breadth
individual. "People who are made to and depth to the point where it befeel like cogs in a machine will behave comes obvious to any fool that the oblike cogs in a maOine. They will not jective is impossible, absurd and should
produce ideas for change. Rather, they never have been considered by anyone
will resist such ideas when produced by in his right mind in the first place. The
second analyzes the objective, estabothers."
About the most important work of a lishes the significantly important busibusiness professional is the management ness elements in it, evaluates the roadof change. This is particularly true in a blocks in achieving the objective,
business that is highly competitive or modifies the objective to retain the
one based on a dynamic technology. To significant business elements but to
be successful in such circumstances, not overcome the most difficult obstacles,
only must the professionals be respon- and eventually produces a combination
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of objective and plan to achieve it which
are in reasonable balance between expected benefits and risks to achieve
them.
Ford calls the contributors in the first
instance roadblock-oriented; they see
only the obstacles—not the result. In
the second case they are results or objective-oriented, and the roadblocks are
only the barriers which must be detoured around, climbed over, or eliminated to achieve the result. The latter
orientation to results cannot exist generally in professionals in stagnant businesses or the business will not be stagnant long.
The former orientation to the roadblocks cannot be the dominant attitude
in successful businesses unless the success is to be very short-lived.
A second characteristic found generally in successful businesses is the managerial focus on motivating the people
reporting to them rather than using
their associates.
There are fundamentally two different approaches to the work of managing.
The first starts from the assumption that
the manager is the font of all knowledge
and wisdom. Based on this premise all
areas are his, all decisions are his, all
creativity stems from him and the rest
of the organization are extensions of his
arms and legs implementing the product
of his super-human intellect. Now this
may appear exaggerated but it isn't—
at least not very much. And it is quite
representative of how a good many
small successful businesses are started.
One man, an innovator either in technology or finance or marketing, has an
idea and the personality to drive forward with the idea and build a business
around it. The general history of such
successful businesses is that eventually

one of three things happens: (1) the
business reaches a size where it is no
longer possible for one man to provide
the driving power for further growth
and it tops off at that point, or (2)
attempts are made to increase its growth
without changing the managing approach and this leads to disaster, or (3)

the managing style is altered to take
advantage of the fact that creative, innovative thinking is not the privilege
of very few, but part and parcel of most
intelligent, well-educated humans and
if this kind of contribution can be encouraged and capitalized on throughout
an organization, it can set the pattern
for continued growth and progress.
This last approach to managing, one
Continued on page 24
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Earnings per Share:
Sensitizing the Numerator
DOES THE EPS FRACTION TELL THE TRUTH?
By Albert W. Wright
A popular statistic in accounting reporting and to the investing public is

earnings per share (EPS). The statistic
has been given such prominence that
financial managements of firms and the
investing public view it as "the name
of the game." The game has become
so prevalent that some firms go so far
as to take actions to influence a growth
trend in the figure. This has been done
by manipulations that most usually decrease or keep unchanged the denominator of the EPS fraction.

Basics of Earnings per Share
The basic calculation of EPS is to divide net income less preferred dividends
by a weighted average of common
shares outstanding during the period.
In the calculation, the denominator
can be somewhat controlled by corporate management in that securities
which are in essence (but not form)
common stock can be issued to obtain
equity capital without actually resulting
in an increase in common shares outstanding. Thus, increasing earnings
through the utilization of quasi-equity
capital while keeping actual common
shares outstanding constant can give
rise to increased EPS.
The Accounting Principles Board
(APB) of the AICPA, in its Opinion
No. 15, moved in the direction of
preventing such a manipulation in
EPS.' The opinion does not provide
for an EPS based on the actual averMANAGEMENT ACCOUNTING/MAY 1971

age common shares outstanding where
a firm has a "complex" equity capital
structure. Rather, it requires that such
quasi-equity securities be treated as outstanding for purposes of calculating
"primary" earnings per share. Specifi-

cally, the Opinion requires that common
shares outstanding be extended to include securities that are not, in form,
common stocks but which enable holders to acquire common stocks. Since
such holders can participate in appreciation of the values of common stocks
due to earnings or potential earnings,
their securities are treated as "common
stock equivalents." Such treatment,
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contends the Opinion, avoids misleading implications that would otherwise
result from the use of only common
stock actually outstanding.
Common stock equivalents are thus
defined in the Opinion to include securities which, when treated as outstanding common shares, may have a
dilutive effect on the EPS figure as
follows:
1. Convertible debt and preferred
stock having cash yields' of less than
663/4 percent of the current bank
prime interest rate,
2. Stock options and warrants and
their equivalents that would in the
aggregate dilute EPS by more than
3 percent,
3. Securities which permit participating in earnings on a basis substantially equal to common stock, and
4. Shares to be issued contingently in
the future upon the mere passage
of time.
The [PS Denominator
The denominator of the EPS fraction could be somewhat controlled by
a firm's financial management. The firm
could raise capital by issuing quasiequity securities while at the same time
causing no change (increase) in common shares outstanding. This was done
by issuing securities which were equivalent to common stock but were not
'Accounting Principles Board Opinion No. 15,
"Earnings Per Share," AICPA, 1969.
'For definition, see APB Opinion No. 15, p. 27 3.
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stock per se. The firm thereby gained
assets to be employed in generating net
income although it did not change the
number of shares of its common equity.
Resulting was an increase in net income without a change in the base of
common shares issued and outstanding.
The rationale of APB Opinion No.
15 can be seen if viewed in the light
of the preceding. However, there may
be more compelling reasons for not
basing the EPS on a denominator representing actual shares outstanding. If
the EPS is based on actual average
shares outstanding during a period, and
the income is derived from more assets
than the equivalent of actual shares
outstanding, there may usually be misleading inferences stemming therefrom.
Users of EPS data may reasonably conclude that earnings were derived primarily from assets provided only by
equity shares outstanding where this is,
in fact, not so. Thus, the recommendations set forth in the Opinion are well
founded.
One writer, John J. Mahoney, has
suggested that the denominator be
sensitized by adjusting it for the equivalent of shares that may become outstanding if periodic earnings after dividends declared had been raised through
the issue of shares. He suggests that
we not imply that an increase in EPS
is indicative of good financial management when, in fact, more assets were
employed in arriving at the increase.
By sensitizing or adjusting the denominator, he says, we will not report an
increase in EPS unless there has been
an improvement in the percent earned
on equity capital employed. There is,
however, also the possibility that a fair
and equitable EPS can be calculated by
sensitizing the numerator of the fraction.
Sensitizing the EPS Numerator

The numerator of the EPS fraction
may be sensitized so that EPS would
not reflect an increase unless net income has been increased due to managerial efficiencies. Two measures of
managerial efficiencies are suggested:
1. An increase in revenue due to sales
volume in the current period relative to revenues of the previous periods, all periods' incomes measured
on a common price base. This is
to say, in effect, that all revenues
used in deriving the net income
'J o h n J. Mahon ey, "Earnings P er Share and the

Insensitive Denominator," Ma n a g em e n t Ac co u nt i n g , July, 1 9 7 0 , p p . 1 5 - 2 0 .
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Exhibit 1
EARNINGS PER SHARE — NO CHANGE IN SALES VOLUME
Year 1
Revenues (100%)
Expenses (80%)
Net income

$1,000,000
800,000
$ 200,000

Shares outstanding
Earnings per share

100,000
$2. 00

Year 2

Year 3

Year 4

$1,100,000

$1,210,000
968, 000

$1,330,000
1,064,000

$

$

880, 000
$ 220, 000
100,000
$2. 20

242, 000
100,000
$2.42

266,000
100, 000
$2. 66

Exhibit 2
EARNINGS PER SHARE — CHANGES IN EXPENSE TO REVENUE RATIOS

Revenues (adjusted)
Expenses (adjusted)
Net income (adjusted)
Earnings per share
Expense to revenues ratios

Year 1

Year 2

Year 3

Year 4

$1,000,000
800, 000
$ 200, 000

$1,000,000

$1,000,000

$1,000,000

818, 181

$2. 00

$1. 82

826, 446
$ 173,554
$1. 74

827, 068
$ 172,932
$1. 73

80%

81.8%

82.6%

82.7%

should be determined on some common price base.
2. Maintenance of a percent relationship of expenses to sales in the current period relative to some standard percent relationship. This is to
say that there exists some percentage relationship that expenses ought
to bear to revenues even in terms
of current sales prices and costs.
Without incorporating such considerations into the EPS numerator, it is
possible that a firm can report annual
growth in EPS solely due to changes
in price levels. For example, assume
that a firm shows no increase in sales
volume, maintains an 80 percent expense to revenue ratio, and experiences
a 10 percent increase in sales prices as
shown in Exhibit 1.
If we assume that there were no
changes in revenue prices, and that
costs were maintained at 80 percent of
sales prices, the EPS determined on the
basis of Year 1 price levels would be
$2.00 in each year. This EPS would
be obtained in our example by deflating net incomes in Years 2, 3, and 4
by the factors 1.10, 1.21, and 1.33
respectively.
Now assume that the efficiencies of
80 percent expense to revenue were
not maintained and that expenses in
the Years 2, 3, and 4 were $900,000,
$1,000,000, and $1,100,000 respectively
due to increased sales volumes. Deflating both revenues and expenses by the
factors 1.10, 1.21, and 1.33 would yield
the EPS shown in Exhibit 2.

$ 181,819

Thus, sensitizing the numerator (net
income) of the EPS fraction for price
level changes produces a 13.5 percent
decrease in EPS from $2.00 to $1.73
as shown in Exhibit 2, rather than a
33 percent increase from $2.00 to $2.66
as shown in Exhibit 1. In this way we
would not be implying that stockholders are better off and that management
has performed well when basically all
that has occurred is a change in price
levels.
Treasury Stock and [PS
A factor that can greatly affect earnings per share (denominator) under
the present guidelines is the number of
shares issued and reacquired during the
period. Although these shares may or
may not be outstanding during a major
part of the period, they do affect the

weighted average of shares actually outstanding during the period. Financial
managers can manipulate the weighted
average of shares actually outstanding
to provide desired increases in EPS.
This can be done simply by timing of
acquisitions and reissues of the firm's
own shares during a given EPS penod
Without an increase in net income, the
firm can continuously report growth in
its EPS simply by purchasing and reissuing its own shares. For example, assume that a firm has recently had net
income of $1,000,000 on its 1,000,000
shares issued and outstanding and desires to play the game of reporting continuously increasing EPS. Assume our
company whose EPS was $1.00 in
period 1 has an objective of increasing
MANAGEM ENT ACCOUNTI NG/ MA Y 1 9 7 1

Exhibit 3
EARNINGS PER SHARE — NO CHANGE IN NET INCOME

Year
1
2
3
4
5

Net
income
$1,000,000
$1,000,000
$1,000,000
$1,000,000
$1,000,000

Shares
outstanding
beginning
of year
1,000,000
1,000,000
1,000,000
1,000,000
1,000,000

Treasury shares*
No.
Percent
-0121,212
191,405
337,827
426,304

-012%
19%
34%
43%

Weighted
average
shares
outstanding

Earnings
per
share

Percent
increase
in EPS

$1.00
$1.10
$1.21
$1.33
$1.47

10%
10%
10%
10%

Weighted
average
shares
outstanding

Earnings
per
share

Percent
increase
in EPS

1,000,000
909,091
826,446
751,880
680,272

$1.00
$1.21
$1.46
$1.77
$2.15

21%
21%
21%
21%

Weighted
average
shares
outstanding

Earnings
per
share

1,000,000
909,091
826,446
751,880
680,272

*Acquired about January 1 and reissued about October 1.

Exhibit 4
EARNINGS PER SHARE — INCREASING NET INCOME

Year
1
2
3
4
5

Net
income
$1,000,000
$1,100,000
$1,210,000
$1,331,000
$1,464,100

Shares
outstanding
beginning
of year
1,000,000
1,000,000
1,000,000
1,000,000
1,000,000

Treasury shares*
No.
Percent
-0121,212
191,405
337,827
426,304

-012%
19%
34%
43%

* Ac q u i r e d a b o u t J a n u a r y 1 a n d r e i s s u e d a b o u t O c t o b e r 1 .

Exhibit 5
EARNINGS PER SHARE — DECREASING NET INCOME

Year
1
2
3
4
5

Net
income
$1,000,000
950,000
902,500
856,375
813,556

Shares
outstanding
beginning
of year
1,000,000
1,000,000
1,000,000
1,000,000
1,000,000

Treasury shares*
No.
Percent
-0121,212
191,405
337,827
426,304

-012%
19%
34%
43%

1,000,000
909,091
826,446
751,880
680,272

$1.00
$1.04
$1.09
$1.14
$1.20

Percent
increase
in EPS

4.0%
4.8%
4.6%
5.4%

•Acquired about January 1 and reissued about October 1.

EPS by 10 percent per period (year)
while it foresees no increase in net
income over the next four years. The
company can acquire its own shares
early in the year (around January 1)
from idle funds and reissue the shares
late in the year (around October 1) and
thus decrease the weighted average of
shares outstanding. See Exhibit 3 for
an illustration.
It should be noted from Exhibit 3
that EPS increased 47 percent from
$1.00 to $1.47 without an increase in
net income. Also note that EPS increased at a compound rate of 10 percent per year. It might be argued that
it is unreasonable to expect a firm to
acquire 34 percent and 43 percent of
MAN AG E M E N T AC C O UN T I N G / M AY 1 9 7 1

its outstanding shares as shown in years
4 and 5 respectively. However, it must
be remembered that this is only a consequence of the high 10 percent growth
rate in EPS illustrated. It is most likely
that a firm would not expect such a
high growth rate for the purpose of
increasing its EPS through such manipulations.
Any growth in net income over the
period will lead to an even more astounding growth in EPS. Exhibit 4
shows that EPS will increase 21 percent per year if net income increases
10 percent per year with the same timing of acquisitions and purchases as
those of Exhibit 3. It can be seen that
EPS grew from $1.00 to $2.15, a

growth of 115 percent in four years.
Finally, the EPS can be maintained
or increased through this manipulation
in the face of declining net income.
Exhibit 5 shows this possibility under
the assumption that net income decreases 5 percent annually. While net
income is steadily decreasing, EPS
grew by 20 percent from $1.00 to
$1.20, an average of 4.7 percent per
year over the four years.
Conclusion
More sensitivity needs to be included
in both the numerator and denominator of the EPS fraction if we are to
continue our responsibility to the investing public in this area.
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Standard Costing
•

In

Kaolin Mining
TWO YEARS OF STANDARD COST DIGGING MAY BE NECESSARY BEFORE DIGGING FOR PROFIT BEGINS
By Lamar Burke
Product costs in kaolin (clay)1 mining
cannot be properly defined until a
proper allocation of overburden costs
has been made. Overburden is a layer
of earth, up to one hundred and fifty
feet deep, which must be removed in
order to mine the kaolin beneath. Unfortunately, the relationship of overburden to clay mined is not constant in
any period. For example, overburden
may be removed for up to two years in
advance of mining, and thus, the amount
of overburden has a serious impact on
the profits to be derived, and further it
may be the determining factor in a mine
or no mine decision.
In our recently installed cost system
we attempt to determine, through engineered time standards, the a moun t of
overburden which should be removed.
We also take into account the existing
e q u i p me n t , s t a n d a r d la bor crews,
weather, removal distance, and terrain
factors. Exhibit 1 is a cost flow of the
mining operation for which the following profit centers were established:
'Kaolin is a special high quality clay used primari ly in t he pape r i ndustry for coating and fill er.
It is also used for high-opacity latex paint pigments, wire and cable insulation, plastics, and
ceramics. Demand for kaolin wil l amount to about
4% million tons this year and is constantly increasing.
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1.
2.
3.
4.
5.
6.
7.
8.
9.

Overburden Removal
Clay Mining
Clay Slicing
Processing
Shipping
Maintenance
Quality Control
Drilling
Administration

Overburden Removal
In the overburden operation, earthmoving equipment is used to remove
the layer of earth which covers the
kaolin. Standard times for each cubic

yard of overburden removed were estab-

LAMAR BURKE
Augusta Chapter 1969, is Manager,
Division Accounting, Refractories Division, Babcock & Wilcox, Augusta,
Georgia. Mr. Burke holds a B.B.A. degree from the University of Georgia.

lished with allowances for removal distance, terrain, and unfavorable weather
conditions as determined by a statistical
analysis.
Each job within the operation was
evaluated. Complete staffing guides were
set up for direct labor crews, indirect
labor, and the supervision necessary at
various levels of production. Standard
labor rates by grade, with allocations for
fringes were established for each direct
labor crew. These standard grades and
rates when applied to the standard times
per cubic yard of overburden establish
the direct labor costs with an allowance
for fringe benefits. Indirect labor and
operating expense budgets were also
established for the time period and were
related to the standard machine hours
required. In order to establish a machine
hour rate for the operation, at this
production level, it was necessary to
take into account the indirect labor,
maintenance, repair parts, lubricant,
gasoline and diesel fuel as well as depreciation and plant burden.
Fixed expenses are budgeted in the
same manner. However, the machine
hour rates may cover several time
periods and consequently may reflect
fixed expenses at operating level differing from that of the controllable expense rate. By applying the operating
MANAGEMENT ACCOUNTING/ MAY 1971

expense rates to the total standard times
within the accounting period, you have
a flexible operating budget for cost performance analysis. A further extension
of the fixed burden rates, will indicate
the amount of overhead which is under
or overabsorbed during the period. Application of the total machine expense
rate to standard times per unit gives us
the standard product cost per unit of
overburden.

Exhibit 1
KAOLIN MINING COST FLOW
DIRECT LABOR
EXPENSE
I OVERBURDEN REMOVED
BURDEN
BURDEN VARIANCE

OVERBURDEN EXPENS
DIRECT LABOR
EXPENSE
BURDEN
BURDEN VARIANCE

CLAY MINED

Clay Mining
MIN IN G EXPENSE
MOISTURE LOSS
DIRECT LABOR
EXPENSE
BURDEN
BURDEN VARIANCE

SLICED CLAY

S L IC IN G EXPENSE
MOISTURE LOSS
SYSTEM LOSS
DIRECT LABOR
EXPENSE
BURDEN VARIANCE

INVENTORY

[COST OF SHIPMENTS'

At this point of the cost flow we have
determined the cost of overburden removal, but we must now explore the
most critical factor within the cost system—how to relate the amount of overburden removed (cubic yards) to the
amount of clay (t on s) mined or
shipped. This relationship was established by the use of topographic maps
made from drilled core samples within
the area to be mined. From these can be
determined the amount of earth that
must be removed, and the amount of
clay that can be mined. As overburden
is removed, all costs are deferred (at
full standard cost and then transferred

GROSS PROFIT
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to the next cost center.
Engineered time standards and machine hour expense rates for operating
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budgets and cost determinations were
established for the mining cost center
in the same manner as for the overburden operation. After mining, the kaolin
is inventoried at the full standard cost
of mining and includes the cost of overburden removal. The kaolin may be
shipped to customers as ordinary clay
or it may be further processed into a
different product. As kaolin is drawn
from inventory, the standard cost and
subsequent inventory relief must be
compensated for moisture loss. This,
in effect, compensates for labor and expense incurred in mining water.
Processing
Cost determinations for slicing clay
were made in the same manner as in
overburden, and mining. After the clay
has been sliced, it is again inventoried
for shipments, or for further processing.
In the next processing stage, the kaolin
is reduced to face powder sized particles
with hammer mills and pulverizers. In
this process some kaolin is lost in addition to the moisture content reduction.
By measuring input and output, we
can establish the amount of loss and the
increased cost of sliced clay.

Shipping and warehousing was also
established as a cost center. Direct time
study and flexible budgets allow us to
maintain cost control on shipping costs.
The total costs at standard are taken to
find cost of shipments, with burden variance absorbed in profit and loss. This
gives us a complete standard cost for
each product and is used for pricing,
product profit analysis and cost control.
Maintenance budgets are established
on a man hour rate, and charged to each
cost center receiving maintenance at
this standard rate with the maintenance
cost center bearing the variance. This
does not allow maintenance to pass on
their inefficiencies to the operating centers. Quality control and administrative
budgets are established on a fixed dollar per time period, and these are allocated to the operating centers as a
fixed cost burden, which is not included
in their operating performance report.
An additional operation is the mine
control drilling center. In order to effect
complete cost control, time standards
and standard costs for each core sample
drilled were established on the basis of
the number of feet of core to be drilled.
This was a cost which could be allocated

to the mining operation, so all costs of
drilling are expensed to mining at standard as a burden in order to omit them
from the mine centers controllable costs.
This allows the expense of drilling to
be absorbed by all mined products, and
at the same time places the responsibility for drilling cost control solely upon
the drilling supervision.
Conclusion
The benefits which have accrued
through the use of our standard cost
system are an accurate determination of
each product cost, a proper allocation
of overburden, and complete cost control over each function and operation
within the mining department. Through
feedback, first line operating supervisors
have been made aware of the full impact of their cost decisions, and the
effect their use of machines and manpower has upon our profit picture.
Evaluation of capital requirements can
now be made as a result of more accurate data. Financial forecasting has
been greatly simplified. A study is presently underway to use this cost system
as a basis for a financial model of our
mining operation.

SUCCESSFUL BUSINESSES AND GOOD MANAGERS
Continued from page 18
which sets a climate to challenge, and
channels the creative, innovative, forward-thinking capabilities of every man
who has a contribution to make, is the
second characteristic element of successful businesses.
The third and last important mark of
professionals in successful businesses is
their orientation to the future, rather
than to the past. Their prime focus is
on what they are striving to make of
their business rather than glorifying
what it has been. Now this doesn't imply that one shouldn't be proud of
past accomplishments or shouldn't use
them as indicators of capabilities. The
point is that when past accomplishments are used to excuse current failures, then we have an indicator of organizational decay or senility.
It's this last point that leads to a few
comments about critical information
needs of a business manager. As noted
earlier, one characteristic of a successful
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business is the existence of well-understood objectives, strategies and plans,
and one characteristic of the key contributors in successful businesses is their
orientation to what they are going to be
rather than what they have been. The
key information requirements to make
this possible are: (I) a good understanding of the realistic. current status of the
business; (2) the ability to evaluate the
benefits and risks associated with alternative objectives; and (3) a reporting
and measurement system keyed to the
objectives and plans which makes it
possible to determine when results are
deviating from plan in a timely enough
fashion to permit implementing successful modifying action to bring results back to the plan.
If the state of information-generating capability today were to be assessed,
the results might be this: the first
requirement—current realistic status—
is adequate; the second requirement—
ability to evaluate alternatives—is marginal; and the third—the measurement

and reporting system keyed to objectives and plans—is inadequate.
This may be because so many of
our information producers are geared
to meeting a set of legal or tax requirements which puts a premium on
reporting accurately what has gone on
before, and relatively little attention

has been paid to the need for dynamic
measurements as a basis for achieve-

ing future results.
If in all these comments there is a
message to accountants, it is this: The
orientation to the future rather than
the past is a requirement for all kinds
of contributors in a growing successful
business and it applies just as much
to those responsible for generating information as to those responsible for
operations. In fact, without the tools
that this focus on the part of information producers provides, the probability
of success on the part of the operational
managers is seriously jeopardized. It is
in this area that a real challenge exists
for the accounting function.
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head percentages. Exhibit 1 is an example of a departmental budget.
Exhibit 1
STANDARD COST SHEET

Standard costs for items manufactured can be computed upon the completion of the budget and departmental
overhead percentages. A Standard Cost
Sheet, Exhibit 2, is prepared by the
industrial engineering department. The
first item listed at the top of these
sheets is the type, size, and amount of
material required. The price for this size
material is multiplied by the amount
required to determine the material cost
per part. The labor standards for each
operation on the part are multiplied by
the departmental overheads of the department in which the operation is
performed to arrive at the cost of each
operation. Th e material cost is then
added to the cost of all the costs of the
operation and a percentage is added to
the accumulated cost to allow for spoilage in manufacture. Completion of this
sheet results in the standard cost for the
part.
USING THE STANDARDS

The operation of the system starts
with the reporting of time by the employee. Elapsed time and production
quantity are reported against the part
number and operation code number.
Time cards are then compiled for a
peri od of a mon th. The cost standard
previously computed is multiplied by

the number of pieces produced resulting in the standard earned. Comparison
with the payroll cost gives us the direct
labor variance. This variance gives a
measure of the labor efficiency or of the
accuracy of the direct labor standards.
The total of all the direct labor standards for all the operations performed on
parts in a given department is the stand-

ard direct labor that may be earned by
the depart ment for t he month. Multiplying the standard direct labor figure
by the budgeted overhead percentages
gives us the allowed expenses for controllable, fixed, and fringe-benefit costs
for the month.
The total amount of controllable expense, fixed expenses, and fringe-benefit
costs incurred by the department is then

compared with the allowed expenses to
determine the variances from standard
for the department. The same procedures for determining labor, controllable, fixed and fringe-benefit costs are
performed for all parts and all departments.
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DEPARTMENTAL BUDGET
DIRECT-LABOR BASE
Department name Start
Department no.
1
Controllable expense
Indirect labor
Indirect supplies
Machine shop charges
Maintenance charges
Time study charges
Total controllable expense

$3,450
4,000
2,000
900
150

Fixed expense
Supervision
Machinery depreciation
City taxes
Redistributed departments
Total fixed expense
Fringe benefits
Total burden
Direct labor
Total department budget

$10,500

175%

$ 9,000
$ 3.000
$22,500
$ 6,000
t W1- ,-5-00

150%
50%
375%

$1,200
2,500
310
4,990

Exhibit 2
STANDARD COST SHEET
DIRECT-LABOR BASE
Oper
no.

Dept

Direct
labor

Controllable

Fringe

Fixed

.004
.004
.009
.007
.007
.011
.014

.057
.047
.076
.060
.060
.063
.045

.004
.002

.017
.012

Type, Size, & Material Required
One
1
.019
.072
Two
2
.017
.026
Three
3
.034
.054
Four
3
.027
.043
Five
3
.027
.043
Six
4
.055
.040
Seven
5
.038
.039
Scrap
Eight
6
.016
.022
Nine
7
.005
.010

Mat'l

Total

Accum

1.645

1.645
.152
.094
.173
.137
.137
.169
.136
.060
.059
.029

1.645
1.797
1.897
2.064
2.201
2.338
2.507
2.643
2.703
2.762
2.791

P R O D U C T V AR I A N C E S

WE AKN E S S E S O F PR E S E N T M E T H O D

In addition to departmental variances it is necessary to determine variances by product line. Since several
different product lines may be worked
on in any one operating department, departmental expenses are apportioned to
the various product lines. This is done
in proportion to the relationship of the
standard direct labor of each product
line to the total departmental standard
direct labor. However, if there are direct labor standards in any one product
line which have exceptional variances
as compared to other product lines, the
product line involved would receive an
incorrect apportionment of depart-

The labor cost which is the basis for
this system is becoming less and less
significant because of automation. Multiplying the standard direct labor by
the overhead percentages results in allowed expenses which are too small
because the labor standards may have
been reduced after the overhead ratio
was determined.
The use of one overhead percentage
for a department can also give incorrect
costing information where there is a
wide variation in equipment. Consequently, the value of the investment,
and costs related to it, can vary considerably. For example, heat treating equipment used to do metalblasting or
tempering is relatively inexpensive

mental expenses, and would reflect a
distorted picture of its profitability.
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whereas hardening furnaces are very
expensive. A further example is centerless grinding. The grinding can be done
on an old machine which has a high
direct labor content or the same operation can be performed on a new expensive grinding machine which requires only one third of the labor. In
this case supplies are relatively constant
per part produced, but the labor content
can be much different.

The Machine-Hour Base
The machine-hour method of costing
is a standard cost system based on machine-hour usage and manufacturing
budgets. The industrial engineering department or the cost department would
compute standards for machine-hours
required, for each operation using a
machine, on each part manufactured.
In a department, such as inspection,
where no machines are .involved, the
direct labor hour would remain the base.
To initiate such a system would require many months of data gathering.
It would be necessary to keep records
for each machine, of the hours it was
run, and the amount of product it produced. This data would provide the
average production of parts produced
per machine hour run. This data could,
incidentally, also serve as the basis for
determining how many machine hours
per year the depreciation charge for
the machine should be allocated.
Machine-hour data would determine
base requirements for each machine
group for operating budgets. A machine
group that averaged 50,000 bearings
per month at an average machine-hour
usage of 1500 hours per month would
have a budgeted machine-hour base of
1800 hours if the budget is being based
on an expected 600,000 bearings per
month.
MACHINE CENTERS

Setting the budget for each operating department under the machinehour method would be a more difficult
matter than in the direct labor method.
Under the direct-labor based system the
departmental foreman's budget is based
on his entire department's operation as
one entity. Under the machine-hour
based system the departmental foreman's budget is based on the combination of all the various machine groupings located within his department.
MACHINE CENTER OVERHEADS

As in the direct-labor based system,
MANAGEMENT ACCOUNTING/MAY 1971

Exh ib it 3
DE P A R T ME N T A L B U D G E T
MAC HIN E-H O UR BA SE
General
depart.
charges

Machine
group
one

Machine
group
two

Machine
group
three.

$1,100
1,000
200
50
150
(2 500)
-0-

$ 645
700
450
250

$1,085
1,500
900
350

$ 62 0
800
450
250

650
$2,695

1,175
$5,010

675
$2,795

$ 600
700
85
1,725
$3,110
$1,275
$3,000
$10,080
3,200
$3.15

$ 200
1,000
12 5
1,82 5
$3,150
$ 800

$ 400
800
10 0
1,440
$2,740
$ 925
$2,000
—
$UM
3,200
$2.64

Controllable expense
Indirect labor
Indirect supplies
Machine shop charges
Maintenance charges
Time study charges
Apportioned
Total controllable
Fixed expense
Supervision
Machinery depreciation
City taxes
Redistributed depts.
Total fixed expense
Fringe benefits
Direct labor
Total department budget
Machine hours
Machine-hour rate

$1,000
$9,960
3,200
$3.11

the budget is set by referring to the
preceding year's records of expenses.

the various machine groupings in the
same way as for the direct-labor based

Taking into consideration the production level anticipated, decisions are

system. The only difference being that

made as to:
1. Direct labor required
2. Indirect labor required to run the department
3. Supplies required
4. Tooling required
5. Maintenance requirements
The superintendent and foreman would
be required to estimate how much of
this direct labor, indirect labor, supplies,
tooling, and maintenance would be required for general departmental work,
how much for machine group one, how
much for machine group two, and so
on.
Fixed expenses would be budgeted
differently than they are with the directlabor based system. Supervisors salaries
would be apportioned in the same manner as indirect labor. The judgment of
the superintendent and the foreman
would determine supervision expense for
each group of machines. Depreciation
and city taxes on the departmental
equipment would be included. This
would be apportioned based on accounting department depreciation and value
records. The depreciation charge for the
machine would be assigned to a machine group within a department.
Service costs would be apportioned to

costs are apportioned to the smaller machine groupings rather than to the
larger departmental cost centers as under t he direct-la bor based system.
Fringe-benefit costs would still be based
on a percentage of the direct labor, indirect labor, and supervisory labor costs.
General departmental expenses which
cannot be directly attributed to a particular machine grouping would be apportioned to all machine groupings.
After we develop all the costs required to budget a department, we can
compute the machine-hour rates for all
the machine groupings within the department. The basis of the system is
then machine hours. Dividing the controllable expense costs, fixed expense
costs, fringe-benefit costs, direct labor
costs, and total machine grouping costs
by the machine-hour base gives us the
machine-hour rates (see Exhibit 3).
STANDARD RATES

In the same way as for the direct
labor system, the cost department prepares a Standard Cost Sheet based on
machine-hour standards (Exhibit 4) .
The first item listed at the top of the
Standard Cost Sheet is the type, size
and amount of material required. The
price for this size material is multiplied
by the amount required to determine
the material cost per part. The machine27

hour standards for each operation on
the part are multiplied by the machinehour rate applicable to the machine
grouping in which the operation is performed to arrive at the cost of each
operation. The material cost is added
to the cost of the first operation and the
sum of the material and first operation
costs is added to the second operation
cost and so on until the total of all
operations plus material has been determined. A percentage is added to the
accumulated cost of the material and
operational costs to allow for spoilage
during manufacture. The sum of the
material, operational costs, and spoilage
allowance results in the standard cost
for the part.
USING THE SYSTEM

Maintaining a machine-hour system
for cost reporting and cost control is
much different than the direct-labor
based system. The employee performing
operations on the part must now report
machine hours worked in addition to
time and quantity against the part number and operation code number as described on the operation sheet. The reporting must be by machine grouping
rather than by department. The machine-hour standard that was previously
computed for a given operation is multiplied by the number of pieces produced. All the cards for a machine
grouping are then accumulated for a
month and are totaled to get the total
machine-hours earned for the month.
The comparison of machine-hours
earned and the actual machine-hours
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Exhibit 4
STANDARD COST SHEET
MACHINE-HOUR BASE
Oper
no.

Dept
no.

Mach
grp.

Mach
hr.

Type, Size, & Material Required
One
1
1
.024
Two
2
1
.042
Three
3
2
.042
Four
3
3
.033
Five
3
3
.033
Six
4
1
.144
Seven
5
3
.020
Scrap
Eight
6
1
.008
Nine
7
2
.003

Dir
lab

Contr

Frng

F xd

.019
.017
.034
.027
.027
.055
.038

.072
.026
.054
.043
.043
.040
.039

.004
.004
.009
.007
.007
.011
.014

.057
.047
.076
.060
.060
.063
.045

.016
.005

.022
.010

.004
.002

.017
.012

Mat'l

Total

Accum

.152
.094
.173
.137
.137
.169
.136
.060
.059
.029

1.645
1.797
1.891
2.064
2.201
2.338
2.507
2.643
2.703
2.762
2.791

1.645

worked determine machine efficiency.
This could be more valuable information to the foreman than the employee's
efficiency under the direct-labor based
system. The total machine hours earned
would be multiplied by the machinehour rate for direct labor, controllable
expenses, fixed expenses, and fringebenefit costs. The results of this multiplication would be the allowance for
these items for the month.
The amount of direct labor, controllable expenses, fixed expenses, and
fringe-benefit costs would be compared
with the allowed expenses to get the
variances from standard for machine

T h e ma ch i n e g r o u p i n g v a r i a n ce s
would be apportioned to product lines
by the relationship of the machinehours earned for each product line to
the total machine-hours earned for the
machine grouping. More accurate product line variances should result because
machine hours should be more accurate

grouping expenses. The total of all machine groupings for allowed expenses,
actual expenses and variances within
one department would result in the
departmental totals.

advantages of a machine-hour based cost

than direct labor standards and the
smaller base of machine groupings,
rather than department, should allow
for fewer product lines being invo/ved
in each apportionment.

Conclusion
The results of this study indicate that
system would be better cost information
for some products, parts, or operations,
but that extensive study and preparation
would be required.
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Accounting for R & D Costs
THE THEORETICAL AND REAL-WORLD APPROACHES TO RESEARCH AND DEVELOPMENT

By Allen Skinner
Research has been defined as a program
of activities ". .. directed toward a search
for new facts, new applications of
accepted facts, or new interpretations of
available information." 1 The purpose is
to increase the future productivity of the
entity. Such productivity will result in an
increase in the level of new investment
and, if the firm is efficient, in sales and
earnings.
Four Stages of Research
In terms of the theoretical world this
implies that research is divided into a
hierarchy of stages. The first stage is
fundamental research which deals with
the exploration of fields unrelated to the
normal operations of the entity. The
term normal operations can be viewed
as the current direction in which the
company is proceeding as a result of
past accomplishments in fundamental
research. This stage is the most sophisticated aspect of the technological endeavor. The sophistication lies in the
potential of this research; although the
implications (even apparent failures)
may seem to be directed toward limited
fields, the ultimate applications may
reach into fields formerly not considered.
Therefore, fundamental research attains
a high degree of sophistication through
its potential impact on earnings and on
the concept of normal operations.
The conversion process of this potential to normal operations, or the corn' R e s e a r c h R e p o r t N o . 29 , Ac co un ti ng f or R es ea rc h
and De v e l o p m e n t Co s ts , N a t io n a l Ass oc ia tion of
Ac co u n t an ts , N e w Yo r k, 19 5 5 , P . 2.
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product within the firm. Production research attempts to formulate new manufacturing techniques to improve the
productivity of the firm's resources in
pany's present activities, is itself the relation to the new product. And finally,
result of another stage in the hierarchy this stage leads into the concept of the
of research. This second stage is applied fourth stage, development, or "... the
research: the conscious application of a commercial application of the knowlnew idea or technology in the creation edge gained by research."2
This hierarchy, in the theoretical
of new products or the improvement of
old ones. Thus the nature of this stage world, differentiates between the pois twofold. Furthermore, within these tential of the scientist working in retwo aspects a degree of sophistication is search and the business manager workevident. This is because the impact on ing in development. It makes the disearnings of creating a new product tinction between the role of the inwould tend to outweigh the improve- ventor and that of the entrepreneur. In
the real world, however, this distinction
ment of an old product.
The transition between stages con- is not clearly defined. By necessity the
tinues into an area closely related to scientist and manager must interact to
development. This stage, the third, can insure proper planning and budgeting.
be classified as production research. This interaction has resulted in the
Specifically, it deals with a micro-eco- combination of their efforts in the balnomic study of the place of a new ance sheet account labeled "research
and development."

T h e a u t h o r wis he s to a c k n o w le d g e h is d e b t to
Profe ssors H e n r y R . J a e n ic k e a n d Will Ly o n s fo r
t h e ir c o n t r ib u t io n s t o t h is p a p e r .

ALLEN SKINNER
is on active duty with the U.S. Army
in fulfillment of his National Guard
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of Franklin and Marshall College,
Lancaster, Pa., where he received an
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The R & D Account
This leads to the question of what
actually makes up the R & D account.
How has the theoretical definition presented above been transformed in the
real world? In practice, the account is
the sum of costs incurred by many divisions of the company's internal organization. The account includes the whole
hierarchy of stages ranging from pure
fundamental investigation down to administrative and managerial expenditures. Conscientious cost accounting
dutifully allocates these expenditures to
, Ib id ., p . 2 .
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their appropriate divisions and departments. Yet when the time comes to
prepare the final figure, the accountant
includes in the R & D account expenditures that relate to quality control, general trouble shooting, experimental production and start-up production costs.
The problem becomes one of organization; if the entity's internal structure
classifies one entire division as a part of
R & D, then logic becomes subservient
to this definition.
A good example of the vague nature of
the account is found in the determination of the cut-off point between R & D
costs and production costs. For instance,
if a company researches a new field and
subsequently develops a new product,
the start-up costs applicable to the production of this product may be assigned
completely to R & D. But a similar
company may assign only a portion of
the costs to R & D and take the rest
into production. The cut-off point for
this transition stage varies so much that
comparability between similar companies may well be impossible.3
By expanding the R & D account into
four parts—fundamental, applied, production, and development—the account
could become more meaningful. This
fuller disclosure would provide a more
meaningful basis for the reader of the
financial statements to arrive at his subjective estimate of value. The reaction
of the investment community to the
R & D account is of prime importance,
for it is the group responsible for directing the flow of new investment.
Certainly one may turn to the fundamental postulates of accounting and find
logical support for not expanding on the
nature of the R & D account. One can
argue that a breakdown into the components implies an order of recovery
of this cost. Furthermore, one could
argue that such information would benefit competitors. That there is a certain
amount of merit to this fact is undeniable. But the aggregate effect of
disclosure would be a beneficial one for
the economy.
This is not to say that the accountant's function has to do with the potential impact that different stages of
R & D may have on future earnings. His
task is limited to dealing only with objective and verifiable facts in the measuring of the progress of individual companies. An economist, however, is
allowed to find a causal relationship between the level of research and a lagging rise in the level of new investment
Ib id ., pp . 11 -1 2.
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or economic activity. The point of this
article is that he should be given the
tools to work with.
Two Alternatives
Thus far we have dealt with the need
to purify the nature of the R & D account. Now we will shift to a discussion
of present practice concerning the R &
D account. What follows will therefore
be a brief exposition of procedure in
terms of theoretical support and actual
practice. The reader should be mindful,
however, that the discussion will be
working toward a solution based on
full disclosure.
Current treatment of research and
development costs allows two alternatives. The first method involves capitalizing R & D expenditures and deferring
these costs in order that they might be
amortized over the subsequent periods
which benefit from the results of the
research. This method is used by young
companies in fields of high technology,
and quite dependent on R & D. By deferring the expense, the companies
achieve higher present net income than
if they immediately expensed their R &
D expenditures.
The basic underlying justification for
the capitalization of such costs is found
in the concept of matching effort and
accomplishment. "Costs are considered
as measuring effort, revenues as measuring accomplishment." 4 Thus, in the
ideal world of the ivy tower, expenditures made in the research and development of a product must be attached to
that product. When the product is sold,
objective evidence of accomplishment
exists and as revenue is recognized, so
too is the incurring of an expense. This
procedure of identifying R & D costs
with a product might be relevant to an

to be assumed that theoretical justification is lacking. In fact, it can be argued
that if the outcome of R & D is so uncertain, the matching of effort and accomplishment should be replaced by
the concept of conservatism. This postulate would view the capitalizing of
R & D as misleading in that the existence of assets is suggested while the
existence of future services is uncertain.
Therefore, the concept of conservatism would support the immediate
write-off of the cost with the underlying
assumption that lower income today
may be appropriate. The income of
future periods resulting from research of
the current period will be recognized
only when it attains greater objectivity
and verifiability. Thus, the expensing
of R & D should become a continual
operation which is typical and recurring.
Both methods have their relative
strengths and weaknesses; the choice
of one over the other depends upon the
nature of the company. For example, a
particular company may be able to
justify the deferral method, yet it may
nevertheless choose the immediate writeoff method for convenience. Young
companies serve as excellent examples
of this problem. Often in the high
technology area, a company will be dependent upon a single product and is
therefore a logical candidate for the deferral method. Yet the figure representing R & D will sometimes be stated at
the nominal amount of one dollar. In
such cases those stages of R & D which
can be matched to individual products
(applied, production, and development)
as well as the unattachable fundamental
stage are all written off.

The Need for Disclosure
This hypothetical case exemplifies the

aircraft manufacturing company in that

concept of full disclosure. But it is still

the enormity of each project makes such
identification relatively easy.
The second alternative is for the
write-off of the expense at the time it
is incurred. The intent here is to charge
R & D to income as though it were a
period, not a product cost. Therefore,
the effect of expensing the costs leads
to a reduction of income in the period
the cost was incurred. This method is
in wide use; its popularity is augmented
by its similarity to the procedures accepted by the government for tax purposes.
Because the use of the second method
of immediate write-off has received
widespread practical support, it is not

too general for meaningful application.
Specifically, it fails to consider how this
disclosure should be presented. Moreover this new treatment raises some interesting implications in terms of accounting procedure.
The first problem that needs to be
solved is that of presentation of the
fully disclosed R & D account. For instance, the hierarchy of R & D stages
could be presented as either an additional statement or as a footnote to the
financial statements. However, this will
not be applicable to all firms. Rather it
will be significant only for those entities
which base their concept of "normal
operations" on the fruits of R & D.
Continued on page 33

Ib i d. , p . 12.
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Book less Bookkeeping
FOR THE SMALL COMPANY THAT DOES NOT NEED A MORE ELABORATE ACCOUNTING SYSTEM
By Roy E. Dellinger
Many small companies can improve the
efficiency of their accounting systems
and at the same time reduce costs
through the use of bookless bookkeeping
which eliminates the need for separately
prepared ledgers and journals. The technique is based on the preparation of
multiple-part original documents which
when properly filed and summarized will
provide exactly the same data as is
provided by the ledgers and journals.
In many companies, a large part of the
bookkeeper's time is devoted to transcribing information from the original
source document to a ledger. This transcribing is not only time consuming, but
each time the data is recopied, the possibility of error increases.
To illustrate the improvement which
can be made by processing data with
bookless bookkeeping, I will use a hypothetical company which is fairly typical. The only management reports found
in this company are the basic financial
statements prepared quarterly by outside
accountants, two to three months after
the quarter ends. The records, however,
are rather voluminous and consist of
the following:
1. Checkbook with stub
2. Cash disbursements book with columns for distribution
3. Invoice register
4. File of deposit slips
5. Cash receipts book with columns for
distribution
6. File of numerical sales invoices
7. Sales register with columns for distribution
MA N A G E M E N T A C C O U N TIN G/ M A Y 1 9 7 1

8. Accounts receivable detail ledger
9. Accounts payable detail ledger
10. Payroll checkbook
11. Employees' earnings records
12. Payroll register
In reviewing the situation it is determined that neither the company's accountant nor the payroll clerk has any
spare time during the month. Since they
are required to handle the various postings necessary to maintain the basic accounting records, there is no time available. Therefore, there is no attempt to
implement any kind of management
reporting.
Book less Bookkeeping
CASH DISBURSEMENTS

The present procedure is to write the
check, record the information on the
check stub, and then post weekly from

ROY E. DELLINGER
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Arthur Andersen 6 Co., Charlotte,
N.C. Mr. Dellinger, a CPA, is a
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Hickory, N.C., where he received an
A.B. degree in Business Administration
and Accounting.

the check stub to the detailed cash disbursements book which shows check
number, date, payee, amount and account distribution. The individual checks
are posted from the cash disbursements
book to the accounts payable detail
ledger, if applicable. Monthly, the account distribution columns in the cash
disbursements book are added, crossfooted, and posted to the general ledger.
The checkbook and the cash disbursements book can be eliminated and the
identical information can be obtained
by simply writing a four-part carbonized
s n a p o u t ch eck with a de s cr i p t i on
voucher attached. The four copies are
used as follows (see Exhibit 1):

1. Original—The voucher check, giving a description of the payment,
is mailed to the vendor. This copy
is printed with magnetic ink for
bank identification purposes.
2. Second copy—Filed numerically to
serve as the check register for a
record of all checks written.
3. Third copy—Used as the account
distribution copy for summarizing
the period's disbursements by general ledger accounts. (If all invoices
are set up in accounts payable, this
copy is not necessary.)
4. Fourth copy—Attached to the paid
invoice as evidence of payment and
filed alphabetically by vendor.
At each month end, the checks in
the numerical file are added to obtain
a control total of monthly disbursements. The account distribution copies
of the check are totaled by account number and the adding machine tapes are
attached to the file copies. A grand total
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Exhibit 1
BOOKLESS BOOKKEEPING
Four-part Voucher Check

Five-part Sales Invoice
Process payment

4

)

Open
. - 4 o . accounts receivable
file

Paid invoice file

4
Account
distribution
file

Product line
distribution
file

ust orner
Ii

/

Numerical file
Nume ri c a l f i le

Voucher
check

Mail to vendor

Sales
invoice
Mail to customer

Prepare check and stub

of the general ledger account distribution is obtained and compared to the
total from the numerical file to determine that all checks are included in
the distribution. Postings are then made
directly to the general ledger from the
adding machine tapes attached to the
distribution file copies.
ACCOUNTS PAYABLE

Vendors' invoices are now entered in
the invoice register to obtain the account distribution. The invoice register
is summarized monthly for posting to

(

Prepare sales invoice

the month. (The company could also
follow the practice of recording in the
invoice register only those invoices
which are unpaid at month end. It
would then be necessary to either re-

verse these accounts payable at the beginning of the following month or determine whether an invoice being paid
should be charged to payables or another
account.)
SALES
Currently, the accountant prepares a

the general ledger and the individual
invoices are posted to the detail accounts payable ledger. As payments are
made, they are posted to the detail ac-

four-part sales invoice from the sales order. Two copies of this invoice are sent
to the customer, one copy is filed in the
customer file, and one copy is filed
numerically. From the numerical file

counts payable ledger from the cash dis-

copy, the data is transcribed into a sales

bursements book.
Posting of the invoices can be eliminated by proper filing of the invoices.
The company should retain its invoice
register, but it can dispense with the
detail accounts payable ledger. Each
vendor's invoice can be filed by due
date. At month's end, a total of the unpaid vendors' invoices is run by adding
machine tape and balanced to the accounts payable control in the general
ledger. The vendors' invoices are processed and paid according to due date.
The general ledger expense accounts
are then posted monthly from the in-

register showing sales distribution by
five different product lines. The account
distribution columns in the sales register
are summarized monthly and posted to
the general ledger.
The sales register can be eliminated
by simply adding another copy to the
sales invoice. This copy of the sales
invoice is filed by product line. At
month end, a total is run on the numerical file of sales invoices to obtain
a control figure. The distribution copies
of the sales invoice are totaled by product line and the adding machine tapes

voice register and the accounts payable
general ledger account is charged with
the total of the checks written during
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are attached to the file copies. For those
sales invoices with multiple product

lines, the company can prepare photocopies for each product line or file

these invoices together to be recapped
by product line at month end. A grand
total of the product line distribution is
obtained and compared to the total of
the numerical file to determine that all
sales invoices are included in the distribution. Posting is then done directly
from the adding machine tapes to the
general ledger. See Exhibit 1 for distribution of the five copies of the sales
invoice.
ACCOUNTS RECEIVABLE

A detailed accounts receivable ledger
is maintained in which the sales are
posted by individual sale from the sales
register. Cash receipts are posted as
payments are received. The detailed accounts receivable ledger can be eliminated by using the customer file copy
which is already being prepared. This
copy is filed alphabetically by customer
in an unpaid file. When a payment is
received, the applicable invoice is pulled,
stamped with the date payment was
received and filed in the customer's
paid file as a permanent record of transactions with that customer. At month
end, the unpaid sales invoices are taped
and balanced to the general ledger control account.
CASH RECEIPTS

The present procedure is to prepare
a three-part deposit slip. The original
and one copy are sent to the bank and
the third copy is retained at the office.
M A N A G E M E N T A C C O U N TIN G / M A Y 1971

The bank authenticates one copy of the The cash receipts journal is summarized
deposit slip and returns it to the com- as is currently being done. (Of course,
pany. The information from the third the posting to the individual accounts in
copy of the deposit slip is posted in a the detail accounts receivable ledger has
detail cash receipts book with columns been eliminated by the use of the open
for distribution of the receipts. Indi- invoice accounts receivable method.)
vidual receipts are posted from the cash
receipts book to the accounts receivable PAYROLL
The payroll clerk prepares the payroll
detail ledger, if applicable. Monthly, the
account distribution columns in the cash biweekly from time cards kept by the
receipts book are added, crossfooted and employees. She prepares a payroll check
with a detachable stub for the employee,
posted to the general ledger.
The detail cash receipts book can also transcribes this information in a payroll
be eliminated by utilizing a multi-part, journal and from the payroll journal she
carbonized deposit slip. This is a form posts the information to the individual
arranged so that the information regard- employee's earnings record.
The company can eliminate two of
ing the payer's name, date of receipt,
and amount of receipt are automatically these postings by using one of the many
posted on a cash receipts journal form one-write systems available for payroll
when the deposit slip is prepared. This preparation. These systems use a simple
journal form has the same distribution pegboard type mechanism with the
columns, etc. as the cash receipts book. forms prepared so that the payroll check,

payroll register and employees earnings
records are prepared simultaneously
through the use of carbonized paper.
Conclusion
Of course there are certain disadvantages with bookless bookkeeping. The
primary disadvantage is that it requires
strict control over the documents produced and of filing since most of these
documents are in a loose leaf form. If
a document is misplaced or otherwise
lost, it is extremely difficult to reconstruct what has happened.
However, the elimination of certain
of the detail ledgers and the elimination
of the transcribing of information
should save the company time and
money as well as reduce the possibility
of errors due to duplicate handling. This
additional time could be used for preparation of management reports.

ACCOUNTING FOR R & D COSTS
Continued from page 30
Furthermore, the breakdown would
be in line with the present movement

for disclosure by product line. In simple
terms then, the purpose of the new
R & D statement or footnote would be
two-fold. On the one hand, it would
reveal the economic components of the
account; and on the other hand, it would
disclose by stage those expenditures
which can be theoretically justified as
adhering to major products or projects.
The implications of such a statement
of R & D are that attachable expenditures, previously written off, are now
capitalized.
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Conclusion
The use of an estimate is the required accounting procedure for expensing the deferred costs. The basis of the
estimate will be the firm's forecasting of
future sales dollars attributable to the
new product. Projections of this type
must include reliable estimates of the
potential of a new product. By expensing the R & D costs of the dominant
market product on a sales dollar basis,
the largest write-off will come in the
early years of the product's existence.
This practice, then, will synthesize the
economic impact on the level of new
investment.

In summary, this article has attempted to present a new look at the
R & D account. It has called for full
disclosure by product line of the component stages of the account. With the
breakdown completed, it was suggested
that a more meaningful procedure
could be developed in regard to the
concept of matching cost and accomplishment. The examination concluded
that those R & D costs attributable to
major products should be capitalized
and expensed on a sale dollar basis. To
reiterate, this procedure would combine
the merits of theory (effort and accomplishment) with the real-world need
for full disclosure.
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Computer Application by a
Concrete Block Manufacturer
BLOCK MAKER CONSIDERS USING COMPUTER TO COMPLEMENT HIS DECISION-MAKING
By Ralph E. Struzziero
Within the concrete block industry
there is a unique lack of sophistication
which can be traced directly to the
fact that most of the block companies
are still operated by descendants of
the founders who were usually firstgeneration Americans. Even though
most of these descendants can boast
of a more formal education, they continue to rely on the old management
concepts that have been changed very
little through the years. This is particularly true in the Boston area, where
there is intense competition and managements are wary of changes. If a
new concept takes time to implement
or additional costs are involved, then
the old methods are preferred.
Recently, the management of one
company decided to study the possibility of complementing their rule-ofthumb decision-making with automated
techniques. This article is the result
of that study. In undertaking this investigation, it was hypothesized that
computer technology and the related
quantitative techniques were practical
and applicable to management in the
concrete block industry.
The company produces concrete
blocks for use in the building industry.
There are over 150 different types
produced, and for each size, shape and
color block there is a different raw
material input mix which basically consists of cement, sand, silica, color, admix, and pumice. The different mixes
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are fed into one of three machines,
which are set to produce different
molds. The block is then heated, and
cubed (stacked) on pallets and stored
in the yard or shipped to a job.
Currently, production is decided
upon at the beginning of each week
based on orders needed for that week.
A count of what is in stores is kept
and is updated on a monthly basis.
Every three months a physical inventory is taken. However, with this system, it is difficult to keep an accurate
count of what is outstanding, owed, or
in inventory.
Forecasts are made from previous
history. The forecast for a particular
month is made by looking at the figure
for the corresponding month in the
previous year and adding a growth fac-

tor. This method would always project
upward and not take into consideration
cycles and trends.
In the area of production, standards
are set by the home office and in
some areas weekly comparisons are
made of actual vs. standard. The comparisons are made manually and arc
lengthy and time consuming, and in
some cases meaningless when performed on a weekly or monthly basis.
The Production Control Cycle
The basic production control cycle
can be broken down into the following
steps:
STEP 1. PRODUCTION PLANNING.Production planning activities are undertaken
to develop sales/marketing and production goals and policies.
STEP 2. ORDER ENTRY.Order entry refers
to system activities relating to the determination and entry of production orders needed to cover specific customer
orders as well as to implement established inventory policies and decisions.

RALPH E. STRUZZIERO
Southern Maine Chapter 1971, is a
Staff Accou ntant with Peat, Marwick,
Mitchell
Co., Portland, Me. li e
holds a B.S. degree from College of the
Holy Cross, Worcester, Mass., and an
M.B.A. degree from Boston College
Graduate School of Management.

STEP 3. PARTS EXPLOSION AND NETTING.
Parts explosion and netting refers to
system activities related to the determination of the net quantities of materials which must be manufactured or
purchased to cover factory orders.
STEP 4. INVENTORY ALLOCATION.Inventory allocation refers to the allocation of
on-hand inventories to cover open makeorders and parts releases needed to cover
MANAGEMENTACCOUNTING/MAY1971

shipments to customers or to transfer
to special accounts.
STEP 5. MACHINE L O A D I N G ANDSCHEDULING. Machine loading and scheduling
encompasses all activities relating to the
projection of machine and labor loads,
the set-back scheduling of production
and, when practical, the determination
of detail schedules specifying the time
each job is to be processed by each factory resource.
The steps followed in the production
control cycle are illustrated in Exhibit
1. The arrows indicate the sequence in
which the steps are performed.

Exhibit 1
PRODUCTION CONTROL CYCLE
Production
planning
(I)

1
Order
entry
(2)

Engineering
and
sales/ inventory

Parts explosion
& netting
(3)

Decision Making
Decisions must be made at each step
of the production cycle. In the product
mix and resource planning area, typical
decisions must be made to determine
the "best" mixes of products to be manufactured in order to minimize product
mix cost.
The decisions that must be made in
the order entry activity are essentially
"inventory" oriented. Specific questions
which must be answered are:
I. Which items should be sold "off-theshelf"? 'Which items should be
made to order?
2. What should the safety stock levels
be? Should safety stock levels be
established for finished goods and
at what levels?
3. What allowances should be made
for rejection of manufactured and/
or purchased products; for breakage
in subsequent processing? (Culls are
equivalent to breakage.)
4. What should the economic order
quantities be?
To answer these questions, it is necessary to forecast demand and make/purchase lead times for each item and to
forecast variances of the forecasts. It is
also necessary to take account of the
possible effect of contemplated changes
in the firm's inventory policies on the
buying habits of customers, the effect
which a change in the stock level of one
item may have on the lead times and
safety stock of other items, and on total
costs of holding inventories.
In product explosion and netting, the
problems are primarily computational.
The basic decision required is, how to
allocate unreserved inventory to exploded production and purchase orders?
The inventory allocation activity conM A N A G E M E N T A C C O U N TIN G / M A Y 1 9 7 1

Inventory
allocation
(4)

Machine loading
and scheduling
(5)

I■ 1 1 1 1 1 1 .

ENGINEERING DATA FILES

trols the issuance of on-hand inventory
to cover open manufacturing orders,
shipments of items to customers and

THE BILL OF MATERIAL FILE. The bill of
material file generally contains a record

transfers to special inventory accounts.

of each manufactured item. Its purpose

These problems can be very complex,
particularly when a given item is a component of two or more different higher
assemblies.
In production scheduling, the basic
objective is to recognize impending
scheduling difficulties (that is, impending overloads and/or underload conditions) in time to ward off the trouble.
Because the techniques for warding off
scheduling difficulties frequently call
for the exercise of special knowledge
(e.g., alternate ways of methodizing a
product's manufacture, of the availability of extra capacity at a vendor's plant
or other divisions of the firm, availability of overtime hours or extra shift
operations, etc.), the selection of the
techniques to be used will normally
be made by the production managers
and supervisors who are privy to this
knowledge.

is to indicate the quantities of materials
which are directly consumed in making
one unit of the item. The components
are limited to the next-lower assembly
level.

Data Files

SALES/INVENTORY FILES

The data base for production control
consists of both the engineering data
files and the sales/inventory activity data
files. Engineering data covers bills of material, operations routing and methods

INVENTORY BALANCE FILE. The purpose
of the inventory balance file is to indicate current inventory status of each
type of block. There are three main inventory balances. They are:

sheets, while the sales/inventory data includes transactions files and open order
files. Several of the more critical engineering and sales/inventory data files
are described below.

1. The on order balance (accounted for
and not made).
2. The on hand balance (on hand and
accounted for).

OPERATIONS ROUTING AND RATE FILE.
This file normally contains a record for
each manufactured item. The record
lists each successive operation required
to make the item plus information used
to estimate the time and cost to perform the operations. The time to perform the operation is usually independent of small variations in the total
quantity; therefore, it can be treated as
a fixed time similar to the set-up and
tear-down times on manufacturing operations. It is also convenient to include
purchased items in the operations routing and rate file.
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3. The unreserved balance (on hand
and unaccounted for) .

1. To determine the current manufac- included in the file. The file is used to
turning status of open and in-process supply necessary input data for allocating
orders.
inventory and for creating the necessary
These balances are related by the follow- 2. To compare the orders' progress packing lists.
ing inventory equation:
against the specified delivery dates
and to pinpoint late orders for cor- Production Analysis
Unreserved balance
rective action.
Each day, a standard for production is
= On order + On hand — Reserved
3. lo supply necessary input data for set by the production manager for each
factory scheduling.
of the three machines at the facility. This
The unreserved balance is normally 4. To unload machine and labor-load standard is set in 8 inch equivalents so
built up as a result of a make (or purprojections.
that output can be measured. (Eight inch
chase) order to produce "buffer" stock.
equivalents are determined by the length
In such a case the ordered quantity of T H E F A CT O R Y S C H E D U L E . The factory of the block; i.e., a 12 inch block would
the end-time is added both to the on schedule indicates when and on which be 1.5 equivalents.) Using the standard
order and unreserved balance.
facilities the operations are to be per- and the actual figures the computer can
formed. It also provides information used generate a report on a daily, weekly or
O THE R I N V E N TO R Y BA L A N CE S . Additional
to monitor and expedite production. monthly basis to measure production efbalances may be derived from the preced- This file generates the following informa- ficiency.
ing equation. One of these has already tion:
The following computer program genbeen mentioned; namely, the "reserved"
erates a report on a daily or weekly basis
balance. Another is the "available unre- 1. The operation's starting time
for use in analyzing the production effiserved" balance. This last balance is de- 2. The operation's ending time
ciency of the three machines used in
fined by the following inventory equa- 3. Facility-type and specific facility making the blocks. The programs are
tion:
which performs the operation
run at the end of each week. At the end
4. The time the operation is scheduled of each four-week period, a cumulative
Available unreserved balance
to wait in queue
report is available with pertinent produc= Unreserved — On order
5. Preceding facility idle time
tion information for each of the three
= On hand — Reserved
6. The operation's slack time
machi nes. Exhi bit 2 is a typical
7. Next operation to follow on the Monthly-Weekly Production Analysis
The available unreserved balance is
same facility
Report.
the amount of stock in the current on
hand balance which is not needed to
Additional data carried includes, total Material Cost and Consumption
cover an existing on order demand. This and average delay to all operations procFor each size and type block produced
balance can be either positive or negative. essed by each facility-type, total idleness there are different mixtures of raw maOther useful inventory balances are of all facilities of each type, and sched- terials used. Each of these raw materials
the "back-requisition" balance, the "al- uled down periods for maintenance and has a unit cost. Given the unit cost,
located" balance, and "special account" change of shift.
amount of each raw material used, and
balances:
quantity of each block produced, the reI N V E N T O R Y TR A N S A CTI O N F I L E . The inport breaks down the raw materials unit
1. The "back-requisition" balance is the ventory transaction file describes the cir- cost for each type block and compares
quantity which has been promised cumstances of each change in the inven- this figure to a standard. This comparison
to cover an in-process order.
tory balance file. For example, if an order is made on a daily basis and is then ac2. The "allocated balance" is the quan- is written for a type of block, an entry cumulated for a week end total.
tity which is in the process of being in the inventory transaction file records
Exhibit 3 shows the daily material conreserved for that purpose.
the order quantity, date, order number, sumption for the blocks produced on
3. The "special account" balance is the the end-time and end-item order number each day. This report is now calculated
quantity which has been physically for which the part is required and the on a weekly and monthly basis. It could,
reserved in a special account. This next higher assembly order number. Sim- using a computer, be produced on a daily
account may be set up to protect a ilarly, when the part is received in stores, basis and thus give the manager more
customer, to create and/or maintain there would be another entry to indicate current information on which to base
emergency stocks to fill "off-the- the quantity to be transferred from the his decisions. It would then be possible
shelf" orders or for any special pur- on order to the on hand balance, date of to calculate material cost and consumpthe receipt, and the quantity and the tion on a weekly basis, as shown in Expose.
details of the make/purchase order which hibit 4. The total cost is calculated and
The inventory balance file contains the authorized the producing of the blocks. measured against 8 inch equivalents procurrent balances for each type of block.
duced to get an average equivalent maIt will also, frequently contain a safety- O P E N O R D E R F I L E . T h i s f i l e is a list of all terial cost.
stock or re-order point, the economic make orders which have not vet been reorder quantity, and storage location of leased to the factory as well as orders to Outstanding Orders
each type of block.
cover blocks required for shipment to
This program maintains a list of all
customers or transfer to special inventory orders that have a balance due to deliver
P R O D U CTI O N / P U R CHA S E STATUS F I LE .
accounts. It also contains quantities for or a balance of pallets owed to the comThe production/purchase status file is all components (and/or raw materials) pany. For each outstanding account, the
used:
needed to cover the open make orders program lists company name, location,
36
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Exhibit 2
BLOCK PRODUCTION ANALYSIS
Standard goal

Total production
80,000
60,000
50,000
190,000

100,000
50,000
50,000
200,000

Machine No. 1
Machine No. 2
Machine No. 3
Total (net)
gain (loss)

Production
gain/(loss)

Gain/(loss)
$.08/block

Production
efficiency

Production
hours

-20,000
10,000
0
-10,000

$1,600.00
800.00
.00
$ -800.00

80%
120%
100%
95%

300
160
120
580

1,000 x .15 = $150.00
2,000 x .05 = $100.00
1,000 x .15 = $150.00

Total culls
Total seconds
Total yard culls

Or
Or

or

.5 (standard)
.5 (standard)
.5 (standard)

Average machine
speed
267
375
417
327

.5 (actual)
1.0 (actual)
.5 (actual)

Cumulative report January 1 to December 31
Standard production
2,400,000

Actual production
2,190,000

Culls

Seconds

11,000

17,000

Total monthly production hours

Total monthly production

5,580

2,190,000

Yard Culls
11,000

Blocks per man hour
392

Exhibit 3
DAILY MATERIAL CONSUMPTION REPORT
Type
Plant

-800-high
-Medford

Month January 1970

Date

Size

8-Equiv.

Cement

Silica

Sand

Grit

Masslite

Pumice

Color

Ad-mix

20
21
21
21
22

08-02-12

5000
2500
2500
2500
3000

10
5
5
5
4

10
5
5
5
4

0
5
5
5
4

10
5
5
5
4

10
5
5
5
4

10
5
5
5
4

10
5
5
5
4

10
5
5
5
4

Cement

Silica

Sand

Grit

Masslite

Pumice

Color

Ad-mix

29
$ 1.09
$31.61

29
$ 14.00
$406.00

29
$ 2.30
$66.70

29
$ 3.20
$92.80

29
$ 9.20
$66.80

29
$ 10.48
$303.92

29
$ .15
$4.35

29
$.01

04-04-04
04-04-04
04-04-04
12-02-12

Item
Quantity
Unit cost
Total cost

$.29

Unit Cost
Aggregate
Cement-Silica-Ad-mix
Total
Standard

$25.33
$15.10
$40.43
$70.00

type of block ordered, quantity ordered,
date required, date shipped, quantity
shipped on that date, balance to ship,
pallets shipped, pallets returned, and 8
inch equivalents shipped. Data is kept
on a running cumulative basis until both
the block balance to be shipped and the
pallets outstanding are zero.
Needed Production
This program takes information calculated on the Outstanding Orders program and calculates the surplus of blocks
unaccounted for that are held in inventory or the balance below that which is
needed to fill existing orders.
Exhibit 5 lists the date, type of block,
quantity on order, quantity on hand,
quantity, produced, quantity shipped,
transfers in (inter-company shipments to
the installation), transfers out, transfer
MA N A G E M E N T A C C O U N TIN G / M A Y 1 9 7 1

balance, balance on hand, total balance
ordered but not shipped, and surplus.
This program is linked by subroutine
linkage to the orders program. Once the
orders program has been generated,
needed values are sent to this program so
that a block balance can be calculated
based on the day's activities.

the closing inventory based on production costs.

Sales Forecasting
A forecast of expected sales for the
upcoming twelve months is provided.
This forecast draws on information reflecting past production, current trends,
and expected trends. Two types of foreFinished Goods Inventory
casting models are used to forecast
The Finished Goods Inventory uses sales. The first is based upon exponential
information from the Needed Produc- smoothing of past productions and retion program as well as the Outstanding cent influences in trend. Emphasis is
Orders program in order to provide a put on the most recent data and abnorclosing inventory for each type block at mal tendencies in sales will produce a
the end of the day. Specifically, the pro- high forecast error. The second forecast
gram generates the following data: block model is adapted to seasonal or cyclic
type, quantity on hand, quantity pro- trends. This forecasting is strongly induced, transfers in, transfers out, day's fluenced by last period sales and is adsales, breakage, write-offs, closing in- justed by an appropriate base series to
ventory, cost, and the dollar value of correct for cyclic trends.
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The Accountant
and the
Time-Share Terminal
THE ACCOUNTANT RIDES ALONG AND ENJOYS THE BENEFITS OF TIME-SHARE FOR A PENNY-A-DAY
By Frederick H. Ellenberger
Time-share, to me, is a communications
terminal that looks like a typewriter,
and is connected to a giant brain that
tells me what I want to know. What I
am saying is that I do not know the
size, make, capacity, or even the location of the brain I talk to. All I know
is that it does what I want it to, it gives
me answers that I have always had a
need for but could never afford.
How do I use the brain?
Most of my time-share usage is in
the form of a quite simple present value
analysis of future money. This routine
allows me to analyze lease versus purchase data to determine the effective interest rate that will be paid by using
the lease.
Example
The need came up for an Econoline
truck to be used in our inter-plant
cafeteria system. The food service we
deal with said they would buy a truck
and lease it to us under the following
terms: 52 payments of $56.75 each and
after that no further payments as long
as the truck is in service. We are to pay
taxes, maintenance, insurance and all
the other expenses of ownership.
If we bought the truck it would cost
$2,400. If we lease, total cost would
be 52 times $56.75 or $2,951, which
MAN AG E M EN T AC C O UN T I N G / MAY 1 9 7 1

means $551.00 of additional cost over
the next four and one third years to
lease.
The question I wanted answered was,
what interest rate must I borrow at in
order to spend less by purchasing?

To get the answer I went to the
"brain" and asked the question: If I
borrow $2,400 and pay it back in 52
payments of $56.75, what interest am
I paying. Exhibit 1 shows how I queried
the computer and shows how it gave
me the answer. The unknown " 0 " ,
which I entered, in the string of data
is the interest rate. The computer
printed out the data I had fed in plus
the interest rate of 9.73025 which it
filled in. Pretty simple isn't it?
Other data that I wanted was the

FREDERICK H. ELLENBERGER
Rockford Chapter 1962, is Director of
Internal Audits at Barber-Colman
Company, Rockford, Ill. Mr. Ellenberger received his B.A. degree from
Augustana College, Rock Island, Ill.

present value of the lease under various
interest rates. Exhibit I also shows how

the input was entered to provide this
data.
Additional Features
This one simple little program alone
makes the set up a valuable tool, but
let's look at what else I can do with my
time-share terminal:
DEPRECIATION COMPARISON

This program rapidly computes depreciation schedules by four commonly
used methods. Since depreciation is a
"book" expense rather than an "out of
pocket" expense, the tax benefits represent a cash flow into the business. It is
normally advantageous to write off investment as fast as possible, but business conditions may be such that there
are fewer tax benefits in early years.
The program allows management to
compare the depreciation and related
financial data as calculated by:
1.
2.
3.
4.

Straight line method
Sum-of-the-years digits method
Declining balance method
Double declining balance method

If the investment is no more than
$10,000, you may elect to take the
additional 20 percent first year depreciation. You may also choose to print
a summary depreciation schedule only.
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Exhibit 1
EFFECTIVE INTEREST RATE AND PRESENT VALUES
Inputs

Principal

Number
of payments

2400

52

Answers

Interest rate
(unknown)

0

Monthly
payment
56.75

Number
of
Principal payments

Effective
rate

Monthly
payment

2400.00

9.73025

56.7500

52.0000

Inputs

Principal
(unknown)

Number
of payments
52
52
52
52
52

interes t

Answers

Interest rate
16
14
12
10
8

Monthly
payment
56.75
56.75
56.75
56.75
56.75

Number
of
Present
value payments
2118.75
2203.12
2292.37
2386.84
2486.89

52.0000
52.0000
52.0000
52.0000
52.0000

Interest
rate

Monthly
payment

Present
value
advantage
of lease

16.0000
14.0000
12.0000
10.0000
8.0000

56.7500
56.7500
56.7500
56.7500
56.7500

281.25
196.88
107.63
13.16
( 86.89

Process = 0002 sec
Connect = 0003 min

BUSINESS PROJECTION
This series of programs provides you
with a rapid method for forecasting
financial, marketing and production information. One program statistically
forecasts market or sales data, with seasonal fluctuations. It uses four statistical
techniques, choosing the method that
results in the smallest variance between
the predicted and actual historical data.
The next program forecasts contribution margin and production information
by product line by month or by year. It
may be used for a retail business or a
manufacturing business where the
monthly production schedule is different than the sales forecast, due to workload leveling.
This information is combined with
the expense data to project the income
statement for the business. The cost
flow, accounts receivable, accounts pay-
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able, and inventory, by period and
cumulative, are also projected.
A prime benefit of the program is
the ease of changing forecasts and assumptions and analyzing the effect.
This measures the sensitivity of the
output criteria to possible changes in
the uncontrollable variables.
PROBABILISTIC CASH FLOW MODEL
This program is designed to assist
the decision maker in an investment
decision when it may be influenced by
the degree of uncertainty in the outcome. It employs a monte carlo simulation to sample the input and arrive at
not only an expected outcome, but the
probability of occurrence of extreme
values. The risk can then be balanced
against the investment required to determine what course of action should
be taken.

Cost: Penny-a-Day
How can the accountant afford this
time-share terminal?
The answer to this question as it applies to me is, I can't afford to pay for
the whole thing. Actually, if it was not
for the Engineering Department at my
company, I would not have access to
time-share.
To run my lease vs purchase program
took 2 seconds computer time and 3
minutes connect time. The total charge
is a little over $2.00 for that running.
This is not enough usage to pay for the
terminal. The Engineering Department
uses the terminal a large number of
hours and the accountant rides along
and enjoys the benefits of time-share
for a "penny a day." Isn't that the way
it should be?
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Computer Program:
A Profitable By-Product
YOUR COMPUTER PROGRAM COULD BECOME PART OF YOUR PRODUCT LINE
By John F. Glynn
Many companies add to their profitability through the sale of valuable byproducts. If your company owns a

computer, there is the possibility that
a similar situation exists. It is conceivable that some of the programs in your
inventory can be sold. If the development costs have been, or are now being, charged to operations, you may
have a valuable asset which can be
used by others at a price.
The first conscious decision that must
be made is that your company does
want to sell, to the entire business
world, programs that were developed
for in-house use. Consideration must,
of course, be given to trade secrets or
novel methods which the company can
lose in this way. However, would there
be more lost in this way than is lost
through the ever-present employeeswapping that goes on daily in American industry?
Once you are past that hurdle, the
next question is do you want to actively
sell your program or go through a software broker. In either case, you should
allow at least 30 percent of the price
it will sell for to cover the marketing
expense. The sales and support effort
that is necessary to provide the market
exposure demanded for your program
could be equivalent to introducing a
major new product line. A company
whose sales force already operates in the
same market that the program would
be sold in could in fact sell their own
MAN AG E ME N T ACC O U N T IN G / M AY 1 9 7 1

program. However, this would not apply to most potential sellers of computer programs.
A new industry of data processing
brokers has emerged in the last few
years whose main business is to sell
private programs. These people know
the market and cover all the national
and regional shows. They are, in effect,
sales representatives working on a commission basis. Usually, though, the way
to work out the best possible deal is
to first sell and install the program once
yourself and then turn it over to a
broker. This idea also is very attractive
to the brokers who do not have the
time or staff to review every program
that is offered to them for sale. By
making the initial sale, you have demonstrated that you have a completely
transferable package. In addition, the
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broker can refer interested purchasers
to your initial customer for additional
assurance.
Customer education will be a large
part of the sales effort. Usually the customer does not know what his problem
is or how he wants to solve it. For
example, the potential customer may
feel that his inventory levels are too
high yet he finds himself in an out-ofstock position on important items. The
situation may have gotten to the point
where deliveries are overdue and he is
currently losing business. He may have
decided that a complete order entry,
inventory control, billing system must
be purchased, when it could well be
that a purchasing, receiving, payable
system as well as a payroll, work in
process system is what is really needed.
As simple as this example is, these situations do occur. All too often it is
either due to a press for time or to the
lack of information.
Before your program becomes a marketable item, there are a number of
questions that must be answered. Is
the system basically sound and does
it do what it was designed to accomplish? Should the package be modified
or added to in order to make it marketable? What would these changes
cost and what would they add to its
selling value? Could these same changes
improve your own operation? Do your
packages have complete documentation
including a complete system concept
and flow charts? How long would the
modification take and what would that
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do to your chances of losing the market? Do you have the available staff?
If not, should the documentation be
done in-house or by a vendor who is
better equipped?
The program package must now be
priced and the method of payment
established. A decision must also be
made as to whether you want to provide
maintenance, and whether it should
be part of the basic price or a separate
extra contract. Also, will you continue
to up-date the package with modifications and improvements, and if so how
will the changes be priced? Since you
cannot charge each and every customer
what the package cost to generate, what
is the potential number of customers
for each system over which you can
hope to spread your original development cost?
If you are continuing to read in the

hope of finding a pricing policy that
will fit the average seller, stop now.
These are just the major areas that
must be studied and resolved prior to
selling your program. Due to the wide
variety of pricing policies possible and
the numerous levels of detail that your
company's accounting systems can generate, it is difficult to predict what a fair
price should be. Determine first, what
rate of return would attract your company to sell its assets and price accordingly.
A contract is necessary both with the
broker, if there is one involved, and
with the end customer. It is wise, also,
to hold the user responsible for any proprietary features of the program. The
contract should also stipulate where the
program is to be run. It could be restricted to the customer's machine at
the base location indicated by the pur-

chaser, or if he has multi-plant locations, it may be run at all locations.
The written contract should also completely detail the specification of the
program and what support, if any, you
intend to supply.
Before your first sale, good legal advice should be sought to protect you
and your assets. Currently, programs
may be protected through copyrights
and in some cases by patents. However,
copyright protection only prohibits exact duplication of the program. As such,
there is no protection for the ideas
embodied in the software.

Conclusion
In conclusion, only one question
need be answered. Can your company
afford to overlook this source of additional profits without a complete and
extensive study?

READERS REACT
Continued from page 10
may never occur would be unfair from both an accounting
and a rate-making viewpoint.
Mr. Pidock also states that "from the standpoint of theory,
it appears proper to recover future removal costs currently,
over the life of the plant." This represents a view that the
plant removal benefits those who have used the particular
plant items, a view which is often contrary to economic
reality. Generally the reasons surrounding plant removal
suggest that future periods (or users) are the benefactors,
not past periods (or users). Except for cases where facilities
are removed involuntarily (for example, to comply with
governmental regulations), the reason a business decision
is made to remove facilities is that (1) the future customers
will benefit by better service to be provided through more
modern facilities, (2) the newer facilities will result in
future cost savings, or ( 3) both.
I recognize the need for public utilities to recover these
costs, and I realize that regulatory agencies in many jurisdictions do not allow such costs in the rate-setting process.
However, wouldn't it be better to attempt to influence the
rate-setters to charge costs to those who actually benefit
from such costs rather than to bend accounting theory to
reflect rate setting and prescribed accounting practices?
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I believe that over a period of time those responsible for
rate setting and prescribed accounting will look to accountants for guidance in developing rates which reflect economic
realities, and that we should strive to develop principles
along these lines. In the case of future costs of plant removal, generally these costs should be borne by those who
benefit from the replacement facilities.
When facilities are removed for reasons which do not
benefit the future, generally the only practical solution is
to amortize the related costs to the future because (1) the
company should be allowed to recover such costs as being
necessary in operating the business and (2) it is impossible
to charge the costs of unexpected removals against past users
of the facilities.
I believe Mr. Pidock's article was useful in pointing up this
problem faced by many public utilities, and I hope that
those responsible for regulating public utility accounting

will not hesitate to recognize economic reality in prescribing
accounting rules.
Christopher E. Burns
Principal
Haskins (5, Sells
New York, N. Y.
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Recent Publications
William J. Casey

nonmonetary inputs: depreciable asset, inventories, prepayments, labor services, research and development advertising,
and the like. It spends considerable time explaining the
how and why of input interactions.

Institute for Business Planning, Inc., 2 W. 13th St., New
York, N.Y . 10011, 1970, 407 pp. plus Appendix, clothbound, $25.00.

INVEST MENT ANALY SIS A ND GE NERAL
PRI CE L E V E L A D J US T M E N T S

A C C O U N T I N G DE SK BOOK
Second Edition

A portable desk book with easy-to-get-at checklists and references regarding the accounting treatment, financial statement presentation, and tax effects of various business transactions and items arising in business operations.

E SS E N T I AL S OF C OS T AC CO UN T I NG
John Dearden
Addison Wesl ey

Publishing Company, Reading, Mass.

01867, 1969, 137 pp., $6.95.
A programmed text designed as an introduction to cost accounting. It assumes some knowledge of elementary accounting and is written from the manager's viewpoint.
RE AD IN GS I N MA NA GE ME NT C ON TROL
Robert J. Mockler, Editor
Appleton-Century-Crofts, 440 Park Ave. So., New York,
N.Y . 10016, 1970, 532 pp., paperbound, $5.95.

Of broad general interest to anyone who wants to either
review or learn more about management control theory,
principles or tools.

COMPLE T E GUIDE TO PROJE CT
MANAGE ME NT
Dennis L. Lock
Cahners Publishing Co. Inc., 221 Columbus Ave., Boston,
Mass. 02116, 1969, 210 pp., clothbound, $9.95.

A practical book which explains and demonstrates the techniques of project management in action. Author is Manager, Engineering Administrative Services with Herbert Ingersoll Ltd. in the U.K.

St udi es i n Account i ng Resear ch #1
T . R. Dyckman
American Accounting Association, 1507 Chicago Ave.,
Evanston, Ill. 60201, 1969, 76 pp., paperbound, $4.00,
members $2.00.

Presents an examination experimentally of the effects of
price level adjustments on decision makers. Provides also
substantial coverage of methodology.
WORKI NG WI T H T HE RE VE NUE
CODE-1971
Don I. Summa, Editor
American Institute of Certified Public Accountants, 666
Fifth Ave., New York, N.Y. 10019, 1971, 249 pp., paperbound, $5.00, members $4.00.

A compilation of the most pertinent material which has
appeared in recent years in the Tax Clinic published in the
Journal of Accountancy.

ORG AN IZIN G, O PE RA TI NG A ND
TE RMINATING SUBCHAPT E R S
CO RP ORAT IO NS
D. Larry Crumbley and P. Michael Davis Estate Tax Publishing Co., 18 Wel l s Building, Aberdeen, South Dakota
57401, 1970, 306 pp., clothbound, $16.00.
This book brings together the numerous laws, regulations,
rulings and articles on this subject to make clear the complex
provisions and case law governing the tax consequences of
operating a small business corporation.
CO MP UT E RS , OF F IC E M AC HI NE S , AN D
T HE NE W INFORMA T ION T E C HNOLOGY
Carl Heyel

T H E A L L O C A T I O N P R O B L E M IN
FINANCIAL ACCOUNT ING T HE ORY
Studi es in Account in g Resear ch # 3
Arthur L. Thomas
American Accounting Association, 1507 Chicago Ave.,
Evanston, Ill. 60201, 1969, 122 pp., paperbound, $4.00,
members $2.00.

The study concerns the financial accounting treatment of
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The Macmillan Company, 866 Third Ave., New York, N.Y.
10022, 1969, 294 pp., clothbound, $8.95, paperbound

$4.95.
A book dealing with data processing technology, presenting
material on information systems in terms of applications.
Updated and enlarged from a book originally prepared as
part of the Business Equipment Manufacturers Association
response to the Federal Communications inquiry in the
matter of FCC Docket No. 16979.
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Here's What You Can Do
...about the tentative version of
Concepts for Cost-Type Contracts as currently drafted.
Starting on the opposite page is a discussion
draft, so that NAA members—and others—
may read and study it, and then express an
opinion. MAP wants these comments to provide a broader-based universality of acceptance of the concepts. In addition to inviting
written comments, MAP has arranged public
forum discussion meetings in four major cities.
All Association members and others interested
in the topic are invited to attend.
No limit on registrations is contemplated,
but please send yours early to permit proper
planning. If overnight hotel sleeping accommodations are required, please send your reservation request directly to the "Front Office
Manager" at the appropriate hotel.
The MAP Open Forum dates/locations are:
Wednesday, May 26

All meetings will begin at 9 : 0 0 a.m. Registration fee of $15.00 per person includes all
materials and luncheon.
A representative of the Cost Accounting
Standards Board, an arm of the Congress,
will attend each meeting. Discussion priorities
created to develop cost accounting standards
for defense contracts, will be given to comments submitted in writing no later than one
week prior to the meeting. Comments submitted in advance will be discussed before
comments and questions from the floor are
entertained.
Comments should be addressed to MAP
Committee, c/o Jack Gibson, National Association of Accountants, 9 1 9 Third Ave., New
York, N . Y . 1 0 0 2 2 .
Tuesday, June 8

Marriott Motor Hotel
2 1 0 1 Stemmons Freeway
Dallas, Texas 7 5 2 0 7
Friday, June 4

New York Hilton
Avenue of the Americas
York, N.Y. 1 0 0 1 9

1335
New

Friday, June 11

In t e r n a t i on a l Hot e l
6 2 1 1 W . Century Blvd.

Los Angeles, Calif.

90045

Drake Hotel
Walton Place
Chicago, III. 6 0 6 1 1

140 Ea st

To expedite registration, please use form below:
TO: Registrar
El Dallas—May 26, 1971
National Association
Los Angeles—June 4, 1971
of Accountants
919 Third Avenue
f l New York—June 8, 1971
New York, N.Y. 10022
Chicago—June 11, 1971
Please register me for the MAP Open Forum at the location checked above. Enclosed is Personal check El
Company check
for $15.00.

Please send
draft.

11 I have copy of draft—do not send.
(Photo copies of registration f orm are acceptable f or multiple
registrations.)
Name

Title

Company
Address
City

44

additional copies of discussion

State

Zip
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Tentative Concepts for
Cost-Type Contracts
MAP SUBCOMMITTEE RELEASES DISCUSSION DRAFT OF PROPOSED STATEMENT FOR COMMENT
The Committee on Management Accounting Practices and
its Subcommittee on Basic Cost Concepts are developing
cost concepts for cost-type contracts. Both committees have
cleared a tentative draft for discussion, but have not universally approved it. While these concepts are stated for costtype contracts, it is believed they also have validity for other
cost objectives.
The purpose in developing a statement of basic cost concepts is to provide a frame of reference when costing becomes a point of departure in negotiations between the
buyer and seller. MAP has scheduled meetings in four major
cities at which the discussion draft which follows will be discussed and formalized (see opposite page). In the meantime,
members of the Association are invited to express their opinion on the draft to the Subcommittee, members of which in-

clude Robert N. Anthony, Chairman, Wilber C. Haseman,
Bernard H. Semler, Gordon Shilling law and Donald J. Trawicki. Comments may be directed to any of these members,
care of lack Gibson, Committee Secretary, at the NAA
National Office, 919 Third Ave., New York, N.Y. 10022.

the usefulness of these criteria in any other context. Specifically, these concepts are not intended to provide criteria for
the process of estimating costs although it is to be expected
that estimates of costs would be consistent with these concepts to the extent that this is feasible.
The general format used in this statement is that, first,
the concept itself is stated and, secondly, examples of what
is intended by the concept are given. These examples are
given solely to illustrate the concept and are not to be taken
as adding to or modifying the concept as stated, nor are
they to be considered as constituting, or even suggesting,
recommended standards.
These concepts apply to the measurement of the total
cost of a contract. In many contracts, the buyer agrees to
reimburse the seller, not for the total cost whatever it may
be, but rather for the reasonable cost. The reasonable cost
may be less than the total cost; this is the case if the seller
incurred unreasonable costs in performing the contract. Concepts relating to reasonableness are intentionally omitted
from this document.

2. Terminology
DISCUSSION DRAFT

1. Preamble
1.1. THE PR OBLEM. Accountants are required to measure the
amount of cost incurred to produce specific products or
services as a basis on which the amounts to be paid for those
goods or services can be established. Neither tax legislation
nor generally accepted accounting principles can be expected
to provide complete guidelines for this purpose. Tax legislation determines how the taxpayer's tax liability for individual periods is to be computed, while "generally accepted
accounting principles" govern the measurement of an entity's income for specific periods and the measurement of its
resources and equities. Different measurement methods may
distribute costs among an organization's activities in any of
several ways and still produce identical taxable income figures
and identical reported net income. Thus a separate set of
guidelines is necessary for measurements of the cost of costreimbursable activities.
1.2. THE PURPOSE OF THIS STATEMENT. The purpose of this
statement is to provide a set of basic concepts that are
applicable when the measurement of cost becomes a point
of departure in negotiations between the buyer and seller. It
does not attempt to specify bow these cost measures will be
used in pricing. This is a separate issue, to be determined by
the buyer, by the seller, or by both parties acting together.
Furthermore, this statement includes no evaluation of
MANAGEMENT ACCOUNTING/ MAY 1971

2.1. CONTRACT. When reimbursement is to be based on cost,
the business agreement between buyer and seller specifies
the goods or services that are to be covered by a separate
cost determination. For convenience, this statement uses
the term contract to refer to the activity covered by a determination of this type even when no formal written agreement exists or when a written agreement covers more than
one such activity.
2.2. COST. Cost represents the goods or services that have
been consumed to achieve a given cost objective. One form
of cost objective is the fulfillment of a particular contract.
Other kinds of cost objectives include the operation of a
department for a specified period or the performance of
services for other parts of the organization. Contract costing
is the process of measuring the costs applicable to the cost
objectives represented by individual contracts.
2.3. RESOURCE PRICE. Because they are to be used in determining a monetary amount, costs for contract costing
must be measured in money units. To accomplish this, the
amounts of goods or services consumed are multiplied by
monetary amounts per unit. The amounts used for this
purpose might be the resource prices prevailing when the
resources were first acquired, when the contract was agreed
to, when the resources were used, or when the objective
was reached. All of these are measures of past cost because
they refer to resources that have been used; the first is also
45

called historical cost, while the others are measures of
replacement cost or reproduction cost.
2.4. CO S TI N G CO N CE P T S . In the context of this statement,
costing concepts constitute a comprehensive definition of
contract cost. They are a set of axioms or assumptions
which, taken together, will indicate what the term cost
should mean in the contract costing context.'
The purpose of the costing concepts is to provide the
criteria against which specific cost standards can be tested
to insure that they are internally consistent and relevant to
the measurement purpose. Explicit formulation of these
concepts is necessary to insure that different standards will
not be based on mutually exclusive or conflicting concepts.
2.5. CO S T STA ND A RD S . Cost standards are the means by which
costing concepts are implemented. A cost standard or cost
principle is a normative statement indicating how specific
cost elements or groups of elements should be assigned to
individual cost objectives, in this case individual contracts.
The accounting rules and procedures that a particular contractor has adopted determine how much cost is assigned
to individual contracts. The contractor has a good deal of
latitude in choosing these rules and procedures, but its
freedom of choice can be exercised only within the limits
imposed by the applicable cost standards.

3.2. O B J E C T I V I T Y . Contract costs should be measured objectively. Objectivity means freedom from bias. One way
of achieving objectivity is to eliminate the use of judgment
entirely; quantities measurable without the exercise of the
measurer's personal judgment are always objective. This
solution may be incompatible with other concepts, however,
and in such cases the choice of a cost standard will have
to be a compromise, accepting some application of judgment
to achieve a greater degree of something else.
EXAMPLE:

A cost standard that would require the complete write-off
of the cost of a machine to the contracts worked on during
the first year of its life could be applied without the exercise
of any personal judgment at all, but it probably would not
achieve the desired results because it would not be consistent with other criteria. Cost standards to insure that judgmental measurements are free from bias therefore will have
to be devised to cover cases such as this.

One cost standard might be that the cost of resources used
should be measured by the amounts originally paid to acquire those resources. If this standard were to be adopted,
then the seller could not measure cost at replacement prices.

3.3. U N I V E R S A L I TY . Cost standards should be universally applicable—that is, they should require the use of similar
measurement rules whenever the surrounding circumstances
are similar. In other words, any permissible differences in
measurement methods should be based on criteria embodied
in established cost standards, reflecting differences in the
circumstances in which different contracts are performed.
Universality does not mean that all contractors must use
the same chart of accounts, the same printed forms, or the
same cost assignment formulas. These are procedural details.
Universality applies only to the cost standards.

3. Implicit Concepts

EXAMPLE:

To be useful, a costing concept should provide guidance
to those responsible for developing and applying cost
standards. Some of the concepts that meet this test may
be introduced as surrogates for concepts of a higher order
that cannot be implemented directly. Three of these implicit higher order concepts are fairness, objectivity, and
universality.

If a cost standard provides guidelines for the choice between straight-line and accelerated depreciation, one contractor might well use the latter while another uses the former
because his circumstances are different. Still another contractor might appropriately use the straight-line method for
some assets and an accelerated method for others, again
because of differences in circumstances.

3.1. F A I R N E S S . Contract costs should be measured on the
basis of an impartial consideration of the interests of the
two parties to the contract. Each party has his own subjective idea of what is fair, and objective facts cannot always
close the gap between the views of the opposing parties.
Inevitably, self-interest will lead the parties to disagree
from time to time, each of them believing that the applicable concepts and standards support his position. If the
parties themselves cannot agree that a given measurement is
fair, the issue can be resolved only by resort to the courts
or to some quasi-judicial procedure. In other words, fairness is a concept that can be implemented only through
legal procedures.
Even so, fairness is a desirable attribute, and explicit
costing concepts may be thought of partly as surrogates for
it. When applied, they should lead to measures of contract
cost that are not far from what either party will regard as
equitable.

4. Constraining Concepts

EXAMPLE:

'M cF arl and h as d ef in e d an ac c ou n ti ng con ce pt as a s e t of m en t al im pr e s s i on s
as s o ci at ed w i th a p ar t ic u l ar acc ou n ti n g t e r m in a part i cu lar c on te x t . In this
cas e the t er m i s cos t an d t he cont ex t i s con tr ac t c os tin g. Walt er B. M cF arl an d,
Co nc ep ts for Ma na ge m e nt Acco unt ing ( N e w York: Nat ion al As s ociation of
Accoun tants , 1 9 6 6 ) , p. 6. See als o A. C. Littleton, Structure of Ac co un ti ng
Th e o r y , Ame ri can A ccoun tin g As s oc iat ion, M on og r ap h N o. 5 (E vans to n , Il l. :
Am er ic an Ac cou nt in g A s s oc iat ion) .
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Every measurement system has its constraints, the limits
within which the system operates. They provide negative
rather than positive guidance. W e have identified four
constraining concepts in contract costing: interperiod consistency, interproject consistency, verifiability, and enter-

prise continuity.
4.1. I N T E R P E R I O D CO N S I S TE N CY . Cost measurement should
be consistent from one period to another. Changes in
measurement methods would be permissible either (a) to
increase their "accuracy"—that is, to make them reflect the
other costing concepts more fully or (b) to attain the same
degree of accuracy at a lower record-keeping cost.
This costing concept is designed to prevent changes in
method which are designed primarily to give an advantage
to one of the parties rather than to increase the accuracy
or reduce the effort of contract costing.
EXAMPLE:

A standard implementing this concept might be that a
permanent reclassification of a group of costs from the
indirect to the direct category would be appropriate whenMANAGEMENT ACCOUNTING/ MAY 1971

ever a change in operating conditions increased the contractor's ability to trace these costs to individual contracts
and other similar activities without undue effort (see 5.1.
Traceability, below.) Thus, if travel expenses had been classified in the past as overhead, a contractor could change
to direct recording whenever feasible, with suitable downward adjustments in the overhead rates and suitable documentation of the change. A reverse change, reclassifying
direct items as overhead, would also be permissible if the
impact of the change would be immaterial or if it was no
longer feasible for the contractor to trace the costs.
4.2. I N T E R P R O J E C T CO N S I S TE N CY . Within a given period the
same cost concepts and standards should be applied to
all classes of work. In practice, this means that the procedure for determining the amount of cost assignable to a
product, project or other cost objective will be the same
whether it is a contract in the meaning of this statement
or some other kind of work.
EXAMPLE:

A contractor may choose to treat long-distance telephone
calls as overhead costs, except for long-distance calls directly
related to Contract X, which is one of several contracts. If
overhead costs are allocated among all contracts, Contract
X would be charged with all its own long-distance calls plus
a portion of the long-distance calls that are related to other
types of work. This is double counting and a violation of the
interproject consistency concept.
Interproject consistency does not require identical bookkeeping procedures for contracts and non-contract cost
objectives. The only proviso is that exemption of a cost from
a bookkeeping requirement should not affect the amount
of cost assigned to individual contracts.
EXAMPLE:

Management may choose not to assign depreciation to noncontract work, while charging it to contract work, but the
amount assignable to each of these two classes of work and
to individual contracts within the contract class should not
be affected by management's decision to simplify the bookkeeping for non-contract work.
4.3. V E R I F I A B I L I TY . Measures of cost should be verifiable.
"Verifiable is that attribute of information which allows
qualified individuals working independently of one another
to develop essentially similar measures or conclusions from
an examination of the same evidence, data or records."2
Verifiability does not preclude the exercise of judgment
in contract costing. In fact, the need for costing concepts
is itself evidence that the measurement of contract cost is
not entirely a matter of routine.
The verifiability constraint means that an independent
professional observer should be able to trace every element
of cost assigned to contract back to the basic facts or assumptions which led to its assignment to the contract.

making this estimate. The records should include a description of the methods used to compute depreciation charges,
the estimates of service life, and the amount to be depreciated. The auditor, in other words, is expected to verify the
application of judgment quite rigorously; verification of the
validity of the judgments is inevitably a less rigorous process
because the evidence is less precise.
4.4. E N TE R P R I S E CO N T I N U I T Y ( G O I N G CO N CE R N ) . Cost measurements for contract costing ordinarily should reflect the
concept of enterprise continuity; that is, they should be
based on the assumption that the organization will maintain its operating capacity indefinitely by suitable maintenance, training, and other kinds of replacement expenditures unless there is adequate substantive evidence to the
contrary. This is consistent with, but more complete than,
the definition recently published by the Accounting Principles Board. "An accounting entity is viewed as continuing
in operation in the absence of evidence to the contrary."3
This concept has far-reaching implications. At one extreme, it rules out the use of liquidation value as a measure
of the price of the goods or services used on the contract.
At the other extreme, it would permit establishing standards
requiring the use of replacement costs under specified circumstances.
5. Guiding Concepts
Important though the constraining concepts are, the substance of the conceptual foundation for contract costing
is provided by the following guiding concepts, which are

the criteria by which competent authorities can choose
between alternative cost standards:
1. Traceability

2. Ascribability
3. Homogeneity
4. Normality

5. Periodicity
6, Exclusivity
7. Materiality

5.1. TR A CE A B I L I TY . All costs which it is feasible to trace to
a contract should be assigned directly to it. A cost is traceable to a contract if it is caused exclusively by that contract.
Tracing such a cost is feasible if the value of the increased
accuracy obtained by doing so exceeds the cost of the effort
required. All other costs are indirect costs; these are assigned
to contracts as described in 5.2.
EXAMPLE:

Overtime premiums for specialized employees working exclusively on a single contract probably can be treated as
direct costs of that contract. Overtime premiums resulting
from the combined demand of two or more contracts,
however, should be treated as indirect costs even when
time tickets are available to identify the contracts performed in overtime hours. Treating such costs as direct
would permit management to schedule contract work in
overtime hours and non-contract work in the regular shifts,
and thereby increase the total amount of contract cost.

EXAMPLE:

The amount of depreciation assigned to a particular contract is almost always an estimate. Judgment is required in
'A m er i ca n A c c ou n ti n g A s s oc iat ion , A S t a t e m e n t o f B a s i c A c c o u n t i n g T h e o r y
(E v a n s t on , Ill.: American Acc ou nti ng As s ociation, 1 9 6 6 ) , p. 7. A similar
wording has be e n publis hed b y the Account ing Principles Board of the
Ame ri ca n I ns ti tut e of Ce rt if ied P ub lic A cc oun tant s , "B as i c Con c ep t s and A c count ing P rin cipl es U nder lyin g F i nanc ial Stat emen ts of Bu s ine s s E nter pris es ,"
S t a t e m en t o f th e Accoun t i ng Pr i n ci p le s Bo a rd , No . 4 ( N e w Y or k : A.I. C.P . A.,
1970).
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5.2. AS CR I B A BI L I TY . Indirect costs should be assigned to
contracts if they are ascribable to those contracts. A cost
is ascribable to a contract if it is necessitated specifically by
'A c c o u n t i n g Principles Board of the American Ins titute of Certified P ub lic
Accoun tants , "Bas ic Con cep ts an d Acc oun tin g P rin cip les Un de rl yi ng F i n an cial Statements of Busines s Enterprises ," S t a t e m e n t o f t h e A c c o u n t i n g Pr i n ci p le s B o a r d , No. 4 ( N e w Y o r k : A.I .C. P .A ., 1 9 7 0 ) , p . 4 5 .
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that contract and would not have been incurred without
it or if it supports a portion of the organization's operating
capacity that is necessary for the contract but would not
have been provided if the organization had not prepared
to do work like this contract on a regular basis.
In general, indirect costs that vary with the total amount
of existing capacity that is being used can be said to be
ascribable to individual contracts in proportion to their
use of the input factors that seem to lead to variations in
total variable cost. Fixed costs, on the other hand, can be
said to be ascribable to a contract only if they are necessary
to maintain the organization's operating capacity at its
existing levels and if elimination of the amount of operating
capacity occupied by the contract would eventually permit
the elimination of these costs.
EXAMPLE:
Cost standards for implementing this concept could provide for charging depreciation to individual contracts. The
standards could also permit assignment of interest and other
capital costs to individual contracts, regardless of whether
the funds have been obtained from debt sources or from
equity sources. The use of funds is one form of service; if
these services are ascribable to a particular contract, their
cost could be charged to it.
Cost standards to implement the ascribability concept will
be easiest to establish whenever definite cost-benefit relationships can be identified, so that allocations can be based
on measures of benefit received. They will be increasingly
difficult to establish, and hence, more arbitrary, as costbenefit relationships become less and less definite. In view
of this, the contracts themselves are likely to specify the
methods to be used whenever cost-benefit relationships are
difficult to establish.

or decreases in average facilities costs that result from lowerspace or greater-than-normal rates of utilization are ascribable
to operations generally and not to specific contracts. It is
recognized that over an extended period of time the sum
of the costs of all cost objectives cannot exceed the total
costs incurred by the contractor.
This concept thus serves to protect the buyer against the
effect of a reduction in the volume of the contractor's other
business and to protect the contractor against a dilution of
the profits gained by successful prosecution of the nonreimbursable segment of his business. Laws, regulations, or agreement of the contracting parties may override this concept and
raise or lower the contract price to allow for the effects of
volume fluctuations, but these are pricing questions, not
issues in costing. Variances arising from over- or underutilization of capacity are the joint result of all operations,
not ascribable in any part to any individual contract.
5.5. P E R I O D I CI TY . Cost of goods or services consumed in any
time period should be assigned only to cost objectives of
that time period. This is the essence of the accrual concept
in financial accounting. It means that if a contract extends
over parts of two time periods, indirect costs should be applied separately for the work done in each period. It also
means that if capacity is unused in one period, and if the
costs of providing and supporting the idle capacity are
not ascribable to one or more current contracts, then these
costs should not be carried forward and assigned to contracts in later years.
This concept is necessary to prevent either the seller or
the buyer from shifting costs from period to period to increase or decrease the total amount billable under one or
more contracts.
EXAMPLE:

5.3. HO M O G E N E I T Y . The concept of ascribability requires the
use of costing rates. For this purpose indirect costs must
be grouped together in one or more cost pools. These pools
should be relatively homogeneous; that is, all costs in any
one pool should be governed mainly by the same set of
determinants and the relative importance of each determinant should be about the same for each cost element in
any given pool.
EXAMPLE:
A cost element that varies with the number of man-hours
expended by laboratory personnel should not be placed in
the same cost pool with one that varies with the quantity
of shop materials used. In a similar vein, suppose that idle
time costs and overtime premiums both vary with two determinants: (a) the number of direct labor hours, and
(b) the amount of direct labor cost. Idle time costs are
primarily related to direct labor hours in this particular
organization, however, while overtime premiums are primarily related to direct labor cost. Under these conditions,
two costing pools should be used if average hourly direct
labor cost varies widely.
5.4. N O R M A L I TY . The costs assigned to a contract should
be those that the contractor would expect to incur at a
normal volume of operations. This means that the indirect
costing rates should neither be reduced if operating volume
is abnormally high, nor be increased if operating volume
is abnormally low, during short intervals of time. Increases
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It would ordinarily be inappropriate for a contractor to
spread indirect manufacturing costs of a period over the
goods shipped during a period instead of over the goods
produced during that period. If a larger percentage of the
goods shipped than of the goods manufactured was on
contracts, the effect would be to increase total contract cost.
5.6. E XCL U S I V I TY . The costs of a given time period should
not be assigned more than once to a given cost objective.
This concept reinforces the previously discussed constraining concept of interproject consistency. It is intended
to prevent double counting. This is likely to arise whenever
certain kinds of costs that are not ordinarily traceable to
individual product or service cost objectives are traceable
to the relatively large cost objectives represented by the
contract work. Even without fraudulent intent, the contractor is likely to recognize this traceability and assign these costs
directly to the contracts, forgetting to make offsetting adjustments in the indirect costing rates. The exclusivity concept is designed as a reminder to prevent this kind of error.
EXAMPLE:

A cost that is assigned to a contract as a direct cost cannot
at the same time be represented in a costing rate by which
indirect costs are assigned to that contract.
5.7 M A TE R I A L I TY . Procedures which are inconsistent with
these concepts may be used if the result of using them has no
material effect on the amount of cost assigned to the contract.
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B u s i n e s s / R e s e a r c h S t u d y N o . 1 . .. ... .. ... .
(13) A F r a m e w o r k f o r F i n a n c i a l R e p o r t i n g b y
Di ver s i f i e d Com pa ni e s / Re s ea rc h S tu dy N o .

2
.(.1..4..)..F..i.n..a..n..c..i.a..l.....R..e..p..o..r.t.i.n..g.....f..o..r....S..e..c..u..r i t y$2.00
In ve s t m e n t
Study No.

and

Cre dit

De c i s i o n s / R e s e a r c h

3........................................ $8.50

FORECASTING,
PLANNING
& CONTR OL L IN G
(1 5) C as h F l o w An al y s i s f or M a na ge r ia l Co n-

38 ................$2.00
39 .......................$2.00
R e p o r t N o . 42......................................$2.00
( 1 8 ) Pl a n ni n g , Co nt ro ll i n g a n d A c co u n ti n g f o r
M a i n t e n a n c e / A . P . R . N o . 2....................$.75
tro l/ Re s e ar c h R e p o r t N o .
( 1 6 ) A c c o u n t i n g f o r Co st s o f C a p a c i t y /
Re s e ar c h R e p o r t N o .
( 1 7 ) Lo n g - Ra n g e P r o f i t Plann ing/ Res e arc h

FORE IGN OP ER ATION S
(1 9 ) Ma n a g em e n t A c c o u n t i n g Prob lem s
Fo re ig n O pe r at io n s / Re s e a rc h R ep or t N o .

4 ......$2.00

INV E N TOR Y M A N A G E M E NT
( 2 3 ) Techniques in I n v e n t o r y M a n a g e m e n t /

40 .......................$2.00

Re se arc h Re po rt No .
(24)Controlling and Accounting for Supplies/
A . P . R . N o . 1 . ......... ......... ......... ......... .... $ .
( 2 5 ) A c c o u n t i n g f o r Re t u rna b l e Con ta in ers/

Pr ic e
ea ch ; m i ni m u m
ord e r o f $ 5 . 0 0 .

250

75
4......................................... $ .75

A.P.R. No.
( 2 6 ) S e r v i n g Sales T h r o u g h P l a n n i n g o f P r o du c t i o n a n d I n ve n t o r y / A P R . N o .

6

M A IN TE N A N C E C O S TS
( 2 7 ) Co n t ro l o f Mai nt en an ce
Repo rt No.

R 4 WAIII
11
/ 0 111"
■••

$ .75

4

7

Cos t/Re s earc h

41...................................... $2.00

P RIC ING
(2 8 ) Product

Cos ts

for

Annual
1971
International

Pu r p o s e s /
$
0
Re se arc h Re po rt No .
( 2 9 ) Co s t C o n t ro l fo r M a rk e t i n g O p e r a t i o n s

Pric ing

Conference
brochure

24.......................

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

$2.50

RE P ORT TO M A NA GE ME NT
( 3 0 ) M o d i f yi n g t h e C a l e n d a r t o M e e t B u s i n e s s

3............Cl..os
...in...gs.....a..n.d..$Re.75

Needs/APR. No.
(3 1 )S p e e d i n g -Up In t e ri m

5...............................$.75

ports/A.P R No.
( 3 2 ) Re po rt s W hic h Mana gem e nts F i n d Mo s t

9.............................$.75

Useful /APR. No.
( 3 3 ) A p p l y i n g A c c r u a l s a n d D e f e r r a l s t o In t e r i m E a r n i n g s / A P R . N o . 1 1 . ... ... ... ... .. $ . 7 5
( 3 4 ) U s e o f G r a p h s i n In t e r n a l R e p o r t i n g /

Ideal f or gi ft s Full color
bro c hu re avai l ab l e

13.......................................$.75

A.P.R. No.
( 3 5 ) A c c o u n t i n g In f o r m a t i o n i n Managerial
De c i s io n -M a k i n g fo r S m al l a n d Me d iu m M a nu fa c t u re r s / Re s ea r c h M o no g ra ph No .

2 ...$2.00

S TA N D A R D C O S TS & V A R I A N C E A N A L YS IS
( 3 6 ) H o w S t a n d a r d Co s t s ar e B e i n g Us e d
ea c h
Currently . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
( 3 7 ) T h e A n a l ys i s o f M a n u f a c t u r i n g C o s t

$2.50
Va ri an c e s / Re s e ar c h R ep or t No .
22.......$1.50
( 3 8 ) D e ve l o p m e n t a n d R e p o r t i n g o f V a r i a n c e s / A . P . R . N o . 15.............................$.75
MISC EL LA NE OU S
( 3 9 ) To w a r d a Ba s i c A c co u n ti n g

Ph il os op hy
$ 0
(40)Concepts for Managem ent A c c o u n t i n g
................ H a r d c o ve r $ 4 . 9 5 / P a p e r b a c k
( 4 1 ) A c c o u n t i n g f o r Re s e ar c h a n d D e ve l o p m e nt Co s ts /R e s e a rc h R ep o rt No .
( 4 2 ) A c c o u n t i n g f o r ! n u e - C o m p a n y Tr a n s -

$2.95
29 .... $2.00
fe rs /R e s e ar c h Re po r t No .
30 ................$2.00
( 4 3 ) C o s t i n g J o i n t Prod uc t s /Re s ea rc h R e p o r t
N o . 31.................................................. $1.50
( 4 4 ) Co s t I m p r o v e m e n t f o r P r o f i t I m p r o v e m e n t / A . P . R . N o . 8...............................$.75
(4 5 ) C o s t C o n t r o l o t Spo il ed W o r k / A . P . R .
N o . 12.................................................. $ .75
( 4 6 ) Dep artures i n C o m m u n i c a t i n g A c c o u n t in g Da t a t o Fo rem e n / A . P . R. No .
16 .... .$ .75

BINDERS
Attr act ive gold-embossed, leatherette-covered box bi nders . Ideal for
maintaining Management Ac counti ng, N A A Bulletins, Ac c ount i ng
Practice Reports, Research Reports
and T opical Indexes. Size 9'4 x 7 x
3 " . (W ill not be avai lable af ter current supply is exhausted.) $2.00
each.
Magazine r od binder. Holds 12 issues of new style Management
Accounting. Ext ra heavy- dut y c onstruc tion. Size 9 1/ 2 x 1 2 1 / 8 x 3
1/4". $3.00 each.
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Aerial view of Honolulu depicts Waikiki from the yacht harbor to Diamond Head.

Hawaii '71
ANNUAL INTERNATIONAL CONFERENCE IN HONOLULU FEATURES TOP SPEAKERS
AND VARIED ACTIVITIES (POLYNESIAN-FLAVORED) FOR ENTIRE FAMILY
When the 1971 Annual International
Conference is gaveled to order at the
Royal Hawaiian Hotel in Honolulu, an
eventful week for NAA members and
their families will begin. Scheduled for
the first time in one of the most fabled
vacationlands in the world, the NAA
convention will run from June 20-24.
Both pre- and post-Conference tours
may be arranged through the Association's exclusive agent for the Annual
Conference, Travel Consultants, Inc.
More than two years of meetings and
hard work have gone into the planning
of this convention, the first ever to be
held outside the continental limits of
the United States. To accommodate
vacationing families, NAA has sched50

uled the technical program in the
mornings, leaving the afternoons free
for relaxation and enjoyment of the
Islands. Hawaii Chapter, which was
chartered in 1922, is host for the 1971
Annual Conference.
Manual R. Sylvester, International Director from Hawaii, is the chairman of
the Operations Committee. William W.
Wright, past NAA vice president from
Orange County, is the chairman of the
Program Committee.
Communications Theme
The convention officially begins
Monday morning with President Ettore Barbatelli welcoming NAA registrants. The opening address will be

presented by Jay L. Beecroft, director
of education and training, 3M Company, St. Paul, Minn. His speech, "The
Second Greatest Sales Presentation of
All Time," will stress the importance
of communications between top management and the management accountant. Following this address, the Annual
Meeting of the Association will be
called to order and elections for officers
to serve 1971-72 and for directors to
serve 1971-73 will be held.
Striking an appropriate international
theme, the keynote luncheon address
will be delivered by Sumio Hara, President of the Bank of Tokyo, Ltd. Mr.
Hara has extensive experience in government and international finance, includMAN AG E M E N T AC C O U N T I N G/ M AY 1 9 7 1

night. This informal affair with a Hawaiian theme offers an opportunity for
members and their wives to meet the
NAA officers and staff members. Often
it is the occasion for reunions of old
friends and thus sets a friendly tone
for the Conference to follow. International Director Hugh Pingree is in
charge of the arrangements for this
traditional affair.
Hawaiian Fashions
On the Ladies' Program for Monday
afternoon is a sightseeing tour of Honolulu. The ladies will visit the East-West
Center, University of Hawaii campus,
and tour Manoa Valley with its beautiful homes framed by lush tropical
flowers. Next, they'll be treated to a
magnificent panoramic view of the city
from the Punchbowl National Cemetery. The tour then proceeds to Chinatown and the financial district, with a
stop at the historic Iolani Palace. The
evening is reserved for the Conference
Ball, featuring Hawaiian and "Mainland" bands.
Tuesday the ladies will see "200
years of the Hawaiian Women in Fashion" pass before their eyes. This historic
excursion will show what the Hawaiian
women wore in the past and how it has
been adapted to the present. More than
a fashion parade, the presentation will
describe how events have shaped the
lives of Island women. It will be presented at the ladies luncheon at the
Royal Hawaiian Hotel.
The whole family will enjoy the activity planned for Wednesday afternoon
and evening. It's a visit to the Polynesian Cultural Center, featuring a lavish
evening revue combining folk songs and
dances of Tahiti, Tonga, Samoa, Maori,
New Zealand and Old Hawaii. The cli-

GAO Celebrates
50th Anniversary
Established July 1, 1921, under the Proxmire writes: "Not only is the GAO
Budget and Accounting Act, the U.S. called the 'watchdog' of the governGeneral Accounting Office is celebrat- ment, but deserves that reputation. For
ing its 50th year. When initially estab- every one dollar spent for its operations,
lished, its principal mandate was to it saves at least three dollars through
investigate all matters relating to the its reports, audits, and actions. Indireceipt, disbursement, and application rectly, it saves many times that much."
of public funds, and in special reports to Written by Richard E. Brown, the book
Congress make recommendations look- urges greater Congressional use of the
ing to greater economy or efficiency in General Accounting Office and an expansion of the GAO's activities.
public expenditures.
The National Association of AccountThe advent of World War II saw
GAO expanding its activities with the ants has cooperated with the General
establishment of a decentralized organi- Accounting Office for many years. Be-.
zation to audit cost-plus-a-fixed-fee and cause GAO is currently concerned with
other cost-type war contracts at con- many matters of direct interest to the
tractors' plants. Previously, these audits Association, the liaison between the
were made by examination of expendi- two organizations has been strengthture vouchers and other documents sub- ened in recent years, with NAA offering
mitted to GAO's offices in Washington. the fruits of its research for GAO's conIn 1945, the GAO was authorized to sideration. In the April 1970 issue of
audit the financial transactions of all NIANAGENIENT ACCOUNTING, an article
Government-owned corporations in ac- described the activities and some of the
cordance with the principles and pro- problems of GAO. NAA salutes GAO
cedures applicable to commercial cor- on its 50th Anniversary.
porate transactions.
As the Federal Government increased
in size and expenditures, the GAO
found it necessary to expand its staff

and audits of programs. Today it has a
professional staff of about 2,900 located
in Washington, in field offices throughout the country, and in several offices
overseas. Many of the staff are members of the National Association of Accountants and more than 500 are certified public accountants.
The GAO's current audit work goes

max of the evening is a genuine luau

far beyond determining the legality of

feast on the beach.
On the final day of the Conference,
the ladies will visit Sea Life Park, which
has the world's largest exhibit of marine
life. An Old Hawaiian Sea Pageant and
two exciting porpoise shows are two of
the major attractions during this day's
activities. During the evening the ladies
will want to attend the Annual Dinner,
which represents the climax of the
competition year as individuals and
chapters are honored for outstanding
achievements, and the incoming president gives his inaugural address.
From an exotic jungle to an exciting
ride on a catamaran, the Young People's Program will leave the children

expenditures of public funds. While
continuing to be concerned with economy and efficiency of operations, GAO
has in recent years been increasing the
number of its reviews having as their
purpose the evaluation of program results and the effectiveness with which
Government agencies are attaining established goals or objectives.
With regard to defense procurement,
GAO is presently involved in such areas
as cost accounting standards, profits
realized on defense work, acquisition of
weapons systems, and the "should cost"
concept of estimating contract costs.
GAO's success is well documented.
In the foreword to a recently published
book, T h e GAO, Senator 'William

Continued on page 56
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How not
to get the
short end of
a merger.

Take a good look before
you leap. How? With new
valuation techniques. Look
at tangibles. Intangibles.
Tax consequences. The
works. Write for "Valuation
Factors in Mergers and
Acquisitions:' Marshall and
Stevens Incorporated,
Dept. A4,1645 Beverly Blvd.,
Los Angeles, Calif. 90026.

appraisalsby
MarshallandStevens

Ii

Pr of es s i on al a p pr ai s a l s e rvic e
to bu s in e s s a nd go ver n m e n t
thr oug h ful ly s t aff ed of fic es
in p ri nc ip al c it ie s
A (JN , ON A M E R I C A C O M P A N ,
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Close-up

International President Ettore Barbatelli (left) presents charter
for Illinois Northeast Chapter to f irs t president, Paul R. W alsh.

Long-time NM member E. W . Kelley is pres ented an honorary
Doctorate of Laws Degree by John W . Ryan, president of Indiana University. Mr. Kelley, an alumnus of the university, is
president of Consolidated Cigar Corp. and is also president of
the Consumer Products Group of Gulf & Western Industries, Inc.

NATO
I NAL MUD 1 PRESD
I ENT
70
197'

International Pres ident Ettore Barbatelli (left), recently participated at a combined meeting of the Milwaukee Chapter and
MAN AG E ME N T ACC O U N T IN G / M AY 1 9 7 1

the Wisconsin Society of CPA's. James 0. Sanderson (right),
president, and Norbert D. Badciong, V.P., also attended.
53

WILLIAM C. BESS, JR., K a n s a s City,
is now the controller of Crown Drug
C o . . . . MAURICE GUY was recently
elected to vice president of finance for
Topsy's International.... DONALD L.
REYNOLDS has been elected controller
of Commerce Banshares, Inc. He will
continue to serve as senior vice president and controller of Commerce Bank
of Kansas City.
CLAYTON C. IRWIN, JR., Knoxville, has
been promoted to assistant treasurer,
Tennessee Valley Authority.
JOHN DENNIS, Lehigh Valley, was
elected president of Northhampton
National Ban k.. .. FRANCIS W. FEHR
has been appointed controller of the
City of Allentown Housing Authority.
He is an NM International Director and
past president of the chapter.
HENRY DECHENT, Long Island-Nassau,
was appointed treasurer of Me Icor Electronics Corp., and treasurer of the parent Company, Newtown Electronics
Systems, Inc.
At Sioux Falls Chapter chartering ceremony, International Vice President Raymond J. A. EmmErmoKFEK, Macomb CountyJ. Lutjen (right) presents charter to first president, Calvin R. Krsnak. Looking on are Michigan, has joined Arlington AlumiManaging Director John E. Vavasour (left) and Charles P. Carlson, chairman of num Co. as treasurer-controller.
organizing committee.
RAYJ.STALOWKSI, Madison, was named
president of Kayser Leasing Corp. He
Emeritus Life Associates
been named a vice president of the will continue to serve as secretaryDrackett Co.... CARL BRIESKE is now treasurer of Kayser Motors, Inc.
EDWARD R. ALLEN, Lancaster.
vice president at Kroger's.... PAUL FRANKLIN G. Ana, Mid-Hudson, was
GEORGE D. BRYANT, Rochester.
E. REGNOLD was promoted to con- appointed corporate controller, The
CHARLES W. DOUGLAS, Charlotte past
troller at Cincinnati, Inc.
De Laval Separator Co.
president.
D
e
s
M
o
i
n
e
s
,
WILLIAM D. LUDWICK, Grand Rapids. DALESQUIRES,
has been JOHN BERGMANN, Milwaukee, was
WILLIAM J. PATTERSON, East Tennes- promoted to vice president and treas- named controller at Stainless Foundry
urer, General United Life Insurance. & Engineering, succeeding EDMUND E.
see.
GROSZ who is now the executive assistPromotions and New Positions
ant to the president and secretary....
VINCENT H. COOPER, Asheville, has
G. D. KOENEKE has been promoted to
been appointed assistant controller of
assistant controller at Grede Foundries.
American Enka Co., the Fibers Div.
BRUCE F. DANIELS, Mohawk Valley,
of Akzona, Inc.... Two members were
has
been named executive vice presinamed at Northrop Carolina, Inc. MALdent,
Ty-Lok Assembly Systems, Inc.
COLM R. STAUFFER is now manager
CHARLES
J. STANCEL, Morristown, has
of finance, and MARVIN ELLEGE was
BEYERSDORFER
HOLSINGER
Cincinnati
Indianapolis
been promoted to comptroller of First
promoted to manager of accounting.
V. LEONARDHANNA, Detroit, has been National Iron Bank of New Jersey.
RICHARD E. GERHARDT, Birmingham, promoted to vice president, The Eveis now controller of Thriftax, In c . . . . ning News Assn., publishers of The WARREN BECKER, New Haven, recently was elected treasurer of the
CHARLES W. REGAN has been elected Detroit News.
Pond Lily Co.
president and chief executive officer of
P.
Greenwich-Stamford,
JO
HN
LYNCH,
Gorrie, Regan & Associates.
HAROLD H. WHITE, N e w Orleans, has
has been appointed director of admin- been promoted to comptroller for the
WILLIAM P. WALSH, Brooklyn, has istration, Forest Products & Real Estate
Monteleone Hotel.
been promoted to assistant secretary of
Div., Regal Paper Cor p. . . . PHILIP J.
MURRAY A. DRACH, New York, has
The Irving Trust Co.
MOLTZ was named controller, Latin been elected vice president and conC
a
n
a
v
WILLIAM C. KERCHER, Cape
American Div., Xerox Corp.
troller of Swing line, In c . . . . THOMAS
eral,
has been appointed controller for
WILLIAM G. HOLSINGER, Indianapolis, P. MORRISSEY has been named senior
the Electronics Group of Harris-Inter- has been named director of corporate
vice president of Standard Research
type Corp.
financial planning and procedures for Consultants, In c . . . . JACK J. NORRIS,
E. J. BEYERSDORFER, Cincinnati, has Eli Lilly & Co.
JR., has been elected vice president, and

Chapter/Member News
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MARY RUSSELL, vice president in
charge of internal affairs, Northeastern
Operations, Kite Co.

Time Off

PAUL W. DEMAREST, past international
vice president from Omaha, has been
named internal auditor at Archbishop
Bergan Mercy Hospital.
DOUGLAS BROWN, Oakland County
past president, is now director and vice
president—finance,
Holmes/Harmon
Corp.

McCAFFREY
Pittsburgh

HOUSTON
Trenton

BERNARD J. GRUZLEWSKI, Pittsburgh,
has been elected controller of Signet
Cor p.. . . DAVID F. LANCER was elected
a partner in the firm of Hinds, Lind &
Miller.... FRANCIS MCCAFFREY, JR.,
was elected executive vice president,
Signet Corp.... MICHAEL B. YANDOBA
was elected vice president—finance and
treasurer, White Cross Stores, Inc.
SHERMAN H. DANCE, Raritan Valley,
has been appointed controller of Egan
Machinery Co....F. RAYMONDPIDCOCK
was named vice president and auditor at
the Flemington National Bank.
Louis J. GARNER, San Diego, has been
promoted to controller, Palomar Financial.
GILBF.RT L. BIEGER, Sangamon Valley,
was elected to the board of directors of
A. E. Staley Mfg. Co. He is vice president and controller at Staley.
ROBERT G. RENNER, South Central
Indiana, has joined Keebler Co. as
corporate controller.
B. ORDHOUSTON, Trenton past president, has been appointed vice president
—finance, and treasurer of the Bethlehem Corp.
DONBARHYTE, Western Carolinas, has
been promoted to assistant treasurer of
Multimedia, Inc.
In Memoriam
HUGH A. ARZBERGER, 79, Tr-Cities,
1939. Emeritus Life Associate.
LAVERN A. BATTEN, JR., 47, Indianapolis, 1955.
JAMESL. CROCK, 33, San Diego, 1964.
MANAGEMENTACCOUNTING/MAY1971

0 4 0 - Ar S4 '
"I don't mind your moonlighting, Hanson, but during your coffee breaks—that's
out!"

A Bit of Philosophy
Hello. This is your old Management
Accountant—who has just had a hard
day. He is sitting in his armchair trying to relax and unwind from the
day's tension. But it doesn't work.
His mind is still racing and he imagines himself still talking to the group
he has been working with during the
day. He pounds the table and shouts,
"A precedent embalms a principle."
Continuing and philosophizing a bit,
"Men have made an idol of luck as
an excuse for their own thoughtlessness. Luck seldom matches swords
with wisdom. Most things in life
quick wit and sharp vision can get
right." And then he closes his argument with his stern warning. "Tomorrow a stranger will say with masterly good sense precisely what we
have thought and felt all the time and
we shall be forced to take with shame
our own opinion from another."
The Old Management Accountant
stirs in his chair and suddenly realizes
he has been dozing and dreaming,
for the first quotation was uttered by

Benjamin Disraeli in 1848, the second by Democritus in 420 B.C., and
the third by Ralph Waldo Emerson
sometime in the 1800's.
The Old Management Accountant
smiles and relaxes, musing to himself
that while styles change and scientific
knowledge advances, the basic philosophy of human nature does not
change much over the centuries. In
the words of Confucius: "Heaven is
not unmindful of the heart that is
earnest."
The boss too!
C. Robert Angell
San Jose Chapter

No Alternative to Profit
Those who decry major concern with
profit should recognize that, in a
free society, no alternative to profit
has yet been devised by which business can be successful. Furthermore,
an unsuccessful business is in no
position to help either itself or society.
Robert W. Sarnoff
Chairman and President,
RCA Corp.
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CORBON A. CURRY, 56, Central Arkansas, 1970.
GILBERT A. HENNER, 64, Rochester
past president, 1950. Emeritus Life Associate.
CHARLES S. HOLMES, 69, Milwaukee,
1947. Emeritus Life Associate.
PATRICK F. JACKSON, 77, New Orleans,
1953.
THOMAS C. KAISER, 40, Western Carolinas, 1965.
MARTIN W. LINDER, 63, Detroit, 1946.
Emeritus Life Associate.
ARCHIE F. MILLER, 63, St. Paul past
president, 1942.
HERBERTG. MUELLER, 76, Milwaukee,
1945. Emeritus Life Associate.
JAMES E. PITOCHELLI, 73, Providence,
1942. Emeritus Life Associate
JAMES W. PORTER, 58, Pittsburgh,
1946. Emeritus Life Associate.
EDMUND C. PORTH, 62, Dallas, 1945.
Emeritus Life Associate.
HERMAN K. REGESTER, 69, Grand Rapids, 1951. Emeritus Life Associate.
CLARENCE W. RUSSELL, 65, Indianapolis, 1945. Emeritus Life Associate.
RITA F. SCHALL, 50, San Gabriel Valley, 1968.
WILLIAM F. SCHIEWETZ, 89, Dayton,
1934. Emeritus Life Associate.
CHARLOTTE P. SHORE, Philadelphia,
1945. Emeritus Life Associate.
ALBERT E. SMITH, 88, Binghamton,
1930. Emeritus Life Associate.
CHESTER M. SURDYK, 56, Detroit, 1949.
Emeritus Life Associate.
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Notice
Membership dues invoices for
1971-72 will be mailed to active
members, beginning this month.
Your membership dues of $45
($35 for members living in countries other than the U.S. and
Canada) ar e d u e J ul y 1. To ensure uninterrupted NAA services,
p a y m e n t s h o u l d be m a d e
promptly.
LOWELL V. TWADDLE, 40, Longview-

East Texas, 1966.
CARL A. WAGNER, 80, Milwaukee,
1948. Emeritus Life Associate.
HOWARD E. WEAVER, 54, Los Angeles,
1958.
Hawaii '71

Continued from page 52
full of wonder and delight. Paradise
Park, a scenic wonderland that preserves intact an ancient tropical jungle,
is the focus of the program on Monday.
The young people will see a worldfamous performance by trained macaws
and cockatoos in the Kamehameha Amphitheatre, and be treated to an authentic luau luncheon.
A tour of Sea Life Park, where the
marvels of the sea will be on display,
is scheduled on Tuesday. On Wednesday, of course, the children will join
the rest of the family in a tour of the
Polynesian Cultural Center, featuring
the luau at dusk.
An exceptional thrill awaits the children of NAA members on Thursday

when they will sail along the coast of
the island in a giant luxury catamaran-The Ale Ale Kai V. This boat is designed after the double-hulled war canoes of the ancient Polynesians. There
will be lunch and entertainment on
board.

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

PropertyRecordsCompany
PO Box 656, East Orange, N.J. 07019
Tel. 201-674-9360
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NO TI CE OF A N NU AL M E ET I N G
Notice is hereby given to all members of the Association
that the Annual Meeting of the National Association of
Accountants will be held at the Royal Hawaiian Hotel in
Honolulu, Hawaii, on Monday, June 21, 1971 , at approximately 10:30 a.m., or immediately following the
conclusion of the opening session, to receive the report
of the Nominating Committee and to transact such other
business as may properly come before the meeting.
New York
William M. Young, Jr.
May 1, 1971
Executive Director

Nominating Committee Report
To Members of the National Association of Accountants:
The 1970-71 Nominating Committee is pleased to present the following members as nominees for
election to international office at
the Annual Meeting of the Association to be held in Honolulu, Hawaii, Monday, June 21, 1971.
Under the Constitution and ByLaws of the Association, 14 international off icers—the president,
12 vice presidents, and the treasurer—are elected to serve a term
of one year. Fifty international directors are elected to serve a term
of two years. Their terms overlap
with those of 50 current directors,
thus assuring continuity on the
Board of Directors.
The report also includes nomi-

nees for the Nominating Committee for 1971-72, who also are
elected at the Annual Meeting.
The nominees' service on chapter boards has been extensive, as
you can see. Nominees were also
selected to reflect the broad geographical and multi-faceted professional background of the NAA
membership. We recommend this
group of outstanding members with
great pride and complete confidence that they will do a praiseworthy job.
Respectfully Submitted,
Nominating Committee
1970-71

NOMINATING COMMITTEE, 1970-71
CHAIR MAN:

GRANT U. MEYERS,

WILLIAM J. BERGLUND, OAKLAND COUNTY
COLIN A. STILLWAGEN, SAN DIEGO
W. ATLEE DAVIS, JR., DELAWARE
CLEMENS A. ERDAHL, NEW YORK
ROBERT 0. FEOLA, AKRON
W. E. FERGUSSON, COLUMBIA
JAMES E. MEREDITH, JR., NEW YORK
M A N A G E M E N T A C C O U N TIN G / M A Y 1 9 7 1

NORTH TEXAS

THOMAS L. MORISON, BOSTON
CHARLES S. MYERLY, CHARLOTTE
JOSEPH V. NEWMAN, PITTSBURGH
RICHARD F. PEIRCE, CHICAGO
HUGH R. PINGREE, HAW AII
WILLIAM A. REVILLE, B A N G O R - W A TE R V IL L E
J. LAMAR STALL, SHREVEPORT
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Nominee for President

JULIUS G. UNDERWOOD
Cincinnati (1936): Director of Publicity,
1945-46; Vice President, 1946-48; President, 1948-49. He then became affiliated with Lehigh Valley and, currently,
Harrisburg Area. International Board of
Directors, 1960-62; Program Director of
the Washington Regional Conference,
1960; Member of the Committee on Accounting Development, 1961-62; International Vice President, 1962-63. Subsequently he served as Chairman of the
Committee on Group Insurance and then
Chairman of the Committee on Finance
and Member of the Executive Committee,
1969-71. He is President and a member
of the board of Harsco Corp., Harrisburg,
Pa.
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Nominees for Vice Presidents
L. DEAN CARPENTER
Chicago (1954): Director of Special Activities, 1958-59; Director of Member Attendance, 1959-60; Director of Communications, 1960-61; Secretary, 1961-62;
Vice President, 1962-65, and President,
1965-66. An International Director,
1968-70, he served on the Committee on
Chapters. He is Secretary of H. Hoffman
Co., Chicago.

CHARLES W. LAMDEN
San Diego (1949): President, 1950-51;
France: Co-chairman, Organizing Committee, 1966; Vice President, 1966-67;
New York: Director of Educational Activities, 1968-71; NAA Committee on
Grants-in-Aid, 1970-71. He is a Partner
in the Executive Office of Peat, Marwick,
Mitchell & Co., New York, N.Y.
CLARENCE LANGER

HARRY W. CHERRY
North Carolina Southeastern Area (renamed Wilmington Chapter) 1967: Charter Member and first President, 196768. During his term as International
Director, 1969-71, he served on the
Committee on New Chapter Formation.
He is Managing Partner of the accounting firm of Cherry, Bekaert & Holland,
Wilmington, N.C.

Miami (1958): Director of Member Relations, 1958-59; Director of Programs,
1960-61; Director of Manuscripts, 196162; Vice President, 1963-65; President,
1965-66. Elected an International Director, 1969-71, he served as a member of
the Committee on New Chapter Formation. He is an Independent Accountant
practicing in Coral Gables, Fla.
RAYMOND A. REHFELD

FRANK E. DOELER
Indianapolis (1957): Director of Employment, 1961-62; Director of Meetings,
1962-63; Vice President, 1963-64;
Treasurer, 1964-65; Vice President,
1965-66; President, 1966-67. During his
term as International Director, he served
on the Committee on Chapters, 1968-69;
and on the Committee on New Chapter
Formation, 1969-71. He is a Department
Head at the W estern Electric Company
Indianapolis Works Accounting Organization, Indianapolis, Ind.
WILLIAM J. FOX
Hartford (1953): Director of Employment,
1957-58; Director of Publications, 195859; Director of Publicity, 1959-60; Director of Chapter Seminars, 1960-61; Treasurer, 1961-62; Secretary, 1962-63; Vice
President, 1963-64; President, 1964-65.
Member, Committee on Chapters, 196567, and as International Director, 196769, he served on the committee. Recently he was Chairman of the New
England Regional Conference. He is Controller, Southington Hardware Division,
Modulus Corp., Southington, Conn.

Oakland-East Bay (1956): Director of Attendance, 1958-59; Treasurer, 1959-60;
Director of Programs, 1960-61; Vice
President, 1961-62, and 1962-63; President, 1963-64. Elected International Director for 1964-65, he served on the
Committee on Chapters. Alameda CountySouth: Chairman of the organizing committee and President, 1966-67. He was
again elected International Director,
1969-71. He is Manager of Accounting,
United States Pipe & Foundry Co.'s western operations, Union City, Calif.
DAVID F. ROBERTSON
Dallas (1955): Competition Chairman,
1961-62; Director of Member Attendance, 1962-63; Director of Special Activities, 1963-64; Director of Programs,
1964-65; Vice President, 1965-67; President, 1967-68. He was elected an International Director, 1969-71, serving on
the Committee on Membership Development and the Committee on Socio-Economic Programs. He is Real Estate Administrator for Texas Instruments, Inc.,
Dallas, Tex.
A. T. SAMUELSON

CHARLES R. KNUTSON
Saginaw Valley (1955): Secretary, 195758; Director of Education, 1958-59; Di-

Chicago (1946); Washington: Director of
Manuscripts, 1960-63; Vice President,
1963-64, and President, 1964-65. During his two-year term as International
Director, 1967-69, he served on the
Committee on Membership Development
and has continued as an appointed
member of the committee. He has been
awarded a Certificate of Merit for a
manuscript published in MANAGEMENT
ACCOUNTING. He is Director of the Civil
Division, General Accounting Office,
Washington, D.C.
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Nominees for Vice Presidents
EMIL SCHARFF
San Diego (1960): Director of Membership, 1961-62; Director of Programs,
1962-63; Vice President, 1963-66; and
President, 1966-67. He served as an International Director, 1968-70. He is the
Managing Partner of the San Diego,
Calif., office of Arthur Young & Co.

PAUL C. SMITH
Philadelphia (1934): Director of Meetings, 1944-45; Director of Member Attendance, 1945-46; Director of Special
Activities, 1946-47, and Vice President,
1947-49. South Jersey: President, 196162. Elected International Director in
1962-63, he served on the Committee
on Accounting Development. He is Manager, Accounting Practices, Computer
Systems, RCA Corp., Cherry Hill, N.J.

Nominee for Treasurer

CLEMENS A. ERDAHL
New Orleans (1951); New York: Director
of Education, 1959-60; Vice President,
1963-64, and 1964-65; President, 196566. He was elected to the Board of Directors, 1966-68, and elected Treasurer,
1970-71. He is a Partner in Price Waterhouse & Co., New York, N.Y.

Nominees for International Directors

ROBERT L. BAILEY
Buffalo (1948): Director of Member Attendance, 1957-58; Treasurer, 1959-61;
Director of Employment, 1961-62; Secretary, 1963-65; Vice President, 1965-68;
President, 1968-69. He is Assistant Secretary, The Crosby Company, Buffalo,
N.Y.

ROBERT E. BARGMANN
Lima (1961): Director of Manuscripts,
1963-65; Treasurer, 1965-66; President,
1966-67. He is Manager, Ernst & Ernst,
Lima, Ohio.
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JORGE E. BLAY
Puerto Rico (later San Juan) 1959: Director of Publicity, 1962-63; Vice President, 1963-64; Secretary, 1964-65;
Treasurer, 1965-66; Vice President,
1967-69, and President, 1969-70. He is
Area Controller Caribbean, Esso Standard Oil S.A. Ltd., San Juan, Puerto Rico.

Nominees for International Directors
PERRY K. BUSHNELL
Washington Tr-Cities (1966): Vice President, 1966-67; President, 1967-68. He
is Director of Budget & Finance, U.S.
Atomic Energy Commission, Richland,
Wash.

JEANNE F. ETIENNE
Cincinnati (1961): Secretary, 1965-66;
Treasurer, 1966-67; Vice President,
1967-68, and President, 1968-69. She
is Secretary-Treasurer of Westerman
Print Co., Cincinnati, Ohio.

P. LOWELL CHAPMAN
Saginaw Valley (1959): Director of Manuscripts, 1965-66; Director of Program,
1966-67; Vice President, 1967-68 and
1968-69; President, 1969-70. He is
Head of the Department of Accountancy
at Ferris State College, Big Rapids,
Mich.

EARL F. EVANS
North Alabama (1964); Muscle Shoals:
Charter Member, 1966; Secretary, 196667; Treasurer, 1967-68; President, 196869. He is Assistant Branch Chief, Finance, Tennessee Valley Authority, Muscle Shoals, Ala.

MAITLAND L. CLARK
Youngstown (1962): Director of Educational Activities, 1965-66; South Central
Indiana: Director of Manuscripts, 196667; Treasurer, 1967-68; Vice President,
1967-68; President, 1968-69. He is
General Accounting Manager, Cummins
Engine Co., Columbus, Ind.

G. RAY CRIM, JR.
Indianapolis (1967); Indiana East: Chairman of Organizing Committee, 1967;
Vice President, 1967-68; President
1968-69; Committee on New Chapter
Formation, 1970-71. He is a Supervisor,
Geo. S. Olive & Co., Richmond, Ind.

NICHOLAS M. F Al l I NI
Philadelphia (1955); North Penn: Director of Seminars, 1960-61; Director
of Member Attendance, 1961-62; Director of Membership, 1962-63; Treasurer,
1963-64; Vice President, 1964-66; President, 1966-67. Valley Forge: Charter
Member, 1969. He is Manager of Cost
& General Accounting, Autocar TrucksWhite Motor Corp., Exton, Pa.

RUFUS J. FERRARA
Albany (1943): Director of Member Attendance, 1949-50; Director of Publicity, 1950-51 and 1951-52; Vice President , 1952-53 and 1953- 54, and
President, 1954-55. He is Accounting
Manager, Zak Inc., Troy, N.Y.

THOMAS J. CULLEN
Los Angeles (1962); San Gabriel Valley:
Director of Program, 1966-67; Vice
President, 1967-68; President, 1968-69.
He is a Partner at Eby, Blake & Cullen,
Pasadena, Calif.

KIRTLAND FLYNN, JR.
Newark (1952); Charlotte: Director of
Special Activities, 1962-63; Director of
Communications, 1963-64; Director of
Member Attendance, 1964-65; Vice
Pr esi d en t , 1 9 6 5 - 6 6 , a n d Pr es i d en t ,
1966-67. Committee on New Chapter
Formation, 1970-71. He is Assistant Director, Technical Accounting Group, J. P.
Stevens & Co., Charlotte, N.C.

CHARLES F. DISMUKES
Mobile-Pensacola (1960): Director of
Publicity, 1964-65; Director of Special
Activities, 1965-66; Mobile: Director of
Meetings, 1966-67; Treasurer, 1967-68;
Vice President, 1968 -69; President,
1969-70. He is Controller, Smith's Bakery, Inc., Mobile, Ala.

MICHAEL P. GRANIERI
Akron (1951): Director of Program, 196162; Secretary, 1962-63 and 1963-64;
Vice President, 1964-65 and 1965-66
and President, 1966-67. He is Vice
President and Comptroller, Summit National Life Insurance Co., Akron, Ohio.
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Nominees for International Directors
JACK K. HARAWAY
Denver (1955): Director of Meetings,

1960-61; Director of Publicity, 1961-62;
Director of Communications, 1962-63;
Treasurer, 1963-64; Vice President,
1964-65 and 1965-66; Committee on
Chapter Operations, 1970-71. He is Controller, Midwest Oil Corp., Denver, Colo.

JAMES P. HENRY
Indianapolis (1957): Director of Communications, 1959-60; Secretary, 196162; Director of Membership, 1964-65;
Director of Special Activities, 1965-66;
Treasurer, 1966-67; Vice President,
1967-68, and President, 1968-69. He is
Manager, Cost Department, Inland Container Corp., Indianapolis, Ind.

JULIAN G. HOFFMANN
St. Louis (1957): Director of Meetings,
1959-60; Director of Membership, 196061; Director of Special Activities, 196162; Secretary, 1962-63; Vice President,
1963-64, 1964-65, and 1965-66; President, 1966-67. He is Director of Accounting of the Consumer Products
Group, Ralston Purina Co., St. Louis,
Mo.

JOHN W. JAMES

Los Angeles (1960); Orange County: Director of Membership, 1963-64; Secretary, 1964-65; Vice President, 1965-66;
President, 1966-67. He is Controller,
International Div., Beckman Instruments,
Inc., Fullerton, Calif.

GARDNER M. JONES
Baton Rouge (1954); Lansing-Jackson:
Director of Manuscripts, 1960-61; Director of Programs, 1964-65; Director of
Educational Activities, 1965-66; Vice
President, 1967-68 and 1968-69; President, 1969-70. He was awarded a Certificate of Merit for an article published
in MANAGEMENT ACCOUNTING. He is Professor of Accounting, Michigan State
University, East Lansing, Mich.

JOHN N. JORDIN
Lancaster (1961): Director of Program,
1964-65 and 1965-66; Vice President,
1966-67 and 1967-68; President, 1968-

69. He is Assistant Treasurer, Armstrong
Cork Co., Lancaster, Pa.
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RICHARD M. KAUFMAN
El Paso (1966): Treasurer, 1967-68; Vice
President, 1968-69; and President,
1969-70. He is Controller, Hotel Dieu
Hospital, El Paso, Tex.

DONALD G. KERN
Atlanta (1960): Director of Employment,
1962-63; Director of Public Relations,
1963-64; Director of Program, 1964-65;
Asheville: 1965; Piedmont, 1966; Western Carolinas: Director of Educational
Activities, 1967-68; Director of Program,
1968-69; President, 1969-70. He is Assistant Corporate Controller, Dan River
Mills, Inc., Greenville, S.C.

FRED J. KOLBE
Jersey City-Hudson (1963): Director of
Member Attendance, 1965-66; Director
of Program and Manuscripts, 1966-67;
Secretary, 1967-68; Vice President, 196869; President, 1969-70. He is Customer
Service Specialist, Hunt-Wesson Foods,
Bayonne, N.J.

CARL M. KOONTZ
Northern New York (1958): Secretary,
1959-60; Vice President, 1960-61 and
1961-62. Tr-Cities: Director of Program,
1962-63; Director of Membership, 196364; Vice President, 1964-65 and 196566; President, 1966-67. Now a member
of Knoxville Chapter, he is Accounting
Manager, Tennessee Operations, Aluminum Company of America, Alcoa, Tenn.

EDWARD J. KRAL

Detroit (1942): Director of Communications, 1962-63; Director of Member Attendance, 1963-64; Director of Special
& Educational Activities, 1965-66; Vice
President, 1966-67 and 1968-69; President, 1969-70. He is Division Controller,
Kelsey-Hayes Co., Romulus, Mich.

JAMES H. LAWRENCE
Providence (1958): Secretary, 1960-62;
Vice President, 1962-63 and 1963-64;
President, 1964-65. He is Senior Accountant and Office Manager, Rhode
Island Department of State Library Services, Providence, R.I.
MANAGEMENTACCOUNTING/MAY1971

Nominees for International Directors
C. EVANS LAWTON
Newark (1947); New York: Vice President,
1964-65, 1965-66, and 1966-67; President, 1967-68. He is Airport Lease Accountant, Port of N.Y. Authority, New
York, N.Y.

THEODORE G. LIEB
Philadelphia (1953): Director of Communications, 1962-63; Director of Membership, 1963-64; Director of Special
Activities, 1964-65; Director of Member
Attendance, 1965-66; Vice President,
1966-67, 1967-68, and 1968-69; President, 1969-70. He is Vice Presidentfinancial, Liquid Nitrogen Processing
Corp., Malvern, Pa.

WARREN E. LONG
Trenton (1952) Charter Member; Director
of Communications, 1961-62; Secretary,
1962-63; Vice President, 1963-64 and
1964-65; President, 1965-66. He is
Comptroller, Delaware River Joint Toll
Bridge Commission, Morrisville, Pa.

EDWIN W. MANKTELOW
Elmira Area (1961): Director of Special
Activities and Employment, 1966-67;
Vice President, 1967-68 and 1968-69;
President, 1969-70. He is Controller,
Taylor Wine Co., Hammondsport, N.Y.

EDWARD B. McNALLY
Joplin Tri-State (1963): Charter Member,
1963; Director of Publicity & Communications, 1964-65 and 1965-66; President,
1966-67; Chapter Competition Chairman,
1967-70. He is Plant Controller, SperryRand Corp.-Vickers Div., Joplin, Mo.

JOHN H. McNEIL
Mid-Florida (1964): Director of Programs,
1966-67; Vice President, 1967-68, and
President, 1968-69. He is a Principal,
Haskins & Sells, Orlando, Fla.

WILLIAM F. NICHOLS
Peninsula-Palo Alto (1960): Director of
Spec i al Ac t ivi ties , 1963-64; Dir ec t or of
Membership, 1964-65; Vice President,
1965-68; President, 1968-69. He was
Chairman of the Golden West Council,
1969-70. He is Assistant Controller, Saga
Administrative Corp., Menlo Park, Calif.

GERALD G. PARKINSON
Phoenix (1961): Director of Communications, 1965-66; Vice President, 1966-67,
1967-68, and 1968-69; President, 196970. He is Secretary-Treasurer, Baron Industries Corp., Phoenix, Ariz.

WILLIAM J. McHUGH
Westchester (1965): Director of Program
and Vice President, 1966-67; Vice President, 1967-68; and President, 1968-69.
He is a Partner, Lybrand, Ross Bros. &
Montgomery, New York, N.Y.

WILLIAM D. PITKIN
Toledo (1959): Director of Membership,
1961-62; Director of Programs, 1962-63;
Vice President, 1963-64 and 1964-65;
President, 1965-66. Lake Erie Central.
He is Controller, Assistant Secretary &
Assistant Treasurer, Nordson Corp., Amherst, Ohio.

JAMES D. McMENAMIN
Trenton (1955); Philadelphia: Director of
Publications, 1959-60; Director of Membership, 1960-61; Vice President, 196162 and 1962-63; President, 1963-64.
Currently affiliated with Newark Chapter,
he is a partner, Lybrand, Ross Bros. &
Montgomery, Newark, N.J.

ARTHUR A. RAUTIO
Hartford (1956): Director of Special Activities & Employment, 1958-59; Director
of Membership, 1959-60; Director of
Manuscripts, 1960-61 and 1961-62; Director of Program, 1962-63; Treasurer,
1963-64; Vice President, 1964-65 and
1965-66; President, 1966-67. Committee
on Chapter Operations, 1970-71. He is a
Partner at Peat, Marwick, Mitchell & Co.,
Hartford, Conn.
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Nominees for International Directors
JOHN A. RITZENTHALER
Rochester (1951): Director of Meetings,
1954-55; Director of Newsletter, 195556; Director of Member Attendance,
1956-57; Director of Special Activities,
1957-58; Treasurer, 1958-59; Vice President, 1960-61 and 1961-62; President,
1962-63. He was elected an International
Director, 1963-64. He is Comptroller, Diocese of Rochester, Rochester, N.Y.

JOHN W. TOWNS, JR.
Pittsburgh (1961); Butler Area: Charter
Member, 1966; Secretary, 1966-67; Vice
President, 1967-68; President, 1968-69.
Committee on Chapter Operations, 197071. He is Assistant to the President, Fiscal Affairs, Pennsylvania Refining Co.,
Butler, Pa.

EDGAR D. WEILER
Milwaukee (1955): Director of Manuscripts, 1962-63; Director of Meetings,
1963-64; Vice President, 1964-65; President, 1965-66. Committee on Chapter
Operations, 1970-71. He is Controller,
Graham Transm issions, Menomonee
Falls, Wis.

EDWARD W. RODGERS
Chicago (1948); Dayton: Director of Program, 1959-60; Director of Meetings,
1960-61; Director of Membership, 196162; Vice President, 1962-63; Director of
Publicity, 1964-65; President, 1965-66.
He is Chairman, Department of Accounting, University of Dayton, Dayton, Ohio.

JERRY D. WILLIS
San Antonio (1964): Director of Program,
1966-67; Director of Manuscripts, 196768. Austin Area: Chairman of Organizing
Committee, 1968; President, 1968-69. He
is Treasurer, Tracor Computing Corp.,
Austin, Tex.

ERIC ROTH
Cape Canaveral (1965): Director of Program, 1966-67; Vice President, 1967-68;
President, 1968-69. He served on the
Committee on Public Relations, 1970-71.
He is Manager, Contract Cost Analysis,
Trans World Airlines, Inc., Kennedy Space
Center, Fla.

ROBERT L. WOOLHEATER
Los Angeles (1961): Palos Verdes-Torrance: Director of Public Relations, 196566; Director of Communications, 19666 7 ; Vi c e Pr es i dent , 1967-68; President,
1968-69. Committee on Public Relations,
1970-71. He is Controller and Assistant
Secretary, Craig Corp., Compton, Calif.

JULIUS C. ST. AMANT
New Orleans (1950): Director of Program,
1963-64;
Treasurer, 1 9 6 4 - 6 5 ; Secretary,
1965-66; Vice President, 1966-67; President, 1967-68. Committee on Membership, 1970-71. He is Secretary-Treasurer
and Vice Chairman, George H. Lehleitner
& Co., New Orleans, La.

VERNON E. ZUMHAGEN
Rockford (1953): Director of Manuscripts,
1956-57; Director of Member Attendance,
1957-58; Director of Education, 1958-59;
Director of Meetings, 1959-60; Director
of Communications, 1960-61; Director of
Program, 1961-62; Secretary, 1963-64;
Vice President, 1964-65, and President,
1965-66. He is Corporate Controller, J. L.
Clark Mfg. Co., Rockford, Ill.

JOHN F. SCANLON
San Diego (1963): Director of Meetings,
19 64 - 65 ; Secretary, 1965 -66 ; T reas ur er,
1966-67; Vice President, 1967-68; President, 1968-69. He is Manager, industrial
accounting, General Dynamics/Convair,
San Diego, Calif.

INTERNATIONAL NOMINATING COMMITTEE
TO REPORT IN 1972
CHAIRMAN: E T T O R E B A R B A T E L L I , MILWAUKEE
R . L E E B R U M M E T , RALEIGH-DURHAM
R O B E R T R . E L L I O T T , BALTIMORE
W I L L I A M L . F E R R A R A , CENTRAL PENNSYLVANIA
J O H N J. F O X , DETROIT
V I N C E N T B . G R A N D E , KNOXVILLE
G O R D O N A. JOHNSON, ROCHESTER

HAROLD E. LITTLE,
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WASHINGTON TRI-CITIES

RAYMOND J. LUTJEN, DES MOINES
WILLIAM R. McCAMY, FORT WORTH
J A M E S E . M E R E D I T H , J R . , NEW YORK

GRANT U. MEYERS,

NORTH TEXAS
W A D E B . S A L I S B U R Y , S A N JOSE
J AM E S C . S T E P H E N S O N , L A K E E R I E C E N T R AL
R O B E R T J . W E A F E R , BOSTON
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ACCOUNTING and EDP PROFESSIONALS
NOW AVAILABLE

FREE

Our completely revised 21st Annual
Prevailing Salary Survey, 1971
V
MOST COMPREHENSIVE
V
MOST AUTHORITATIVE
V - YOUR ONLY GUIDE
The Robert Half organization has
conducted a study of Prevailing
Starting Salaries in the Financial and
Data Processing fields since 1950.
Many companies use it as a guideline
in their salary reviews. It has been
used by the U.S. Department of Labor
in their Employment Outlook series,
and is frequently quoted by newspapers and magazines. For your free
copy — call or write your nearby
Robert Half office.

ROBERT 141:11-F
PERSONNEL AGENCIES
AT L ANT A

DENVER

MIL W AUKEE

PORT LAND, ORE.

23 5 P e. ht r iz e S t . , N . E .
( 40 4) 6 13 8. 23 00

161 2 C o ur t P ie ce
( 303) 244. 2925

The C l er k B l dg.
( 4 1 4 ( 2 71 - 9 3 8 0

610 S. W . A kio. - St .
( 503) 222- 9778

BAL T IMORE
The O uadr angle— C r oss K eys
( 301) 323- 7770

BOSTON
14 0 Fe d w e l S t .
( 617) 423- 8440

CHARLOTT E
9 0 7 Baugh B ui ldi ng
(704) 333- 5173

CHICAGO

DET ROIT
140

H o n e y w e l l C ent er , So u t h f ie l d
( 313) 354- 1535

MINNEAPOL IS

PROVIDENCE

82 2 M a r qu e t t e Av e .
( 612 ) 3 36- 8 836

76 W es t minst er St .
( 401 ) 2 74- 8 700

GARDEN CIT Y, N. Y.

NEW ARK
11 80

58 5 St ew a r t A ve .
( 518) 2 48- 1234

HART F ORD
75 Pear l St .
( 203) 278- 7170

R a y mo n d

ROCHESTER
B lvd.

(201) 623-3661

FI14-11

O n e M ar i ne M i dl a nd P l az a
( 716 ) 5 45- 3 020

NEW YORK

ST. LOUIS

3 3 0 Ma di so n Av e.
( 2 1 2 ) 9813- 1300

10 1 5 L o cu s t St.
( 314 ) 2 31- 0 114

HOUST ON

ORANGE, CAL.

33 3 N . Mi c hi ga n A ve .
( 312) 7 82- 6930

120 0 C en t r al N a t ' l , B an k B ld g.
( 713) 228- 0066

5 0 0 Sou t h M a i n
(714) 83 5- 41 03

CINC INNAT I

INDIANAPOL IS

PHIL ADEL PHIA

SAN JOSE

60 6 Te r r ac e H i lt on
( 513) 8 21.7711

9 N or t h Il lin oi s S t .
( 317) 836- 5441

2 Penn C ant er Plaz a
( 215) 568- 4580

87 5 N o r t h Fi r s t St .
( 40 8) 2 93- 90 40

PHOENIX

ST AMFORD, CONN.

CL EVEL AND
13 67 E. 6 t h St .
( 216) 8 21- 0670

KANSAS CITY
127 W eld 1011, St .
( 81 13 ) 4 74 - 45 83

MEMPHIS
1 2 5 . M a i n St.
( 901) 527- 7324

DAL LAS

LOS ANGELES

MI AM I

11 70 H a r t fo r d B l dg .
( 214) 742- 9171

3600 W i lsh ir e B l ed.
( 213) 381- 7974

110 7 N or t he ast A ir l ine s B ld g.
( 305) 377- 8728

15 1 7 D el W e b b T o w n eH o u s e
(604 279.1688

PITT SBURGH
G at ew ey Tow er s
( 412) 471 - 59 45

SAN F RANCISCO
II I P i ne St .
( 415 ) 4 34- 1 900

111 Pr os pect St .
( 203) 325- 4158

W ASHINGTON, D. C.
73 1 6 W i s c on s i n A v e . N W .
( 301 ) 6 54- 1 850

