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NCR's new large -print

ELECTRONIC CALCULATOR
Introducing NCR's compact
integrated circuit electronic
printing calculator with
not -so- compact printing. Why?
Because work that gets read
better gets done better.
The NCR 18 -30 measures less
than 10 inches across. Yet the
printing tape measures a full
3 3/ 8 inches. That's 55% wider
than most printing tapes on
competitive units, and the print

is proportionately bigger to
match. So, even though your
people will be working with a
compact unit, they won't get
results that read back like footnotes from an insurance policy.
You'll find other thoughtful
touches have been built right
into the NCR 18 -30 as well. Like
direct access to memory from
every function key. And two
other things you can't see in

this ad: minus entries and
credit totals are printed in red.
The NCR 18 -30 Electronic
Printing Calculator. It's built to
work better, longer. Best of all,
it's designed to help your people
work more efficiently. At $795,
can you afford anything less?
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PRESIDENT'S PERSPECTIVE

Self - Development:
A Commitment
When you signed the application to join the National Association
of Accountants, whether you were aware of it or not, you were
making a commitment with yourself and the Association.
In short, you entered upon a program of self - development.
To me there is no greater goal for an individual than the
self- actualization of his own potentialities. We all have almost
infinite potential for development; most of our lives we are
"becoming," shaped by voluntary and involuntary influences.
We intend to hold you to that unspoken promise by offering
opportunity after opportunity for you to develop and grow.
We plan during 1971 -72 to discuss the Association's programs
and the many benefits of membership, hopefully to encourage
you to sit down and take stock of yourself and where you
want to be in ten years' time.
The "NAA package" has many compartments. In addition to the
rewarding educational programs one of the truly valuable benefits
of membership is the people that you meet. Like everyone else
you're probably chained to a nine -to -five office routine.
When do you get a chance to meet the vice president of finance
of a large corporation? Or a partner of one of the "Big Eight ?" Or
the treasurer of a large department store chain?
Where else but in NAA?
Many of my personal and business acquaintances evolved from
my NAA membership. It's surprising —and gratifying —to discover
how many people you know after a period of years of NAA
membership.
The benefits of membership, of course, are directly proportional
to your input. The more you involve yourself in NAA activities,
the more value you'll obtain.
And you'll be fulfilling that original contract you made with
yourself and NAA.

JULIUS G. UNDERWOOD
President, 1971 -72
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JULIUS UNDERWOOD: NAA'S NEW PRESIDENT
A 35 -year veteran of Association activities, President -elect Underwood plans to make
personal development of members a major theme of his term during 1971 -72.
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INVENTORY MANAGEMENT PROGRAM
By

Charles J. Slaybaugh
Inventory is a basic resource and as such it requires a good inventory management
program to minimize the costs of acquiring and keeping it.
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INVENTORY COSTS AND THE PROPERTY TAX
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Jordan H. Davis
Offered in this article is a method for converting "standard cost" inventory
to its "fair cash value" in order to avoid possible tax penalties.
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LIMITATIONS IN DEVELOPING TOP -LEVEL EXECUTIVES
Oliver L. Goffinet
Discussed in this article are the two kinds of limitations which affect
top -level managers today: avoidable limitations and unavoidable ones.
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Phillip A. Jones, Sr.
Every alternative has a cost, every alternative has a benefit. In this article
the cost - benefit factors related to computerization are reviewed.
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By Thomas E. Melang

The accounting controls discussed in this article illustrate how the professional firm can
maintain efficient use of staff member time and realize the benefits of full billing rates.
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The po tentialit ies of land development are becoming
increasingly evident to corporations seeking new areas
for profitable investment. The land -use and area development concepts involved often challenge the
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Assisting corporate decision - makers is our business.
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Letters

TO THE EDITOR

Our Stake in Free Enterprise

Thanks for a Timely Message

"Our Stake in Free Enterprise" (President's Perspective,
May 1971) disturbed me because it indicates a complete
lack of understanding for the reason which causes so many
people (not only the students) to speak out against the
"system" or rather the double standard created within
the system.
When Mr. Barbatelli speaks of socialism opposed to a
free enterprise economy lie undoubtedly means economic
and not political socialism, although these two terms have
become almost svnonvmous. Economic socialism means
government or political party controlled production and
distribution. At the present time we have not reached this
point but we are on our way. Ever since the "Depression"
—and I defy anybody to defend free enterprise in glowing
terms in view of what happened in the early 1930's —our
government, regardless of party designation, has meddled
with our economy to a point where monetary and fiscal
policy has or pretty soon will choke off the last resemblance
of a free enterprise economy. To teach our youngsters in
Junior Achievement all the noble principles that we should
cherish, to have these kids find out only too soon what we
are really doing, that is what the younger generation cannot stomach —and rightly so.
Profit has become a dirty word not because we deny that
it is essential to the economy but because, in a considerable
number of cases, it is made to the detriment of all of us
or is made by enterprises which exist for the very purposes
that are demoralizing and create dissension in our nation
of tragic proportions. How can we really justify the enormous amounts of monies spent and earned for war production in view of the tremendous social needs in our country?
How can we justify a war that undermines the morals of
our citizens to an extent that threatens our very existence
as a Christian nation (yet)? Does business speak out on
these matters, does the so- called free enterprise take a stand
on these issues? And, therefore, is it surprising that people
start asking questions that the "system" doesn't answer?
I am afraid that our children understand the "system"
too well. They do not have to be educated on its merits
as Mr. Barbatelli suggests. We, who have created this mess
of ours by inertia, by our lack of understanding of what
has happened, should at least recognize the justness of the
general complaint to stop talking out of both sides of our
mouth and, at least, be charitable enough to listen to those
who will have to shoulder the burden that we created. The
heritage trail of our freedom, which has been fought for
a long time ago, is strewn with nothing but debris created
by the "system." To clear it up will take more than pointing
an accusing finger at those who are disillusioned, frustrated
and yet tremendously concerned. We all better quit preaching and start listening. Or, what is even more important,
have better answers, than those in the past, to the questions
of our youngsters.
H. L. Matzner
Milwaukee Chapter
Milwaukee, Wise.

While my letter to the Editor does not comment on a
member- written technical article as such, I was so impressed by the "President's Perspective" in the May 1971
issue that I felt compelled to express my feelings.
Perhaps the article had the impact it did, due in part
to its timeliness. As President of the Virginia Skyline
Chapter, I was due to award the "Treasurer of the Year"
plaque to the 1971 J.A. achiever in our area. I could not
have asked for a better stimulant in my search for appropriate remarks.
Mr. Barbatelli eloquently expressed the purposes, goals
and necessity of Junior Achievement and, as I participated
in the Annual Awards Banquet and listened to the achievements of these young men and women, it was very apparent
that J.A. is accomplishing its goals.
Our Chapter is very fortunate and privileged to be
able to participate in Junior Achievement, and we would
suggest any Chapter who has not yet discovered the self satisfaction of working with and assisting these resourceful and energetic young people, look into the J.A. program
in your area. It's a good investment in the future of the
free enterprise system.
My personal thanks to Mr. Barbatelli and MANAGEMENT
ACCOUNTING for this very stimulating and timely message.
Charles R. Vorpt
Assistant Controller
Gilmore Broadcasting Corporation
Harrisonburg, Va.
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Relevant Costing
I read with interest William L. Ferrara's article. "Relevant
Costing: Footnote to a Controversy," January 1970. He did
an excellent job of researching this subject and presenting
several ideas which are normally not considered, i.e., omitting the historical cost framework restrictions. However,
there are two questions concerning implementation which
I feel need to be discussed because of their importance. They
are (1) the question of using inventory values as a basis for
state taxation, and (2) the question of what are the opportunity costs in calculating the base inventory stock value.
Dr. Ferrara came to the general conclusion that his base
inventory stock valuation method would yield a value equal
to or greater than the net realizable valuation. Also, he stated
the excessive inventories, i.e., the ones above the base stock,
would probably be less than the value under the net realizable method. When these two calculations prove to be
true, it would seem the company might be able to shift
between excessive and base inventory which would then
certainly change the total value.
This leads to the matter of state taxation, i.e., what is the
inventory value for the purposes of producing state tax
revenue. In a state that taxes inventories as a source of
Continued on page 8
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financial strategy
Does your next financial move require as much as $10 million, a need
for sophistication available from a financial master? The financial
engineers from FMCC are ready nationwide with specialized skills in
commercial financing. . . capital equipment financing and leasing ...
real estate financing. Write for our brochure which provides a comprehensive description of FMCC's services to the business community.

"The Financial Engineers"
Commercial, Industrial and Real Estate Financing
Ford Motor Credit Company
The American Road
Dearborn, Michigan 48121
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revenue the inventory valuation method described above
would produce more tax expense thereby offsetting the
federal tax savings.
To summarize, the concept of relevant costing can be
quite useful, but the problems of implementation must be
considered. I hope the points I have raised will provide
more "food for thought" on this subject.
David B. Reeder, Jr., CPA
Assistant Professor of Accounting and Finance
University of Evansville
Evansville, Ind.

Administrative expenses are decidedly more difficult to
allocate. Nevertheless any decision that these expenses should
not be absorbed by product lines unrealistically assumes that
administrative activity is unrelated to product production
effort or sales effort.
All expenses do have some measurable relationship to
product lines, and although certain expenses are not allocable
to product lines, this does not necessarily mean that these
expenses do not fluctuate with product sales and production
activity. Any change in manufacturing emphasis or sales
emphasis involving a specific product line will affect the
dollar costs of various selling, manufacturing, administrative
and other expense groups. These expenses should be allocated on the basis of predetermined formulae.

Two Systems of Cost Accounting
I am wondering if we are asleep at the post. There are loud
and distinct rumblings of an activity that could result in very
traumatic headaches for industrial accounting. I refer specifically to the recent request made of the Comptroller General
to "promulgate Uniform Cost Accounting Standards for all
government contracts."
Cost accounting is essentially the practice of assigning the
costs of labor and overhead to production or cost centers and
of further segregating these costs to the products or services
developed and sold to customers. If products are involved,
the proper assignment of the cost of materials consumed is
also included. Stated in more practical terms, any system of
cost accounting should, by its procedures, reduce to a pattern
of facts and figures of what has happened in any business activity. This suggests that any cost accounting system, as such,
requires distinct "tailoring" to the peculiarities of the business which adopts it. Thus, uniformity suggests restrictions
to latitude, and, in turn, could result in meaningless, if not
distorted, statements and reports. Worse, a company could
find itself required to maintain two systems of cost accounting, one by which to manage the business, and a second to
satisfy the requirements of "Uniform Cost Accounting
Standards."
Charles W. Walker
Manager, Cost Department
A. M. Pullen & Co.
Greensboro, N.C.

Contribution Reporting by Product
In the November 1970 article, "Contribution Reporting
for Consumer Products," William Hobbs makes a strong
case for product contribution reporting. However, he neglects
as many others do to recognize that unless product lines can
absorb their reasonable share of selling, manufacturing period, advertising and administrate expenses, a false picture of
product profitability will be presented.
Reasonable allocations of these expenses are not only desirable but necessary in low- margin industries where absorption of Mr. Hobbs' "non- specific expenses" by product lines
determines profit or loss. Arbitrary allocation of these expenses on the basis of sales, as suggested in the article, is a
superficial procedure. It ignores the fact that effective selling
and advertising expenses are directly product - related, and
that manufacturing period expenses, if under control, are
allocable to products.

James D. Pascoe
Budget Manager
Fred Sanders Co.
Highland Park, Mich.

Banking:
A Similarity with Manufacturing
While reading Mr. Sartoris' article in the February 1971
issue Of MANAGEMENTACCOUNTING, I was struck by the
similarity between banking and manufacturing —in the
area of transfer pricing, policy needs, and implementation.
Mr. Sartoris, in spite of his case for "dissimilarity," has given
us a concise analysis of transfer pricing in banking which
really is applicable to manufacturing enterprises as well. In
fact, his treatment is probably pertinent to the basic alignment of profit maximization decisions of any firm, with
those of its component units.
His analysis clearly depicts an inherent price elasticity—
theoretically applicable to any business —where the available
inputs (raw materials) are "limitless" (though dearer with
volume), and the output (product) can be expanded as
necessary by resorting to investments instead of loans (other
markets, models, etc.) , which tend to become less attractive
with volume. The availability of two classes of funds also
has its counterpart in business, where joint product processes
have availability ratios which are independent of demand.
Although Mr. Sartoris claims that manufacturing firms
use external market prices of intermediate goods extensively, this is not always the case. It is doubtful that such
a policy is behaviorally sound (i.e., it does not, per se,
motivate profit optimization in cases involving special design or remote facilities, or where outside sources may be
cheaper). There is, of course, a parallel between these weaknesses of market price and the problem of varying opportunity costs for identical materials in the bank, as suggested
by Mr. Sartoris.
In either case, decentralization of profit determination is
probably not warranted. For example, an industrial company
can seldom approach a bank's level of opportunity cost
awareness. However, if it did, it would undoubtedly find
more occasion to use opportunity costs, not in setting
transfer prices, but in quantifying the "make or buy" decision. For the internal buyer, banker or manufacturer, opportunity costs can result from failing to buy outside as
well as from failure to sell outside. The former becomes
part of the buyer's cost structure (offset by revenue of
Continued on page 62
MANAGEMENT ACCOUNTING /JULY 1971

Up to 4 times more memory for your money. It's that simple.
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Yes, it's happened. Litton ABS, the aggressive leader in electronic accounting
computer systems has introduced a
break - through, more - memory machine.
For the company that doesn't need a
big -cost computer.
It's the Litton ABS /1241 —the most
powerful new accounting computer in
the ABS /1200 series. Its memory
capacity is 2000 totals after a// programming. Which, combined with new
internal sorting capacity, makes it the
most advanced medium - priced accounting computer you can buy.
What does 2000 totals mean to you
2000 totals after all programming
means: room for your inventory status
reports, immediate identification of
re -order points, back order reporting.
2000 totals after all programming
means: room for sales analyses showing both productivity and profitability by
salesman, territory, customer, product
and branch.
2000 totals after a// programming
means: room for cost analyses by job,
phase, work center and employee.
The ABS /1241 more - memory ability
makes these reports available when

=

NCR machine.

you need them. With greater ease,
greater speed.
Just compare it and you'll see the
new Litton ABS/1241 is the buy of the
industry in its class. It was developed
to give you more for your money.
More memory, more speed which
adds up to more through -put. It's that
simple.
But don't just take our word for it.
Compare Litton ABS. Talk to your
accountant.
For more information please phone
Joe Morrison at 201 - 935 -2200 or your
own local Litton Office. Or mail us this
coupon right now.
By the way! Leasing or financing
available through Litton Industries
Credit Corporation.
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FEI Gives Top Priority to Improving Financial Credibility
Both industrial accountants and CPA's are reacting to widespread criticisms of financial reporting. In a recent statement to 7,000 corporate financial officers, the Financial Executives Institute
said that it considered "increasingly evident strains on the credibility of published financial
statements to be a matter of top priority concern." In light of this concern and the fact that FEI
members who as chief financial executives of corporations "are legally responsible for the
preparation of all published financial statements," the Institute will actively involve itself in the
search for a more effective process of evolving "generally accepted accounting principles."
'Shareholders Do Not Receive Enough Data for Annual Meetings'
A majority of financial analysts queried in a recent survey do not believe that shareholders receive enough information on issues to be discussed at corporate annual meetings. Though helpful to them in their analysis of a company, proxy statements were considered by the analysts to be
too complex for the average shareholder to understand. Conducted by Robert S. Taplinger Associates, Inc., the survey of annual meetings elicited 588 responses from security analysts.
Will Social Protest at Annual Meetings Become S.O.P.?
A number of companies polled in a Conference Board study expect that their annual meetings
will become forums for increasingly sophisticated social protest. Instead of noisy and disruptive
protests, however, the pattern for the future is likely to be more well- researched and carefully
planned campaigns seeking increased company involvement in the social sphere.
Colleges' Resistance to Cost-effectiveness Analysis Scored
Many colleges and universities in financially- straitened conditions today are under fire for their
failures to use good management and cost accounting techniques. A study sponsored by the Ford
Foundation — "Report on Higher Education " — sharply criticizes universities' widespread resistance to cost - effectiveness analysis as "profoundly anti - intellectual." In a recent address, G. Keith
Funston, chairman of the Olin Corp., notes that "Almost every current study of university administration shows that in most of the basic management techniques —in long -range planning, goal setting organization, cost accounting and information processing —most colleges and universities
are woefully behind the times. A standard chart of accounts for example is desperately needed to
facilitate unit /cost studies, comparison of results and the establishment of joint ventures between
institutions and the utilization of common data - processing facilities."
Experience Stressed Over Academic Courses in DPMA Standards
Academic Requirements for the Certificate in Data Processing have been abolished by the Certification Council of the Data Processing Management Assn., and the work experience requirements
have been raised from three to five years. Citing significant changes in American society, the
Council said its decision reflects the "open society" concept which is designed to provide economic opportunity for many more people regardless of educational level. Its action was a complete reversal of the position taken two years ago when the Council proposed to raise exam requirements from two years of college credit to a baccalaureate degree.
Starting Salaries for Some Accounting Positions Drop in 1971
Starting salaries for corporate controllers declined in 1971 as compared to 1970, according to a
survey by Robert Half Personnel Agencies, Inc. In general, however, starting salaries for accountants in industry and public accounting rose slightly this year. Starting salaries for programmers, systems analysts and data processing managers were down sharply in 1971.
Mr. Businessman, Fasten Your Seatbelt: More Changes Ahead
Citing the automobile industry as a case in point, Daniel P. Moynihan warned industry that "more
not fewer charges will be directed to business by intellectuals and that these will be relatively
well received by the public." He is a former special counsellor to President Nixon.
10
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JULIUS UNDERWOOD:
NAA's NEW PRESIDENT
A 35 -Year Veteran of NAA Activities,
The Association's President for 1971 -72
Plans to Make Personal Development of
Members a Major Theme of His Term
When Julius G. Underwood was looking for a
new position in 1951, a past president of the Cincinnati Chapter of NAA suggested he try Taylor
Wharton Iron & Steel Company. It was one of the
best pieces of advice Mr. Underwood ever received,
for after he joined Taylor - Wharton it was acquired
by Harrisburg Steel Corp. Subsequently Harsco Corporation was formed and he rose to the position he
holds today, president of the corporation.
This is one of the stories newly - elected NAA President Julius G. Underwood likes to tell when asked
what NAA has done for him. Mr. Underwood was
elected president at the Annual Meeting in Honolulu during the Annual International Conference
last month. Thirteen other international officers
and 49 directors were elected at the same time.
During his 35 years of membership in NAA, President J. G. Underwood has been associated with three
MANAGEMENT ACCOUNTING /JULY 1971

chapters: Cincinnati, of which he served as president; Lehigh Valley, and the Harrisburg Area Chapter, his current affiliation. His experience at the
national level has also been extensive with his most
recent service as Chairman of the Committee on Finance, 1969 -71, and as a member of the Association's
Executive Committee.
In light of his intimate knowledge of NAA programs and operations and his wide acquaintance
with members, the Association's new president will
have little difficulty in speaking to groups around
the country on behalf of NAA. Although not dogmatic in any way, President Underwood has firm
opinions about the role of NAA and its members.
During his term in office, President Underwood
plans to emphasize programs that aid in the personal development of every member of the Association. He believes that the opportunity NAA
11

Like most executives,
Harsco's president just
can't leave work in the
office. He checks some
figures in his den.

His wife Helen often accompanies Mr. Underwood
on his business trips. Here
they relax at home in
Harrisburg.

offers for members to "rub elbows with executives
and businessmen from all rungs of the corporate
ladder" is invaluable. At the same time, formal
educational meetings like LEAP and the Continuing Education Program form another important
dimension in one's personal development.
The establishment of the Management Accounting Practices Committee (MAP) he regards with
enthusiasm and says that the committee will eventually help to give industrial accountants "a voice
that will be heard" in the deliberations on accounting standards and principles. He suggests
that as the MAP Committee gains experience it
will adhere more closely to the thinking of management accountants, rather than merely adopting
"a me -too philosophy agreeing with the Accounting Principles Board."
Another NAA program that Mr. Underwood
will encourage is the project to develop some
system for recognition of educational attainment
by members. This program would act as an incentive for members to further their self - development
by recognizing those who have achieved a certain
degree of competency.
Where Else, But NAA?
Mr. Underwood views the Association as a
strong organization both representative of the
membership in management and responsive to
their individual needs. He points out that "Recommendations for programs are developed in committee, forwarded to the Executive Committee
and then to the Board for final disposition. This
12

One of his favorite hobbies
is shooting pool. Game
room in Underwood home
has his NAA membership
certificate on wall.

direct line of flow provides the desired flexibility."
He adds, "In any organization the size of ours,
communications between levels of management is
always a problem, at least to some degree. At the
heart of the matter is people, and that includes
everyone —from the top down and from the bottom up. Continued hard work by each of us,
utilizing all the lines of communications at our
disposal, will be a great assistance to advancement
of our goals."
The level of Association dues should not act as
a deterrent to the management accountant who
really is in earnest about his career, he says, noting
that "When I joined NAA the dues cost me one
week's salary. Where else can you meet with your
peers to discuss common problems and exchange
information of common interest ?"
Turning from the Association's activities to the
country and world, President Underwood suggested that the NAA international expansion would
continue but "It's going to take time." The cash flow barrier will serve to retard membership expansion somewhat, but he considered a much
greater role for the Association in the international
sphere to be inevitable.
Within the United States, President Underwood
noted that the financial and accounting executive
has seen his position take on new meaning —and increased importance. "The extraordinary success of
our free enterprise system during the past 50 years
has created an ever - expanding need for the evaluation of the performance of operations. This very
Continued on page 76
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INVENTORY
MANAGEMENT
PROGRAM
Each Dollar Removed From Inventory Not Only Releases
One Dollar for Profitable Use in Capital Assets but
Also Reduces Operating Cost
By Charles J. Slaybaugh

REPLENISHMENT COSTS

Inventory is a basic resource required to nun a manufacturing operation. As such we must minimize the
costs of acquiring it and the costs of keeping it. At
Utico, the inventory management program has two
major objectives. They are:

1.
2.
3.
4.
5.
6.
7.

1. Immediate — reduce the working capital required
to support our current inventories.
2. Long - range— provide a group of techniques to
facilitate continued, sound inventory management.
The inventory holding cost at Utico is approximately 20 percent. This means that each dollar removed from inventory not only provides a dollar to
be used profitably on capital assets, but also reduces
our out -of- pocket operating cost by 20 cents per year.
Tliis out -of- pocket cost includes only those funds
that we would not have to spend if we did not have
the inventory. It does not include such fixed costs
as storage space cost, building depreciation, real property tax, etc. A list of these out -of- pocket costs
would include most of the following:
Variable Inventory Costs
IIOLDING COSTS

1.
2.
3.
4.
5.
6.

Cost of capital
Cost of obsolescence
Cost of physical count and record reconciliation
Cost of inventory insurance
Cost of inventory taxes
Cost of theft, deterioration, damage, obsolescence, etc.
7. Cost of storage space (only if rented or variable)
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Order processing cost and expediting cost
Purchasing department telephone costs
Purchasing department mailing costs
Purchasing department stationery costs
Receiving cost — receiving reports, etc.
Restocking cost
Accounts payable cost — include stationery and
mailing

CHARLES J.
SLAYBAUGH

SHORTAGE COSTS

1.
2.
3.
4.
5.

Cost of expediting
Lost sale
Special order
Special delivery
Lost customer

ABC Inventory Control
Industrial inventory cost and dollar usage are invariably concentrated in relatively few of the items
in inventory. Conversely the majority of the items
even in the aggregate will constitute a small portion
of the dollar usage or inventory cost. This relationship, sometimes called Pareto's Law, or the 20 -80
rule, is the basis of the ABC Inventory Control Systems. It is obvious that most of management's time
and effort should be directed toward the high- dollarusage or A items.'
An arbitrary system of ordering would have all A
items purchased or manufactured in one -month
quantities, all B items replenished in three -month
quantities, and all C items added to inventory in six month quantities. If safety stocks were not required
I

is Executive Vice Pres-

id en t, Interna tional
Heating & Air Conditioning Corp., Utica,
N.Y. He is a Professional Engineer with a
B.S. degree in mechanical engineering from
the University of California at Berkeley
where he also earned
his M.B.A. degree. Mr.
Slaybaugh received a
Certificate of Merit for
this article (1970 -71).

S e e C. J. Sla yb aug h, "P areto's La w and Modern Ma n ag e me n t, "
Th e P r i c e Waterhouse Review, Wi nt er 1 9 6 6 , p . 6 .
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"...

ABC

de ci si on

rules ... were
developed
using the
graph below
and managem e n t judge-

ment."

and the items were ordered as stated above, the average raw materials inventory would normally be less
than one month's requirements.
ABC CLASSIFICATION

The following procedure was used to determine
the basic ABC classification criteria:
1. A random sample of items was taken from inventory and the annual usage (historical or
forecast) and the unit costs were listed.
2. The unit cost was multiplied by the annual
unit usage to get annual dollar usage.
3• The annual dollar usage figures were listed in
order of descending dollar value with subtotals
at every fifth item. Subtotals were also computed for the corresponding unit usage.
4. From the subtotals, the percent of units in
the sample and percent of dollars in the sample
for each set of subtotals was computed, and a
usage /cost graph was plotted.
5. From the points on the curve where its slope
seems to change fastest, we identify the items
that should be placed in each individual class
such as A, B and C.
6. A items should make up about 80 percent of
the dollar usage, B items about 15 percent and
C items the remaining 5 percent.
An analysis of properly classified inventory would
show that the A items are typically high - value; they
have high annual dollar usage, high obsolescence
probability, or extremely long lead -times. The C
items are typically low - value; thev have low annual
dollar usage, small size, and comparatively steady
predictable demand.
For example: consider the "Utico Division B"
raw materials inventory which has an annual dollar usage of about $2,000,000 and consists of 1600
line items. Of these items about 320 (19.8%) have
more than $2000 per year usage and make up 86
percent of the total dollar usage. The next 500
items (25 %) have more than $400 usage per year
and make up 11 percent of the dollar usage. The
remaining 880 items (5 5% ) make up only 3 percent of the total inventory dollar usage as shown in

Exhibit 1.
Exhibit 1
MATERIAL DOLLAR USAGE DISTRIBUTION
UTICO DIVISION B
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ITEMS AS A 7/o OF THE TOTAL NUMBER OF ITEMS
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This distribution is typical of industrial inventories and was demonstrated using the above classification procedure. When this was done, the ABC
decision rules below were developed using the
graph in Exhibit 1 and management judgement.
A specific item could now be classified by answering the following questions:
If the answer is yes, place item is . . . . . . . . Class
1. Is annual usage more than $2000?
A
2. Is annual usage between $650 and $2000? B
3. Is annual usage less than $650?
C
4. Is the item built to special specifications
that are likely to change soon? ( Where
there is a strong possibility of obsolescence
the items should be watched closely and
be ordered only to specific run requirements when a design change is near.)
A

B
5. Is the unit cost over $10?
B
6. Is the item attractive to theft?
7. Does the physical nature of the item cause
a storage problem (e.g., size, fragility, etc.) B
8. Is the average delivery time more than
B
12 weeks?
CONTROL OF INVENTORY CLASSES A, B, AND C
A nu mbe r of th ings ca n b e done to redu ce inventory of A items. For example: the A items can
generally be ordered for specific runs. Each order
would be for enough items to bring the quantity
on hand at the beginning of a run to the required
size plus the minimum required for spares. Sometimes it is possible to get local suppliers to stock
supplies so that delivery time is short and predictable. Another technique would be to group the
B items on a cvcle- reorder system where several
items are purchased from a single vendor and
aggregate A item value.
Th e C -item reorder points should be s e t on a
basis of double the normal safety stock since this
will add very little to the total cost of inventory but
will reduce the danger of stockout that might result from the low level of C -item control and the
fact that C -item purchase orders will not b e followed up or expedited except under emergency
conditions.
When practical a two-bin system could be used
to control the C items as follows: When a C item
is replenished the reorder quantity of stock is sealed
in a bag or box with a bin reserve card. This bin
reserve card contains the necessary reorder information. When the open stock has been depleted the
reserve container is opened and the bin reserve
card pops out. This card then goes to purchasing
where an order is then placed with the appropriate vendor.
The B items will normally justify posting inventory receipts and disbursements, However, the C
items should be put on a non - recording issue basis
which means that they are expensed on receipt,
made available on the production floor, and used
as they are needed without requisitions. This procedure eliminates all inventory receipt and disbursement records and the associated clerical work
for the 65 percent of the items which make up only
5 percent of the total inventory dollars.
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The EOQ formula is given as:

Basic Inventory Decisions
There are two basic decisions that must be made
with respect to each item in the inventory. They
are, first, at what point to reorder and second, how
much or what quantity to order.
REORDER POINT

If the demand for a given inventory item were
constant and the lead -time required to get the item
back into inventory were fixed, the time to reorder,
or reorder point, would be the moment at which
the inventory level was equal to the lead -time in
weeks times the demand in units per week. In this
way, the inventory would reach zero just as a reorder was received. However, since lead -time is not
often fixed and since demand is very seldom constant, we would expect frequent shortages if we reordered at a point where our inventory was exactly
equal to lead -time times average demand. For this
reason we hold some extra inventorv, usually referred to as safety stock. Three major factors influence the amount of safety stock that we have
for a given item. These are:
Possible variability in lead -time
Possible variabilitY in usage during the lead time
The cost of not haying the item in inventory
when needed
The most important of these factors is the cost
of an inventory shortage. If the cost of shortage is
simply a call to a supplier across the street who
will bring the item in to fill the requirement, the
shortage cost is low and there should be very little
safety stock. However, if the cost of a shortage is
the loss of a customer there should be adequate
safety stock to minimize the probability of shortage.
If the inventory replenishment lead -time is short
and relatively reliable, little safetv stock is required.
On the other hand, if the lead -time is very long
and the demand is quite variable, larger amounts
of safety stock are necessary.
A formula commonly used for computing safety
stock is:
5

S = 1.85VED
Where
S = Safety stock (units)
L = Average lead -time (weeks)
D = Average demand (units per week)
HOW MUCH TO ORDER

The economic order quantity (EOQ) formula,
shown below, accomplishes the same goal on an
analytical basis that the ABC system accomplishes
on a common sense management basis. (See also
EOQ Nomogram, Exhibit 2.) The example below
demonstrates that the $20 item that has a $24,000
per -year usage should be ordered in very small
time usage quantities —in this case one -half month.
However, the $.05 item, which has $60 per -year
usage, should be ordered in very long time -usage
quantities —in this case almost one year.
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EOQ =

2CbS
rC,

Where
C, = Replenishment cost (dollars per order)
r = Invcnton• holding cost (dollars cost per
year per dollar of inventory)
C„ = Purchase cost per unit of the item (dollars per unit)
S = Total yearly usage (units per year)

"The EOQ
minimizes the
sum of the
costs of replacing inventory
and holding
inventory."

IIIGII- DOLLAR -USAGE ITEM

Assume:
C B = $ 5 per order
r = $.20 annually per dollar of inventory
S = 1200 units per year
Cp = $20 per unit
Then:
EOQ = 55 units per order
V2 -month usage — $1,100 per order
LOW- DOLLAR -USAGE ITEM

Assurne:
C 9 = $ 5 per order
r = $.20 annually per dollar of inventory
S = 1200 units per year
C„ = $.05 per unit
Then:
EOQ = 1100 units per order
1 -year usage —$55 per order
The EOQ minimizes the sum of the costs of replacing inventory and holding inventory. If we buy
a single item every time we use one we have no
inventory and therefore no inventory holding cost,
but we incur a very large total replenishment cost
because we replenish many times during the year.
If we buy a total year supply we have a low replenishment cost and a very large inventory with
a high total holding cost. The total yearly cost of
inventory then equals the annual cost of replenishing the inventory plus the annual cost of holding
the inventory.
Use of the EOQ is often opposed on the basis
that we cannot precisely determine what the inventory holding cost and the inventory replenishment costs are. While this is a fact it does not
materially detract from the usefulness of the EOQ,
we can domonstrate mathematically that if the
holding cost or replenishment cost used is between
50 percent and 200 percent of the correct value,
the sum of the total inventory costs will only be
about 5 percent above this minimum.
The order quantity can be adjusted to EOQ
— 27 percent or to EOQ + 37 percent and the
total inventory costs will be increased again only
about 5 percent. Thus the EOQ is a number which
the inventory manager can adjust to the practicality
of his operation. He can use it as a basis in rounding the order quantity to the nearest nun quantity
that is most suitable to his operation.
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Exhibit 2
NOMOGRAM
ECONOMIC ORDER QUANTITY

REPLENISHMENT
COST
CS($)

ANNUAL
USAGE
S (UNITS)

1'000

ECONOMIC
ORDER
QUANTITY
EOQ (UNITS)

500,000--

INVENTORY
UNIT ITEM
COST Cp ($)

50,000,000

500

10,000,000
100.000

5,000.000

50,000

INVENTORY
HOLDING
COST
FACTOR r

1,000.000

500•000

too

10,000-_-

50-\\

500

005

of

50,000

5,000

1,000

0.01

100,000

.001

.05

10,000
5,000

0.05

1,000

0.10

.10

\
\\

( a)

- - - - - -- —
\ \

100

(b)

- - -- - -� \

10

�

100

2
——
�—
�—
�—
� ———
�—
� 0.20

50
-� \

\

50

500

\
\ \

10

5

1.0
0.50

� �

�

3
1.0

5

\
\

10

X .50

5
10

$2.50\ 0

1.0

5
50
1

100

1

Ref. b

Ref a

Formula:
EOQ =

Example (dotted lines)
2 CsS
r Cp

S
Cs
r
Cp

= 2,400 units per year
= $2.50 per order
= 201/c of cost of inventory
= $20 per unit

Then EOQ = 55 units per order
Solution of the example:
Step l - Draw a line connecting variables Cs ($2.50) and
S (2,400 units) .
Step 2 - Draw a line between variable r (.20) and the
place (a) where the line drawn in step 1 crosses
reference line a.
Step 3 - Draw a line between variable Cp ($20.00) and the
place (b) where the line drawn in step 2 crosses
reference line b and READ EOQ (55 units) where
this line crosses the EOQ scale.
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Exhibit 3
QUANTITY DISCOUNT CALCULATION
Part No.

E. 0, Q
or regular
Purchase
Quantit y

10020021

Annual Usage ( S )

Order q u a n t i t y

27120
(Q ) - -

--

-

-

2260 _ —

--

ANNUAL COST
M a t e r i a l - SC

Or der ing -

— $ - -

Ce. --- - - - - --

Inventory holding =

TOTAL ( a n n u a l c o s t ) - -

Cpr. - --

- - - -

Annual Savings over last
c ol u m n ( A ) . - - - - - - - -

-

-

O r d e r Q u a n t i t y C o s t = QCp __
Av er a g e wo r k i n g S t o c k C o st =

- -

--

30 . 0 0

$8 6 7, 0 0 $8 1 3, 0 0
5,00

13.75

- - -

- - - -

- - -

- -- - - -—$

41 . 5 0
-- -

In c r e a s e ov e r l a s t column ( B ) - -

- - -

Return on increased average
ca p i t a l i n i nvent or y A as a
B

___
-- - --

i

$.030

- -1 6-. 0- 0 - -3 0-. 0- 0

— 8_3_60
R

10,000

- - - -8. 3- 6$1 0 4 1. 3 6
- - - - -

- -

—5000
$. 0 3 2

$.037

Unit Price (C p )

Second
Price
Break

First
Price
Break

-

-

--

Third
Price
Break

Fourth
Price
Break

25 , 0 0 0 —
$ .029
—

$7 8 6, 0 0
2,50

- -72-. 5- 0 - - - — —— —

- - - --

$8 6 1, 0 0
$8 96 .7 5 $8 4 8. 0 0
- ———— - - - - - - -$144.61 $ 48.25
- -- ———— — ——— - - - - S.
300_0_0 —
16 —
- —$ - - $1 50.00
$
- - - - $2 12 .5 0
$ 38 . 2 0 $ 70 . 0 0

— - -377%

- - -68.5%

- - - --

---

———— ———— - - - - -

---- -

— --'—

- - -Emma

S - annual usage (units) ; Q = Order quantity ( units) ; Cp = unit cost ($ / unit);
r - holding ( carrying) cost factor ; Ce = Cost per line item order ($)
CYCLE INVENTORY SYSTEMS
With the reorder point and order quantity systems, the order points and quantities have already
been established. On the other hand the cycle system requires that an order be placed for items at
specified periods of time. This system can significantly reduce inventories for large - dollar -value items,
or where groups of these items are purchased from
a single vendor. Under the cycle system a purchase
order is placed once each month or once each week
and the quantity is determined by computing the
number of units required to bring the stock up
to some specified quantity.
In the previously discussed systems the order
quantity and the order point remain constant but
the point in time when the order was placed was
allowed to float to meet the needs of demand. In
the cycle system the time of placing the order remains constant and the inventory level at which
the order is placed and the order quantity fluctuate
to meet variations in demand. The level to which
the inventory is returned at each replenishment is
computed in the same way as the reorder point was
computed above, i.e., the quantity required to
serve production until the next replenishment plus
some safety stock. Th e cycle inventory will have
onlv a maximum inventory level, and it will not
have a reorder point or a fixed order quantity. At
a specified time the inventory clerk will review
each item in the cycle inventory and order enough
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units of that item to bring his inventory back to
the specified level.
Price Break Analysis
The basic job of the purchasing agent is to buy
the required quality of material at the lowest rational price. He therefore is very interested in lower
prices even though the purchase quantities are
large and drive the company inventories up. A very
simple computation can be made to determine
if these quantity discounts provide an actual saving
to the company or if the inventory holding cost is
increased, thereby eliminating any cost saving that
might be realized. For example, if a company requires a 20 percent return on invested capital, then
an increase in stock above the level determined
by the E OQ is justified, providing it permits a
minimum of 20 percent return on the capital
added to inventory as computed in Exhibit 3.
The economic order quantity computation is
based on the assumption that the cost of the
material used during the year is not affected by
the size of the lot purchased. However, when
quantity discounts are offered, the cost of material
used becomes a variable. The computation in Exhibit 3 simply indicates the decrease in the cost of
material used for the vear, the decrease in the inventory- replenishment costs, and the increase in
inventory_ holding costs as a result of the increased
Continued on page 22
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INVENTORY COSTS
AND THE
PROPERTY TAX
When Property Affidavits Are Filed with the Taxing Authorities,
Business Inventories Are Generally Shown Per Ledger —
If Your Ledger Is at Standard Cost,
You May Not Be Reflecting a "Fair Cash Value"

Property taxes are, for the most part, determined
by applying a tax rate to an assessed valuation. The
assessed valuation, itself, is set at some percentage of
market value or what the tax assessor calls "fair
cash value." If you purchase a house for $40,000
from a real estate agent in a bona fide transaction,
JORDAN H. DAVIS the fair cash value is $40,000, or if a corporation
Orange County Chap- pays $5,000 for a new machine and records it at
ter 1970, is the Senior $5,000, the ,fair cash value is $5,000 (with adjustTax Accountant' of
Food Giant Markets, ments for replacement value and depreciation) .
Division of Vornado, However, if the corporation purchases raw material
Inc., San Fe Springs, for $10,000 and records it at some standard cost,
Calif. He is a graduate sav $9,000, what is the fair cash value?
of Hofstra University,
To the assessor fair cash value means "approxiHempstead, N. Y.,
where he received mate cost." How then, do you as a taxpayer adjust
both his B.B.A. and your inventory to arrive at approximate cost? When
M.B.A. degrees in ac- property affidavits are filed with the taxing authoricounting.
ties, business inventories are generally shown per
ledger, and if your ledger is at standard cost, you are
not reflecting a fair cash value. One way to arrive
at an approximate cost would be to have vour inventory adjusted upon audit. This could produce
the following results:
1. Taxes may generally be increased.
2. Interest and penalties may be added to any
deficiencv.
3. Business inventory exemptions may be lost.
The last point can be illustrated using California
as an example. To arrive at the assessed value of
business inventories in California, the assessor taxes
25 percent of inventories at cost less 30 percent.
However, if, upon audit, inventories are increased,
this is considered to be an escaped assessment, and,
as such, the 30 percent exemption is disallowed.
Thus, reporting business inventories below approxi18

mate cost can be quite costly, and some kind of
adjustment should be seriously considered.
Adjusting Inventory:
An Example
Let us begin by establishing the ABC Corporation with an accounting year beginning January 1.
We will assume that it has a standard cost system,
and the differences between actual cost and standard
cost are charged to the several variance accounts
shown below:
(for 6 months to 6/30)
Purchase price variance
Warranty
No- charge installation
Over (under) absorbed
Rework

5,000
2,000
2,500
20,000
7,500
$37,000 (1)
$

Ii

By Jordan H. Davis

(1) Assume unfavorable variances
At the assessment date of June 30, ABC Corporation has the following inventory on hand at standard
cost:
Raw material
Work in process
Parts and assemblies
Finished goods

$100,000
200,000
175,000
25,000
$ 500,000

We must now relate the variances to the inventory. Since some of the original inventory has already been sold and is not included in the final
inventory at the assessment date, only a portion of
the $37,000 in variances would relate to the final
inventory. That portion of the total variance that
does relate to inventory can be calculated by establishing a relationship between the inventory at
MANAGEMENT ACCOUNTING /JULY 1971

$500,000
400,000
$900,000

55%
45%
100%

From the relationship we note that 55 percent
of the variance could be said to relate to inventory
on hand at the assessment date and 45 percent
to cost of sales. This would result in an adjustment
to inventory of $20,350 (55 percent of $37,000).
This amount would be added to the taxable inventory.
By refining this approach, we can reduce the size
of the adjustment still further. We know that the
purchase price variance is only related to the material we have purchased. We also feel that the
warranty and installation variances are not really
related to the cost of our inventory, but the
absorbed and rework variances are. In addition,
an analysis of our input to cost of sales produces
the following percentages:
Material
Labor and overhead

$200,000
140,000
$340,000

59%
41%
100%

Therefore, the adjustment should be refined
further by combining the following:
Material inventory and material portion of cost
of sales.
Labor and overhead in inventory and the labor
and overhead portion of cost of sales.
Since the cost of sales at standard is $400,000, it
could be broken down as follows:
Material portion of cost of sales $236,000
Labor and overhead portion
of cost of sales
164,000
$400,000

59%
41%
100%

Now, in order to split -up our inventory in the
same way, we must make several assumptions. First,
parts and assemblies are all purchased from outside
vendors. Second, no finished goods remain, except
for some parts and supplies. Examining our inventory, and applying the same percentage against work
in process as was applied against the material portion of cost of sales (i.e. 59 %), we get the following inventory adjustment:
Raw material
Work in process
Parts and assemblies
Finished goods
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$100,000
118,000
175,000
25,000
$418,000

Material (% adjust.) =

"...a very general approach
to the problem."

$418,000 x 100
$654,000
= 64%

Labor and OH (% adjust.) =

$82,000 x 100
$246,000 = 33%

The material percentage is applied to the $5,000
purchase price variance while the labor and overhead percentage is applied to only the $27,500
representing the absorbed variance plus the rework
variance. Thus, by refining our basic approach, we
Have gone from an adjustment of $20,350 to one
of $12,275, as illustrated in Exhibit 2. This is a
reduction of almost 40 percent.
Conclusion
This presentation is overlv simplified, and its
intent is to show a very general approach to the
problem. Major difficulties obviously could occur,
especially in obtaining the material content of
finished goods and fabricated parts and assemblies.
In addition, not all input may be costed at standard.
Some might be at actual or some other method.
In any event, as auditors are required to treat all
taxpayers on the same basis, regardless of their costing practices, those of us not on an actual cost basis
must recognize that adjustments will be forthcoming.
It is, therefore, much wiser to make an adjustment
to inventories on a basis which brings inventory
to some equitable "approximate cost" rather than
have an auditor do it later at a much higher cost.
Exhibit 1
MATERIAL, LABOR AND OVERHEAD
REVISED TOTALS
Invent or y
Cost of sales
Totals

$418,000
236,000
$654,000

$ 82, 000
164,000
$246, 000

$500,000
400,000
$900, 000

Exhibit 2
INVENTORY ADJUSTMENT
Variances
Purchase price
Absorbed and rework
T otal

5,000
27,500
$32, 500

Percent
adjustment
64%
33%

Invent or y
adjustment
3,200
9, 075
$12,275
$

Inventory at standard
Cost of sales at standard

Now, by adding the material portion of cost of
sales to inventory and by combining the labor and
overhead portions in cost of sales with that in
inventory, we obtain the totals shown in Exhibit 1.
The percentages by which the inventory adjustments would be made is determined by the relationships that exist in the material and the labor
and overhead categories. The percentages would
be calculated as follows:

$

standard and the cost of sales at standard. Thus, if
cost of sales at standard is $400,000, we would
have the following relationhip:

19

LIMITATIONS
IN DEVELOPING
TOP -LEVEL EXECUTIVES
Education, Experience, Health and
Personal Initiative Contribute
to Leadership Ability

By Oliver L. Goff inet

OLIVER L. GOFFINET
Evansville Chapter 1967,
is an Accountant with
Sterling Brewers, Inc.,
Evansville, Ind., a subsidiary of Associated Brewing Company , Detroit,
Mich. Mr. Goffinet holds
a B.S. degree in Business
Administration from the
University of Evansville,
where he is now enrolled as an M.B.A. candidate.

The manager's job is becoming increasingly complex
in terms of number of activities, volume of work, and
nature of responsibilities. The manager is subject to
far more external influences and pressures today than
in the past. Many things are happening today that
were unheard -of 10 years ago. We are entering the
greatest competitive economy we have ever known
and we are reverting to old- fashioned cutthroat competition which was once most prevalent in the free
enterprise system. Therefore, anv pre - planned programs adopted by organizations today should take
into account the manv factors that will influence the
manager's role.
There are also limitations which exist that affect
the manager's newer roles. These limitations seem
to be of two basic types:
1. Avoidable limitations
2. Unavoidable limitations
The first type, generally speaking, consists of formal education, job exposure, and communication.
The second type consists of health, personal initiative, and leadership ability.
There are, of course, other limitations that we
could consider, such as autonomous activity, personality conflicts, and moral principles; but many
of these limitations affect only individual managers.

1.
2.
3.
}.

Formal Education

In a large organization the manifold operations are
assigned to many departments, each of which may be
enormous in itself, and which may perform many
functions. However, each department is only a part

The first concern in the development of top
management people is formal education. Formal
education refers to professional training beyond
the high school level. There is no excuse for inferior performance on the part of a top -level execu20

tive if he has had a formal education and training.
Business execuiives in all fields should have some
exposure to industrial engineering, scientific management principles, sociology and psychology, to
name just a few. In this way, they will be prepared
to meet the demands of the future when the time
comes. The whole scientific management movement
is now bringing its full impact to bear upon every
individual member of management teams. It is essential that we appreciate the status of management
as a profession, and that those in management
capacities possess the requisite skills and tools necessary to get the job done.
As management accounting continues to adopt
tools and techniques from related disciplines, it must
not overlook the contribution made by motivational
psychology. If used properly, it could increase productivity, improve efficienev, and reduce management turnover. There are five attributes that a
manager must have before he can use psychology
as an effective too]. These attributes are:
Realization of where the power lies
Capacity to accept criticism from below
Realization that he won't be right all of the time
Realization that his subordinates have ideas as
good as his own
5. Total capacity to delegate authority'

Job Exposure

I S e e J o s e p h R. D u g a n , " M o t i v a t i o n a l P s y c h o l o g y a n d t h e M a n a g e m e n t A c c o u n t a n t , " M A N A G a M a N T AC CO U NTING , July 1988,

p. 22.
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of the whole. The result is that many younger executives have no opportunity to gain experience outside
their department. Regardless of their latent abilities,
they are likely to labor under some disadvantage if
required suddenly to step into top management.
General Electric Company uses a unique program
called the "Manufacturing Leadership Program."
The core of this pattern of planned leadership development is the personal "apprenticeship" for young
men, who are selected to work with experienced
manufacturing executives because of their administrative potential. The program includes training of
the young men in modern manufacturing techniques,
and they are given several different manufacturing
responsibilities. In this manner, the organization is
getting to know the men who really are versatile and
capable.
Communication
At first glance, it seems odd that there exists a
limitation, at the executive level, in the area of communication. To communicate seems so simple —
communicate the decision, either verbally or in
writing, to other members of the organization who
are to assume the responsibility for that decision. Yet,
it never seems to work out that easily.
One of the most frequent limitations encountered
in communication is partiality. Once the development of the executive is completed, he may feel
production is more important than marketing or
sales, especially if his origin was production.
The growth and complexity of modem industry
have placed pressure upon management to develop
effective means of transmitting to subordinates information that is vital to the continuing, efficient
operation of the business. The communication of
orders, policies, and plans necessary to modern industrial life is the backbone of efficient management.
Sharing information with subordinates tends to diminish the fears and suspicions. There have been
manv instances recorded where a written message,
a phone call, or some form of communication would
have saved a company thousands of dollars had it
been properly initiated at the right time.

Health
A person's health, mental as well as physical,
should come before his job in order of personal preference. However, there are managers who are paralyzed with anxiety: they simply don't know how to
cope with the problems that they are faced with.
Some manipulate everyone and everything that
comes in sight, like a child for whom the world is
one vast playground for his pleasure alone. Some are
tvrants, a few are orals of the gods. Too many struggle with a sense of their own inadequacy. Too often
they are burdened with guilt for not being good
enough in their own eves. Few managers are certain
they have all the answers or know the secrets of their
own success.'
There are still others, no less competent, who hide
themselves behind monolithic company images.
Some nun to their tasks; others flee repeatedly to
See Harry Levinson, Executive Stress, first edition, Harper and
Row, 1984, Ch. 12.
2
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distant meetings and conferences which only confirm what they fear, that they don't know enough.
The happy ones are those who love their work, who
accept its challenge, who want to leave something
behind. They have one other very important characteristic: they can turn their backs on their jobs when
they want to relax.3
Business executives don't like to use the words,
"mental health." They would rather talk about stress.
Furthermore, almost everyone thinks stress is something bad that results from obvious pressures; for
example, worry about business reverses. There have
been manv articles written, but still not enough is
known about the stress of the executive role and
its impact on health. In some circles, ulcers have
almost become a badge of honor, the equivalent of
the Purple Heart in combat. People pursue peace of
mind as if it were something like a fountain of
vouth, to be discovered and cherished. Nevertheless,
there are aspects of the man -job relationship, particularly how a man feels about himself in his work,
which affect his health.
Drs. Mever Friedman and Rav E. Roseman, of
Mt. Zion Hospital in San Francisco, make a finer
differentiation from their research on heart disease.
These researchers have followed 3,162 healthy men
in 11 California companies since 1960. From initial
interviews they classified their research subjects into
two types:

"Few managers...
C
know the secrets
of their own
success."

1. Type 1, characterized as aggressive, having excessive drive, ambition, and a sense of time
urgencv.
2. Type 2, none of the above characteristics.
According to Dr. Roseman, Type 1 seemed to be
fighting time itself. The researchers predicted that
Type 1 men would be most likely to have coronaries.
Of those in the 39 -49 age group who subsequently
had coronaries, 85 percent had been predicted. Incidentally, the Type 1 hard- driver did not usually
rise to become president of his company. Rather, the
more relaxed Type 2 man did. Thus, the man who
is excessively competitive against his own standards
(the sense of time urgency) is more likely to develop
phvsiological difficulty.
How does one act to maintain good mental health?
Manv studies have been made to aid the executive,
but the conclusions drawn were essentially the same.
Mentally healthy people consistently behave in five
important ways:
Thev have a wide variety of sources of gratification.
They are flexible under stress. This means simply
that they can roll with the punches.
They recognize and accept their own limitations
and their assets.
They treat other people as individuals. Mentally
healthy people really care about what other people feel.
They are active and productive.4
3 Ibid.
4Ibid., Ch. 14.
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"...

Personal Initiative

organization..."

What happens to personal initiative once the
individual has been promoted to a top executive
position? Initiative is defined as the ability to think
and act without being urged. Since the basic drive
inherent in any individual is to reach the top, we
may assume that now he has satisfied his personal
goal, he can relax and take it easy from here on out —
not true. Yet this unavoidable limitation in the
development plan won't manifest itself till he reaches
the top. Then it is too late. There are a variety of
reasons for this type of behavior. The primary one is
that no manager ever increases his power over subordinates for the sole good of the organization; he
increases it to satisfy his personal needs. There are
other reasons, such as feelings of inferiority, which
is another way of saying, "I have proven myself
capable and competent, now you prove to me you
are better."

no manager
ever increases
his power over
subordinates
for the sole
good of the

Leadership Ability
To be a leader is a must for an upper- management
executive. After all obstacles have been overcome in
the development process, it is still left open to determine whether an individual possesses leadership
ability. For example, a manager might have commanded a strong response in middle - management
circles, but once on top, he has lost his ability to
command authority. Two reasons are possible for
this loss in leadership: he is no longer in competition
with others on the same level and he is no longer a
leader in the one segment of the business that he
knows the best. He is uninterested in the other segments of the organization and at this point, he will
tend to become authoritative. Here, he is a leader,

but he fails to respond toward the organization as a
whole. He cannot accept the fact that he must view
the total organization and its operation.
There are five suggestions for promoting good
leadership ability. They are:
1. Encourage "sounding off" from subordinates.
2. Promote discussion and active cooperation from
all segments of the business.
3. Inflate egos wherever possible.
4. Remember, competition is the game — promote
it.
5. Reflection. This is the ability to clarify and respond to statements made in management circles.
Conclusion
An organization is not made efficient and productive simply through the efforts of top management
alone. It takes the coordinated efforts of everyone
concerned with the attainment of given objectives,
to see that the organization reaches those objectives.
It is the same in all areas of society where more than
one person seeks a common objective. They all must
work together to attain that goal. Wherever work
exists toward satisfying given objectives, a coordinator
is needed to maintain and control the work as efficiently as possible. It is quite possible to motivate
employees by drawing them into the decision- making
process, so they can relate their personal goals to
those of the company. For example, Dallas -based
Texas Instruments, Inc. pullsproduction people off
the line for troubleshooting conferences with company executives. In California, Aero -Jet Corporation
presents its line workers with typical production problems and asks what they would do to solve them.

INVENTORY MANAGEMENT PROGRAM
Continued from page 17
purchase quantity. Therefore, a price break should
not be taken unless the annual costs computed as
shown in Exhibit 3 are reduced by more than 20
percent of the added average capital invested in
the inventory.
Summary
In summary, this inventory management program
suggests that:
Purchased and manufactured items be identified as A, B and C items.
EOQ's be calculated for manufactured and
purchased items. They should be adjusted as
necessary to conform with the practicalities of
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the operation. For example: If the EOQ is
less than a run size, material should be ordered
in run quantities to be delivered when the run
is to be made.
Reorder points and safety stock should be deternined as discussed above, but should be adjusted to conform to the practicalities of the
operation.
Where practical a cycle reorder and control
system should be used in cases where several
items are purchased from a single supplier. The
cycle in these cases should be equal to or shorter
than the time required to use up an EOQ from
the largest - dollar -usage item.
Price -break computations should be made before order quantities are increased due to quantitv discounts.
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THE COMPUTER:
A COST - BENEFIT ANALYSIS
More and Better Information
Faster —
At What Cost?

Short -Term Model
The short -term model evaluates the incremental
or differential annual benefits and costs between
two alternative courses of action. The choice between the alternatives is based on time alternative
providing the greater net benefit to the firm. The
incremental benefits and costs can be directly computed or can be found as the difference between
the total benefits and costs of the two alternatives.
A benefit in this context is usually a savings in
MANAGEMENT ACCOUNTING /JULY 1971

A
$1,000
500

500
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Difference
B
$2,000 $1,000
700
1,200
300
800
$

Alternative
Gross benefit
Cost
Net benefit

a

Assume:
A small business has been renting some unit record equipment for the purpose of processing
inventory data. This equipment, which rents for
$500 per year, has saved the company $1,000 per
year in costs associated with inventory through
better knowledge of inventory quantities. An opportunity is available to replace this equipment
with more sophisticated equipment at an annual
rental of $1,200 which purports to be able to save
$2,000 per year in inventory- associated costs as
compared to a manual system. The incremental
net benefit as a difference between alternatives is
shown below:

$

Cost -benefit analysis is basically a comparison of
the costs and benefits associated with alternative
courses of action. For example, a comparison is
made between the costs and benefits of not computerizing and the costs and benefits of computerizing the small business. The form of the analysis
may vary with the mode of access to the computer
and can be approached in the following manners:
short -tern (incremental cost) analysis and longterm (capital budgeting) analysis. Where access
to the computer is via time- sharing, service bureau
application or cancellable lease, the short -terns approach is more likely valid. The cancellability of
the contract indicates the firm's ability to adjust
the terms of the agreement or cancel the agreement on short notice. In other words, the costs
and benefits can be adjusted within relatively short
periods of time and are therefore only relevant for
these short periods. Where, (1) the computer is
purchased, or (2) access is acquired under some
form of long -term, noncancellable agreement, or
(3) significant single payment expenditures which
benefit several future periods are made, the capital
budgeting approach is valid. A large single payment, or contractual payments over a long future
time, indicate a commitment of resources. It is
therefore necessary to explicitly consider the opportunitv cost of these committed resources in the
analysis.

cost or time. An example of the application of the
short -term model might be as follows:

$

By Phillip A. Jones, Sr.

Long -Term Model
The long -term model evaluates the same incremental or differential annual benefits and annual
costs between altemativcs. But since these benefits
and costs will accrue over the life of an investment,
the net incremental benefits must be discounted
to consider the opportunity cost associated with
the resources committed in the investment. Time
model is of the following form:
Present value
NI B,
NIB,
l + r + (1 + r ) 2

+ (

NIB;
NIBS
1 + r ) s +••• + (1 -+-r)'

where:
NIB = Net incremental annual benefit
r = Opportunity cost percentage
(cost of capital)
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costs."

The present value of the discounted net incremental benefits must exceed the incremental investment cost for the investment to be profitable.

receive this benefit if a $1,000 investment is made
in data conversion. The expected life of this investment is five years because of the speed of
technological advance. The company requires a
rate of return of 10 percent on all investments of
this type. Using the formula given above, present
value is found as follows:

Assume:
The small business which could receive a $300
annual net incremental benefit can, in fact, only

$300
$300
+ (1 +.10)L + (1

$300

$300

(

$300
1 +.10

+

P.V. =

+.lop

the
significant items
of cost to be
considered are
the i n c re m e nt a l
or marginal
"...

1 +.10)
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_ $ 272.70 + $247.80 + $225.30 + $204.90 + $186.30
_ $1,137.00
Since $1,137 is greater than the required net
investment of $1,000, the investment is profitable
enough to be undertaken.
If there are significant one -time expenditures or
the computer is to be purchased, or leased under
a long -term contract, the cost- benefit analvsis
should be in the form of a capital budgeting model
whereby the effect of the time -value of money is
explicitly recognized. If the computer is to be
utilized in -house through a short -term cancellable
lease or off - premises through affiliation with a
service bureau or time - sharing application, a short run, basically marginal, cost analysis may be more
relevant because the time element is indefinite.
In either analysis, the significant items of cost to
be considered are the incremental or marginal
costs. Any costs that will not be changed by the
decision under consideration are not relevant to
the analysis.
Incremental Costs
Several broad classifications of cost can be identified as being relevant to the cost -benefit study.
Many of these costs may be relevant in only a particular application and the identification, measurement and inclusion of these costs into an analvsis
requires some sophistication on the part of the
analyst. Most costs, however, fall into the broad
categories that will be discussed herein.
Operating Costs
The most obvious costs that are relevant are
incremental utilization or operating costs. Of these,
equipment costs are perhaps the largest portion.
If rented, this would be the rental of the computer and ancillary equipment less the rental of
equipment currently in use that is being replaced
by the computer. If current equipment is owned,
the cash disposal value should be considered a
reduction in the net investment in the new operation. If a service bureau contract is being considered, it would be the cost of the contract versus
the current cost of the service being replaced.
Significant incremental operating costs can be
found also in the area of personnel. If personnel
are to be replaced by mechanized procedures, there
is a cost saving (benefit). If specialists are necessary to run or to program the computer, the additional salaries should be considered.
Incremental utilities, taxes, and insurance asso24

ciated with computerization, if applicable, are also
relevant. Any incremental costs of trucking or
mailing of input or output, computer maintenance
costs, and the costs of consumable or reusable supplies necessary for computer operation must also
be considered. It is also necessary to maintain an
alternative method for processing. Circumstances
can present themselves when data are required
and cannot be processed on the computer, either
because it is temporarily unavailable or because it
is subject to an infrequent breakdown. There is,
of course, a cost associated with maintaining this
alternative method.
It is obvious that the mode of access to the
computer (in -house purchased, in -house rented,
off - premise service bureau, time - sharing) will affect
the number and type of operating costs that become relevant to the analysis. I have attempted
only to indicate some likely general areas of incremental cost.
Facilities Cost
Some facilities cost is associated with anv utilization of the computer, regardless of mode of
access. If the computer is maintained off - premises
(service bureau or time - sharing), facilities costs
will relate almost exclusively to data preparation
and data storage. From an incremental cost viewpoint, facilities costs are opportunity costs associated with the space taken up by the computer and
computer processing facilities. This space has, in
most cases, alternative uses. It is generally possible
to compute a value for the use of this space which
would then be a cost to the firm of not applying
the space to this alternative. Productive space is
removed from productive use and a cost to the
firm results.
Capital Costs
The costs considered in this section are not
truly a part of the incremental cost analysis, but
are rather investments made (resources committed) that will benefit future periods of time. The
appearance of any of these costs in a significant
amount would require the use of the long -term
model regardless of the mode of access to the
computer.
Depending upon the level of sophistication that
exists in the firm, there could be a large, one -time
data conversion cost because the data in use by
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the firm may not be directly compatible with the
computer in its current form. Initial programming
or substantial modification of packaged programs
could be other one -time expenditures of a capital
nature.
If a substantial number of employees are laid
off because of the introduction of the computer,
the severance pay could be considered a portion
of the investment in the computerized system.
If these people are retained rather than replaced,
the cost of retraining them for new jobs becomes
relevant. These are one -time expenditures related
to a change which will affect future time periods.
If the computer is to be utilized in- house, its
location can imply several types of costs that are
relevant. The cost of any modifications necessary
to house the computer and its peripheral equipment is an explicit example. Most sophisticated
computers require a carefully controlled environment as to temperature and humidity , which calls
for a separate air - conditioned room. The enormous
amount of electrical wiring needed to connect the
units and to supply power almost necessitates a
raised floor. Storage facilities need to be provided
for both input and output in proximity to the
computer.
The location of the "computer center" or data
storage center must be planned so as to maximize
internal control over input and output while at
the same time minimizing the cost of transporting
data between users and processors.
Benefits
Most of the cost elements are easily seen in the
analysis if they are recognized as being relevant.
But benefits are much less easily quantified and,
therefore, the cost - benefit analysis often deteriorates and is not utilized as effectively as it should be
There are two basic types of benefits: direct
cost savings and time savings which can be converted into cost savings. The primary example of
direct cost savings was previously indicated when
discussing operating costs, that is, the cost of services no longer needed. For personnel, this is not
only the salary of the person released but also
fringe benefits, pension costs, taxes, etc., related
to the person and his job. It is also possible that
economies may result in stationery supplies, space
utilization, and other areas which are relatively easy
to discern in the particular situation.
The remainder of the benefits are more difficult
to find and quantify. "More and better information
faster" appears to be the slogan of the computer
age. Thinking realistically, there is nothing the
computer can do that cannot be done by people.
It is simply that the computer can do it faster.
More information could be processed manually
but more time and /or more personnel would be
necessary. Greater accuracy could be achieved
manually but this goal would require the application of more time and /or more personnel. Information could be made available to management faster
in a manual system but more personnel would be
required. There exist, then, two alternative approaches to providing "more and better infornaMANAGEMENT ACCOUNTING /JULY 1971

tion faster ": more personnel or computer access.
Assuming the quoted phrase to be a legitimate
management objective, we can quantify the two
alternatives and apply a cost - benefit analysis to
determine if a net benefit would result from computerization.
Personnel cost (in terms of number of people,
skill level, hours, supplies, etc.) to achieve the
stated objective could be reasonably estimated.
Since time is convertible to money, the appropriate hourly rates can be found and time can be
converted into dollars. In order to determine the
benefits of the computer, it is necessary to determine what it would cost to provide the same level
of satisfaction to management without the computer. If this cost could be eliminated because the
computer was available, then this would constitute
a benefit resulting from computerization. For instance, it might be determined that to provide
management with the data they need, when they
need it, with the degree of accuracy required, and
the control desired, would cost $4,000 annually if
achieved through additional personnel. The same
data, timing, accuracy and control might be
achieved by this firm for $1,500 annually if a
computer is utilized. The $2,500 annual difference in cost could be considered a benefit associated with computerization.

"...there is
nothing the
computer can
do that cannot
be done by
people."

Implications for
Small Businesses
The small business firm is in a paradoxical position: it desperately needs more and better information faster, both for self - preservation and
to be able to take advantage of opportunities for
growth when they occur; and at the same time,
it cannot afford the cost of this information in the
same way that a larger business can.
Because of the high fixed costs associated with
buying or renting a computer to be used in- house,
it may be advisable for the small business to begin
its experiments with the computer through a
service bureau or through a time - sharing application, and only then if justified by a cost - benefit
study. Some firms may be able to justify the purchase or rental, but most small businesses probably
will not be able to. In other words, it is wise for
the small business to computerize in stages: first,
computerize those elements of the business which
have sufficient volume and savings to justify the
cost; later, computerize other portions of the business as they become amenable. There is a point
where the cost of subcontracting computer processing becomes as expensive as doing the job in- house.
At that point, a computer should be purchased or
rented. There should be a continual cost - benefit
study evaluating the benefits and costs of computer utilization in order to allocate the firm's
capital most efficiently.
Another difficulty faced uniquely by the small
business relates to internal control. Because the
small business has less personnel than does a larger
firm, there is always the problem of maintaining
an adequate level of internal control. Internal con Continued on page 51
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ACCOUNTING CONTROLS
FOR PROFESSIONAL
SERVICE FIRMS
The Professional Firm's Accounting Records
Are Used to Establish Control Techniques
Rather than Accumulate Historical Data

1

By Thomas E. Melang

11

The professional firm's revenue depends to a large
extent on the services it sells in the form of ideas
and skills. Because there is no product to cost directly, various methods are used to determine what
the professional firm's revenue should be. For instance, the fee may be based on time spent, it may
THOMAS E. be a percentage of the value of the client's project,
MELANG it may be contingent on the results of the case, or
Seattle Chapter 1965, is it may be a standard fee for the job performed.
In manufacturing, or other product - oriented
a Partner in the Seattle
CPA firm of Pritchard, businesses which normally use cost accounting,
Jones, Melang & Bash - costs are usually the sum of those which vary diey. Mr. Melang holds a rectly with production and the fixed overhead exB.A. degree in Business
Administration and an penses. Cost controls are aimed at maintaining the
M.B.A. degree from the desired ratio of direct costs to the number of units
University of Washing- produced, and analyzing any variance from budgeted
ton School of Busi- amounts. These types of businesses are normally
ness, Seattle, Wash.
operating below their total capacity and production
is based on demand. Income levels are projected for
budgeting purposes, but due to flexibility in plant
capacity, fluctuation in demand for products, and
the variability of costs, gross income before fixed
expense is not always predicted with a high degree
of accuracy.
Professional Finns Work at Full Capacity
In contrast to the manufacturing business, most
successful professional firms are working at full capacity. Many firms have more demand for their
services than they can handle. Their main problem
is the efficient utilization of staff time and billing at
desired levels. Total income can be predicted exactly, providing that all staff members meet the
budgeted number of hours of client chargeable
26

time and all time and expenses are billed at full
rates. The number of hours budgeted for production
by the firm's members varies in each situation. It
must also allow for non - productive time spent for
training, administrative details, holidays, illness,
personal time, reading of the profession literature,
and slack time which may occur.
All Costs Are Fixed
Another aspect of the professional firm which is
in contrast with the manufacturing company is that
all costs of the professional firm are fixed. Employees are salaried and office expenses such as
rent, telephone, utilities, and supplies are fixed.
Variations in office expenses may arise from client
demands, such as long- distance telephone calls,
client entertainment, travel, and photocopy costs.
In these cases, the variations should be charged
directly to the client for reimbursement, thus maintaining the fixed nature of overhead costs.
Using the budgeted hours of staff production, it
is possible to determine what the fixed overhead
costs should be. Then by adding the fixed pay rate
per hour of the staff man (adjusted for budgeted
non - charge time) and the desired per -hour profit,
it is possible to establish a per -hour fee (billing rate)
which will provide the desired level of profit. This
sounds easy, and it is, except for:
1. Variation between actual hours of chargeable
work performed and budgeted hours,
2. Variation between the total dollar value of hours
charged and direct expenses incurred on behalf
of the client, and
3. Variations between the fixed overhead costs and
the amount budgeted.
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In order to control lost billable time, responsibility for the variances must be assigned. Utilization
of time is reported by man, comparing actual time
charged with budgeted chargeable hours. The key
ratio is the percentage of charge time to total time
available. Client projects are assigned to specific
individuals who are responsible for the billing of
the job. The variance of amounts actually billed
from the amount of direct time and expenses
charged to the client is reported. This variance can
be further identified by specific staff man and reason for billing adjustment. The key ratio in this case
is the billing adjustment as a percentage of total
billable time and expenses.
Time and Expense Accounting System
The basic concept of the proposed accounting system is the accumulation of time and expenses which
is then charged to specific clients. Each staff member accounts for all of his time. This includes secretarial employees if the basic decision is made to
allocate at least part of their time as direct rather
than fixed overhead cost. It is accomplished by
using time reports on which total available time
each day is allocated to both clients and nonproductive time. Reporting of all time, productive
and non - productive, is necessary in order to analyze
variances in actual time from budgeted chargeable
time.
The time reported by a man is totalled by client
for the period, multiplied by the standard billing
rate for the man, and posted to the client's billing
ledger card. The direct overhead expenses are also
posted to the ledger. Expenses are reported from
various sources, such as staff expense reports identifying travel and entertainment costs chargeable to
the client, log sheets kept for photocopies and long distance telephone calls, and entries made by the
bookkeeper when paying expenses. It is essential
that all such expenses not included in fixed overhead be so allocated.
If all time and expenses accumulated for the
month were billed to clients, the total income for
the period would vary from the budget only to
the extent that charged time varies from budget.
Income for the period could be displayed for analytical purposes as follows:
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(

$255,000
5,900)
$249,100

A report which analyzes the variance is a necessary
back -up to reporting income on this basis and is
shown in Exhibit 1.
Billing the Client

"...good billing

should be the
responsibility
of the man in
charge of the
job."

Even though the time and expense system explained above is maintained properly, the problem of billing the client still exists. Ideally, the
bill would be prepared monthly for all charges
for the month. Realistically, however, this is seldom
the case. The fee may be based on other than a
straight time basis and can be rationalized by blaming underbilling or overbillings on lack of efficiency.
However, good billing should be the responsibility
of the man in charge of the job. It is dependent
upon a good estimate of the time involved to complete the job and efficiency of the staff working on
the job. Of course, in contingent or percentage work,
there are bound to be good jobs as well as bad
ones when compared with a standard per -hour rate.
Billing should be on a monthly basis and should
be handled by the person responsible for the account. The total charged time and direct expenses
accumulated on the ledger card for the job should
be reviewed to determine the amount of the fee and
prepare the wording of the statement. If possible
all charges should be included, and billing adjustments should write off unbillable charges. If the
billing is not prepared until completion of the
project, the carry- forward of unbilled charges must
be accounted for in the same way as inventory.
At the time of billing, unbillable charges which
are written off are accounted for as a variance cost.
The variance for billing adjustments is displayed the
same as the charged time variance in the income
statement, resulting in the following:
Gross budgeted fees
Charged time variance
Billing adjustments variance
Net fees billed

(
(

$255,000
5,900)
6,300)
$242,800

Carry- forward of unbilled charges would be reflected
as follows:
Gross budgeted fees
Charged time variance
Billing adjustments variance
Carry- forward of unbilled
charges:
Unbilled— beginning of
period
$10,000
Unbilled —end of period
8,000
Net fees billed

(

1. To charge all direct expenses and billable time
at standard rates to the individual clients for
billing,
2. To report lost billable time in analytical form,
and
3. To set a billing rate which will cover overhead,
salary costs and add the desired level of profit.

Gross budgeted fees
Charged time variance
Net fees billed

(

If the firm is working at full capacity with all staff
members meeting their budget of chargeable time
and all time and expense charged are billed, the
budgeted profit will be reached.
The purpose of the accounting system in the professional firm then would be to provide the cost
controls necessary to reach the desired level of profit
and to prevent the cost of lost billable time. The
objective of the system can thus be stated:

$255,000
5,900)
6,300)

2,000
$244,800

During the billing process, billing adjustments
are classified as to reason for their occurrence. The
classifications would include efficiency, promotion
or client good will, bad debt, training and adjustments for contingent and percentage fees. The effi27

Exhibit 1
CHARGED TIME REPORT
MONTH OF DECEMBER AND 12 MONTHS ENDED DECEMBER 31, 1970
Month of D ecember 1970
Act ual
hours

Act ual
charge
time

Variance
in
hours

101
101
101
303

101
97
114
312

60%
58%
68%
62%

-0(4)
13
9

$30
$30
$30

-0$020)
390
$ 270

A
B
C
D

126
126
126
126
504

126
114
134
116
490

75%
68%
80%
69%
73%

-0(12)
8
(10)
(14)

$20
$20
$20
$20

-0$( 240)
160
(200)
$( 280)

Secretary A
Secretary B
Secretary C
Secretary D
T otal

63
63
63
63
252

66
63
68
58
255

78%
75%
79%
69%
76%

3
-05
(5)
3

9
9
9
9

27
-045
45)
27

1,059

1,057

$
$

(

$
$

Variance
f r om
budget

(2)

$

T ot al fi r m

$

Staf f man
Staff man
Staff man
Staf f man
T otal

Billing
rate

$

Partner A
Partner B
Partner C
T otal

%

Budget
hours

17

Summary of excessive variances in charge time
Individual

Variance hrs.

Partner B
Associate A
Associate B
Secretary D

Description

(8)
(8)
(16)
(12)

Recruiting
I llness
Seminar
T yping of new client list

12 months ended December 31, 1970
Actual
hours

Act ual
charge
time

1,200
1,200
1_,200
3,600

1,320
1,176
1,025
3,521

70%
58%
45%
58%

120
1 24)
(175)
79)

$30
$30
$30

3,600
1 720)
(5,520)
$(2,370)

A
B
C
D

1,500
1,500
1,500
1,500
6,000

1,545
1,306
1,500
1,455
5,806

78%
63%
75%
71%
71%

45
(179)
-060)
(194)

$20
$20
$20
$20

900
(3,580)
-0(1,200 )
$(3,880)

Secretary A
Secretary B
Secretary C
Secretary D
T otal

750
750
750
750
3,000

735
690
840
785
3,050

74%
71%
81%
77%
76%

15)
( 60)
90
35
50

9
$ 9
9
9

$(
(

12,600

12,377

T ot al fi r m

ciency category, and possibly other categories, are
then classified by plan. This gives two measurements
of the abilities of the staff. It shows the charge time
percentage and the ratio of billing adjustments to
charge time. A sample report analyzing billings and
billing adjustments is shown in Exhibit 2.
The Billing Rate
The reporting of billing adjustments follows the
exception principle, whereby only variances over a
certain amount are reported at the bottom of the
report. Both favorable and unfavorable variances
are shown, the theory being that only those items
of certain value need review or control. Billing adjustnlents can be analyzed further to develop write off percentages by type of work or by man.
One important aspect of the system which has
28

(223 )

$
$

$

$

$

Variance
f r om
budget

$

Billing
rate

(
(

Staf f man
Staf f man
Staff man
Staff man
T ot al

Variance
in
hours

(

Partner A
Partner B
Partner C
T otal

%

Budget
hours

135)
540)
810
315
450

$(5,900)

not been discussed in detail is the determination of
the billing rate. Often there are statistics available
regarding the current going rate, and the firm tries
to stay close to what is normal in the profession.
However, the billing rate can be accurately calculated to cover overhead, salary cost and the desired
level of profit. Exhibit 3 is an example of the calculation of billing rates. In this case, one half of the
time of secretaries is considered to be available
for direct charges to clients, the other half being
considered part of fixed overhead. In computing
the portion of the billing rate needed to cover
overhead and to contribute to profit, the secretarial
time is expected to contribute only one -half as much
as the partners and staff. These rules regarding
secretarial time are arbitrary and will vary depending on the type of firm and situation.
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Exhibit 2
MONTHLY BILLING REPORT
MONTH OF DECEMBER AND 12 MONTHS ENDED DECEMBER 31, 1970
Mont h of D ecember 1970

%

$

T otal

$
$

$
$

2,125
6,625
8, 750
5,450)
400
3,700
7.9%

$

Partner C

2,270
7,630
9, 900
5,600)
300 )
4,000
(5.0)%

(

$
$

(
(

(

Billing for the period
Billing adjustments
Unbill ed- ending
Billing adjustment

2,000
7,200
9,200
10,100)
1,200
300
13.5%

$

$

$

Unbilled- beginning
Total charged time

Partner B

$

Partner A

6,395
21, 455
27, 850
1 21,150)
1,300
8,000
6.5%

Summary of billing adjustments over $500
Client

Am ount

(

(

(

(

$

X Y Z Company
Allied Chemical
Mr. Johnson
Electric Co.
Mr. W hite
Smi th, Inc.

A
A
A
B
C
C

Description

2,000
500)
700)
600)
950
600)

Contingent fee
Ef fi ci ency - st af f A
Client relations
Eff ic ienc y -s taff D
fee
T raining -staff C
%

Partner

12 months ended December 31, 1970

%

T otal

$

10,000
249,100
259,100
(244,800)
6,300 )
8,000
(2.5)%
(

$

3,300
87,400
90, 700
86, 000)
1 1,000 )
3,700
(1.1)%

$

Partner C

2,200
78, 200
80, 400
73, 100)
3,300 )
4,000
(4.3)%

$

$
$

(

(

Billing for the period
Billing adjustments
Unbi lled- ending
Billing adjustment

Partner B

4,500
83, 500
88, 000
85, 700)
1 2,000 )
300
(2.3)%

(

$

$

Unbilled- beginning
Total charged time

(

Partner A

Billing adjustments summary

The computation works backward, beginning with
the desired level of profit, the amount of fixed
overhead, and the fixed salary cost. The partners in
the firm are allocated a salary, and the desired profit
would be split by the partners or shared with staff
as desired. Normally, the partner salary is represcntative of skills, experience, and contribution to
the firm; and the profit is return for investment and
risks assumed. For ease of computation, the desired
profit level, and budgeted fixed overhead are projected at an amount which results in a round figure
for the billing rate (this is also done in a real situation by varying profit slightly).
Following is a brief summary of the billing system :
The charge time system accumulates time and
expenses by client, and reports the charged
time variance cost due to staff efficiency.
The billing system keys responsibility by partner,
and reports the billing adjustment variance
which is further analyzed by reason for adjustment.
A billing rate is computed for each staff member which will provide the desired level of profit
and cover fixed overhead and salary costs.
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Percent
(4.0)
1 .8)
2.0
1.2
.41
( .6)
12.51%
(

Am o unt
$110,000)
2,000)
5,000
3,000
900)
( 1,400)
$( 6,300)
(

Effi ciency
Client relations
Percent fee
Contingent fee
Training
Other

(

Description

Exhibit 4 is an example of the total statement
of earnings for the period, including a variance
figure for budgeted ovcnccad from actual expenses.
This report as well as all others are prepared on a
monthly basis, with this month as well as the total
months to date being shown. The variance figures
on the statement of earnings are supported by
the reports in Exhibits 1 and 2.

The Budget
The budget of gross fees is basically related to
time available as was shown in the computation
of the standard billing rates. The total income is
limited to the number of hours available times the
billing rates, exclusive of the variances. However,
in order for a firm to grow, they must consider the
increase in demand on their time as reflected in
previous years, and budget for the additional people
to meet this demand. The increased demand must
be met either by the current staff working harder,
thus resulting in a favorable charge time variance
reflected by longer working hours and more chargeable time, or by additions to the staff. Assuming
the staff works at the budgeted charge time percentage, the need for additional staff is computed
as follows:
29

BILLING RATE COMPUTATION

1970

61,000
50,000
$111, 000

3,600
6,000
1,500
11, 100

32
54
14
100

Hours
avail.

Rate
per hr.

36, 000
60, 000
15,000
$111, 000

3,600
6,000
3,000

$10
$10
5
$

3 Partners
4 Staff
4 Secretaria 1*

O/H to cover
Am ount
$

Pr of it
Percent

Budgeted
hours

&

$

Desired profit
Fixed overhead
Total to be covered

-

Exhibit 3

Computation of rate to cover salaries:

24, 000
15, 000
3,000

2,000
2,000
1,000

Charge
time
%

Hours
avail.

60
75
75

Budget
hours

Rate
per hr.

1,200
1,500
750

$20
$10
4
$

$
$

Partners
Staff
Secretarial

$

Gross
salary

T otal billing rate:

Pr o f / 0/ H

Salary

T ot al

Partners
Staff
Secretarial

$10
$10
$ 5

$20
$10
$ 4

$30
$20
$ 9

Budget
hours

Rate
per hr,

Gross
billings

3,600
6,000
3,000

$30
$20
9

3 Partners
4 Staff
4 Secretarial
Total gross budgeted fees

$108, 000
120,000
27, 000
$255,000

$

Budget of gross billings:

"One half of available hours

$274,010

12 months
ended
Dec. 31,
1970

21, 438
17
1,300
22, 755

$255,000
(5,900)
(6,300)
$242, 800

$

$

$

$

$

6, 395
10,000
8, 000
8, 000
(1,605)
2, 000
21, 150 $244, 800

Net earnings

$

72, 000
60, 000
12,000
$144, 000
$100, 800
50,000
2,000
52,000
48, 800
$

$

Gross profit
Overhead expenses budgeted
Overhead variance

$

$

6, 000
5,000
1,000
$ 12, 000
9, 150
5,200
150
5,350
3, 800

$

In drawing up the budget, the billing adjustment
variance should not be reflected. The objective is
to reduce the variance to zero or to make it favorable, thus increasing profit over the budget. Should
the adjustment consistently continue to be negative (not due to staff efficiency), it may indicate that
the billing rates have to be reduced, with a corresponding reduction in either fixed overhead or
desired level of profit.

Net fees billed
Salary expense
Partners
Staff
Secretarial

$

Therefore:
An additional man should be hired no later than
May 15.

Carry forward of billed charges:
Beginning of period
End of peri od

$

Man- months needed:
$19,010 divided by $2,500 equals 7.6 months

Gross budgeted fees
Charged time variance
Billing adjustments variance

Mont h of
December
1970
$

255,000
19,010

Average monthly billing for staff man:
1500 hours times $20 equals $30,000 per year
or $2,500 per month.

30

STATEMENT OF EARNINGS
MONTH OF DECEMBER AND
12 MONTHS ENDED DECEMBER 31, 1970

$

24,910

Exhibit 4

$

$249,100

$

Previous years billing less charged time
variance
Anticipated increase '(10 %) based on
prior experience
Anticipated gross billings before
billing adjustments
Budgeted gross billings based on
present staff
Difference

Conclusion
Fixed overhead expenses are set after a review
of each item of overhead. These should be estimated
Continued on page 51
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VARIANCE ANALYSIS
IN PROFIT PLANNING
If Sales Volume Is Budgeted at a Higher Level than the
Prior Actual Level but with a Different Mix of Products,
How Much of the Variance Is Due to Sales Price, How Much
to Volume, How Much to Product Mix and How Much to Cost?

This favorable variance in profit from operations
can be attributed to the following causes:

By Robert Calas
Each day of the year accountants become involved
in profit planning, budgeting, and forecasting. A
challenge that faces most of them is the proper
reporting to management of the variances in the
profit and loss statement, of comparing actual results with the projected plan. For example, if sales
volume is budgeted at a higher level than the prior
actual level but with a different mix of products,
how much of the variance is due to sales price,
how much to volume, how much to, product mix,
and how much to cost? In this article an analysis
technique will be presented which will assist in
the isolation of these variances and which may be
used throughout the budget vcar to properly track
performance against the profit plan or budget.
In order to properly illustrate the analysis technique, we will use a hypothetical manufacturing
company with seven major products currently being
produced and sold. We will also assume that the
company is using a standard cost accounting system
and, therefore, would create variances from standard in productive labor, materials purchased, and
manufacturing expenses. And for simplicih', we
shall assume that the current actual year is 19X0
and that the profit plan is for the year 19X1.
Exhibit 1 indicates that our profits from operations for the periods involved arc as follows:
19X1 Budget
19X0 Actual
Favorable variance in profit
from operations
MA N AG E ME N T ACCO UNTING / JULY 19 71

$7,740
3,000
$4,710

1. Sales Prices —Price increases that are anticipated
in the 19X1 budget.
2. Economics — Economic changes that arc anticipated in the 19X1 budget.
3. Volume —Profit effect of sales volume and
productive volume.
4. Product Mix —Profit effect of mix of product
sales between the periods involved.
5. Costs and Expenses — Favorable or unfavorable
effect on profits between the periods involved.
In breaking down the total variance, %A,c will
attempt to identify the contributing factors within
the following four broad categories:
1.
2.
3.
4.

Standard gross margins
Standard cost variances
Shipping expenses
Operating expenses

V

ROBERT CALAS
Peoria Chapter 1955, is
Manager— Profit Planning for the Construction Equipment Division of Westinghouse
Air Brake Company,
Peoria, 111. fie holds a
B.S, degree in accounting and finance from
Bowling Green University, Bowling Green,
Ohio.

Standard Gross Margin
Looking again at Exhibit 1, the income statement, the total variance between the periods involved is shown for each classification. Starting with
standard gross margin we find the favorable variance from 19X0 actual to be $ ),600. In order to
analyze this variance we must make the following
tabulation which assumes a selling price change
and a restatement of 19X0 to a 19X1 base for both
sales and standard gross margin from that shown
in Exhibit 2.
31

B

C

%

Price 19X0 Sales
Change 19X1 Selling
Price
in 19X1
5.0
$10,500
5,250
5.0
5.0
7,350
5.0
12,600
5.0
1,050
5.0
6,300
5.0
9,450
$52,500

Product
A
B
C
D
E
F
G

D
19X0 Gross
Margins
at 19X1
G/M Ratio
2,709
1,627
1,250
4,158
262
1,575
4,914
$16,495
$

A

Percent to total sales in column C

31.42%

The causes for the variance in standard gross
margin can now be calculated as follows:
Selling price variance -This is equal to the difference shown in the tabulation of 19X0 sales
at 19X1 selling prices minus the amount of
sales shown for 19X0 actual ( Exhibit 2) . Or,
stated in dollars, $52,500 minus $50,000 equals
$2,500 due to favorable sales price.
Economic variance -The assumption is made
that the company has established its 19X1
standard costs and will remain on those standards throughout the year. Any economic variance

assumed in 19X1 will, therefore, be generated
only in the functions and classifications listed
below the standard gross margin shown on t11e
operating income statement.
3. Volume variance -The total restated standard
gross margin ratio (31.42 percent) as shown on
the tabulation above is multiplied by the difference between the total sales shown in the 19X1
budget $60,000 - Exhibit 1) and the 19X0
actual total sales as restated in the tabulation
($52,500). The favorable variance in gross margin due to volume is then equal to 31.42 percent
of $7,500 or $2,357.
4. Product mix variance -The total 19X0 restated
gross margin ratio ( 31.42 percent) as shown
on the tabulation minus the total gross margin
ratio in the 19X1 budget ( 31.0 percent -Exhibit 1) multiplied by the total sales in the
19X1 budget ($60,000) equals $252, representing an unfavorable variance in gross margin
due to product mix.
5. Cost and expense variance -The total 19X0
restated gross margin dollars ($16,495) as
shown in the tabulation minus the total gross
margin dollars shown in 19X0 actual ($15,000
- Exhibit 1) minus the sales price variance
($2,500) calculated in Item 1 above equals
$1,005 unfavorable variance in cost. The total
variance in standard gross margin of $3,600
can now be attributed to the following causes:

Exhibit 1
OPERATING INCOME STATEMENT
19X1 Budget

3.0
6.8
3.5
13.3
12.9

(

(

1,800
4,080
2,100
7, 980
7, 740

(

3.0
7.0
4.0
14.0
6.0

$10, 000
6,400
3,600
2,400
280)
5,720

(

1,500
3,500
2,000
7, 000
3,000

$

$50, 000 100.0 $60, 000 100.0
35, 000 70.0 41,400 69.0
15, 000 30.0 18, 600 31.0
3,000
6.0
600
1.0
2,000
3.8
4.0
2,280
10,000 20.0 15, 720 26.2

$

Net sales
Cost of sales at standard
Standard gross margin
Standard cost variance
Shipping expense
Manufacturing prof it
Operating expenses
Administrative expense
Selling and marketing expense
Research and development
Total operating expenses
Prof it f rom operati ons

% to
favorable
Sales (unfavorable)

(

% to
Am o unt Sales Am ount

Variance

$

19X0 Ac tual

300)
580)
100 )
980)
4,740

Exhibit 2
SUMMARY OF SALES AND STANDARD GROSS MARGIN
19X0 Ac tual

32

2,410
1,500
1,050
3,840
200
1,500
4,500
$15, 000

24.1
30.0
15.0
32.0
20.0
25.0
50.0
30.0

%

%

$10, 000
5,000
7, 000
12, 000
1,000
6,000
9, 000
$50,000

Std, m argin at inventory cost
Net
sales
Am o unt
$11, 000
6,000
8, 000
13, 000
5,000
7, 000
10,000
$60,000

2, 840
1,860
1,360
4, 290
1,250
1,750
5,250
$18, 600
$

A
B
C
D
E
F
G

$

Product

19X1 Budget

Std margin at inventory cost
Net
sales
Am ount

25.8
31.0
17.0
33.0
25.0
25.0
52.0
31.0

Selling price change
Economic change
Sales volume
Product mix
Costs and expenses
Total favorable variance in
standard gross margin

Favorable
(Unfavorable)
$2,500
2,357
(252)
(1,005)
$3,600

Standard Cost Variances
Exhibit 3 compares the 19X0 actual and 19X1
budget for elements of manufacturing costs that
result when the standard cost system is used. These
elements are variances from pre - established standards for material prices, productive or direct labor,
and manufacturing overhead. The overhead variance is generated by absorbing into inventory a
predetermined overhead rate (200 percent in the
illustration) compared to the actual and /or budgeted manufacturing expenses. No attempt was made
to adjust the manufacturing overhead absorption
rate in the 19X1 budget so that the leverage of
production volume could be illustrated in the example. In order to analyze the favorable variance
of $2,400 shown in the standard cost variance in
Exhibit 3, we must first make the following assumptions:
The manufacturing expense as shown will vary
with productive labor on a fixed and variable
relationship as follows:
Continued on page 49
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SPRING 1972

CATALOG

COURSES
SEMINARS
C
CONTINUING EDUCATION PROGRAM
NATIONAL ASSOCIATION OF ACCOUNTANTS

C

k P C O N T I N U I N G EDUCATION PROGRAM

C

FALL 1971

COURSES
HO U ST O N
Oct. 4 -8

MONT REAL
Oct. 25 -29

CHIC AGO
Nov. 8 -12

LOS AN GELES
Nov. 2 9
Dec . 3

Developing & Using Standard Costs .......................

Mon. /Tue.

Mon. /Tue.

Mon. /Tue.

Mon. /T ue.

Mon. /T ue.

Flexible Budgeting & Perf ormanc e Reporting........

W ed. /Thu. /Fri.

W ed. /Thu. /Fri.

W ed. /Thu. /Fri.

W ed. /Thu. /Fri.

W ed. /Thu. /Fri.

Direc t Cos ting & Contribution Ac c ounting............

Thu. /Fri.

Costs for Decision Making ...... ...............................

Mon. /T ue.

Effective Cash Management .... ...............................

Mon. /T ue.

—

NE W YO R K
Sept. 20 -24

Ec onomic Evaluati on of Capital Expenditures ......

Thu. /Fri.

Thu. /Fri.

Mon. /T ue.
Thu. /Fri.

Mon. /Tue.

Mon. /Tue.

Basic Data Processing Concepts & Techniques.......

Mon. /Tue. /W ed. Mon. /Tue. /W ed. Mon. /Tue. /W ed. Mon. /Tue. /W ed. Mon. /Tue. /W ed.

Fun dam ent als of Manag ement Inf orm ati on
Systems Design .................. ...............................

Thu. /Fri.

Thu. /Fri.

Inventory Management & Control .........................

Thu. /Fri.

Management Accounting for Hos pitals ..................
Acc ounting for Foreign Operations .......................

Mon. /Tue.

Mon. /T ue.

Mon. /Tue.

Conc epts and Us es of Ac counting
for Executives & Managers . ...............................

Thu. /Fri.

Behavioral Sc ienc e Implic ations
for Management Accounting .............................

Thu. /Fri.

Communications and Report W riting .....................

W ed. /Thu. /Fri.

W ed. /Thu. /Fri.

Marketin g Fundamentals f or the
Management Accountant ... ...............................

Thu. /Fri.

Linear Progr amming: Ac c ounting Appli c ations .....

Mon. /Tue.

Statis tic al Sampling f or
Accountants & Auditors .... ...............................

W ed. /Thu. /Fri.

Management Acc ounting for Banks .......................

Thu. /Fri.

Managemen t Ac c oun ting f or
Insurance Companies ......... ...............................

Mon. /T ue.

Computers and Internal Control ...........................

Ac c ou ntin g Inf ormation f or Pric i ng —
Policies and Decisions* .. ...............................
Management Scienc e for Budgeting
and Profit Planning* ...... ...............................

"Course description and outline will be availablein the CEP Fall Course Brochure.

Mon. /Tue.
Mon. /Tue.

Thu. /Fri.
Mon. /Tue.
Thu. /Fri.

Mon. /Tue.

Thu. /Fri.

SPRING 1972

Using Standard Costs.......................

Flexible Budgeting

Perf ormanc e Reporting........

Contribution Ac c ounting............

&

Direct Costing

&

Developing

&

COU RSES
4T LANT A
Feb. 14 -18

NE W Y OR K
Mar. 13.17

CINCINNAT I
Apr. 10 -14

S A N FR ANCI S C O
Apr. 24 -28

C HI C A G O
M ay 15 -19

Mon. /Tue.

Mon. /Tue.

Mon. /Tue.

Mon. /Tue.

Mon. /T ue.

W ed. /Thu. /Fri

W ed. /Thu. /Fri.

W ed. /T h u . / F r i .

W ed./ T h u . / F r i .

W ed./ T h u . / F r i .

T h u . /F ri .

T h u . /F ri .

Thu. /Fri.

Costs for Decision Making...... ...............................
Effective Cash Management.... ...............................

Mon. /T ue.
Mon. /Tue.

Basic Data Processing Concepts

&

Economic Evaluation of Capital Expenditures......
Techniques.......

Mon. /Tue.
Mon. /Tue.

Mon. /Tue. /W ed. Mon. /Tue. /W ed. Mon. /Tue. /W ed. Mon. /Tue. /W ed.

Inventory Managem ent

&

Fundamentals of Management Information
Systems Design.................. ...............................
Control .........................

Management Accounting for Hospitals ..................

Thu. /Fri.
Thu. /Fri.
Mon. /Tue.

Mon. /T ue.

Mon. /T ue.
Mon. /Tue. /W ed.
Thu. /Fri.

Thu. /Fri.
Mon. /Tue.

Accounting for Foreign Operations.......................

Mon. /T ue.
Thu. /Fri.

Behavioral Science Implications
for M anagement Accounting.............................

T h u . /Fr i.

&

Concepts and Uses of Accounting
Managers. ...............................
for Executives

Communications and Report Writing.....................

W ed./ T h u . / F r i .

Marketing Fundamentals for the
Management Ac c ou ntant ... ...............................

T hu. /F r i .

Linear Programming: Accounting Applications.....

Mon. /Tue.
W ed./ T h u . / F r i .

Management Accounting for Banks....................... T h u . /F r i .

T hu./Fr i.

Management Ac c ounting f or
Insurance Companies......... ...............................

Mon. /T ue.

&

Statistical Sampling for
Auditors.... ...............................
Accountants

Computers and Internal Control...........................

Accounting Information for Pricing —
Policies and Decisions* .. ...............................
Management Sc ience f or Budgeting
and Profit Planning* ...... ...............................

Mon. /T ue.
T hu. / F r i .

Mon. /T ue.
Thu. /Fri.

*Course description and outline will be available in the CEP Fall Course Brochure.

Continuing Education
Modern management information systems for planning, control and decision making
are based on methods, techniques and concepts unheard of just a few years
ago ... And with the rapid pace at which new techniques are evolving, it is obvious
even greater changes are going to take place in the future. Will you be ready for them?
Your readiness will be based on your willingness to master new developments by
continuous re- education. Experience is no longer the best teacher; one lifetime is not
long enough for us to gain from experience all we need to know to stay abreast of new
developments. We must find some short cut to the necessary knowledge, and one of
the best available is NAA's comprehensive program of Continuing Education. NAA's
Courses and Seminars offer unique opportunities for discussing current developments,
exchanging ideas, and gaining a grasp of fundamental concepts.

Courses vs. Seminars... What's the Difference?

4

NAA Courses provide detailed classroom instruction in basic fundamentals and
applications. Unless specifically indicated, prior training or background in the topic
is not a prerequisite. Professional staff for lectures and problem solving sessions,
advance assignments and limited enrollment assure participants of a thorough
understanding of underlying concepts and practical applications.

NAA Seminars provide opportunities for discussing and exchanging ideas, experiences and practice. As such they are intended for individuals who have a background in the topic. The format consists of small group discussions guided by
specially selected leaders, and supplemented by authoritative speakers chosen for
the extensive practical experience. Some seminars are devoted almost entirely to
small group discussion, while others devote up to 50010 of the time to coordinated
addresses by specialists. This two - pronged approach tailors the format of each
seminar to the needs of the topic, assuring balanced and comprehensive treatment ... and maximizing exposure to the experiences and know -how of others.
Each seminar participant receives a comprehensive workbook, including bibliographies, selected readings and discussion material.

National Association of Accountants

Courses

These Courses will help you with your planning
and control problems
COSTS FOR DECISION MAKING
(2 Days)

DEVELOPING AND USING STANDARD
COSTS
(2 Days)
When integrated with flexible budgeting, responsibility reporting and contribution accounting, standards provide significantly better control
and decision- oriented information than the traditional cost accounting system. Indeed, effective
planning, feedback and control have become
dependent on the use of standards which are an
integral part of the latest management techniques.
Developed in the factory, standard costs are now
being used in all activities of the business; standards are used for both revenues and costs to provide a consistent and dynamic inform ation- collecting and reporting system.
FLEXIBLE BUDGETING AND
PERFORMANCE REPORTING
(3 Days)
More and more managements are using flexible
budgets to meet the growing need for meaningful
and sophisticated techniques for planning and controlling company operations. Focusing on the principles, procedures and applications of flexible
budgeting, this course provides a thorough understanding of this vital tool for dynamic planning
and effective cost control.
DIRECT COSTING AND CONTRIBUTION
ACCOUNTING
(2 Days)
Successful planning of business operations requires a clear understanding of the cost of alternative courses of action. Effective control of operations requires a precise definition of the costs
controllable by specific individuals in the organization.
Direct costing and contribution reporting improve planning by focusing attention on the contribution to profits from various segments of the
business, by emphasizing cost- volume - profit relationships and by highlighting profit opportunities.
These tools strengthen control by assigning costs
and revenues directly to the business segment responsible for them, and by reporting deviations
from plans to the individual directly responsible.
This course is designed for managers who make
operating decisions and for accountants who develop the information for these decisions.

Business management in today's world is constantly engaged in making decisions — decisions of
all types. Management makes decisions about
products and markets, growth and expansion, pricing, etc. All these decisions involve choosing
between alternatives; and management must have
information about the profit impact of each alternative, information that recognizes that costs are
different for different decisions.
This course describes the problem solving and
decision making process and then explores cost
concepts and uses in terms of their relevance to
various decision situations. Since the course emphasizes relevant costs for decision making, both
accountants and managers who use costs in making
decisions will benefit from this course.
EFFECTIVE CASH MANAGEMENT
(2 Days)
Effective cash utilization is essential to profitable business operations. Lower cash balances,
higher return on assets and greater profitability are
a few of the benefits companies obtain by following basic cash management concepts and techniques. Cash usage must be coordinated with overall objectives of the firm so there is neither idle
cash nor the risk of financial embarrassment.
This course will show you how to use the latest
techniques and practices so important to the effective utilization of cash. It will show you not only
how to control and account for cash, but also how
to coordinate its use with accounts receivable,
short -term investments and accounts payable. In
short, this course shows how to make every cash
decision maximize the company's liquidity objectives.
ECONOMIC EVALUATION OF CAPITAL
EXPENDITURES
(2 Days)
Capital expenditure decisions have always been
vital to corporate health. Today these decisions
are even more critical due to expanding investment
opportunities, rapid technological changes, shorter
product life - cycles and more sophisticated competition. Recognizing that tomorrow's profit potential depends more on today's investment decisions than on any other factor, management is
increasingly demanding sharper tools for analyzing
and appraising proposed capital investments.

Ittttl
q q t ? p —pp�

Accountants and financial managers
aren't the only people who need
to know something about data processing...

COURSE

BASIC DATA PROCESSING CONCEPTS
AND TECHNIQUES
(3 Days)
Management accountants, finance executives
and others are often unable to communicate with
data processing specialists. Frequently this leads to
misunderstandings, false starts, unsuccessful applications, and a host of other expensive, time -consuming delays.
The objective of this course is to close the communication gap between you and the data processing specialist by developing your practical
understanding of basic EDP concepts, techniques
and terminology.
CO M P U T E RS A N D I NT E R N A L C O N T R O L

(2 Days)
Executives with the responsibility for data
processing, internal auditors and public accountants concerned with how the computer affects
internal control and how to safeguard the company's investment in data processing should attend
this course.
The areas of EDP with the greatest impact on
internal control are discussed— identifying potential weaknesses and methods of eliminating these
weaknesses. Data processing management practices
that tend to expose EDP to unnecessary risks and
expense are reviewed and means of plugging the
leaks are developed. Practical and simple techniques for using the computer in an audit are
presented, including a discussion of auditor prepared programs and the use of installation programs in the audit. EDP has had a significant
impact on internal control and auditing. In this
course a review is made of th e major changes
brought about by EDP and what can be done to
cope with these changes.
For greater benefit, participants should have
attended Basic Data Processing Concepts or the
equivalent before taking this course.

FUNDAMENTALS OF MANAGEMENT
INFORMATION SYSTEMS DESIGN
(2 Days)
Information is the raw material for decisions
made at all levels of the organization. The quality
of these decisions is directly related to the quality
of the information used in making them. The quality of information, in turn, is directly influenced
by the effectiveness of the information system.
This course will show you how to approach the
design of a new information system or the redesign
of your present system to provide information
that is useful and meaningful for decision making.
No prior knowledge of systems concepts is necessary for attending this course.

LINEAR PROGRAMMING:
ACCOUNTING APPLICATIONS
(2 Days)
Linear programming is a mathematical technique that has been applied to a wide variety of
problems in industry and government. It has great
potential for application to accounting problems,
although actual utilization by accountants has not
been extensive.
This course will discuss and analyze the concepts and techniques of linear programming, and
focus on applications to accounting. No prior
knowledge of linear programming is assumed, and
no mathematics background beyond basic algebra
is necessary.

CEP has Courses for specific subjects...
and specific industries
MANAGEMENT ACCOUNTING
FOR INSURANCE COMPANIES
(2 Days)
Decision - making is the heart of managing; it
must be oriented to the company's future and to
its objectives. It requires information that is
relevant, timely and produced at reasonable cost.
Management accounting concepts and techniques
provide such decision oriented information.
This Course focuses on the information needs
of insurance companies and the role of the
management accountant in meeting them. It
analyzes accounting concepts and techniques and
shows how to use them to achieve more effective
and more profitable operations.
ACCOUNTING FOR
FOREIGN OPERATIONS
(2 Days)
Coordinating multinational business operations
confronts management with a real problem that
demands the latest techniques. Management can
no longer afford an antiquated, traditional approach to its accounting; management must develop a modern accounting system that effectively
communicates and responds to diverse economic
environments.
This course is designed for accounting and
finance executives from companies engaged in or
contemplating foreign operations. Emphasizing
current practice and procedures, it will provide an
understanding of some of the unique accounting
and management problems of doing business
abroad, and approaches to their solution.
MANAGEMENT ACCOUNTING
FOR HOSPITALS
(2 Days)
The importance of sound management decisions by hospital administrators demands that the
accounting information developed for them be
relevant, timely, and decision oriented. Techniques
such as responsibility reporting and flexible
budgeting are already providing useful information
for today's hospital managers.
The objective of this course is to give hospital
managers and accountants an understanding of
accounting concepts and practices that contribute
to effective hospital management.

MANAGEMENT ACCOUNTING
FOR BANKS
(2 Days)

In today's business environment bank managers
have a critical need for more useful accounting
information. Decision requirements are becoming
more complex and demanding. Knowledge of the
profit consequences of the various alternatives is
the foundation for institutional growth.
The objective of this Course is to provide
accountants and managers in banking with an
understanding of management accounting concepts and measurement techniques. Properly utilized, modern management accounting supplies
useful cost and revenue information by department and by product line for effective planning
and control of bank operations.
COMMUNICATIONS & REPORT W RITING
(3 Days)
The successful communication of information
is cricital to managerial effectiveness — more critical perhaps than any other single factor. Combining
lectures, discussion and practice sessions, this
course will develop your thorough understanding
of the communications process and the characteristics of good writing. It will provide you with
practical, proven techniques for planning, organizing and writing reports that communicate.
BEHAVIORAL SCIENCE IMPLICATIONS
FOR MANAGEMENT ACCOUNTING
(2 Days)
This course identifies and presents new developments in the behavioral sciences that are affecting
management accounting. It shows how the human
side of the organization influences not only the
operations of the business but also the effectiveness of the management accounting system.
Built around a series of lectures and case
studies, this course focuses on the significance to
management accounting of the latest findings in
the study of organizational behavior; it explores
the impact of these findings on the budgeting and
performance reporting system, and shows how the
findings can be used to increase the effectiveness
of the management accounting system. The course
is intended for accountants who design systems,
process data, and develop reports, as well as for
managers who must use these reports for evaluating performance and making decisions.
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More than ever before, the management
accountant must keep himself
informed about new developments...
MARKETING FUNDAMENTALS FOR
THE MANAGEMENT ACCOUNTANT
(2 Days)
In today's economy a business can produce any
product it can sell. Marketing capabilities constrain
profits far more significantly than production
capabilities. Because of the importance of the marketing function to the success of the firm, every
accountant should have a thorough understanding
of the activities carried on and the decisions made
in this essential function. Only with this understanding can the accountant provide marketing
management with the accounting information it
needs.
This course is designed specifically for accountants with a major emphasis on the interrelationships between accounting and marketing. The
course material emphasizes those segments of the
marketing function that will benefit from relevant
accounting information.
CONCEPTS AND USES OF ACCOUNTING
FOR EXECUTIVES & MANAGERS
(2 Days)
Operating managers and non - financial executives frequently experience difficulty in communicating effectively with accounting specialists. This
leads to misunderstandings, ineffective use of
accounting information, lack of cooperation, and
inadequate cost control.
This two -day course is designed to give non accounting managers and executives an appreciation of accounting concepts, techniques, and terminology so they will be able to bridge the communications gap between accounting and other
segments of the business. Also, it will show the
manager how he can use the tools and techniques
of the accountant and accounting reports to
achieve effective control of his operation.

STATISTICAL SAMPLING
FOR ACCOUNTANTS AND AUDITORS
(3 Days)
The ever increasing volume of data processed
by business, and the increasing demands for relevant information require accountants to focus
their attention on statistical sampling techniques.
Auditors are already using these techniques to
improve the quality of their audit information and
in some cases to reduce sampling costs. Because of
the importance of sample data in solving accounting problems, accountants must be aware of the
practical applications and limitations of these techniques.
This three -day course relates basic sampling
concepts to data collection and evaluation, and it
shows how to use sampling techniques to develop
accounting information. Lectures and coordinated
problem solving sessions provide the participant
with the opportunity to apply sampling concepts
to practical problems.
INVENTORY MANAGEMENT AND
CONTROL
(2 Days)
Lower inventory investment, better production
scheduling and improved customer service are but
a few of the benefits to be gained from sound
inventory management.
This course presents and analyzes the basic concepts and techniques underlying the effective management of inventories, and emphasizes their practical application in business situations.

In an effort to use the most current and relevant
material, the N A A reserves the right to modify a
course outline at any time.
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Continuing
Education Program

National Association of Accountants

Seminars
•
•
•
•
•
•
•
•
•
•
•

Managing the Treasurer's Function
Administration of the Division and Plant Controller's Job
Planning, Appraising and Financing Corporate Acquisitions
Corporate Financial Reporting to Shareholders and the SEC
Financing Corporate Expansion and Corporate Debt Capacity
The Accountant's Role in Government Contracting
Comprehensive Budgeting and Profit Planning
Capital Expenditure Management
Long -Range Profit Planning
Planning and Controlling Maintenance Costs
Accounting Applications of EDP

•
•
•
•

Current Developments in Business Information Systems
Pricing Policies and Decisions: Techniques and Practice
Administration of the Budget Director's Job
Optimizing Marketing and Distribution Costs
Selected seminars from the above listing
will be scheduled periodically throughout
the year. For detailed information on
these offerings write to:
Robert F. Kelly, Manager,
Continuing Education Department
National Association of Accountants
919 Third Avenue
New York, New York 10022

CEP Seminars combine speakers who
are experts with round -table discussions...
the round -table idea is important.
CURRENT DEVELOPMENTS IN BUSINESS
INFORMATION SYSTEMS
(2 Days)
Current developments in business information
systems are radically changing the organization
functions of modern business. Their impact on
planning and control decisions is profound and far
reaching.
Focusing on the major aspects of information
systems, concepts and problems, this seminar gives
you insight into the latest developments and applications of sophisticated information systems. Discussion sessions provide concrete and practical
information about the experience of others already involved in integrating their information
systems.
ACCOUNTING APPLICATIONS OF EDP
(2 Days)
Dynamic utilization of EDP increases the
accounting contribution to the corporate objectives. This seminar provides a unique opportunity
for systems analysts and accountants to find out
what other companies are doing in this critical
area. By focusing on an exchange of ideas and experiences, the seminar shows you how others are
approaching and solving problems similar to yours
in automating accounting functions.
THE ACCOUNTANT'S ROLE
IN GOVERNMENT CONTRACTING
(2 Days)
Accountants concerned with Government contracting must update constantly their knowledge
of government contracts accounting. To maintain
your skills in this dynamic field is a challenge in
itself. This seminar is NAA's answer to that
challenge.
Through a series of coordinated lectures by
recognized specialists from both Government and
industry - plus follow -up discussion sessions for
exchanging current practice and experience - this
seminar provides the latest information on
government contractor accounting problems.

ADMINISTRATION OF THE DIVISION
AND PLANT CONTROLLER'S JOB
(2 Days)
Dynamic organizational relationships and responsibilities, sophisticated management information systems, greater emphasis on divisional profit
planning and profit responsibility, and professional
development of management accounting personnel
are the most pressing problems of controllers
today. This seminar affords controllers a unique
opportunity to find and develop new methods to
meet these problems. Coordinated lectures and
follow -up discussion sessions focus on these questions and approaches to their solution.
ADMINISTRATION OF THE BUDGET
DIRECTOR'S JOB
(2 Days)
Budgeting is the most important tool available
to management in carrying out its responsibilities
successfully. The policies and practices of budgeting permeate the entire organization, affecting the
attitudes, morale and motivation of every employee.
Focusing on the administration of the budgeting function, this Seminar provides an opportunity
for reviewing and discussing all aspects of this vital
topic.
PRICING POLICIES AND DECISIONS:
TECHNIQUES AND PRACTICE
(2 Days)
A multitude of factors and considerations are
involved in virtually every pricing decision. Because of this complexity, more and more companies are re- evaluating the pricing function and giving
it a priority status compatible with its critical importance in dynamic, profit- oriented management.
If you want to do something about your pricing
practices and procedures, and learn what others
are doing, this seminar is the place to start.

An "idea- exchange" with other executives
who make the same kind of decisions
is a practical and effective
form of continuing education.

MANAGING THE TREASURER'S
FUNCTION
(2 Days)
Interacting with all functional areas of the business, the treasurer's decisions and actions generate
consequences that affect all segments of the organization. The treasurer's decisions, ranging from
managing cash to planning future financing and
capital structure, affect the financial and operating
health of the firm for many years. Because the
decisions made in this function have such a significant impact on future operations, corporate treasurers must be aware of the latest developments
affecting their function.
This seminar analyzes the organization structure and major duties involved in the treasurer's
function. The topic coverage encompasses cash
management, planning and implementing financial
policy, establishing working relationships with
banks, and planning and implementing short -term
investment practices. This seminar shows how
these topics are integrated with corporate financial
policy and objectives.
CORPORATE FINANCIAL REPORTING
TO SHAREHOLDERS AND THE SEC
(2 Days)
Corporate executives responsible for financial
reporting must knowledgeably and actively participate in new developments in this critical area.
This seminar provides an opportunity to explore
these developments in depth and to discuss current
problems in SEC accounting and shareholder reporting. Lectures by authoritative specialists and
follow -up discussion sessions give you a thorough
analysis of the topic.

FINANCING CORPORATE EXPANSION
AND CORPORATE DEBT CAPACITY
(2 Days)
The job of choosing a particular source of
financing for today's expansion needs is crucial.
Financing decisions have to be lived with for many
years to come. To make a mistake — to select the
wrong method at the wrong time or to fail to
maintain a flexible posture to satisfy future needs
-- can all but eliminate a company's chances of
achieving its growth objectives. These factors —
plus the variety of methods and available sources
of financing expansion — underscore the importance of this seminar for corporate finance executives responsible for financial planning and
implementation.
PLANNING, APPRAISING AND FINANCING
CORPORATE ACQUISITIONS
(2 Days)
The strategies and techniques of identifying,
screening, appraising and financing corporate
acquisitions continue to evolve and change both in
form and level of sophistication.
Coordinated lectures by specialists and follow up discussions analyze the latest developments
affecting the most pressing problems in this area.
This seminar will show you how to successfully
implement your acquisition program, and it will
show you how to formulate guidelines for avoiding
the most common pitfalls.

CEP Seminars are for progressive people
who know they can learn
from the experiences of "the other fellow"
LONG RANGE PROFIT PLANNING
(2 Days)
In this day of rapidly changing markets, products and technology, the need for formal long range profit planning is becoming more and more
critical. Lack of long -range planning results eventually in economic suicide or, at best, economic
stagnation. The future success of any organization
depends on how well management answers these
questions today:
* What do we want our company to be
doing five years from now?
* How can we establish meaningful corporate objectives and strategies?
* What must we do now to ensure long -run
profitability for our company?
If you are concerned about the long -run profitability of your company, this Seminar is a must.
Discussions will emphasize techniques, experiences
and problems is developing and improving long range profit planning practices.
CAPITAL EXPENDITURE MANAGEMENT
(2 Days)
WHAT techniques should we use to appraise
the financial merits of investment proposals — payback? DCF rate of return? financial statement
approach? present value index? other?
WHAT is our cost of capital and how should it
be determined?
HOW should we measure and allow for risk and
uncertainty?
HOW can the results of capital expenditures be
evaluated?
ARE our procedures for initiating, reviewing
and authorizing capital expenditures satisfactory?
Dynamic approaches are now utilized by many
companies to solve their problems in the capital
expenditure decision making process.
This seminar gives you the opportunity to discuss your experience and learn new concepts in
this very sensitive area.

COMPREHENSIVE BUDGETING AND
PROFIT PLANNING
(2 Days)
Increasing competition, expanding markets and
complex business organizations necessitate the
coordination and integration of all company activities through comprehensive budgeting and profit
planning. This seminar provides management
accountants, budget directors, and finance executives a valuable opportunity to discuss the current
practices, procedures and problems in the field of
periodic budgeting.
OPTIMIZING MARKETING AND
DISTRIBUTION COSTS
(2 Days)
Developed for management accountants and
marketing executives who are concerned with
identifying profit opportunities and appraising the
effectiveness and productivity of marketing operations, this Seminar provides an opportunity for
discussing the information needs of modern marketing management and how these needs are being
met in practice.
For added benefit it is recommended that a
marketing manager and a management accountant
from the same firm attend this Seminar together.
PLANNING AND CONTROLLING
MAINTENANCE COSTS
(2 Days)
Maintenance is the weakest link in cost control.
This seminar offers management accountants and
maintenance engineers a unique opportunity to
discuss modern techniques and procedures for
planning and controlling maintenance costs.
Since these costs are rising drastically with
increased mechanization and automation, the benefits to be derived from participation in this seminar cannot be ignored by professionals who want
to stay abreast of current practices in this field.
For added benefit, it is recommended that a
maintenance manager or engineer and a management accountant from the same firm attend this
seminar together.

Integrated
Management
Accounting
Program
(Two weeks) April, 1972
The Integrated Management Accounting Program
which is designed for accountants at the division or
plant controller level and for controllers of small
and medium -sized companies will be offered again
in April 1972.
Jointly sponsored by the Graduate School of Business Administration of the University of Texas and
NAA, this two week program is designed to give
participants a thorough knowledge of the concepts
and techniques of management accounting as well
as- an appreciation of the information needs of
management in all functional areas.
Major topics covered include:
• Long -range profit planning
• Capital expenditure
management
• Annual profit planning
• Cost behavior patterns
• Standards for costs and revenues
• Direct costing
• Scientific inventory
management
• Quantitative techniques for
planning and decision making
• Management information
systems
Complete details of the program together with regi stration i nformation
are contained in a brochure that will be available in October.

Continuing
Education
Accounting and finance managers
and executives who lead the way in
implementing modern management
information systems can look forward to
expanding their historic role as information
specialists, increasing their contribution to
the management process and extending their
influence on the management team.
To lead the way, however, requires
continuous study and training. It requires
opportunities for discussing current
developments and exchanging ideas,
experiences and practices. In effect, it
requires a comprehensive program of
continuing education.
To help you meet these requirements,
NAA offers this program of continuing
education Courses and Seminars. We hope it
serves you as a cornerstone of competence ...
and as a catalyst for change.

rPT

Continuing
Education Pm9mm

REGISTRATION FORMS
(Please list only one registrant per form. Form
may be photocopied for additional registrants.)

Name

Title

Division, Plant or Office

Company

Street Address

city

State

Zip Code

I
I
I
I

Firm's Principal Product or Service

[I NAA

REGISTRATION INFORMATION
To register for any of the Courses or Seminars
described in this booklet, fill out and return one of
the registration forms on opposite page together
with your check to:

Member ( Chapter)
R egi s t r ar

Nonm ember `
Pl ea s e r eg i s t er m e f o r t he f ol l o w i n g Pr og r a m s :

919 T h i r d

(

ElPlease send me NAA membership information

Nati ona l As soc iati on of Acco unta nts

--

--

Location

Fee"

$_

I
I

2 Day Program
3 Day Program

'Nonmembers please include the $25 surcharge per Program.
T his $25 may be applied toward NAA membership. Check box
for.details.
SEMINARS
D Please send me your complete Seminar schedule

Name

Street Address

Company
City

State

Zip Code

Firm's Principal Product or Service
N AA Mem ber ( C hapt er )
N onm em ber "
Please s end me N AA member ship inf ormation
Pl ea s e r e gi s t er m e f or t he f o l l ow i n g P r o gr am s
Print or type c omplete name of
each program

Dates

Location

E—

a.

S—
_

"Nonmembers please include the $25 surcharge per Program.
T his $25 m ay be applied toward NAA mem bership. Check box
for details.
SEMINARS
Please send me your complete Seminar schedule

Nonmember

$150
$225

$175
$250

The fee for NAA Programs includes
daily luncheons and refreshments,
and comprehensive workbooks and
technical materials. (The $25 surcharge per
Program for nonmembers may be applied to
NAA membership; check box on registration
form for details.)

All registrations will be confirmed by the
Registrar in the order received. You may
substitute another individual for your
registration up to the first morning session.
Full refunds will be made on cancellations
received earlier than one week prior to the
start of the program. Registrations cancelled
later than one week prior to the starting date
of the program are subject to a cancellation charge
of $30.
No refunds will be made on cancellations
received less than twenty -four hours prior to the
start of the program.

Fee"

b

3.

Member

Su b s t i t ut i o n s , C a n c e l l at i o n s , R e f u n d s

Title

Division, Plant or Office

10022

Fees

-

--

-

-

•

1

Dates

-

Print or type complete name of
each Program

Ave nu e

New Yor k, N .Y.

Hotel Ac comodati ons

NAA does not arrange hotel reservations.
However, the hotel at which your Program is
offered will hold a limited number of rooms for
registrants up to two weeks before your meeting
starts. Please contact the hotel directly for
reservations. You may make your reservation by
using the hotel reservation and rate card which
you will receive with your confirmation.

NIATERIAL PRICE VARIANCE

OVERHEAD VARIANCE

To determine total variance in manufacturing expenses, apply the 19X1 budgeted fixed and variable
relationships to the 19X0 actual productive labor.
The difference between this calculated amount and
the amount shown for 19X0 actual manufacturing
expenses is the overall variance in costs and expenses including economics. Take the amount of
economic clianges applicable to the 19X1 budget
and add or subtract from overall variance in costs
and expenses to reflect change in costs and expenses
excluding economics. The remaining amount in the
overhead variance is due to volume. The calculation
of this variance is as follows:

$

5,700
$10,450
543
9,907
11,000
$

1,093

700
($ 450)
750
$1,200

50

(

700)
450

PRODUCTIVE LABOR VARIANCE

Calculate the ratio of 19X1 budgeted productive
labor variance. This ratio is applied to the 19X0
actual productive labor and the difference between
this amount and the amount of productive labor
variance for 19X0 actual represents change in pro-

Exhibit 3
SUMMARY OF STANDARD COST VARIANCES
1970 Ac tual

MANAGEMENT ACCOUNTING /JULY 1971

950

1,050

$

Productive labor
Standard cost variance
Abs orbed int o i nventory at
standard rate of 200%
of productive labor
Actual manufacturing expense
Overhead variance
unabsorbed (overabsorbed)
Material price variance
Productive labor variance
Total standard cost variances

5,000

100.0

10, 000
11, 000

200.0
220.0

1,000
750
1,250
3,000

20.0
15.0
25.0
60.0

$

Description

$2,000

1971 Budget

Variance

Rati o to
Rati o to favorable
Am o unt labor Am o unt
labor (unfavorable)
6, 000

100.0

$1, 000

12, 000
11, 400

200.0
190.0

2,000
400

543)

(

$

(

$

-

Less economics included in
19X1 budget
Remainder
19X0 actual manufacturing
expense
Favorable costs and expenses
variance
Volume
Overhead absorption rate 200% times $1,000 difference in productive labor
Less increase in manufacturing expenses at 19X1
variable rate
Economics
Economics included in 19XI
budget deducted above
Total favorable variance in
unabsorbed /overabsorbed
overhead

4,750

$

Costs and Expenses
19X0 productive labor of
$5,000 times variable rate
of 95% equals
19X1 fixed expenses at
budgeted level

19X0 material price variance
Total favorable costs and
expenses variance
Volume Variance
Difference in materials put into inventory for the periods involved
times the 19X1 ratio of material
input - $24,000 minus $20,000
equals $4,000 times 1.25%
Economics
Economic variance included in 19X1
budget deducted in calculations
above
Total favorable variance in material
prices

250

)

The analysis of the total cost variances is:

Costs and Expenses
Ratio of material variance to material
put into inventory- $ 3 0 0 divided
by $24,000 equals 1.25% times
19X0 actual material input of
$20,000
Less economics included in this cost
variance

$

Variable rate as a percent
of productive labor
100% 95%
Fixed annual manufacturing expense
$6,000 $5,700
2. The estimated amount of economics built into
the standard cost variance for the 19X1 budget
is as follows:
Manufacturing expenses
5% or $543
Material prices
5% or $700
Productive labor variance
5% or $43
3. Material inputs into inventory are established
as follows:
19X0 Actual
$20,000
19X1 Budget
$24,000
We assume no change in the inventory balances
at the end of each period involved.

Calculate the ratio of material variance in the
19X1 budget to total 19X1 materials put into inventory. This ratio is then applied to material purchases for 19X0 actual. Subtract the resulting
amount from the 19X0 actual material variance to
determine the change in material variance cost.
Apply the economic change as shown in the assumptions to the change in material variance cost
indicated above to arrive at costs and expenses
variance. The remaining amount of variance is
accounted for as volume. The calculations are as
follows:

(

19X0
19X1
Actual Budget

$

Continued from page 32

600) ( 10.0)
300
5.0
900
15.0
600
10.0

1,600
450
350
$2,400

$ 1,600
49

750

43
$ 707

1970 Actual productive labor
variance
Total favorable costs and expenses
variance

1,250
$

543

Volume Variance
Difference in productive labor for
the periods involved times 19X1
productive labor variance ratio —
$6,000 minus $5,000 equals $1,000
times 15.0%
Economics
Economic variance included in 19X1
budget deducted in calculations
above
Total favorable variance in productive
labor variance

( 150 )

(

43)

Exhibit 4

50

1,600

—

$

(

543)

—

( 700)

(

50)

1,200

350

(

1 150)

543

850

$2, 836

$2,400

$11,286) $

( 285)

1. Economics in the 19X1 budget are estimated
at the rate of 5 percent and are detailed as
follows:
Rate
Amount
Administrative expense
5%
$ 86
Selling and marketing
expense
5%
194
Research and development 5%
100
2. There is no variance recognized due to the
change in sales volume in this analysis of
operating expenses.
Based upon these assumptions, we account for the
variances in operating expenses only between economics and cost control as follows:

Summary and Conclusion

$

450

43)

114

For this section of the analysis we make the following assumptions:

1,093

—

$

( 109)
$1,886
2,000

Economics
Economic variance included in 19X1
budget deducted in calculations above ( 109)
Total unfavorable variance in shipping
expense
($ 280)

1,050

Causes of change
in standard cost variances

1970 1971
favorable
Production Cost and
Actual Budget (unfavorable) Economics volume
expenses
$1, 000

Volume
Difference in sales volume after restatement of price change times 19X1
budgeted ratio to sales — $60,000 minus
$52,500 equals $7,500 times 3.8%

Total
variance
favorable
(unfavorable)
Administrative
($300)
Selling and marketing ( 580)
Research and
development
( 100)
Total
($980)

ANALYSIS OF CHANGES IN STANDARD COST VARIANCES

$5, 000 $6 1000
Standard cost variances
Overhead variance—
unabosrbed
(overabsorbed)
1,000 ( 600)
Material price
variance
750
300
Productive labor
variance
1,250
900
Total standard
cost variances $3,000 $ 600

19X0 actual shipping expense
Total favorable costs and expenses
variance

$1,995

$ 350

The only assumption required to complete this
analysis is the economic rate and amount. We shall
assume that the amount and rate of economics
provided for in the 19X1 budget is 5 percent or
$109. First of all, we apply the 19X1 budgeted ratio
to sales to the 19X0 actual sales after an adjustment
is made to restate 19X0 sales at 19X1 selling prices.
The difference between this amount and the amount
of shipping expense for 19X0 actual represents
changes in costs and expenses including economics.

Productive labor

Costs and Expenses
19X1 budgeted ratio to sales times restated 19X0 sales equals 3.8% times
$52,500
Less economics included in 19X1 budget
deducted in calculations above

Operating Expenses

Shipping Expense

Variance

Apply the economic change to the above change
to arrive at costs and expenses variance excluding
economics. The remaining amount of change is
accounted for as volume. Calculations are as follows:

$

Costs and Expenses
19X1 productive labor variance ratio
times 19X0 actual productive labor
— 15.0% times $5,000
Less economics included in 1971
cost variance

$

ductive labor cost variance. Again, apply the assumed economic change to the above change in
productive labor cost variance to arrive at cost variance excluding economics. The remaining amount
of variance is accounted for as volume. Calculations
are as follows:

Due to
economics
($ 86)
( 194)

Due to
cost
control
($214)
( 386)

( 100)
($380)

—
($600)

Exhibit 4 summarizes the analysis of change in
standard cost variances as a supporting schedule,
and Exhibit 5 summarizes the complete analysis
of change in profit from operations. Undoubtedly
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Exhibit 5
ANALYSIS OF CHANGE IN PROFIT FROM OPERATIONS

$

-

$

Costed
expenses

-

$

-

$

$

Product
mix

Volume

(

-

252)

1,005)
2,836
114
1,945

I
-

214)
386)

-

-

(

-

(

252)
-

2,357
850
285)
2,922

(

86)
194)
100)
380)
($1,775)

(

(

1,286)
1 109)
1,395)

(

-

-

-

-

$

-

2,500

$2,500

$2,922

-

-

(

(

-

-

(

-

-

(

1
-

300)
580)
100)
980 )
4,740

Economics

2,500

-

(

1
1

Sales
prices

-

&

there are various methods, systems, and formats
for calculating and analyzing variances into various categories of causes. The method illustrated is

(

1,800
4,080
2,100
7,980
7,740

$10,000
6,400)
3,600
2,400
280 )
5,720

(

1,500
3,500
2,000
7,000
3,000

favorable
(unfavorable)

(

$60,000
41,400
18,600
600
2,280
15,720

$

$50,000
35,000
15,000
3,000
2,000
10,000

&

Net sales
Cost of sales at standard
Standard gross margin
Standard cost variances
Shipping expense
Manufacturing profit
Operating expenses:
Administrative expense
Selling marketing expense
Research development
Total operating expenses
Profit from operations

1971
Budget

$

1970
Actual

Causes of change in profit from operations

-

Variance

($ 252)

600)
$1,345

only one of many techniques that can be used by
management in the measurement of results and the
development of strategic financial plans.

THE COMPUTER: A COST - BENEFIT ANALYSIS
Continued frorn {gage 25
trol procedures are, of course, necessary_ for efficient
operation of the information system of the firm.
The controls over input, in- process and output
must ensure that there is no loss of data either
accidentally or intentionally. Although some controls can be built into the system as part of computer programs, some of the detailed work is left
out in the open," subject to check.
There is, of course, a cost associated with any
system of internal control procedures and also a
personnel problem in that proper internal control
involves job segmentation such that one worker
checks the work of another. The small business is
necessarily more cost - conscious than a larger firm
and has fewer people with which to work. Therefore, the smaller the business, the more difficult
it becomes to maintain an effective internal control system.

Other implications for small businesses are related to the two specific ones discussed above in
that size of the business and cost are the significant
elements. Sophisticated talent may not be as readily available to the small business as it is to the
larger, established, better -known business. The
maintenance of an alternative mode of processing,
should the computer not be available, may have
a prohibitive cost in time, personnel and monev
for the small business.
Conclusion
The computer is not automatically the answer
when more, better or faster information is required.
This is especially true for the small business because of the cost associated with computerization.
The computer must be the optimal available alternative and this can only be determined satisfactorily through a complete and continuing cost - benefit
study.

ACCOUNTING CONTROLS FOR PROFESSIONAL SERVICE FIRMS
Continued from page 30
on the basis of activity. Rent, basic telephone
charges, taxes, training costs, and all other items
should be known or projected precisely. The expenses should be budgeted by month, accounting
for seasonality of certain items, and monthly income statements report variances monthly.
The budget is prepared shortly before the start of
the year, and the new billing rates are established.
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Reporting throughout the year is based on the
budget, and good management will react to the
variances as they appear from month to month.
The accounting system described can be implemented with a simple set of records. An accurate
time reporting system is required, and the systems
which accumulate and report the data must be
efficient. These techniques are readily adaptable
to data processing, but can also be kept on a
manual basis in most average -size firms.
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THE CHANGE
TO DIRECT COSTING
IN A MULTI-PRODUCT
COMPANY
Under the Direct Cost System, the Product Manager Is
Cognizant of His Variable Cost, Is Aware of His Normal
Production Load, and Can Review the New Business in Light
of Its Contribution to Meeting the Fixed Cost.

By Henry H. Flock

In the company reviewed, 50,000 different parts are
manufactured and sold each year. The manufacturing costs of these parts varies from less than one cent
to over $50. Because the product mix cannot be easily
predetermined, it is extremely difficult to determine
accurately the fixed and variable costs associated with
each part.
HENRY H. FLOCK
In an attempt to achieve some control over costs,
is Assistant to the Pres- the company had set up over 90 burden or cost
ident, Garlock, Inc.,
centers in its plants. A burden value (which includes
Rochester, N.Y. He
holds a B.S.M.E. degree all fixed and variable overhead) was assigned to each
from the University of area and was included as part of its manufacturing
Illinois, Urbana, 111., costs. The burden per product was then based on a
and an M.B.A. degree forecast of the known products to be processed in a
from the University of
given burden zone in the coming year. In addition,
Rochester.
the company used a margin system that reported only
standard manufacturing cost of parts charged to a
product manager. However, this method of full absorption costing and margin analysis created serious
questions in the minds of management as to the
fairness and equity of the burden placed on each
of its products, and whether the current margin
reports were meaningfully interpreted.
Another problem was the turnover of managers responsible for margins. A product manager in this type
of organization tends to remain in the same position
approximately two to three years. Because of the
complexity of the system, it would generally take a
manager up to one year to fully understand the
charges placed against his products.
Since some of those charges might be incorrect,
there was also the problem of making changes to cor52

rect those costs found to be in error. This proved to
be an extremely difficult task for the costing department which handled it on an annual basis. The time
lag caused additional confusion, and upper management personnel, not intimately connected with the
problems, had a difficult time deciding which of the
products competing for capital budgeting monies
were most profitable to the corporation. In order to
improve this situation, a study was made to determine
the feasibility and practicality of applying a direct
costing concept and to determine the benefits, if anv,
to be derived.
The product selected for review is part of a major
product line manufactured by the company. The
product has a fairly reasonable historical record in
terms of material, labor, and burden costs assigned
to it over the past four years. Exhibits 1 and 2 show
the sales dollars, standard cost to sales, and margins
with and without fixed cost associated with the product over a four -year period. The shifts in cost that
can occur when uncontrollable fixed costs are removed from standard costs are clearly shown.
The review of this product will be broken down
into two parts. First, we will review the costs currently assigned to the product and determine whether
they lend themselves to a breakdown into fixed and
variable costs that can be related to direct costing.
Second, we will review the effects of this type of
change on the attitudes of the product managers involved.
Feasibility of Direct Cost System
One of the initial problems was to detennine
whether the accounts shown in Exhibit 3 were to be
MANAGEMENT ACCOUNTING /JULY 1971

1. Those costs that can be assigned to the product,
but will not vary significantly with minor volume
variations (e, g. manufacturing space).
2. Those costs that cannot be specifically associated
with the product, but approximate a fair tax to
the product (e. g. engineering manager's salary).

accepting this increased volume. Under the direct
cost system, the product manager is cognizant of his
variable cost, is aware of his normal production load,
and can review the new business in light of its contribution to meeting the fixed cost. He is thereby
able to determine whether or not he should expand
this product, recognizing that any additional contribution above the variable cost is contributing to
meeting the fixed cost. This may further stimulate
improvements in the process as well as to improving
its marketing position. Conversely, if the product
manager realizes that the market is not expanding,
he may recognize that continuing in the product line
would be unprofitable and thereby recommend that
it be dropped.

CONTROLLABLE COSTS

Attitudes of Managers

The breakdown of fixed and variable costs in Exhibit 3 reflects the original thinking of the product
manager concerned with the product and two cost
accounting managers. After their separate review of
the accounts and charges, they reviewed the discrepancies, and agreed on the final breakdown of fixed
and variable charges shown in the last column.

In order to obtain the opinions of the product
manager group concerning various areas of costing,
a survey was conducted. An attempt was made to
determine if they understood the concepts of the full
absorption costing system and whether they had any
opinions regarding a change to a direct costing system. Six major questions were asked of the product
managers and the general comments obtained are
discussed below:

considered fixed, partially fixed and variable, or completely variable with production. These accounts
represent charges placed against the department and
are recognized as being controlled by the department.
In addition, there are charges assigned to the product
which are not controlled by the department. In the
case of fixed costs then, we have two types to consider:

UNCONTROLLABLE COSTS

Exhibit 4 is a breakdown of the original uncontrollable costs. Since these costs had never been associated directly with a specific product in the past,
there was no way to grasp their true relationship to
the product in question. On this basis, a review was
made and it was decided to consider all costs as fixed
except for charges for electrical power, fringe benefits
with respect to indirect labor, process steam, packing
and shipping supplies. Of these, fringe benefits with
respect to indirect labor, and packing and shipping
supplies reverted back to the controllable portion of
the expenses for this product.

"...the costs
are also
better
understood."

What effect do you think an increase in sales of zo
percent would have on your cost?
In general, the product managers indicated they

Exhibit 1
SELECTED PRODUCT ANALYSIS
Dollars
(000) Percent
1,200
60

Sales
(in dollars)

An Aid to Decision Making and Control
These changes now enable a manager to recognize
the fixed expenses as separate items. He can now
judge the absolute minimum cost at which his plant
can economically produce the product in question
(base cost). Added to this will be the fixed portion
of the departmental expense that must be covered
(first level cost) as well as the uncontrollable portion
of burden (second level cost) . Obviously, the manager must recover the second level cost if the product
is to continue.
Adoption of a direct costing procedure could result in another form of control within the organization. It could prevent staff functions from becoming
overly large in proportion to their needs. The manager who is faced with the decision of increasing his
unit cost by taking on additional personnel can weigh
the advantages of the proposal. Without the knowledge of the fixed cost assigned, he has no guidelines
on which to base his decisions.
With the direct cost system, the costs are also
better understood. For example, under the old system, if there is a large additional increase in sales
available at what is apparently a low price, the product manager may decide to reject the business. He
may feel he is not generating enough margin to justify
MANAGEMENT ACCOUNTING /JULY 1971

1000

$0

800

40

Percent margin
(without fixed
overhead)

Percent margin
(at standard cost)

1-11

Cost of sales
(in dollars)
(at standard cost)
600

:o

-loo

'o

200

10

0

0
0

I

2
Year

4
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Exhibit 2
SELECTED PRODUCT
FOUR YEAR DATA REPORT

Base
year Sales (000)
0
1
2
3
4

(A)
Cost of
sales (000)

Margins at
std. cost

Material

Labor

377
365
479
541
673

49%
47%
43%
37%
42%

166.1
180.2
184.3
202.6
260.5

157.9
166.4
192.2
189.9
218.7

740
689
842
860
1,160

(B)
Material
and
Fixed
labor
burden
324.0
346.6
376.5
392.5
479.2

(A —B)
Cost of
sales minus
fixed burden

Margin at
sales minus
fixed burden

323
281
361
382
557

56.3%
59.1%
57.1%
55.6%
52.0%

Accountant
no. one

Accountant
no. two

Final
determination

V
S.V.
S.V.
S.V.
S.V.
F
F
S.V.
S.V.
F
V
V
V
S.V.
F
F
V
F
S.V.
S.V.
S.V.
V
V
V
V
S.V.
S.V.

V
V
F
V
S.V.
F
F
V
F
F
V
V
V
F
F
F
V
F
S.V.
V
F
V
S.V.
V
V
F
F

V
V
V
V
V
F
V
V
V
F
V
V
V
F
F
F
V
F
S.V.
S.V.
S.V.
V
S.V.
V
V
F
F

54.4
83.8
117.7
159.1
116.5

Exhibit 3
ALLOCATION OF CONTROLLABLE BURDEN

F
V
S.V.

Product
manager

Description
-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

Labor prod. on std.
Labor burd. prod. serv.
Labor burd. machine clean
Labor burd. training
Labor burd. material handling
Labor burd. physical inventory
Labor burd. other
Labor N.P. service
Labor clerical
Labor dev. order eng.
Labor burd. overtime prem.
Labor burd, shift differ
Fringe benefits- hourly pay
Salaries - clerical
Salaries sub, div. heads
Salaries tech. admin. other
Salaries overtime prem.
Fringe benefits salary pay
Mach. & equip.- P.E. maintenance
Prod. tooling routine maint.
Prod, tooling maj. repr. maint.
Expendable tools
Prod. tooling new replace
Supplies
Process supplies
Info. & training
Travel
-

&

-

&

-

-

-

Dept.
no.
20
32
33
36
37
39
40
31
59
77
34
35
88
60
61
62
85
89
46
47
48
49
50
52
53
64
65

Fixed cost
Varies directly with parts produced
Indicates the cost is comprised of fixed and variable segments
Because of the nature of the activity a judgemental decision has to be made on the % fixed and the % variable.

were aware that the increased volume would or should
have some effect on reducing product unit costs, but
there was some concern that these reductions might
not, in fact, occur. More important, the replies indicated that even with this major increase in sales
there was no clear indication as to how the decreases
in product unit cost would occur.
Do you feel the total burden charged against your
products is equitable?
The second question anticipated an answer such
as inequitable —too high and this bias did in fact
come out. However, in addition to the anticipated
results there were some clear indications that the
product managers recognized high as well as low inequities in their product line costs. Again, the point
to be realized is that by not knowing the charges
placed against them, they neither could compensate
for them nor challenge them effectively.
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V
S.V.
S.V.
S.V.
S.V.
F
F
F
S.V.
F
V
V
V
F
F
F
V
F
S.V.
S.V.
S.V.
V
S.V.
S.V.
V
F
F

If by changing to a direct costing system (i. e. fixed
cost shown separate from full cost), could you have
higher sales?
This question was interpreted in two ways:
The answer was yes, when it was felt that by changing to a direct cost the manager would have better
knowledge of his fixed and variable cost and therefore
would make better long term decisions.
The answer was no, when the assumption was
made that direct costing would somehow change
the total cost associated with the product (including
the burden allocated) .
Generally speaking, the managers had cognizance
of the factors involved even though many were not
aware of what direct costing was meant to accomplish.
The replies indicated though that the managers were
prepared to handle a direct costing type of system and
that they could understand it perhaps better than the
current full cost absorption system.
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At approximately what minimum margin do you feel
you would be recovering total factory cost if you were
offered a contract for new business that would
amount to an additional 25 percent of your current
budgeted forecast?
Most of the managers answered this question in
terms of absorbing full cost including selling and
general administrative expenses as well as factory
costs. Although some managers indicated they would
require margins as high as 10 percent, they all recognize that they can accept business at lower than
normal margins.
Do you feel you understand the companies' full
absorption costing system?
Product managers as such are not necessarily expected to have a complete comprehension of the costing mechanisms involved. However, and interestingly
enough, it appears that the comments pertaining to
a potential direct costing system seemed clearer for
the product managers to understand than those of fall
absorption costing.
What problems are most perplexing or require greatest attention regarding your current costing system?
The answers to this question varied considerably.
However, some general comments were:
1. The cost proposal of a product is usually lower
than the actual cost that occurs with the product.
This is especially trite with the burden rates assigned to the product.
2. The problems in tracing through the cost of the
product. Invariably, by challenging them, costs
on specific products get reduced.
i. The fact that the true cost is not known either
due to the burden or a lack of knowledge as to
the variable versus fixed cost.
In general, the survey revealed that most of the
managers had some understanding of the burden
costs assigned to their products. However, thev would
use extreme caution in considering additional busi-
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Exhibit 4
ALLOCATION OF UNCONTROLLABLE
BURDEN

Fringe benefits- ind. labor"
Allocated burden
Depreciation
Project credits (77 & 83)
Sanitation
Pit. eng. gen. expense
Space charge
Process steam*
Transmitted electric power'
Mfg, eng. charges
Ind. eng. charges
Sub -div. head salaries
Pack and ship supplies`
Transp, whse, purchasing
T ool & die dept.
Quality control
Pit. protection & yard exp.
Superintendent's office
Salary fringe benefits
Superintendent's spread

" . . . many

benefits can be
derived from
changing to
this method..."

`Reverted back to controllable costs.
ness at what would be a poor margin under the full
absorption system.
Conclusion
Direct costing is a feasible method of operations
and many benefits can be derived from changing to
this method of reporting. However, caution mast be
exercised in changing over. There are, as was experienced, areas where direct costing is difficult to
apply. The difficulty lies in the fact that the existing
reporting network does not lend itself to an accurate
breakdown of fixed versus variable costs. This leads
to the delicate decisions required in changing from an
existing entrenched system to a new system.
Once the decision to change has been made, implementation should begin in areas that can be well
defined, breaking them out of the existing system,
and eventually applying the method to all major
product lines.
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EVALUATING THE COST
IN A LEASE PROPOSAL
The First Step in Any Evaluation
Is to Obtain the Facts

By Clifton D. Mann
Leasing is a way of acquiring the long -term use of an
asset without having to make a current outlay of
funds. It is a method whereby at least two, and often
many more, transactions are covered by the same
contract. The two basic transactions are: (1) the acquisition of the use of an asset; and (2) the financing
CLIFTON D. MANN of that asset. In the lease which is strictly a "net
lease" (that is, a financing lease), these two condiRaleigh- Durham Area tions are usually all that the contract covers. All other
Chapter 1966, is Assist- responsibilities of ownership, such as maintenance,
ant Treasurer of Carolina Power & Light operation, payment of property taxes and insurance,
Company, Raleigh, N.C. belong to the lessee. However, even in the "net
Mr. Mann, a CPA, re- lease," the legal title to the property remains with
ceived his B.S.B.A. and the lessor. This fact becomes especially important
M.B.A. degrees from upon the termination of the lease because the lessee
the University of North
Carolina, Chapel Hill, then avoids the problems associated with disposing
of the asset. However, by eliminating the problem of
N.C.
disposition, the lessee gives up any claim to whatever
value is remaining.
There are many ways to evaluate the financial
costs included in the lease. The one outlined here
can be used despite the variety' of lease provisions
possible. It requires an understanding of compound
interest methods and economic principles, discipline
in developing the facts and making judgments about
the future, and an appreciation of the financial cost
of the lease within the overall scheme of capital
budgeting.
Develop the Basic Data
The first step in any evaluation is to obtain the
facts. It is important to determine the respective
rights and obligations of all parties. One important
point to keep in mind about leases is that the terms
can be tailored to fit the wishes of the parties; i.e.,
there is no set of standard lease provisions. This lack
of standardization is just an example of product differentiation and reminds one somewhat of the problem of trying to compare different makes and models
of automobiles.
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Determine the Net Cost of the Lease
The second step is to determine what the lease
payments would be in terms of interest and depreciation (the financial cost). It is necessary to determine
what it would cost to acquire the asset other than
through the medium of the lease contract. The determination entails good judgment in estimating
future costs for such items as maintenance, property
taxes, insurance and engineering advice. After deducting these costs from the lease payments you will
have arrived at the "net lease" costs.

Compute the Effective Lease Rate
The third step is to determine the lease financing
rate included in the lease. This rate is equal to the
annual interest rate that would have to be paid if the
purchase price were borrowed and the principal and
interest repaid in level payments over the life of the
lease. Basically, in order to compute the lease financing rate all that is required is a book of compound
interest tables to be used in selecting the rate which
equates the present value of the cash flow of the
lease with the alternative purchase price.
In Exhibit 1 you will note that $100,000 is the
target present worth (or alternative present purchase
price) and that the discount rate used which equates
this purchase price and the present value of the cash
flow is 53/ 4 percent. It must be kept in mind that the
53/ 4 percent is an after -tax rate; and, assuming an income tax rate of 50 percent, the effective lease rate
is 11 Va percent.
What does the 11 1/a percent represent? It means
that borrowing $100,000 from a bank at l l t / z percent is the same as leasing the property at an annual
rental of $16,000. Exhibit 2 shows that by disbursing
$16,000 at each year -end, the interest less the income tax shield, and the net increase (decrease) in
taxes because of the use of depreciation rather than
lease payments, are settled out of the $16,000. The
balance in column (g) is used to reduce the debt in
column (b) . At the end of ten years, the debt will
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be completely paid off, with an extra payment of
$27 at the end of the tenth year for rounding.
Source and Cost of Alternative Funds
The next step is to determine the cost rate of ownership funds that would be used if the asset were
purchased. This decision is extremely important and
delicate. For some organizations, this cost may be
the long -term secured -debt interest rate. For others,
the cost may be the return that would be given up if
scarce stockholder funds were used rather than lease
funds. Needless to say, this step involves a clear understanding of the financial alternatives.
There are certain conditions under which the
leased asset and the lease obligation arc required to
be placed on the balance sheet. If this were the case,
there would be no doubt that the lease would represent a form of debt and the effective lease rate
should be compared with a borrowing rate (should
a loan be available).
Ownership vs. Leasing
At this point a determination is made that the
lease is more or less expensive than ownership. Exhibit 3 illustrates the importance of establishing the
real alternate source of funds. Line 5 shows the following comparisons of gains or losses from leasing
in terms of present values:
1. Compared with bank loan of IIV2% ($
69)
2. Compared with long -tern debt of 8% 7,824
3. Compared with the weighted average
cost of capital of 73/2%
( 7,077)
4. Compared with equity sources of 12% ( 21,848)

"... the only true

What this means is that if the alternate source of
funds were long -term debt at 8 percent (4 percent
after tax), then leasing is more expensive than purchasing by $7,824 present -value after -tax dollars.
Furthermore, it means that a present loan of $107,824 at 8 percent could be paid off in 10 years at the
rate of $16,000 at each year -end. Since the additional
$7,824 would not be required to purchase the subject asset, it would be available fer other productive

alternative to
leasing is some
form of debt..."

use.
On the other hand, if the alternate source of funds
were funds provided by the stockholders who expected a return of 12 percent after taxes, then purchasing is more expensive than leasing by $21,848
present -value after -tax dollars. To say it another way,
the stockholders could put up only $78,152 today
and out of $16,000 a vear for ten years obtain a
return of 12 percent per annum. Since this is only
78.152 percent of the funds required to purchase the
asset, an additional $21,848 would have to be provided by them which would require a total annual
lease equivalent payment of $20,473 for the ten -year
period.
The foregoing comparisons are solely for the purpose of illustrating the divergence of results that are
obtained by varying the alternate source of funds.
For the viable, growing and well- managed firm, the
only true alternative to leasing is some form of debt
where the funds are used to purchase the asset. Lease
payments are thus as much a fixed charge as are interest and sinking fund payments on long -term debt.
Default in lease payments can force a firm into bankruptcy.
There are times when the financial cost of a lease

Exhibit 1
DETERMINATION OF EFFECTIVE LEASE RATE

$16,000
16,000
16,000
16,000
16,000
16,000
16,000
16,000
16,000
16,000

$18,182
16,364
14,545
12,727
10,909
9,091
7,273
5,455
3,636
1,818

$(2,182)
(364)
1,455
3,273
5,091
6,909
8,727
10,545
12,364
14,182

$(1,091)
(182)
727
1,636
2,546
3,454
4,364
5,272
6,182
7,091

1. Present value of net excess lease tax shield
2. Present value of cash lease payments
a. $16,000 x 7.538
b. $16,000 x 7.493
c. $16,000 x 7.448

@

1
2
3
4
5
6
7
8
9
10

Present value of cash flow at interest rate of
5-3/4%
@5 -5/8%
5 -1/2%

$(1,034)
(163)
619
1,321
1,948
2,505
3,000
3,435
3,818
4,151
$19,600

(1,033)
(163)
617
1,314
1,937
2,487
2,975
3,403
3,778
4,102

$19,417

$

Net excess
(Deficiency)
Lease tax
shield 50%

$

Excess
(Deficiency)
Lease over depr.
tax shield

@

Depreciation
(Sum -ofyears-digits)

@

Year

Cash lease
(Financial cost)
payment

(1,032)
(162)
615
1,308
1,925
2,469
2,951
3,371
3,738
4,054

$19,237

=

120,608

=

119,888

=

119,168
101,008
100,000

100,471
100,000

99,931
100,000

1,008

471

69

=

11.50%

-

=

(

3. Present value, after-taxes, of cash flow at the indicated
interest rate (Line 2 minus Line 1)
4. Present cost of purchase
5. The rate that produces a present value Line 3) closest to the
purchase price (Line 4) is the effective after -tax lease rate
6. By dividing the after -tax lease rate of 5-3/4% by 0 minus the tax
rate 1 .50 .50), the result is the effective lease rate
Note: Lease payments and income tax reductions have been assumed to be made at year ends.
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"This

Is

a is of secondary importance. For example, the asset

may be available only for leasing, or the lessor may
trap... Have special knowledge of skills which cannot be
t0 avoid." obtained otherwise. In this case, should it appear
that the financial cost is higher for the lease than
for direct ownership, then the intangible benefits
will have to be weighed to make sure that they are
worth the additional financing costs being paid.
Before considering the alternative of leasing vs.

purchasing, a basic question must be answered: Can
the use of the asset at the purchase price be justified?
T l 1 i s question must be answered positively before
there is any need to evaluate the financing cost included in the lease. There is a mistaken attitude on
the part of many that since the asset won't go on the
balance sheet, it doesn't need the careful scrutiny reserved for normal capital expenditures. This is a trap
all should strive to avoid.

Exhibit 2
EFFECTIVE LEASE RATE
Interest tax
shield at
year -end
(d)

Excess
net lease
paym ent
tax shield
(e)

account
(f)

Net
reduc ti on
in debt
(g)

1
2
3
4
5
6
7
8
9
10
11

$99, 931
88,586
77,516
66, 700
56,172
45, 948
36,044
26,480
17, 274
8, 450
-0-

$11,492
10,187
8, 914
7,671
6, 460
5,284
4, 145
3,045
1,987
972

$( 5, 746)
(5,094)
(4,457)
(3,835)
(3,230)
(2,642)
(2,073)
(1,523)
(993)
(486)

$(1, 091)
(163)
727
1,636
2,546
3,454
4,364
5,272
6 182
7,091

$116,000)
(16,000)
(16,000)
(16,000)
(16,000)
(16,000)
(16,000)
(16,000)
(16, 000)
(16, 027)

$( 11,345)
(11, 070)
(10,816)
(10,528)
(10,224)
(9,904)
(9,564)
(9,206)
(8,824)
(8,450)

@

Interest due
at year -end
11.5%
(c)

Payment

Year
(a)

Beginning
of year
debt
(b)

1

Exhibit 3
ADVANTAGES vs. DISADVANTAGES OF L EASING
If Alt ernate Funds W oul d be Provided by:
Bank loan
@ effective
lease rate
of 5 -3/4%
Present value of cash lease payments"
a. $16,000 x 7.448
b. $16, 000 x 8. 111
c. $16,000 x 6. 864
d. $16,000 x 5. 650

Average
cost of capital
@ 7.5%

Equi t y
sources
@ 12%

$119,168
$129, 776

=

=

1.

Long -term
debt
94%

=

$109,824

=

$ 90, 400

2. Less present value of net excess lease tax shield"

4. Present cost of purchase

$107,824

100,000

100, 000

92, 923

$
$

$

(1,014)
(157)
585
1,225
1,773
2,238
2,630
2,956
3,224
3,441
16,901

$

99,931

$

_

615
1,308
1,925
2,469
2,951
3,371
3,738
4,054
t - 19, 237

(1,049)
(168)
646
1,398
2,093
2,730
3,316
3, 852
4, 343
4,791
21, 952

$

3. Net effective present cost of lease

(1,032)
(162)

$

$(1, 091)
(182)
727
1,636
2,546
3,454
4, 364
5,272
6, 182
7.091

$

Net shield
$

1
2
3
4
5
6
7
8
9
10

$

Year

100,000

(974)
(145)
517
1,040
1,445
1,750
1,974
2,129
2,229
2,283
12, 248
78, 152
100,000

5. Present value of the after -tax advantage /disadvantage
of leasing
(69)
7, 824
(7,077)
$

$

$

_

Equality at effective lease rate
Excess lease cost at the bond rate
Excess of purchase cost @ average cost of capital
Excess of purchase cost @ equity rate

$

a.
b.
c.
d.

(21,848)

'Assume end of year payments for lease and tax obligations.
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REDUCING THE COST
OF COST CONTROL
The Management Account ant Must Be Sensitive to
Costs Incurred Under His Responsibility While He
Watches Over the Costs Incurred by Others

By James C. Stallman
The most efficient combination of techniques for
cost control will depend on the nature of the process
being controlled. The control of costs in one process
may require an elaborate and costly set of procedures.
The control of costs in another may be possible with
a simple and inexpensive set of procedures. Understanding the nature of a process is fundamental to
the design of an efficient system for its control. However, it is important that the management accountant, in his desire to set up the most effective system
for controlling the costs of various manufacturing or
non - manufacturing processes, not forget to control
costs in one important and costly process —his own
cost control system.
Basically, the control of a process involves controlling its potential operating problems. The control
system strives to minimize the effect of these operating problems on the process. What is required, then,
is knowledge of these potential problems and the
probable impact of their occurrence on the costs of
the process. With this knowledge, alternative procedures for controlling these problems can be
evaluated.

Operating Problems and Control Procedures
Suppose we are concerned with the control of costs
in a manufacturing process involving a number of
assembly lines. In such a situation, there are a
considerable number of problems that could present
themselves, causing operating costs to rise. To consider a few of these problems, we might suggest
examining the following:
1. Faulty material entering the process
2. Inexperienced workers unable to keep pace with
the line
3. Machines out of adjustment
4. Inefficient supply of materials
5. Inefficient removal of completed product from
lines by materials handlers
MANAGEMENT ACCOUNTING /JULY 1971

These operating problems possess three characteristics which are of particular importance. First,
operating problems vary with respect to their preventability. Most operating problems are preventable
to some extent. It is important to know what, if anv,
alternative actions are available which would tend
to reduce the rate of occurrence of a particular problem, and to what levels the rate of occurrence could
be reduced with various levels of preventive effort.
For example, the faulty materials problem might be
prevented by inspection procedures in the receiving
department. The more thorough the inspection procedure the less often faulty materials would enter
production.
The second characteristic is correctability. Some
operating problems may be quite responsive to
corrective action. Others may be quite difficult to
correct. For example, while the machinc- out- of -adjustment problem might be corrected by a simple
adjustment, the faulty materials problem might be
more difficult to correct. It would likely require physical removal of all in- process materials and materials
waiting to enter the process, quick inspection of
available materials, and substitution of a new batch
of good materials. Correction, of course, cannot
proceed until the problem is detected.
The third characteristic of operating problems is
persistence. Some operating problems tend to persist
until corrected. Others may be "self- correcting." For
example, the machine adjustment problem is likely
to persist, while the inexperienced worker problem
may correct itself as the worker learns his task. It is
important to have a feeling for how long a problem is
likely to persist.
The characteristics of preventability and correctability are important in that they suggest two basic
approaches to controlling operating problems: prevention and detection- correction. Knowing how responsive the operating problem is to preventive and
corrective actions helps in finding the most efficient
combination of the two approaches. The characteristic of persistence is also important because the
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" . . . the specific additional cost of inefficient operations due to the
existence of a problem tends to vary directly with
relationship the length of time during which the problem affects
the process. If an operating problem tends to be very
between these costly,
but does not usually persist long enough to
costs must be be detected and corrected, preventive control procedures are likely to be preferred. Detection and
determined." correction procedures are relatively more important
for problems that persist.
Cost of Prevention vs. Cost of
Detection- Correction Effort

inefficiency, i.e., the additional operating cost resulting from the existence of the operating problem.
Again, this element of cost will depend on the problem involved. It will depend in particular upon the
length of time over which the problem exists. For an
operating problem that tends to persist, this will be
the time between the start of the problem and the
time it is corrected. For problems that don't persist
long enough to be detected and corrected, it will be
the time from start to self- correction. It is, of course,
important to know the nature of the operating problem which can occur within a process so that for
each, the expected time the problem will exist can be
estimated, and from it the expected cost of inefficiency incurred. We will denote the cost of inefficiency by the symbol (E) .
For persistent operating problems, each of the last
three elements of cost is incurred each time the
problem occurs. The total annual cost to be minimized could be expressed as:

The objective in planning the cost control procedures for a given process is to minimize the total of
(1) inefficiency costs resulting from the occurrence
of operating problems, and (2) control procedure
costs resulting from a combination of prevention and
detection - correction effort. In order to achieve this
objective, the specific relationship between these
costs must be determined for each potential operating problem of the process being controlled. A simple
Total annual cost = p +n(I +C +E),
model of the general relationship between these elements of cost for a single operating problem will be where n is equal to the estimated number of times
used to demonstrate the application of cost control the problem is likely to occur in a year for the level of
prevention cost p selected.
to a specific operating problem.
For operating problems which tend not to persist
The first cost element considered in the model is
long
enough to be detected and corrected, investigathe annual cost of prevention effort directed at the
problem. It is assumed that there arc a number of tion and correction costs will not be incurred. In this
levels for prevention cost corresponding to various case:
Total annual cost = p +n(E).
procedures and degrees of prevention effort, and
that the prevention cost level is subject to decision.
The initial discussion of prevention effort indiWe will denote annual prevention cost by the varia- catcd that its purpose was to reduce the rate of occurble (p).
rence of the operating problem. That is, as p inThe second cost element is the cost of any investi- 'creases, n should decrease. If this is not the case the
gation which might be necessary to determine that prevention effort is not preventing anything and
the particular operating problem is occurring. The should not be applied at all. To evaluate total costs
magnitude of the investigation cost would depend at each alternative level of prevention cost, we need
upon the method by which the existence of a prob- an estimate of the annual rate of occurrence, n, for
lem is detected. It is assumed that investigation cost each level. If such estimates can be obtained, the
can be estimated at some constant amount. We will procedure illustrated in the following example can be
denote investigation cost by the symbol (1).
applied in order to select the level of prevention cost
The third element of cost is the cost of taking which minimizes total annual costs.
corrective action. This cost will depend on the problem involved and on the available alternative actions Example
for correcting it. If, for a given problem, the cost of
Suppose that various components of the machinery
each alternative method of correction can be evalu- in an assembly line process periodically get slightly
ated, the alternative with the lowest cost can be out of adjustment, resulting in inefficient producdesignated as the preferred action. We will denote tion. We will assume that three levels of prevention
this cost by the symbol (C).
effort arc practical and that they result in annual
The fourth element of cost is the cost of operating costs and rates of problem occurrence as shown in
Exhibit 1. Assume also that the machine- out -ofadjustment
problem tends to persist until corrected,
Exhibit 1
that the existence of some operating problem is
initially detected by means of hourly production
LEVELS OF PREVENTION EFFORT
reports, and that the following costs are incurred
Rate of
per occurrence of the problem:
Number

Description

Cost

Level 1

Regular lubrication

$520 ($10 /week)

20

Level 2

Regular lubrication
plus monthly inspection and adjustment

$1600
($520 f or lubr icati on
$90 per inspection)

14

Level 3

Regular lubrication
plus weekly inspection
and adjustment

$5200
($520
tion)

+

occurrence

+

4
$90 per inspec-

Investigation cost to identify and locate
problem
$ 50
Correction cost
25
Inefficiency cost
240
Total
$315
The total annual costs in this situation could be
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calculated for each alternative prevention cost level
as follows:
Level 1
Total annual cost = $520 +20($315)
= $520 +$6300
= $6820
Level 2
Total annual cost = $1600 +14($315)
= $1600 +$4410
= $6010
Level 3
Total annual cost = $5200 +4($315)
= $5200 +$1260
= $6460
In this illustration, lubrication 'and monthly inspection (Level 2) provides the lowest cost. While
weekly inspection further reduces the cost of detection- correction and inefficiency, that decrease is not
as great as the increase in prevention cost.
This procedure can be applied to each of the
common operating problems being controlled. A
balance of prevention and detection - correction effort
would then be achieved. Experience with the cost
control system should be utilized to confirm the
estimates used in the simple models for each operating problem. If experience suggests that estimates
were out of line concerning an operating problem,
new estimates can be used to reevaluate the decisions.

Cost Reduction in Correction- Detection
Systems
There are many procedures in use for detecting the
operating problems that exist within a process. These
might be considered in three broad categories:
1. Visual observation
2. Physical quantity reports
3. Dollar reports
Visual observation of certain operating problems
may take place during the operation of the process.
Problems that can be detected in this manner are
those that manifest themselves in noticeable physical
variations from normal conditions. Workers, maintenance personnel, or supervisors may be in a position to notice major malfunctions of machinery, or
abnormal conditions in material and supplies, etc.
Necessary conditions for visual observation of those
problems that produce noticeable variations in operations are (1) physical presence of personnel, (2 )
ability to recognize abnormal conditions, and (3 )
freedom in work to observe critical operations and
conditions.
Where personnel are normally present and in a
position to notice abnormal conditions, this detection procedure is highly desirable. It often provides
direct identification of the operating problem thus
avoiding the cost of investigation. The time lag between initial occurrence and correction may also
be kept to a minimum, thus greatly reducing the
magnitude of inefficiency costs.
Physical quantity reports are reports of physical
MANAGEMENT ACCOUNTING /JULY 1971

quantities measured during the performance of a
process. These may be reports of actual performance
only or comparisons of actual quantities with standard quantities. These reports can often detect abnormal conditions which are not by their nature or
severity noticeable by visual observation.
Dollar reports are basically physical quantity reports converted to the common denominator of dollars. They put deviations from normal performance
into perspective by measuring their impact on profit.
The conversion of physical quantity comparisons, of
actual with standard performance, to cost comparisons also isolates the price components of cost
variances. These may occur in the form of material
price variances, labor rate variances, or overhead
spending variances.
The combination of these three detection procedures adds reliability to the detection system.
Operating problems not detected by one procedure
may be caught by another. The relative emphasis
placed on the three types of procedures, however,
should be based on the nature of the operating
problems requiring detection and costs associated
with their implementation.
The costs associated with each of the three detection procedures are determined by the following:

"These reports
can often detect
abnormal
conditions ...
not noticeable
by visual
observation."

1. The amount of clerical effort involved
2. The scope of operating problems monitored
3. The time lag involved
With respect to the amount of clerical effort involved, visual observation is the most favorable procedure and dollar reports the least. Visual observation
generally requires no clerical effort. Physical reports
require accumulation of physical data from the process, analysis, report preparation, and communication
of report contents to those who would have the
ability to take any necessary corrective action. Dollar
reports require the additional effort of accumulating
cost data and matching it with physical measures.
The second factor which affects costs is the scope
of the operating problems monitored. Visual observation tends to have a very narrow scope, often
leading to direct detection of a specific problem.
Phv_ sical and dollar reports, on the other hand, tend
to have a very broad scope, monitoring the whole
process, or broad aspects of it. The result of this
broad monitoring is that reports generally detect
only symptoms of operating problems and not the
operating problems themselves. These symptoms are
manifested in variances from normal levels of input,
output, and cost measures of the process.
The advantage of narrow scope is that the cost of
investigation is less. Direct identification of an operating problem through visual observation would
completely eliminate the need for investigation. The
detection of a significant cost variance, however,
would require investigation to determine which of
many possible operating problems was the cause. The
disadvantage of narrow scope is that procedures must
be duplicated in order to focus on each possible
operating problem so that it may be monitored.
The advantage of procedures with broad scope is
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"The time lag...
is affected by
the amount of
clerical effort
required..."

that many problems, including some which may not
have been anticipated, can be detected by the same
procedure. Some focus can be built into broad scope
procedures such as dollar reports by additional classification of the data. For example, classification by
work group or shift within departments may help
pinpoint the existing problem. Additional classification requires additional cost, however, and would be
justified only if the additional cost were less than the
savings in investigation costs that would result.
The third factor which affects costs is the time
lag between the beginning of a problem and its
correction. It is during this time that the problem
causes inefficiency in the process and so the inefficiency costs generally increase with the length of
this lag. The time lag caused by a detection procedure
is affected by the amount of clerical effort required
to accumulate data on the process's operations, the
amount of analysis required, and the amount of
investigation effort. Thus the increased costs due to
longer time lag fall most heavily on dollar reports
which require the most clerical effort and which
require investigation.

Summary
The job of controlling the cost of a process is essentially the job of minimizing the effect of its
potential operating problems. Control efforts can be
divided into two basic forms or strategies— prevention and detection - correction. These control efforts
themselves, however, also involve costs. Cost control
must be viewed more broadly, then, as the attempt
to minimize the cost of inefficiency due to operating
problems and the cost of the control procedures,
together.
The costs of investigation, correction, and inefficiency are incurred each time a problem occurs.
Alternative detection procedures can only be evaluated after considering their effect on investigation
and inefficiency costs. For a given set of procedures
these costs are determined for each occurrence of
the problem.
Prevention effort tends to reduce the rate of problem occurrence. The level of prevention effort for
each operating problem should be chosen which
minimizes the annual cost of prevention, investigation, correction, and ineflciencv.

LETTERS to the editor
Continued from page 8
the seller), and the latter may affect the income of the
seller, only to be offset by the opposite effect on the buyer.
These internal prices should never be allowed to affect
the "make or buy" decision —this is a matter to be decided
from the factors of availability, quality, marginal costs, and
convenience.
In summary, then, the bank appears to furnish another
argument refuting the usefulness of market prices and direct
costs for transfer pricing. We continue to need a transfer
pricing technique which may utilize a shadow price, or a
negotiated price, which will not be used to deter a company
in its maximization of profits.
Edward M. Currie
Associate Professor
College of Business Administration
University of Hawaii
Honolulu, Hawaii

Banking:
Source and Use of Funds
I think that the article "Transfer Pricing in a Commercial Bank" by William Sartoris in the February issue of
MANAGEMENT ACCOUNTING does an excellent job of pointing out the all too common pitfall of trying to apply traditional cost accounting techniques to commercial banking
activities.
The conclusion drawn by Mr. Sartoris for using the average securities investment return as the transfer price for
funds used by the loan department is valid based upon the
62

facts presented. There are, however, two additional factors
which I feel should be considered in determining the practicality of this method.
First, there is one additional source of funds not mentioned in the article: funds provided by maturing loans. It
could be assumed that these funds simply flow back through
the Demand Deposit function but this is not always the
case. In renewing an existing loan, the loan office makes
what is in effect an investment decision in addition to the
evaluation of risk. In other words, all things being equal,
is there another place to invest this money which would
provide a higher return (usually another loan)? The question then is, "What costs should we attach to these funds,
whether it be a renewal or a new loan, the original costs,
the current costs or some combination of the two ?"
Second, from a practical standpoint, the determination of
"average return foregone" would be tough to come up with
on a daily basis even if all the factors in its calculation were
objectively determinable, which they are not. The modem
money manager in a commercial bank is faced every day with
an impressive array of investment opportunities. It is almost
to the point that one feels like using a dart board for decision- making, and I suspect that some do. One of the
most significant factors in making the investment decision
is "How much do I have available to invest ?" The point
here is that if we had the funds which are being loaned today to invest today, our "average return foregone" would be
different from the actual average return on funds invested
in securities. Also, funds are often accumulated in anticipation of a particular security becoming available which would
further distort the daily average.
Fred S. Pattison
Pattison Associates
Atlanta, Ga.
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NAA
RESEARCH STUDIES DIGEST
New Research Studies in Management Planning and Control:
1. Management Control of Information Systems Development
2. Information for Marketing Management

Prepared by NAA Research Staff
Two new studies in NAA's Research Series for
Management Planning and Control will be published this month: Management Control of Information Systems Development, authored by Harold
M. Sollenberger, Associate Professor at the Graduate
School of Business, Michigan State University, and
Information for Marketing Management prepared
by a special study team led by Martin A. Lower,
Vice President of Booz, Allen & Hamilton, Inc.,
management consultants. These studies are the
second and third in the series designed to research
how information from both inside and outside a
company is organized for internal use by management.
The initial study in the series, Computer -Based
Information Systems for Managements: A Survey,
was published in March 1969. A general assessment
of the "state of the art" in several functional areas
of business, it explored management use of computer systems and identified areas for further research.
The second study, Management Control of In-

formation Systems Development, focuses on the
area of corporate systems management. The study's
field research was conducted in 18 large and diverse
U.S. corporations, listed by Fortune magazine as
the nation's largest corporations for 1969. It discusses how the development of computer -based management information systems can be effectively
planned and controlled in a company. Industries
represented in the field research include chemicals,
retailing and marketing, service and transportation,
consumer products, equipment manufacturing, and
materials handling and converting.
The third study, In formation for Marketing Management, is oriented toward marketing and sales
operations, a relatively neglected area of management planning and control. It identifies short -term
information needs of marketing and sales managers
and suggests ways of improving their decision making and cost control. As part of this study, 35
top marketing and systems executives in a mix of
25 industrial and consumer product manufacturers
throughout the U.S. were interviewed.
Following is a summary of the research and highlights from the new studies:

MANAGEMENT CONTROL OF INFORMATION SYSTEMS DEVELOPMENT
This report is organized into four parts which
cover major areas of the research findings:
Part 1— Introduction
Source information for the study was obtained
primarily through interviews with persons responsible for their firm's information systems function,
or who were closely involved with it. Eight basic
conclusions were reached:
1. Information systems development can be successfully managed if the main ingredient is experienced general management rather than computer expertise.
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2. Support of the company's internal users of information systems —user support— should be the
key objective of a firm's information systems
function.
3. Nonsystems management involvement as every
level concerned is deeded in each systems development endeavor. Involvement of user managers in particular is important to their subsequent satisfaction.
4. Clear -cut and detailed assignment of responsibility is critical to managing information systems development.
5. Open communications within the systems function, and between it and its users, are essential
63

". . . the

role /of
the information
systems function J
must be adequately defined
by top management incompany
po li cy . "

to every phase of systems development management.
6. An extensive planning and control framework
for systems development may be justified in a
company until satisfactory control levels are
reached.
7. Efforts to estimate the dollar value of benefits
expected to result from each systems development project appear necessary, despite recognized weaknesses in formal cost - benefit analysis.
8. The organizational location of the systems function in a firm is not of vital importance, though
a centralized function should report to a level
high enough to assure company -wide visibility.
General findings on the role of the information
systems function underscored the importance of
having that role adequately defined by top management in company policy. Statements defining general assignments of responsibilities and scope of
the systems function in certain participating fines
are given in part as examples.
Part II— Management Involvement in
Systems Planning and Control
This part of the report discusses the reasons and
the means for having nonsystems management involved in information systems development. Reasons
for top- management involvement include definition
of the systems function in terms of goals and objectives of the firm; idgntifieation of critical company
operations using systems that must run without interruption; anticipation of new directions or activities of the firm that require systems changeover or
development in advance; and periodic review of all
systems to avoid possible expensive breakdowns of
systems in noncritical areas.
The study shows that involvement of both top
management and user management is required in
the firm's long -range planning of resources for the
systems function. Top - management and operating
management involvement is also important to direct systems planning and to make performance reviews. Nonsystems managers or their planning
representatives participated in formulating system
development plans, which usually included periodic
goals and provisions for reviews of performance
against the goals. They set specific systems commitments only in the form of three -year or five -year
plans because of the volatility of past technical advances in computers. Top management in most of
the firms then evaluated the systems function performance at least annually. The step most frequently
omitted in management review was the post- implementation evaluation of a recently developed system,
even though isolated cases indicate that such evaluations are well worthwhile.
Management involvement on various levels is also
shown to be needed to give necessary direction to
the systems function manager. The systems manager
needs guidance from nonsystems management in
setting his systems function policies. Top management should be involved in approving major computer equipment acquisitions, and user managers in
originating and carrying out individual systems de-
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velopment projects. User and higher management
support can prove important to winning cooperation
in a user department with efforts to develop a system
which, though needed, may initially disrupt the user
department. User managers also must participate to
some extent in determining specifications of a system to be developed, and it is usually desirable to
provide for joint setting of specifications by the user
and the systems function. It was generally agreed
among the firms studied that user managers should
be responsible for proving the dollar value of benefits
to be realized by systems proposed for their areas.
Active development of successful systems often required not only participation of user representatives
on the project team but also a coordinating manager
from the user department to direct the many user
contributions to the project. Among the firms
studied, formal means or special groups were used to
attain nonsystems management involvement. Top management systems policy committees were used
by 9 of the 18 firms, major manager -level coordinating groups were used by 5 finns, and project steering
committees were used by 13 firms. Some of the firms
used two or three types of groups, and a few firms
used none. A chart showing the typical composition
of these groups and their relationships to the systems function is included in the study, and conclusions based on the firms' experience with such
groups are set forth.
Part III— Systems Development Management
Representative organizational structures of the
information systems function found in three firms
are outlined and charted. The first example is of a
small function and is manned by 40 to 50 people,
the second is a larger and more complex function
and the third is a function with central systems
groups in corporate headquarters and parallel systems groups in each division of the firm. Corporate
and divisional relationships in systems within multi division firms were found to vary in ways that met
the company's individual needs.
Planning activities by systems management are
guided by statements of goals and objectives of the
systems function and draw on general definitions
of priorities assigned to proposed systems development projects. Budgeting procedures were found to
require special adaptations of the firm's general
budgeting practice. Based on the study findings,
recommendations are made to draft budgets both for
each project separately and for all projects together
(as annual systems development expense in the
systems department), to have both the systems department budget and the project budget subject to
management approval, and to prepare the department and project budgets so that actual performance
can be compared to budget.
The report describes examples of varying definitions of costs, savings and benefits, and of different
methods for quantifying benefits (tangible and intangible) in use among the firms. However, no set
of financial measures for making an economic
evaluation of the benefits of a proposed project was
found that was generally accepted or proven valid by
all the firms in the study.
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Control techniques employed by systems management for systems development were generally outlined in the fine's manual of systems policies and
procedures. Typical outlines are presented and
various control techniques and procedures are discussed. Procedures for controlling personnel time
and handling requests for systems services are also
covered at length in the study.
Project reporting procedures were considered essential to systems development control by nearly
every systems manager interviewed. A flow chart
showing the decision and action points in a full
project reporting system is presented with commentaries on the two main bases for reports —milestone reporting and periodic reporting.
Making in- company charges for systems services
was another control technique found in a number of
the firms. Almost 40 percent of them charged for
systems development work, while two- thirds of them
charged for data - processing operations. Arguments
for and against such transfer pricing are reviewed,
and a chart outlining the steps in a charging sequence is given.

proposed solution, an economic evaluation of the
solution and a plan (with detailed schedule and
cost budget) for implementing the solution. A typical outline of the project proposal produced in the
preliminary study is presented.
The study concludes that over nine-tenths of the
work in a typical project is done in the remaining
five stages. Systems analysis is the major activity in
the basic systems design stage. It consists essentially of making the basic design study, producing systems design specifications and operating characteristics, updating plans and schedules for the following
work of programming and implementation (as well
as updating projected costs and benefits) and making a stage -end review.
In the next stage, detailed design, problems often
arise to force the project off schedule and into design
revisions. At this point, the complete programming
for the system is developed as well as the programming documentation and plans for implementing
the system. This stage may also include conversion
by the user from his present system to the new one.
Implementation plans resulting from the detailed
design stage are reviewed with approval or changes
Part IV— Systems Project Planning and Control
at all levels involved, often in a series of meetings
This part reviews systems project planning and with affected user managers. The final implementacontrol in terms of six individual project develop- tion decision is made jointly with user and systems
ment stages: preliminary study, basic systems de- operations managers. Complex and extensive activisign, detailed systems design, implementation, ties by the user (including education and training of
system operation and post - implementation evalua- appropriate personnel) characterize the stage of
tion. Charts showing typical sequences of the stages actual implementation.
and main steps in each stage are presented.
Firms in the study generally recommended manaWork in a project's preliminary study stage is gerial reviews of completed systems after a short
preceded in most cases by a pre - project study made period of successful initial operation. The firms also
by a task force that requests a systems development generally agreed on the importance of making a
project to solve a problem. The preliminary study post - implementation evaluation of the system a year
is then carried out by a project team and results in a or two after putting it into operation.

"Project reporting procedures
were considered
essential... by
nearly every
systems manager
interviewed."

INFORMATION FOR MARKETING MANAGEMENT
This study develops from a premise that the
marketing function has been largely ignored while
other business functions have received much attention from the computer world. Econometric models,
computerized data bases, and management information systems are technological advances that have
remained largely untapped resources of the marketing function.
However, while taking into consideration technological resources, the study can be applied to information uses which do not necessarily require
computer support.
The managers interviewed typically received extensive data produced by the firm's computer -based
information system. However, they rarely got the
data reported in a way they could readily use to
meet day -to -day problems and make decisions.
The intent of the study was to produce an action oriented end product rather than an academic summary of findings. This resulted in a series of report
formats which were developed by the researchers to
suggest to the interviewees types of information and
areas of reporting not currently existent and which
would improve decision- making if available. These
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report formats were later refined to reflect the information that managers could use most effectively
and economically. Each format covers an area of
need identified in the study. These reporting formats constitute the study exhibits and are perhaps
the most important contribution of the research.
Four objectives of the study were set forth:
I. To determine information needs not currently
met and their priority
Z. To identify systems components necessary to
meet these needs
3. To identify priorities of systems development
4. To assess the feasibility of meeting needs identified
An important part of the research was in discovering information voids, and more specifically, output
and report information rather than integrated systems or computerized models. Report formats
developed were not intended to represent a comprehensive information system or to preclude the necessity of tailoring the system to specific company requirements. Furthermore, needs for faster reporting
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"...presents practical formatting
for information
needs identified
and ranked in
importance..."

of currently available information, modification of
existing report formats, or different distributions of
existing reports were considered to be beyond the
scope of the project.
Since fairly common patterns were noted in the
development of formal marketing information systems, the report presents unusual insight into relationships between marketing and systems people.
However, one of the conclusions reached was that
neither marketing nor systems management has
established communications so that they may agree
as to what marketing information needs are and
what systems can provide.
For example, two strong factors that influenced
marketing systems development were the introduction of the computer and the shift in source document preparation from marketing personnel to accounting and systems personnel. Most companies interviewed were at the stage of systems development
where source documents were being consolidated to
prepare reports of sales forecasts, incremental profitability, and market analysis. More advanced companies incorporated behavioral science and MIS
systems for marketing management. However, such
applications were not debated because most marketing and sales managers were not currently interested.
Appropriate differences in information needs of consumer and industrial marketers, as well as differences
in company size, are also delineated.
Two groups of findings are reported. One group
includes identification of information voids, means
of potential use of such information, its priority in
terms of present needs, and the implications for corporate systems and accounting if those needs were
met. The other group of findings include the interpretations of the study team on the economic use
of information to support marketing management.
Documentation of the interactions between marketing managers, systems and accounting people, and
the study team are further benefits of the research.
Findings of the study are organized into the following categories of needs:
Product Profitability and Incremental
Cost Information
For all companies studied, the greatest need was
for improved profitability reporting to show the
effects of alternate decisions on profits of the company. The two areas of greatest need were decision making for changes in volume in specific business
segments and for changes in marketing effort. Since
the need to determine the incremental impact of a
present or future decision on a product's profitability
was apparent, it was felt by marketers that information should be reported on an incremental basis. The
study presents a model incremental profit report
which was popular with the marketers interviewed.
The profit theme runs throughout the study.
Whether the need is for information on pricing,
maximum advertising benefits, or how individual
salesmen and competitive products are doing,
marketing management must depend on incremental
cost accounting. This information would be used
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for guiding marketing management in strategy planning and in allocating basic resources and for making
basic sales management decisions.
Sales Forecasting and Market Analysis
The second most cited need was for good short range forecasting information. Though a plethora
of raw data is available to marketers, the manipulation of this data into reports that require no further
study by them is lacking throughout industry.
The study presents model reports that provide
outputs for decisions in short -range forecasting,
long -range sales and profit - planning, new product
evaluations, customer analysis, and analysis of competition or the external environment. Information
also considered valuable by marketers was the analysis of product life cycles, and models for risk analysis and sensitivity testing.
Marketing Effectiveness Measurement
Controls
The third most evident need in marketing information was for marketing effectiveness measures
and controls. Marketing efforts discussed and report formats presented were for test market analysis,
sales force evaluation, promotional and advertising
effectiveness, inventory status reports, and product
warranty, returns and complaints analyses.
However, priorities for meeting marketers' effectiveness and control needs ranked lower than
those for product profitability reporting, short -range
forecasting or customer analysis. Marketers ranked
other needs, though desirable, still lower in priority:
test market analysis, advertising effectiveness and
long -tens sales and profitability planning.
The study team concluded that additional measures such as the assumption of more leadership and
responsibility by systems and accounting management would overcome historical drawbacks associated with integrated management information
systems. Since the immediate marketing needs
identified would provide the prerequisite data bases
for more advanced computer -based models, systems
and accounting management will have to show what
can be accomplished. Furthermore, either immediate
or long -range applications will require marketing
managements' closely defined report specifications.
It was also recommended that these applications be
subject to cost -benefit analysis.
The study thus presents practical formatting for
information needs identified and ranked in importance by marketing management. The potential
use of this information is discussed as well as the
effects of such use on the system and the people
who will work with it. The study also provides insight into the interdependent though often dichotomous relationships between marketing people and
systems or accounting people. It suggests methods
and approaches to lessen communication gaps as
well as information voids. Finally, its findings invite
further interpretation and challenge as to potential
MIS progress beyond immediate information needs
and priorities.
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Books

FOR THE MANAGEMENT ACCOUNTANT

1 9 7 0 A C C O UN T I N G T R E N D S &
TECHNIQ UES
Twenty-Four th Edit ion
American Institute of Certified Public Accountants, 666
Fifth Ave., New York, N.Y. 10019, 1971, 352 pp., paperbound, $27.50.
Annual cumulative survey of the accounting aspects of the
annual reports of 600 industrial and commercial corporations
to which are added excerpts from and comments upon unusual accounting treatments.

He defines the areas of present worth, benefit /cost ratio,
prospective growth rate and equivalent uniform cash flow,
and discusses their strengths and weaknesses.

THE CAPITAL BUDGETING DECISION
Harold Bierman, Jr., and Seymour Smidt
The Macmillan Company, 866 Third Ave., New York, N.Y.
10022, 1971, 482 pp., clothbound, $8.50.

CAS H M ANA GE M E NT T E CHN IQUE S

This third Edition reflects a clarification of explanations. Additional appendices containing mathematical explanations
have been added or improved and the material on portfolio
considerations has been expanded.

Roger W. Hill, Jr.
American Management Assn., Inc., 135 W . 50th St.,
New York, N.Y. 10020, 1970, 79 pp., paperbound, $4.50.

I N T E R V E N T I O N T H E O R Y & METHOD —
A BEHAVIORAL SCIENCE VIEW

This book stresses the money market and deals with bank
and investment aspects of cash management.

DR SCO TT M EM ORIAL LECTURES IN
A C C O UN T A N C Y , V o l u m e I I
Department of Accountancy, School of Business & Public
Administration, University of Missouri, Columbia, Mo.
65201, 1970, 158 pp., paperbound, $3.00.
Part of the University's Accountants in Residence program.
It contains an introduction by Andrew Barr and lectures on
the following subject areas: Income Taxes, the Accounting
Product, Accounting for Contingencies, Accounting Principles and Uniform Cost Accounting Standards.

COM PANY PROSPECTUSES: T H E
ACCO UNTANT' S ROLE
The Institute of Chartered Accountants of Scotland
The Accountants' Publishing Co. Ltd., 27 Queen St., Edinburgh 2, Scotland, 1970, 85 pp., paperbound, U.K. price
£ 1.50.
An authoritative guide for those filing prospectuses in the
British Isles. A comparison with the U.S. and Canada is included.

CAPITAL B UDG ETING
Robert V. Oak f ord
The Ronald Press Co., 79 Madison Ave., New York, N.Y.
10016, 1970, 276 pp., clothbound, $9.00.
The author presents a discussion of capital budgeting from
the viewpoint of the engineering economy decision maker.
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Chris Argyris
Addison - Wesley Publishing Co., Reading, Mass. 01867,
1970, 374 pp., clothbound, $9.50.
This book evaluates the methods by which organizational
changes can be made effective and, in so doing, presents an
intemally consistent theory of consulting that is valid for an
interventionist or manager.
ORGANIZAT I ON PLANNI NG MANUAL
Joseph J. Famularo
American Management Assn., Inc., 135 W. 50th St., New
York, N.Y. 10020, 1971, 288 pp., clothbound, $24.00.
A study of the internal organization of 500 profitable firms.
Author claims these firms derive strength from using three
management tools: formal organization charts, careful job
descriptions and written policy statements.
VALUE ENG INEERING FOR
MANAG EM ENT
Robert H. Clawson
Auerbach Publishers, Inc., 1101 State Road, Princeton,
N.J. 08540, 1970, 144 pp., clothbound, $7.95.
This book applies the technique of value engineering to the
widening of profit margins. It follows on the author's Fundamentals of Value Analysis, 1960.
NEW POWER FOR MANAGEMENT
David B. Hertz
McGraw -Hill Book Co., 330 W. 42nd St., New York, N.Y.
10036, 1969, 208 pp., clothbound, $8.95.
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Devoted to management tools in the area of systems and
methods for managing, this book is addressed to executives
who want to understand what the new tools supplementing
the operations research field are all about and how they can
be used.

CO BO L LO G I C A ND P RO G RA M M I N G
Fritz A. McCameron
Richard D. Irwin, Inc., 1818 Ridge Rd., Homewood, Ill.
60430, 1970, 254 pp., paperbound, $6.60.
A revision of the original COBOL manual published in 1966
for beginning programmers.

PR I N C IP L E S O F B U SI N E S S
COMPUTER PROGRAMMING
David Breekner and Peter Abel
Prentice -Hall, Inc., Englewood Cliffs, N.J.07632, 1970, 197
pp., clothbound, $6.95.
Covers the first year of a two -year program of training for
computer programmer - analysts at the British Columbia Institute of Technology. It takes a practical, language -in dependent, step -by -step approach to the writing of commercial
programs.

C O M P U T E R PR O G R AM M I N G F O R
BUSINESS AND SOCIAL SCIENCE

EDP FO R AUDIT ORS

Paul L. Emeriek and JosephW . Wilkinson

Harry L. Brown

Richard D. Irwin, Inc., 1818 Ridge Rd., Homewood, Ill.,
60430, 1970, 429 pp., clothbound, $13.25.

John Wiley 6 Sons, Inc., 605 Third Ave., New York, N.Y.
10016, 1969, 196 pp., $7.95.
A working guide for those concerned with the control problems of electronic data processing in business operations.
Included is a flow chart for an audit program to total a file
and select items from it for additional audit tests.

SYST EM SI MULA T I ON
Geoffrey Gordon
Prentice Hall, Inc., Englewood Cliffs, N.J.07632, 1969, 303
pp., $12.50.
An introduction to simulation principles through hand computed examples. Programmed examples are solved in six
different simulation languages including GPSS, a language
developed by the author.

A book designed to teach elementary computer programming.
Illustrations, exercises, and problems draw upon a wide variety of business and social science applications.

THE INT ERNATIONAL CORPO RATION
A Symposium
Charles P. Kindleberger, Editor
The M.I.T. Press, 50 Ames St., Cambridge, Mass. 02142,

1970, 415 pp., $15.00.
Provides the results of a seminar on the international corporation given in the Sloan School of Management at the
Massachusetts Institute of Technology in the spring of 1969.

ACCO UNTING CONTRO LS AND TH E
SO VIET EC O N O M I C RE FO RM S O F 1966
DE S I G N IN G S Y ST E M P RO G R A M S
Richard L. Gauthier and Stephen D. Ponto
Prentice Hall, Inc., Englewood Cliffs, N.J. 07632, 1970,
274 pp., $10.50.
Written for the technically oriented person who has programmed a digital computer. Provides an introduction to
systems programming for students versed in machine language or compiler programming. A reference book on
programming techniques.

ELEMENTARY BASIC WITH
AP P L I C AT I O N S
Mario V. Farina
Prentice Hall, Inc., Englewood Cliffs, N.J. 07632, 1970,
309 pp., clothbound, $8.50, paperbound, $5.95.
By the Manager of Computer Communications and Training, Telecommunications and Information Processing Operations, General Electric Companv, Schenectady, N.Y. An
explanation of the techniques of programming a computer.
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Studies in Accounting Research # 4
Bertrand Horwitz
American Accounting Assn., 1507 Chicago Ave., Evanston,
Ill. 60201, 1970, 74 pp., paperbound, $4.00, members $2.00.

Reviewed by the Editorial Consulting Committee of AAA
this study provides an insight into the relationship of the
new management control system of the Soviet Union and
economic planning. Attention is given to the movement
towards decentralization, incentive bonuses and pricing.

I N T RO D UC T I O N T O MATRIX ANALY SIS
Second Edition
Richard Bellman
McGraw -Hill Book Co., 330 W. 42nd St., New York, N.Y.
10036, 1970, 403 pp., clothbound, $14.75.
Contents are specifically slanted towards the needs and aspirations of analysts, mathematical physicists, engineers of
all shadings, and mathematical economists.
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. . . . . . . . . . . . . . . . H a r d c o ve r $ 4 . 9 5 / P a p e r b a c k $ 2 . 9 5
( 4 5 ) A c c o u n t i n g f o r Re s e a rc h a n d D e ve l o p m e n t C os t s / R es e ar c h R e p o r t N o . 2 9 . . . . $ 2 . 0 0
( 4 6 ) A c c o u n t i n g f o r In t r a - C o m p a n y Trans f e r s / R e s e a r c h R e p o r t N o . 3 0 .. . . .. . . .. . . . .. . $2 . 0 0
( 4 7 ) C o s t i n g J o i n t Pr o d uc t s / R e s ea r c h R e p o r t

Attractive gold- embossed, leatherette- covered box binders. Ideal for
maintaining Mana rnent Account in , NAA
u etlns,
ccounting
ractice eports, Research Reports
and Topical Indexes. Size 9'/a x 7 x
3 ". (W ill not be available after current supply is exhausted.) $2.00
each.
Magazine rod bi nder . H olds 12 i s sues of new style Man ement
Accountin . Extra heavy -d
Construction. Size 9 1/2 x 12 1/8 x 3
1/4 ". $3.50 each.

No. 31 ................... ............................... $1.50
( 48 ) C o s t Im pr ovem ent for Pr ofi t Improve ment/A.P. R. No. 8 ............................... $ .75

MEMBERSHIP
INFORMATION

(49)Cost

C o n t r o l o f Spo il ed W ork /A. P.R.
N o . 1 2 ..... .... .... .... .. . .... .... .... .... .... .... .... .. $ . 7 5
(5 0)D ep a rt u re s in Com m uni cating Accounti n g D a t a t o F o r e m e n / A . P . R . N o . 1 6 .. .. . $ . 7 5

Prices listed are to members only. Prices to non - members shown in complete catalog available on request.
National Ass ociation of Accountants
919 T hir d Avenue, N ew York, N .Y. 10022
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Please send the following:
R E S E A R C H P U B L I C A TIO N S
Us e b old f ac e n um b er in p ar ent he s is w hen o rde ri ng

Is s ue
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Qty.

Is s ue
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No.

Qu an ti ty
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❑ ❑M E M B E RS HIP ❑INF OR M A TION
Sta te

Zip

❑ ❑P UB LIC ATION S❑ CATAL OG
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MUSH! OLE!
NAA ACTIVE
EVERYWHERE
Alaskan Chapter Chartered as
Bogota Members Attend Corrida
And New Mass. Chapter Gets Nod;
Woman CPA Honored in San Juan

Something is usually happening every month as
NAA's worldwide chapters maintain their high rate
of activities. Consider, for example, the events illustrated by the photographs on these two pages. A
bullfight ... a chartering in Alaska and another in
Massachusetts ... a 50th Anniversary celebration in
Baltimore ... and kudos for the first Puerto Rican
woman to have passed the examinations of the American Institute of CPA's.

Miss Victoria Rios is congratulated by San Juan Chapter
President Franklyn Romeu for her achievement as the
first Puerto Rican woman to have passed CPA exams.

On hand to toast Baltimore Chapter's
50th Anniversary were Mr. and Mrs.
Robert R. Elliott (left), Mrs. Marie Hyson
and NAA International President Ettore
Barbatelli. Mr. Elliott is NAA vice
president from Baltimore; Mrs. Hyson is
wife of Baltimore president.

International Vice President Robert 1.Weafer (left)
presents charter for Pioneer Valley Chapter (Mass.)
Others are, I.-r., Rudolph Bigda, chapter vice president;
chapter President Henry Trow; Managing Director John
E. Vavasour; and Joseph Brouillette, chapter secretary.
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Brrrr. Despite the dogsled in the photograph, NAA Vice President Harold
E. Little (right) flew to Alaska to present charter for the first chapter in the
49th state to Harold Hobbs, first president and organizing chairman.
Charles H. Hawkins (left), past NAA vice president, adds his special touch.

j

Bogota Chapter aficionados celebrate their first anniversary at a bullfight.
No bulls were killed; however, there was no report on the fate of the
would -be matadors.
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New Products /Services

CALCULATOR features integrated circuitry for fast, silent calculations. It
prints a tape in two colors for true credit
balance results; delivers answers accurate to the decimal and has a 12 -digit
capacity. Commodore, Inc., 390 Reed
St., Santa Clara, Calif. 95050.
Accounting Service Report Available
ATTENDANCE reporting station allows
normal payroll computation to be fully
automated. When employee inserts
badge, the employee number, time and
date, as well as other relevant data are
recorded on a cassette recorder within
the station. Tab cards or computer compatible magnetic tape can be made
by playing back the cassette cartridge
through the playback unit and the user's
key punch or key tape machine. North
Electric Co., Electronetics Division, Galion, Ohio 44833.

FAST (Financial Accounting Services &
Terminal) is a totally computerized service described in the FAST Report.
Terminal in the user's office records daily
entries on a magnetic tape cartridge. During the night, the FAST central computer phones the terminal, accepts the day's
transactions, and compiles the reports. A
variety of reports are available in formats
customized to meet specific needs. The
FAST Report is available from Commercial Information Corp., 85 Mystic St.,
Arlington, Mass. 02174.

AUDAC T -66 Credit Control Terminal
automatically communicates with a
computer and obtains credit authorizations in seconds. Terminal can be
programmed to access any on -line
computer in U.S. Peter Bryan, Audac,
175 Bedford St., Burlington, Mass. 01803.
Medical Billing System Offered
A proven and comprehensive medical
billing system called the Medical Systems
Associate Plan provides for complete billing, insurance form processing, and accounts receivable management, as well
as statistical reporting and analysis. Plan
provides user terminal with cathode ray
display, tape cassettes, and a printer,
which is utilized to produce daily edit
reports and financial information. Under
the plan, Occidental processes all data
daily, weekly, and monthly and mails all
large reports and statements from its
data centers directly to the doctors and
patients. Paul D. Marchetti, Occidental
Computer Division of ECS, 6600 Jurupa
Ave., Riverside, Calif. 92504.
Complete Inventory System Offered

INVENTRON VS -100 and Burroughs L -2000 form a complete system for maintaining inventory control or other statistical information with capabilities of printing
invoices and billing. System includes desk top video terminal screen with keyboard,
data storage cabinet, and Burroughs L -2000 Billing Computer. Available for lease
from Video Systems Corp., 7300 N. Crescent Blvd., Pennsauken, N.J. 08110.
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An inventory system that also automatically produces inventory accounts payable, accounts receivable, and other
related reports for finished goods inventories of up to 30,000 items has been
added to the time - sharing library of Remote Computing Corp. Called APRIL,
Accounts, Payable, Receivable, Inventory
Library, the system is suitable for either
batch or on -line operation. APRIL automatically updates all files affected by
anv transaction. Remote Computing
Corp., A40 Palo Alto Office Center, 525
University Ave., Palo Alto, Calif. 94301.
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Low -Cost Minicomputer Introduced
A faster, more versatile and lower -cost
minicomputer —HP 2100A —has been
introduced by Hewlett- Packard Co.
Completely hardware and software compatible with all existing HP series 2114/
2115 /2116 computers, it is designed for
an extremely wide range of applications
in business. It features 16 -bit word
length and can contain 4,096 to 32,768
words of core memory within its 12inch high mainframe. With a memory
cycle time of 980 nanoseconds, it is
said to be 40 to 100 percent faster than
its predecessors. Hewlett- Packard Co.,
1501 Page Mill Rd., Palo Alto, Calif.
ELDORADO ELECTRODATA Model 125 Programmable Data Terminal features
an expandable 4K CPU, 2 cassette drives, an IBM Selectric typewriter, flexibility for
on -line and off-line applications. Eldorado Electrodata Corp., 601 Chalomar Rd.,
Concord, Calif. 94520.

f

CONFON telephone index fits under
any standard telephone. Depressing the
alphabet key produces required name,
area code and number. Comes in six
colors to match telephone shades. Eric
Baudinet, Baudinet International Corp.
of America, 104 West 27th St., New
York, N.Y. 10001.

LITTON EBS11241 electronic accounting machine provides a capacity of 2,000
totals after all programming. Accepts both edge - punched cards and paper tape.
Automated Business Systems, Div. of Litton Industries, Carlstadt, N.J.

41

Pen Never Dries Out
A new waterproof ink pen is guaranteed
not to dry out. "Stiletto" pen's indelible
ink does not wash out or fade in sunlight.
Manufacturer claims the pen's cap can
be left off for as long as 30 days with no
noticeable loss of ink supply —a supply
good enough for an estimated 10,000
signatures. For additional information,
write Pentel of America, Ltd., 2715 Co]umbia St., Torrance, Calif. 90503.
Facts on Systems Course Available

j"

A. B. DICK table -top, all- purpose offset printer (Model 326) features a single level
control handle which simplifies operation. A. B. Dick Co., 5700 West Touhy Ave.,
Chicago, 111. 60648.
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A 4 -page brochure available from Systemation, Inc., describes firm's Basic Sys.
tems Course, a 25 -week systems training
program for managers, supervisors, and
new systems analysts. The course provides on- the -job training by mail with
weekly feedback from Systemation instructors. Write to: Systemation, Inc.,
Box 730, Colorado Springs, Colo. 80901.
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WHAT IT TAKES
TO RUN
A COMPANY
Want to Be President of a MultiMillion Dollar Conglomerate? All You
Have to Do Is Combine the Roles of
Skipper, Pioneer, Soothsayer, Impresario,
Marathon Runner, Lord Chief Justice, Student,
Reporter, Coach, Crusader, Miner and Super - Salesman

i

R

W. F. ROCKWELL

In our post - industrial society a new genus of business manager has appeared, worthy of comparison
with the great entrepreneurs of the 1800's. This is
the fast- moving, brilliant captain of industry who
puts together many different companies into one
vast synergistic enterprise —and makes it work.
Every businessman is familiar with their names:
James Ling, Charles Bluhdorn, Meshulanh Riklis,
Tex Thornton. One of this new dynamic breed has
stopped running long enough to distill some of his
thoughts and experiences. He is Willard F. Rockwell, Jr., chairman of the board and chief executive
officer of North American Rockwell Corp. Mr. Rockwell, who supervised the merger of North American
Aviation, Inc., with Rockwell - Standard Corp., forming the $2.5- billion sales giant of today, writes about
the fascinating job of a super industrialist in The
Twelve Hats of a Company President: What It
Takes to Run a Company.*
Written in an informal style, the book is nevertheless almost a textbook description of the perfect president. Using as an analogy the many roles
that a top executive must necessarily play, he describes what goes on under the twelve hats he dons
and doffs during the course of a normal day in a
large corporation.
Whether he is wearing the hat of the Skipper or
*Th e Twel v e H a ts at a Company President by Wil lard F. Rockwell, Jr., Prentice -Hall, Inc., Englewood Cliffs, N.J. 07832. $8.95.
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that of the Coach of Champions, Mr. Rockwell
believes in motivating his executives and managers
to produce at the top of their potential. This
means, according to his credo, giving young, aggressive managers their head and letting them make
their own mistakes. But it also means in the first
place that lie has to put on the hat or periwig of
the Lord Chief Justice to evaluate the potential of
line and staff executives.
Mr. Rockwell illustrates his points with examples
encountered in his own career. Many members will
recall similar incidents and people in their own
careers. A $350,000- a -vcar president, for instance,
thinks so much of his time that visits are precisely
timed and "the boss's barely perceptible glance at
his watch becomes more eloquent than a shouted
dismissal might be." This can be subtly damaging
to the psychological and creative atmosphere of a
corporation, points out Chairman Rockwell, who
says if a particular project is worth the president's
time at all, "it is worth as much of my time as is
required to get maximum yield out of the vein
that's being mined."
No profit possibility should be left unexplored,
according to Mr. Rockwell, wearing his Miner's
hat. He encourages new profit - making ideas from
his staff and is constantly on the lookout himself,
and lucrative deals do arise from a chance meeting
with a banker at a cocktail party or a conversation
MA N A G EM E N T ACCO UNTING /J ULY 1 9 7 1

with an inventor whose facile tongue convinced Mr.
Rockwell there were profit opportunities.
A corporate president almost certainly has to be
an outgoing person —a Super- Salesman, in fact. Few
presidents today are shy, retiring persons, the author
points out, and few got to the top office on the
basis of a single speciality alone. "In my view, the
manager who makes it to the top in the seventies
and eighties will not be a super- specialist; lie will
not be the manager with exposure to and expertise
in one limited area of business, and information
gaps in other areas that are like great empty barns
with the wind whistling through them. He will be
a cultured and well- rounded individual."
Student Rockwell suggests that a financial manager may be a wizard at finances "But wizard or not,
lie will be limited both as a manager and as a
person if his education is confined to financial aspects exclusively. He will be limited in working
with and dealing with people. He will be limited
in relating financial considerations to other aspects
of the business such as marketing, research, and
manufacturing. He will be limited in projecting
the desired corporate image. He will be limited in
generating the warmth and rapport that are so essential to the development of trust relationships

at high levels and the consummation of important
business deals."
Leadership involves many skills, not the least of
which is planning. Mr. Rockwell sets aside part of
his time just to do "blue sky" thinking. What's going to happen in the aerospace field in the next
ten years? NN'hat new products will people in the
underdeveloped countries need as their standard of
living rises? He concedes that key managers are
busy people. `But we do our best at North
American Rockwell to see that they are never too
busv to sit back from time to time to think and
dream."
Whether he is wearing the hat of the Impresario,
miraculously directing all the pieces of his conglomerate in harmonious and profitable operations
or wearing the hat of a Reporter and talking candidly to the press, Mr. Rockwell seems a dedicated,
highly intelligent businessman to whom "Business
is the greatest game I know." It's a fast -paced game
but the rewards are commensurate with the crushing responsibilities, says the man whose company
helped put the first man on the moon. His advice
will prove helpful to managers on the move —not
via rocket —but the step -by -step ascent in the
corporate hierarchy.

"Business is the
greatest game
1 know."

New Association Officers and Directors Elected
Members at the Annual International Conference
in Honolulu elected, in addition to President
Julius G. Underwood, 12 other international officers and 49 international directors. Elected as vice
presidents for 1971 -72 were L. Dean Carpenter,
Chicago; Harry W. Cherry, Wimington; Frank E.
Doeler, Indianapolis; William J. Fox, Hartford;
Charles R. Knutson, Saginaw Valley; Charles W.
Lamden, New York; Clarence Langer, Miami;
Raymond A. Rehfeld, Alameda County- South;
David F. Robertson, Dallas; A. T. Samuelson,
Washington; Emil Scharff, San Diego, and Paul
C. Smith, South Jersey.
Clemens A. Erdahl, New York, was re- elected
Treasurer of the Association.
Elected as international directors to serve a
two -year term, 1971 -73, were Robert L. Bailey,
Buffalo; Jorge E. Blay, Miami; David L. Bodenhamer, Piedmont; Perry K. Bushnell, Washington
Tri- Cities; P. Lowell Chapman, Saginaw Valley;
Maitland L. Clark, South Central Indiana, G.
Ray Crim, Jr., Indiana East; Thomas J. Cullen,
San Gabriel Valley; Charles F. Dismukes, Mobile;
John W. Dunning, Canton; Miss Jeanne F.
Etienne, Cincinnati; Earl F. Evans, Muscle Shoals;
Nicholas M. Fazzini, Valley Forge; Rufus J.

Ferrara, Albany; Kirtland Flynn, Jr., Charlotte;
Michael P. Granieri, Akron, and Jack K. Haraway,
Denver.
Also: James P. Henry, Indianapolis; Julian G.
Hoffmann, St. Louis; John W. James, Orange
County; Gardner M. Jones, Lansing - Jackson; John
N. Jordin, Lancaster, Richard M. Kaufman, El
Paso; Donald G. Kern, Western Carolinas; Fred
J. Kolbe, Jersey City - Hudson; Carl M. Koontz,
Knoxville; Edward J. Kral, Detroit; James H.
Lawrence, Providence; C. Evans Lawton, New
York; Theodore G. Lieb, Philadelphia; Warren E.
Long, Trenton; Edwin M. Manktelow, Elmira
Area, and William J. McHugh, Westchester.
Also: James D. McMenamin, Essex County;
Edward B. McNally, Joplin Tri- State; John H.
McNeil, Mid - Florida; William F. Nichols, Peninsula -Palo Alto; Gerald G. Parkinson, Phoenix;
Arthur A. Rautio, Hartford, John A. Ritzenthaler,
Rochester; Edward W . Rodgers, Dayton; Eric
Roth, Cape Canaveral; Julius C. St. Amant, New
Orleans; John F. Scanlon, San Diego; John W.
Towns, Jr., Butler Area; Edgar D. Weiler, Milwaukee; Jerry D. Willis, Austin Area; Robert L.
Woolheater, Palos Verdes - Torrance, and Vernon
E. Zumhagen, Rockford.

Notice
Membership dues for 1971 -72 are due on July 1,
1971. T o ensure uninterrupted NAA services, payment should be made uromntly.
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President Underwood
Continued from page 12
success has also brought about such complex systems
of taxation and government restrictions that today
the services of the accounting profession are mandatorv."
His knowledge of taxes and cost accounting has
given the management accountant a strong voice
in management. His advice on use of the corporate resources has a great impact on the decisions
about the management of those resources.
But over and above his corporate functions, the
accountant should be more active in the community. "We have a responsibility to explain to the
public what causes inflation," Mr. Underwood asserts. He believes that accountants, because of their
training and experience, should help to convey to the
layman as to why inflation occurs, why the currenev
is debased and what effect labor costs will have on
the consumer's pocketbook. In referring to the latter, he said, "Business will pay as long as it can but
eventually the consumer must pay for increased
prices not offset by productivity increases."
The average consumer is unaware of how inflation comes about but the accountant who deals
with costs firsthand knows the hard facts of economic life and should speak out. The Association
also has a responsibility: "We should address some
of our programs to the general public. We should
take a more active role in speaking out on economic
and financial matters."
A Half Mile a Day
As president of Harsco Corporation, whose 1970
sales were over a quarter of a billion dollars, Mr. Underwood leads the life of a typical hard - working top
executive. From his headquarters in Camp Hill, Pa.
(Harrisburg), he manages an international organi-

zation with plants in 35 states and every major continent.
Worn briefcase in hand, he flies around the
country and abroad, visiting the corporation's divisions several times a year. Often lunch consists of
a sandwich in the Harsco office with the Wall
Street Journal spread out before him. While other
people are out playing golf on the weekend, he
is likely to be in the office working on a current
project.
When he does get a chance to unwind, he may
be found in his own pool or at the YMCA pool
( "I still like to swim a half mile a day. "), or
fishing in the creek on his property. He also likes
to shoot a little pool, and displays his original
NAA membership certificate, signed by the NAA
secretary Stuart C. McLeod in 1936, on the wall
of the poolroom in his home.
An articulate, gregarious man, he is known to
his friends as "Jewel." An active booster of his
community and state, he is a member of the
Pennsylvania and Harrisburg Chambers of Commerce and also a member of Chamber of Commerce of the U.S. He is a member of other civic,
community and professional organizations. He also
finds time to devote efforts to the teaching of the
free enterprise system to students as a director on
the board of the Americans for the Competitive
Enterprise System, Inc. (ACES) .
President Underwood has three children, all of
whom now have families. His second wife, Helen,
often accompanies him on business trips. They both
have fond memories of Hawaii where they spent
their honeymoon in 1965.
For President Underwood, 1971 -72 is likely to
be a very busy year, but he welcomes new responsibilities. And NAA members who know and
respect his leadership abilities welcome his election
to the presidency.

Hoffman Elected President of McLeod Society

awh, 21

Donald G. Hoffman, Mohawk Valley, has been
elected president of the Stuart Cameron McLeod
Society, the honorary organization of past international officers and directors of NAA.
Mr. Hoffman, who is vice president of finance,
International Heater Co. in Utica, N.Y., was an
NAA vice president in 1961 -62. He served three
terms as vice president of the Mohawk Valley
Chapter and was elected president, 1956 -57. As
D. G. HOFFMAN international director of NAA, 1957 -58, and 195961, he served on a number of committees. He has
also contributed to the NAA Bulletin (now NIAN-

Nui

AGEMENT AC C O UN TIN G) .

Members of the Stuart Cameron McLeod Society at the Honolulu annual meeting also elected
Robert J. Enersen, Florida We s t Central, and
Doren E. Vest, Washington, as vice presidents.
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S. Alden Pendleton, Pittsburgh, was elected Sec retarv, and Earl A. Matheney, Charlotte, Treasurer.
Russell W. Hardy, national controller of NAA,

was re- elected assistant secretary- treasurer.
Six members were elected governors of the
organization for a term of two years expiring June
1973. They are William J. Berglund, Oakland
County; Willie E. Fergusson, Columbia; Robert
J. Hinz, North Alabama; William A. Reville,
Bangor - Waterville; Jack W. Robinson, Tulsa, and
Carl J. Strobel, Rochester.
Those governors elected last year whose terms
expire in June 1972 are Paul W. Demarest, Omaha;
Charles H. Hawkins, Portland; Russell P. Jones,
Waterbury; Chris V. Kemendo, Jr., Tulsa; Stanlev
A. Pressler, Indianapolis, and Alexander R. St.
Bernard, Cleveland.
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Chapter /Member News

Roger A. Bartosh holds charter for new West Los Angeles Chapter presented
by International Vice President Wade B. Salisbury (right). Executive Director
William M. Young, Jr., is at left.

to provide channels of communication
among member societies, provide channels of communication between the academic community and member societies,
and to promote the public image of the
member societies. As one of its first acts,
the Council developed a logo and published a program and roster book, listing
the scheduled meetings of all the member societies. The booklet also includes
names and telephone numbers of members in each society who can give information on its meetings.
A joint meeting of all BPEC member
societies is planned for March 1972. In
addition to the NAA chapter, the other
members of the Council are the American Society of Women Accountants,
N.Y. State Institute of CPA's, Central
N.Y. Chapter of Bank Administration
Institute, Institute of Internal Auditors,
Planning Executives Institute, Tax Executives Institute, Data Processing Management Assn., Association of Svstems
Management and the Financial Executives Institute.
Emeritus Life Associates
HAROLD S. ALEXANDER, Austin.
VINCENT D. AMODEO, Mid- Hudson past

president.
JOHN C. BASHAW, Wheeling.
EARL E. BENNETT, Mid - Hudson past

president.
DANIEL E. BENTLEY, West Bergen -Pas-

saic County.
O. NEWELL BOLES, Los Angeles.
JOHN A. DUNLAP, Reading.
JAMES R. EVANS, Lancaster.
RICHARD L. EVANS, Phoenix past presi-

Abilene Area Chapter becomes the newest NAA unit in Texas as Past International
President Grant U. Meyers (right) presents charter to Dr. George Donnell, chairman of the organizing committee. John Weaver, first president of the new
chapter, is at center.
The Hundred Percent Club
Would you believe 39 years of perfect
attendance at chapter meetings? That's
the record Cecil D. Marshall of New
York Chapter has. Although he is retired, Mr. Marshall, past president of the
chapter, still attends meetings. Past President Ed Kester of Dayton Chapter runs
a good second in perfect attendance at
chapter meetings: 33 years. Can you
match these records?
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10 New York Societies
Establish Joint Council
Ten Central New York business and professional societies have established a joint
council designed to further the mutual
aims of the individual organizations involved. Organized about a year ago, the
Business and Professional Education
Council of Central New York includes
the Syracuse Chapter of NAA.
The objectives of the Council are

dent; Scottsdale Area.
THOMAS P. FLEMING, Chicago past president; Stuart Cameron McLeod Society.
KENNETH W . HILL, Des Moines past
president.
JAMES P. MANESS, Portland past president.
THOMAS R. MARTIN, Waterbury.
CLIFFORD J. MASON, Member -at- Large,
England.
CLAUDE C. MENGER, San Antonio.
RONALD OLNEY, Los Angeles.
DAVID A. OLSON, Calumet past president; Stuart Cameron McLeod Society.
GORDON A. PARENT, Milwaukee.
ORVAL A. REDHAIR, Pittsburgh past
president; Stuart Cameron McLeod Society.
OLIVER C. WILSON, Chattahoochee
Valley.
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NOW!"SQUARERING"
ACCODATARINGBINDERFORBURSTFORMSONLY

EDG AR P . W O R K M A N , Sy ra cu se .

North American Rockwell's T & A Div.

C H A R L E S BREII IGARTNER,
GEORGE R . BYN UM,

New York.
Southwest Los An-

geles.
ALVAN L . C O E ,

Pomona Valley.
Pittsburgh.
W I L L I A M A . C R U C s , Akron.
F R E D D . D E N T O N , Niagara.
THO MAS
W. D O B B I N S , S a n Fernando
Valley past president; Stuart Cameron
McLeod Society.
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Elmira Area, was recently elected a vice president of Diagnostic Research, Inc.
T H O M A S F E E N E Y , Erie, was appointed
controller of Modem Industries.
R ONALD J . CARLSON,

Fox River Valley,
was promoted to secretan' and controller
of All -Steel Equipment.
LES TER H Y D E ,

t•r:at

Promotions and New Positions

Designed for executive presentation and offers. Uniquely designed square ring allows
the cover to fold away and the sheets lie flatter than ever before. Profile is unbelievably
low -13/a" ring capacity holds approximately
750 sheets. High strength steel "square rings"
provide unparalleled ease of referral. Cover is
made of .035 gauge Accohide. Available in
blue only. Size 11" x 147/e ". Other sizes available�—write�for�our�complete�catalog�by�checking box in the coupon below.
N0.
8POP9207

JOHN J. D U N P H Y ,

12 @
$3.10

ALSO AVAILABLE TO E.D.P. USERS:
•�Pressboard Prong Binders
•�Polyolefin�Plastic�Binders
•�Atlas�Clamp�Binders
•�Bing�-Speed�Binders
•�Reference�Stand
•�Data�Station
•�Computer�Print�-Out�File
•�Data�Processing�Labels�and�Ribbons
•�Oiled�Perforator�Tape

A. L. M AX S O N , Atlanta, was recently
named fiscal vice president, Southern
Airways.
WILLIAM G .
MCDOWE L L , J R . , Birmingham, is the new controller of Bagby Elevator and Electric.
L E O N A R D M A U R O , B o i s e , has been appointed comptroller of International Recreation

Corp.

. . . GARY MICHAEL was

named controller of Albertson's, Inc....
R O B E R T D. MILLER has been named
general manager of Idapart, Inc.

Grand Ra pids, was promoted to treasurer of Wolverine World
Wide, Inc.
RI CHARD A . HI N E S,

Hartford, has been
named controller, Leesona Corp.
C L I F T O N B . A L L E N , Louisville, was promoted to vice president and auditor at
Th e Ke n tu ck y T ru s t Co.. . . ARVIN J .
LANGE has been named controller, Fisher
Packing Co.
PABLO

RO D R IG UEZ,

Mayaguez,

was

re-

cently appointed controller /administrator, Star -Kist Caribe, Inc.
JAMES G. NELSON,

SHELDON

W EB STE R ,

Buffalo,

was

ap-

pointed director of purchasing for the
Manufacturers and Traders Trust Co.
R O B E R T J . W E S T E R K A M P , C i n c i n n a t i , is

PLUS 1,001 OTHER ITEMS

now corporate controller with Carlisle
Corp.
L. D.

BAK ER,

Columbus, has been promot e d t o con tr ol le r at Gre i f Br os. . . .
PETE L. CISTONE has been appointed assistant treasurer for the Lattimer- Stevens
C o . . . . G A R Y NV. LOOKER was elected

80 PAGES, 81/2' x 11"

assistant treasurer of Nationwide Development Co.

Member -at- Large, has
been elected assistant treasurer of the
Progressive Farmer Co.
ROBERT H . SOMMER,

Member -at- Large,
has been elected treasurer of the Thomas
Y. Crowell Co., a subsidiary of Dun &
Bradstreet, Inc.
R I C H A R D E . C H R I S T E N S E N , Milwaukee,
has been appointed vice president - finance
at Colt Industries Pump Division.

JA M E S

O . C o x , Mi n n e a p o li s, ha s b e e n

elected treasurer of Northern States Powe r CO. . . . W I L L I A M J . D A L Y , has been
named vice president and controller,
S c h a p e r M f g . . . . GORDON C. ORSEN was

elected vice president of IDS Leasing
Corp.
N I C K A . IA CO UNE, JR.,

New Haven, was
appointed treasurer, The Cott Corp.

t
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FREE COPY
TODAY!

RO BER T J. S KR O BOLA ,

MAXSON
Atlanta

COX
Minneapolis
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ALBE RT P . BE U s -r , Dayton, has been
named assistant controller for Automation and Measurement— division of
Bendix Corp.... DON DUNNINGTON was
named vice president and controller,
Premier C o r p . . . . F R E D E . H O R N A D A Y ,
JR., has been promoted to controller of
Monarch Marking Systems.
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New Yo rk , wa s a p-

pointed comptroller for the headquarters division, Abex Corp.

K.

MEADOWS,

Des

Moines, is
now controller of Delavan Mfg. Co.

A R TH UR R O N A N ,

Detroit, was named vice
president and general parts manager of

M.' ROMANO, New York, has
been promoted to officer -in- charge of the
Internal Adult Service of the United Nations.
ANDRE

DAVID

NELSON,

Nort hern

Wisconsin,

has been named executive vice president- treasurer of Post C o r p . . . . C A R L
TREML is now controller at Appleton
Machine Co.
RAY B. MOORE,

North Texas, has been
appointed regional manager of business
in Chicago for the central region of The
American Appraisal Co.
H E N R Y L . LA BUS,

Oakland County past
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Time Off
When Everybody Works for
The Government
Sixty -five years after 1984 everyone
will be on the public payroll, according to the fanciful projection of the
Morgan Guaranty Trust Co. Extrapolat ing from Prof . C. Nor t h cot e
Parkinson's famous " law ": "Civil service expands by an inexorable rule of
growth, irrespective of the work (if
any) which has to be done," the company concluded that the year when
everyone would be working for some
level of government is 2049. It pointed out in support of its thesis that the
labor force is growing at a rate 1.75
percent a year, while government employment, excluding the armed services, has been increasing at a rate of
4.2 percent a year. At that rate the
public payroll would absorb the labor
force some years ahead of the same
development in Britain. In his book,
"The Law of Delay, " Prof. Parkinson
figured everyone in Britain would be
working for Her Majesty's government by 2195.

president, has been elected president of
Henry Labus Personnel, Inc.
RI C HM O N D R . ROBE RT S, Piedmont, has
been named treasurer at Hanes Corp. He
is also vice president of finance.
T.

CL Y D E

BRO OM E ,

Raleigh- Durham,
has been promoted to controller for Gerald Div., U.S. Steel Industries . . . .
MI C H A EL E. HO LM S TR O M w as p r o m o te d

to Business Relations Director, General
Telephone Co. in Durham.
HAROLD L . ALBR E CHT,

Richmond, has
been elected controller, Reynolds Metals

C O . . . . W I L L I A M S . H E A T H , JR ., w a s

named controller, James River Paper Co.
J.

RAYAIOND T YT LE R, Rochester, was recently promoted to executive vice president-operations at the Security Trust Co.
of Rochester.

Keep an updated
appraisal handy. In case of
fire, it could keep you
in business. And get you
a fast, fair settlement.
Write for "Settling Losses
Before They Occur"
Marshall and Stevens
Incorporated, Dept. A2,
1645 Beverly Blvd.,
Los Angeles, Calif. 90026.

appraisals by
Marshall and Stevens

■�
� ■
■
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Pr of es si o na l ap p ra is al se rvic e
to b u si n es s a n d g ove rn m en t
thr ou gh fu lly s la tte d off ic es
In p ri nc ip al c it ie s.
A U NI O NAM E R I C A c - 1 - 1

Organization Service
D. E. EDMONDS, Member -at- Large, England, was elected vice president of the
Engineering Industries Assn., London.

T. E. HE Y W O O D , Member -at- Large, England, was recently honored by the British Operational Research Society and
named a Category `B' member for having
"significantly contributed" to operational
research for at least four years.
In Mem o r ia m
R O Y H . ANDERSEN, 6 2 ,

Delaware, 1963.
55, Richmond,

1950.
W .

L.

B A UM A N,

70, St. Louis, 1948.
Emeritus Life Associate.
HERBERT

L.

BR O YLE S ,

37,

St.

Lo u is,

1964.
HE R B E R T M . COH E N, 4 2 ,

Albany, 1957.
54, Reading, 1943.
CO LL I N S, 5 9 , Milwaukee,

BR U C E R . C O L E M A N,
CL I F F O R D E .
CARTER
W orc e s ter

D IN G L E
W or c es ter

was recently named president of Universal
Management Services Co.

goose.

was recently elected vice president, and
JOHN I. OL SO N , treasurer.

M I L T O N L . BARNES, JR.,

C H A R L E S E . BI S C H O F , S t . L o u i s ,

How not
to cook your
corporate

cester Pressed Steel Co. and its associated
companies. . . . Two members have been
named at Norton C O . JOHN F . D I N GL E

D ON ALD A . N O L AN , San Francisco, has
been elected treasurer of the George

Lithograph Co., AGS Graphics & Systems, Inc.
RICHARD

L. ROBBINS, Seattle, has been
elected treasurer of Explosives Corp. of
America.
HE N R Y CL ARK,

South Jersey,has been appointed vice president and controller,
The Clarke Corp.

1964.
JAME S P . D O Y LE , 5 0 ,

Tri- Cities, 1949.
Sangamon
Valley, 1943. Emeritus Life Associate.
GOR D ON R . E SHE LM AN , 8 4 ,

T H O M A S C . GRAT T A,

24, Union County,

1969.
ALFON S J . H A L L ,

75, New York, 1947.
Emeritus Life Associate.
JOHN H. HAY E S, 79, Baltimore, 1930.
Emeritus Life Associate.
CHARLES W .

K N A P P , JR., 6 7

, Hartford

past president, 1967.
C . K O P E L C H E C K , 66, Baltimore, 1942. Emeritus Life Associate.
MICHAEL

ED WARD

M.

M C L A U GH L I N,

55,

Fort

Worth, 1951.
ROB E RT W . OBE N HOU SE, 4 9 ,

Chicago,

ROBERT

1959.

at Security Storage Company of Washington.

bus, 1946. Emeritus Life Associate.
GE O RG E P H I L L I P S, 65,
Springfield, 1960.
ROWLAND B. SCOTT, 65, Pittsburgh,
1952.

A. GUBISCH, Washington, was
promoted to treasurer, and MILLARD D.
TAYLOR has been promoted to controller

CHAR LES E . HEC KMAN,

Waukesha Area,
was named division controller, Trent
Tube Div., Colt Industries.
JAMES P . HUGH ES ,

We st Bergen - Passaic
County, was appointed controller, AgfaGevaert, Inc.
Westchester, was promoted to vice president, Kohner Bros.,
Inc., subsidiary of General Foods Corp.

JACK J . W O O L F ,

M A Y N A R D F . C A R T E R , past international
vice president from Worcester, has been
elected president and treasurer of Wor-

WI LLI AM

SHERMAN

H.

C .

PATTERSON, 7 0 , C o l u m -

WA G E L E Y,

Detroit,

80,

1943. Emeritus Life Associate.
LAWR ENC E W .

W AL TER , 50,

San Fran-

cisco, 1963.
OTTO

F.

`VEIN ER T,

JR.,

60,

Hudson

County - Jersey City, 1960.

William D. Pitkin
Wil li am D. Pitkin, 44, a nominee for
International Director, 1971-73, from
Lake Erie Central, died May 8, 1971.
Mr. Pitkin was a past president of the
Toledo Chapter.
MANAGEMENT ACCOUNTING /JULY 1971

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

Donald R. Morrison, CPA,
P r e s i d e n t of IAS , s a ys :

"If you don't pass your CPA examination after
our CPA Coaching Course, we'll coach you
without additional cost until you do!"
A

"If any IAS CPA COACHING COURSE enrollee
fails to pass the CPA examination in any state
after meeting all the legal requirements of the
state as to residence, experience, preliminary edu.
cation, etc., IAS will CONTINUE COACHING
WITHOUT ADDITIONAL COST unt il t he en.
rollee is successful."

You may be eligible for GI Bill benefits.
If you qualify, you may be eligible for GI Bill benefits. You
may start the IAS CPA Coaching Course, or the full IAS
accounting curriculum any time you please — there are no
classes, no fixed enrollment periods. So you can make maximum use of the time available, starting as soon as you enroll
and continuing right up to the examination dates.

Send today for free report
To get the complete story on how you (or some member
of your staff) can benefit from the proven IAS CPA Coaching Course, just fill out and mail the coupon below. No
obligation.
r
- a-l -Accou
- - -nt-a nt-s -Socie
- -t y,
- In c.- - - - - I - -In t-er-n at- i on
I A Home Study School Since 1903
a

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

I

I

4F1 -217

Please send me your new report on the IAS CPA Coaching
Course. I understand there is no obligation.
I

The IAS CPA Coaching Course is designed for busy accountants. You train at home in your spare time, at your own
pace. Most important, every lesson is examined and graded
by one of our faculty of CPA's, who knows exactly the problems you'll face in your CPA examination.
If you need refresher training in certain areas, IAS will
supply, at no extra cost, up to 30 additional elective assignments, complete with model answers, for brush up study.

209 W. Jackson Blvd.
Chicago, Illinois 60606
Att: Director of CPA Coaching

I

Name.................................................................. ...............................
Address.............................................................. ...............................
City_ .........

...........

., ...... ..........................

tit at e................................. ................................Zip...........................
I
I
I

I
I

Employedby ..................................................... ...............................
Approved for Veterans Training.
Check here if entitled to GI Bill benefits.
Accredited Member, National Home Study Council.
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Our completely revised 21st Annual
Prevailing Salary Survey, 1971
V'- ' MOST COMPREHENSIVE
MOST AUTHORITATIVE
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.

PREVAILING
NG
LNG
SALARIES
L i l l

1971

0

R O S E -R T N M L F
PERSONNEL
AT L ANT A
235 Peachtree St., N.E.
14041 688 -2300

DENVER
1612 Court Place
(303) 244 -2925

BAL TI MORE
Th e Q u ad r an g l e – C r o ss Ke y .
(301)323.7770

BOSTON
140 Faderel St.
(617) 423 -6440
CHARL OTTE
907 Bau gh B u i l d i n g
(704)

3335173

AGENCIES

DETROI T
140

MI L W AUKEE

PORT L ANO, O RE.

Th e C l e r k B l d g .
(414) 27 1 9 3 8 0

610 S. W . Ald er S t .
(503) 2229776

MI NNEAPOL I S
822 Marque tte Aw.

H o n e y w e l l C e n te r , S o u t h f i e l d
(313) 354. 1535

( 6 12 ) 3 36 - 8 63 6

GARDEN CITY, N. V.

NEW ARK
1180 Raymond Blvd,
12011 623 3661
NEW YORK
330 M a d i s o n Ave .

58 5 Ste wa r t A —

(516) 248 -1234
HAR TF O RD
75 Pe ar l S t.
( 2 0 3) 27 8 - 7 17 0

(212)

9 8 6 13 0 0

PROVI DENCE
76 Westminster St.
(401) 274 -8700
ROCHESTER
One Marina Midland Ple
(716) 546 -3020
ST. L OUIS
10 15 L o c u a St.
(314)2310114

CHI CAGO

HOUSTON

ORANGE, CAL .

SAN FRANCI SCO

3 3 3 N. Mi c h i g a n A ( 3 1 2 ) 78 2 6 9 3 0

12 0 0 C e nt r e ) N . 1 1 . B a nk B l d g .
( 7 13 ) 2 28 - 0 05 6

5 0 0 S o u th Ma i n
(714) 8 3 5 41 0 3

111 Pi na St .
( 415) 434- 1900

CI NCI NNATI
606 Terrace Hilton
,5 13) 6217711

I NDI ANAPOL I S
9 North Illinoi s St.
(317) 636 -5441
KANSAS CI TY

PHI L AD EL PHI A
2 Penn Center Plaza

6 7 5 No r t h F i n d S t .

( 2 15 ) 6 68 - 4 58 0

(400) 293 -9040

PHOENI X

STAMF ORD, CONN.

CL E VEL AND
13 6 7 E . 5 t h S t .
( 216) 621 - 0670

12 7 W es t 1 0 th S t .
( 8 1 6 ) 4 7 44 5 8 3

MEMPHIS
12 S . M ei n St .
( 9 01 1 5 27 7 32 4

DAL L AS

LOS ANGELES

MI AM I

1 1 7 0 He r t f o r d B ld g .
( 21 4) 7 42 - 91 71

36 0 0 W i l s hi r e Bl vd .
( 213) 381 7974

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

1517 Del W ebb T— H. —
( 6 02 ) 2 79 - 1 68 8

PI TTSBURGH
Ga t e wa y T o w e n
( 412) 4 7 1 5 9 4 6

SAN JOSE

111 Pr oap c t St.
( 2 03 ) 3 25 - 4 15 8

W ASHINGTON, D. C.
7 3 1 6 W i s c o n s i n A w. N. W .
( 3 0 1) 65 4 - 1 85 0

