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PRESIDENT'S PERSPECTIVE

The Challenge
Of Consumerism
The voice of "Consumerism" is heard in our land. It is an
�

insistent, sometimes hysterical, voice that gains power through
amplificat ion in the media. It is a sound which cannot be
ignored by us in industry because some extremists are
demanding addit ional controls on business to prevent what
they predict will be economic and ecological destruction.
We cannot afford t o ignore reasonable crit icisms concerning
products, product safety and marketing methods. Businessmen
are in business to make a profit by satisfying their customers'

needs, and one is foolish, indeed, to neglect the legitimate
concerns of consumers. That sort of behavior leads to bankruptcy
—an elementary fact that consumerists tend to forget.
As to business being forced into a role of actively promoting
social change in a deliberate fashion, such a policy could
open a Pandora's Box of troubles for business and the
country. One of the ways business creates social change
indirectly is through its products for better living, but its purpose
in�a�free�enterprise�is�—for�the�most�part�—�simply�that,
business. Consumers ultimately determine what products and
what services will be produced.
Some consumer crusaders are, in effect , advocating a
complete change in our free enterprise system. We must
frust rate t his onslaught by presenting t he facts about t he
response of business to consumer needs.
We management account ants are in an excellent posit ion t o
explain t he advant ages of a free enterprise system as opposed
to one of endless government control. We can put our
knowledge and experience to work helping to dispel some
of t he myths and half- truths that have been published.
We can help acquaint Americans with t he realization t hat if
free enterprise disappears, their personal freedom disappears
with it. That's the real challenge.
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J. G. UNDERWOOD
President, 1971 -72
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INVESTMENT DECISION - MAKING:
CONVENTIONAL METHODS VS. GAME THEORY
By Paul W. Parkison
Various methods of making investment decisions are discussed with the proposal
that "game theory" may offer some interesting possibilities.
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AIR POLLUTION: A CASE STUDY
By Alvah W . Bearse
The advantages and disadvantages, both physical and costwise, of two systems for
cleaning up one form of air pollution are discussed here.
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MANAGEMENT - TECHNICIAN DICHOTOMY
By H. Warren White
A dichotomy of interests is claimed to exist between management and computer
technicians. In this article, the author explores those interests, why they come
about, and offers a solution to help unify those interests.
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MANAGING THE COMPANY'S CASH
By Richard L. Bowers
This article suggests ideas and describes methods which can be incorporated into
the daily routine of even the smallest business for the profitable utilization
of the company's cash.
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CREDIT INFORMATION: A MANAGEMENT TOOL
By Cort M. Johns
Credit is widely used and accepted as a beneficial business and consumer function.
The factors surrounding the development of consumer data used to maintain
credit records are the subject of this article.
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BANKING THE 'ZERO' WAY
By C. Roger Andrews
The "zero" banking system described in this article can help a multi - divisional
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SERVICE BUREAUS AND THE BOOKKEEPING FUNCTION
By Robert J. Murphy
The author compares the advantages of using service bureaus for some of the
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An IAS accounting training program
is almost as individual and personal
as your own eyeglasses
Individual and personal attention, focused on
your s pecifi c need s and ambiti ons is one r eason

After you complete basi cs of general accounting principles, you select electives which are

wh y I AS t r a i n i n g i s c o n c e d e d t o b e t h e b e st h o m e -

tailored for your needs and coincide with your

study accounting instruction available anywhere.

career ambitions, both short ra nge and long
term. The electives cur ren tly offered a r e :

Another is the IAS learn -by -doing teaching
technique. Un de r the guidance of the facu lty,
all of whom a r e CP A's , you learn by doing
wh a t an accou nta nt does in actual practice.
Non - essential stu dy is eliminated. You receive
personal attention from your IAS instructor
ever y s te p of t he wa y . .. move al on g a s r ap i dl y
or l e i s u re l y a s you r t i me p e r mi t s .
Te st imon y* t o th e re cogn it ion of IAS i s typi fied by a re cen t q u ot a ti on fr om an article on
home s t udy i n a l eadi ng nat i onal maga zi ne:
"Co urs es from the Interna tional Accoun tants
Society in Chicago are so good that over six
hund red and fifty corporations use t h em for
tr a in in g the ir em p lo ye e s ."
*reprints available on request

Basic Auditing

Business Statistics

Public Auditing

Management Control

Internal Auditing

Economics

Basic Cost Accounting

Office Management

Advanced Cost Accounting

Accounting Law

Corporation Accounting

Federal Income Tax

Corporation Finance

CPA Coaching

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

❑ S

Internat ional Accountants Soc iet y, Inc.
209 W . Jackson Boulevard
Chicago, III. 60606

I
I

❑

Please send me your 24 -page report
on IAS courses

❑

Check here if eligible for GI Bill benefits

I

4FI-218
I

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

TO THE EDITOR

Master the Use of the Black Box
Richard A. Elnicki gives us an excellent review of the
development of management accounting in his article,
"The Genesis of Management Accounting" (April, 1971).
By touching only on the major turning points he covers
some fifty years of a constantly changing art in a very
limited space. He accomplishes this by a discussion of
pricing policy, the return on investment principle and the
establishment of cost systems. After developing the principles of "full costing" and "direct costing" and their
basis on external and internal reporting requirements, he
concludes that any question as to the best system is irrelevant because now the computer can produce simultaneous
reports based on various accounting systems. All management needs to do now is master the use of the Black Box.
This conclusion belies the title of Professor Elnicki's
article. While the dictionary defines genesis as the coming
into being of something, it also signifies the beginning.
Management Accounting has come a long way in developing accounting systems and a multiplicity of reports both
internal and external. The Black Box, while capable of
creating even more and timelier reports, only accentuates
the failure of management accounting to communicate information to the user.
Karl H. Silex, Partner
Wooden 6 Benson, CPA's
Baltimore, Md.

Work Done Fills A Void
The draft on concepts for cost -type contracts presented
by the Committee on Management Accounting Practices
and its Subcommittee on Basic Cost Concepts has entered
into an area where there is a clear need for the development of basic concepts for the measurement of resources
expended during the performance of contracts. To date no
conceptual theory exists, although much has been said in
recent months about developing standard cost systems,
accounts, etc., especially in connection with governmental
activities. However, all the rules, guidelines, and specific
contractual agreements will never be able to cover every
eventuality.
Differences of opinion in contract negotiations arise
in manv instances after the costs have been incurred and
the work performed. This is especially true in the area of
government contracts and grant awards where the costs
reported are later subject to audit. Subsequent justification of costs is much more difficult than initially recording
or reporting these costs by the application of procedures
which are based on generally recognized concepts. Such
guidelines will not eliminate differences of opinion, but
should establish a frame of reference by which to determine whether proper costing methods were or will be
employed. I would like to have seen a more positive approach taken, such as the development of a set of concepts

by which to evaluate the propriety of costs charged to a
cost -type contract and not merely a test to be applied when
differences of opinion occur.
Although the draft presented has considerable merit, I
believe that its intended application is far too limited. As
mentioned in the preface and statement itself, the concepts
established probably could be utilized more widely than the
single area detailed. I would like to see this draft broadened
to cover also the managerial and accounting philosophy
surrounding cost determination in cost -type contracts. By
taking a more general approach these concepts could serve
a multitude of purposes instead of being limited in scope.
There is no doubt that the work done fills a void. I would,
however, encourage that what has been begun be continued and that it be greatly expanded in scope.
H. Robert Nagel, CPA
Cockeysville, Md.

A Thorough and Effective Approach
The article, "Direct Costing the Company's Aircraft,"
by Earl A. Rambow in the April 1971 issue presents a
thorough and effective approach toward accumulating
meaningful accounting and statistical data for aircraft
operations.
I cannot help but wonder, however, if the practice of
charging operating units full commercial charter rates for
aircraft use results in something less than optimum utilization of the equipment. By optimum utilization, I mean
operating the aircraft in those instances in which it results
in significant time savings as compared to other forms of
transportation and /or operates at a cost per passenger mile
less than that of similar charter aircraft. Charter rates are
expensive, due in part to the more exacting equipment and
pilot standards required of charter operations, high insurance rates, possible large bad debt expenses, and uncertain
aircraft utilization. Charging such rates to a using operation could discourage utilization to the point that other
forms of transportation are used even though the company aircraft might provide better time utility and result
in over -all corporate savings.
Perhaps a better approach might be to pass along cost
savings resulting from company ownership versus charter,
if such savings are achieved through adequate utilization.
Even a policy which recoups direct variable cost plus some
fixed cost seems preferable to under - utilization. Charter rates
could still be used to determine break -even point and profit
or loss on the total operation.
I have seen instances in a multi- division corporation in
which corporate facilities were sometimes not utilized because of accounting techniques which resulted in greater
costs than comparable outside services with no corresponding improvement in quality. It is sometimes difficult for a
manager who is held responsible for his department expenses to think of the over -all corporate benefit. If man Continued on page 8
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LETTERS to the editor
Continued from page 6
agement has decided that a product or service is desirable
from the over -all company standpoint, it is our job as
management accountants to use accounting techniques
which result in optimum utilization.
James T. McGowen
Division Controller
Unitron Division of Electric
Machinery Mfg. Company
Garland, Texas

This Direct Costing System
Is Subject to Debate
In the April 1971 issue Of MANAGEMENT ACCOUNTING
you published an article titled "Direct Costing the Company's Aircraft" by Mr. E. A. Rambow. The article, as it is
written, is interesting and written so that it is easily read.
However, to say that the system, as described, is a direct
costing application is subject to debate. While Mr. Ram bow has discussed many of the problems and solutions in
accounting for the company's aircraft, he has not explained
how the direct costing approach was employed in solving
such problems. Also, the operating expense portion of the
Chart of accounts is too narrowly defined to permit the
proper control over expense through responsibility accounting.
One of the prime factors in installing a direct costing
system is the assignment of cost by responsibility. The
Chart of accounts should be so designed as to indicate the
responsibility as well as the nature of the cost and all
costs, both variable and fixed, should be charged to the
responsible segment.
It is also obvious from the Exhibit 1, Break -Even Chart,
that there is sufficient information available to develop a
direct costing system on a per plane or plane class basis.
Thus, revenues and expenses, as well as profits and losses,
would be more meaningful and more easily controlled. I
believe that there is considerably more depth to Mr.
Rambow's cost system than this article indicates.
Willard Cox
Chief Accountant
Oil City Iron Works
Corsicana, Tex.

Avenues Should Be Opened
I read with great interest and appreciation the article
captioned "The Case Against International Uniformity,"
by Mr. Irving L. Fantl in the May 1971 issue of MANAGEMENT ACCOUNTING. As Mr. Fantl explains, there is such
diversity in cultural backgrounds of ethnic groups in
different nations that the establishment of an internationally
uniform system of accounts and a standardization of accounting procedures would be highly difficult if not impossible to attain, and should not be relied upon as a
cure -all for the problems accruing from international accounting diversity.
Instead Mr. Fantl suggests that international account8

ants need to chart a new course. They need to shift their
emphasis from the prospect of a universal accounting system to one of developing a greater understanding of how
economic systems and accounting systems interact in general
as well as between individual countries and world areas. In
his article he outlines various basic and fundamental reasons
for the great diversity which emanates from the many cultural and social orders of the world. His plan of accounting
on an international scale seems to be a practical approach
and a very intelligent course to pursue, especially in view
of the great complexities involved. In my opinion avenues
should be opened with nations over the world in other fields
of endeavor as well embracing this same philosophy, which
no doubt would operate to enhance good relatidhs with
those countries on an even wider scale.
David D. McCoy, Owner
Adapto-Management Business Service
Abilene, Texas

We Cannot Wait ... for Harmony
In his article, "The Case Against International Uniformity," in the May 1971 issue Of MANAGEMENT ACCOUNTING, Irving L. Fantl discussed the desirability of an
international uniform system of accounts and the attendant
standardization of accounting procedures. He pointed out
the formidable barriers to such uniformity, particularly
noting that accounting exists in many nations and areas
of the world for quite different purposes than those for
which it exists in this country. He concludes that a solution is needed which reconciles the need for uniformity
encountered by multinational investors with the unique
needs of various nations or areas. Mr. Fantl finally points
out the need for an evaluation of accounting's role in
providing a favorable international economic climate and
suggests that any attempt at uniformity should be made
with equitv capital development as its foremost goal.
I believe that a primary goal other than uniformity (or a
uniform system of translation), regardless of its merits, only
tends to postpone the achievement of much - needed uniformity. The development thrust of the major corporations
of the world is toward extensive multinational operations.
Their need for uniform and accurate financial data for
analysis and public reporting is too pressing to be delayed
until the economists of the world agree on the economic
goals to which a uniform, world -wide accounting structure
should address itself and on how they would be achieved.
One needs only to look at the attempts of our own government to regulate the economy through adjustments in federal income tax rates, investment tax credits, depreciation
techniques, etc., to realize that we cannot wait for worldwide economic harmony to secure uniformitv.
W. P. Cochran
North Texas Chapter
Richardson, Texas

A Uniformity— Flexibility Balance
Mr. Irving L. Fantl's article, titled "The Case Against
International Uniformity" (May 1971), calling for leader Continued on page 48
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"We can go out today and
present our association to any
business executive or to any
man engaged in accounting
work with full confidence
that we are opening to him an
opportunity to improve his
individual equipment and to
serve more effectively the business with which he is connected
and the i
society of
which he forms a part:"
The late and beloved Stuart Cameron McLeod, NAA's
first Secretary, said this in his annual report of 1925.
It is just as true in 1971 — even more so.
Do some friend or colleague a favor today.
Sign him or her up as a member of NAA.

National Association of Accountants, 919 Third Avenue, New York, N.Y. 10022
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New Liberalized System of Depreciation Includes Some Innovations
Despite opposition from some quarters, the Treasury Department has adopted final regulations
placing in effect a liberalized system of depreciation for machinery, equipment and certain
other property. The rules provide for the creation of the Office of Industrial Economics in the
Internal Revenue Service to collect data from tax returns and other sources to update guideline
classes, guideline class lives, repair allowances, and other elements of the Asset Depreciation
Range (ADR) System from time to time. Studies by the Office on asset lives, repairs, replacement
practices, and technological changes will provide "for the first time comprehensive and systematic data on the useful lives of assets and the rate of obsolescence resulting from technological advances." The minimum and maximum of each asset depreciation range under the
ADR System is 20% below to 20% above the "guideline" lives presently in effect and as
amended from time to time.
Supply of Accounting Graduates Increasing Steadily
Demand for public accounting recruits declined sharply in 1970 -71 but by 1974 -75 public accounting firms expect to be hiring 1.3 times as many bachelor's graduates and 2.4 times as
many master's graduates as they averaged annually during the 1967 -68 to 1969 -70 period. These
are some of the facts elicited in a survey conducted by the American Institute of CPA's of the
supply of accounting graduates and the demand for them from public accounting firms. The
survey, which included a sample of 127 firms and 676 colleges and universities, concluded
that by 1974 -75 colleges and universities expect to be awarding 1.5 times as many bachelor's
degrees in accounting and 2.9 times as many master's degrees in accounting as they awarded
annually during the 1967 -68 to 1969 -70 period.
New Reporting Guidelines Proposed for Broker Dealers
New disclosure requirements in financial statements of stockbrokers as proposed in a guide
released for comment by the AlCPA would require disclosure of a brokerage firm's degree of
compliance with stock exchange regulations to maintain a minimum amount of capital. Another new provision in the 218 -page audit guide would call for disclosure of amounts of
subordinated borrowings and dates of expiration. The Institute is considering comments until
September 15, after which it expects to issue final guidelines.
Office Salary Survey Released
The 25th annual survey of office salaries covering 565,783 employees has been released by the
Administrative Management Society. The survey is useful to companies which want to compare
their rates with the rates being paid by other firms in the same industry. It is available for
$24.50 by nonmembers of AMS from the Administrative Management Society, Willow Grove,
Pa. 19090.
Lineback Elected DPMA 1971 -72 International President
Edward O. Lineback was elected international president of Data Processing Management Assn.
He is manager of the Division Computing Services 747 Program of Boeing Computer Services,
Inc., Boeing Co., Seattle, Wash.
Minicomputer Report Covers 93 Machines from 43 Manufacturers
A new report, All About Minicomputers, is said to be an up -to -date survey of the burgeoning
minicomputer field. The 32 -page report features 19 pages of comparison charts describing the
data formats, processing facilities, peripheral equipment, software, pricing, and availability status
on 93 computers that can be purchased for less than $50,000. It may be obtained at $10 a copy
from Datapro Research Corp., 2204 Walnut St., Philadelphia, Pa. 19103.
12
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INVESTMENT DECISION - MAKING:
CONVENTIONAL METHODS
VS. GAME THEORY
In Most Capital Budgeting Procedures, the Rest of the Forecast
Possibilities Are Excluded Once the Most Likely Forecast
Is Selected —Game Theory May Help to Remedy this Difficulty

By Paul W. Parkison
The branch of managerial economics that is concerned with the investment decisions of the firm
goes under the name of capital budgeting which
may be defined as the analytical process of determining the optimal investment of scarce capital
so as to realize the greatest profit from that investment. Conceptually, capital budgeting ranks
various investment proposals in descending order
according to their profitability. Usually, there are
two constraints for the selection of projects from
this list. First, there is a minimum desired rate of
return (average cost of capital for the firm) specified as a cut -off point to determine what projects
should be accepted or rejected. Second, there is
the constraint imposed by top management's decision as to the total amount of investment to be
made.
The Urgency or Postponability Method
Since management is originally hired to take
control of the stockholders' funds and maximize
their earning power, the planning and control of
capital expenditures is a basic management function. As a result, capital management in most companies deserves attention on a plane which is above
that devoted to day -to -day operations.
The most unsophisticated method of capital budgeting is the urgency method. Some authors refer
to this method as the postponability method. Under this method, new equipment and replacements
are purchased on the basis of how urgent they are
needed. An investment is not made if it can be
postponed until later.
MANAGEMENT ACCOUNTING/ SEPTEMBER 1971

It can readily be seen that postponability has
little merit as a measure of investment worth.
Economic considerations become secondary. This
method results in business keeping equipment far
longer than they should, since the equipment
would not be replaced until it became absolutely
necessary to do so.
The urgency method also fails to provide a
satisfactory yardstick by which to compare or rank
projects. A small business with only two or three
potential projects might be able to determine which
one is the "most necessary." However, a large,
nitilti- division business would have no accurate
method by which to compare mail\- investment
proposals on an urgency basis.
Payback Method

The payback method is one of the simplest
methods for measuring the worth of an investment
project. The payback period is the length of time
that it takes for the stream of cash proceeds produced by the investment to equal the original cash
outlay required by the investment. Given the useful
life of an asset, the less the payback period, the
greater the profitability.
The payback method is better than the urgency
method because it focuses on outlays and earnings
which are related to profits. Payback also concentrates primarily on near- future earnings which are
more valuable and certain than earnings in the
distant future.

P. W. PARKISON
North Central Indiana
Chapter 1966, is Associate Professor of Accounting at Ball State
University, Muncie, Indiana. Professor Park ison received his B.S.
and M.A. degrees
from Ball State University and his D.B.A. degree from Indiana University. He is a Past
President of the North
Central Indiana Chapter.

Financial Statement Method
This method goes under mauv different names.
Some of the other names by which it is known are
13

the accounting method, the book value method,
the rate of return on assets method, and the approximate rate of return method.' These various
names are derived from the fact that the investment
required and the related income are determined
by using accounting information. While the figures
used in the calculations are estimated, the intention is to arrive at the same figures that will subsequently appear in the accounts if the proposed
project is accepted and the investment made.2
The major disadvantage of the financial statement method is that it does not take into account
the time pattern of income. It does not differentiate between investments in which the income is
evenly distributed over time and those investments
in which the income is higher in the earlier or in
the later years. Also, the financial statement method
has many variants which may give different rates
of return for the same project.

Exogenous Variables
Most of the capital budgeting methods discussed
to this point have a common attribute. Under these
methods, the person preparing the capital budget
must pick one forecast of what the future earnings
(or cost savings) and future costs will be for each
project. This one forecast, usually the most likely
forecast, is then used as a basis for making the
investment decision.
While it is obvious that forecasts are a necessary
part of capital budgeting, it is also obvious that
forecasts are just as likely to be unreliable. It is
impossible to make an economic forecast in which
one can place his full confidence. No matter what
refinements of techniques are employed, there still
remain at least some exogenous variables. The error
limits of the predicted values of these exogenous
variables cannot be scientifically measured.* Since
there is no precise way of measuring the probability
of these exogenous variables behaving as the forecast assumes them to do, there is no assurance that
the estimated probability coefficient for the "most
probable" forecast is anything like 100 percent.,,
The important point is that in most capital
budgeting procedures, the rest of the forecast
possibilities are excluded once the most likely forecast is selected, and this is the difficulty that game
theory may be able to help remedy.

Discounted Cash Flow Techniques

' Se e Charl es T . Horngren, Cost Accounting, A Managerial Emphasis second edition, Prentice -Hall, Inc., Englewood Cliffs,
N.J., 1907, P. 462.

ten-per-

a

"Instead of forcing the firm to pick one course
of events as the most probable and then using this
forecast as a basis for the capital budget, game
theory allows the firm to consider all possible forecasts and then finds the best capital budget, regardless of the future. The reader can well imagine
what it could mean if he knew that a certain course
of action would not bring him any more than a
fifty- percent profit but
A word of caution seems appropriate
—the game theorist sacrifices the chance for a perfect success which, after all, depends on so many
things being just right. He retains, instead, the
absolute knowledge that he can win at least a
specified minimum if everything goes against him
least

Capital budgeting would be a very simple task if
all projects bore the same degree of risk and uncertainty. In such cases, all that would be necessary
would be to apple a single cut -off rate to all projects.
However, in the real world competing investment
projects do not bear the same degree of uncertainty. Although there are several methods by
which investment decision - makers can allow for
varying degrees of risk and uncertainty, most of
these methods are probably more intuitive than
scientific.3

Game theory is a mathematical method of analyzing a conflict. The opposing interests in the
game are the players, and the alternative is not
between two or more decisions but between two
or more strategies to be used against the opposing
interest. One of the two players may be nature or
the economic future as in the case of a capital budgeting problem. Each player has a choice of many
strategies, but only one strategy may be used.
The value of the game is called the average gain,
and each player seeks to use a strategy that will
maximize his average gains. The average gain can
be calculated, and the player will receive this value
if the game is correctly_ played. As William G.
Nelson states:

guarantee

Uncertainty

Game Theory

cent

The discounted cash flow techniques overcome
the disadvantages of the financial statement method
and the other methods. Each of these previous
methods had one common major flaw. They failed
to consider the timing of cash receipts from the
investments. The discounted cash flow techniques
recognize that the use of money has a cost and
that a dollar spent or received at some time in the
future is not the equivalent of a dollar spent or
received today. A second major difference between
the financial statement method and the discounted
cash flow techniques is that the financial statement
method is concerned with future income which
is affected by non -cash charges such as depreciation
while the discounted cash flow techniques are concerned with future income.
In a capital budgeting program, the proposed
projects can be ranked by the amounts of their net
present values. However, there is one drawback
here. Such a ranking is valid only if the present
values of the proposed outlays for the various projects are equal. If the present values of the proposed projects are not equal, a ranking of the net
present values of the proposed projects will not be
meaningful.

at

most of
these methods
are probably
more intuitive
than scientific."

profit.

"...

3

See NAA Research Report No. 35, Return on Capital as a
Guide to Managerial Decisions, National Association of Accountants, New York, 1959, p. 49.
r Op. Cit. p. 510.
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E. G. Bennion, "Capit al Budget ing and Game Theory," Harvard
Business Review, November - December, 1956, pp. 115 -123.
" Ibid., p. 116.
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in the future, while restricting himself to a specified
maximum if all goes well. "s
An Example of Game Theory

Applied to Capital Budgeting
Assume that the investment decision at hand
is whether to invest in a new plant or in securities. Assume also that two forecasts are on hand
and that the most probable forecast is for a recession. In case of recession, an investment in a new
plant will yield a return of 2 percent while an
investment in securities will yield a return of 4
percent. In the case of prosperity, an investment
in a new plant will yield a return of 20 percent
while an investment in securities will yield a return of 6 percent. This data can be placed in i
2 x 2 matrix:
Investment
alternatives

Cycle phase alternatives

It can now be said that R = (1 —P), since the

sum of the probability coefficients (R +P) has to
equal 1.0. As a result, (1 —P) can be substituted
for R in Equation (4):
1 —P = 7P, or
1 = 8P, or
P = 0.125 and R = 0.875

(5)
(6)
(7)

Investment
alternatives

Prosperity

Securities

4%

6%

Securities

New plant

2%

20%

New plant

Solving Equation (3) in terms of P:
R = 7P

(4)

W i ll ia m C . Ne ls on , " C o u ld G a m e Th e o ry Aid C a p it a l Bu d ge t i n g ? ' A A A Bu lle t in , J u n e, 1 9 6 2, p p . 4 9 - 5 8 .
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Cycle please alternatives
Recession Prosperity
6%
4%
2%,

20%

However, the data available so far do not proIndifference probabilities R = 0.875 P = 0.125
vide the basis for a decision at all. Two further
Forecasted probabilities
R = 0.7
P = 0.3
questions need to be answered. First, the forecast
needs to be completed by assigning a probability
Now, all of the information is assembled that
coefficient to each of tlee two cycle pleases. Second, is necessary to make a decision as to whether to
the indifference probabilities of recession need to be
invest in a new plant or in securities. The alternacalculated. Indifference probabilities are a unique
tive to choose is the one that has a higher foreset of probabilities which describe the situation
casted probability than indifference probability. In
that exists when each course of action is equally the above example, management would choose the
attractive. In tlee above example, the indifference investment in plant for this reason.
probabilities will describe when the earnings from
In the case of the investment in securities, the
the more conservative recession forecast look just indifference probability is higher than the foreas attractive as the earnings from the bolder pros- casted probability. This means that this investment
is not a good choice because it requires a probperity forecast.
For this example, assume that the fime's econ- ability greater than the forecasted one in order to
omist believes that the chances for a recession are
be as attractive as the alternative investment in a
seven out of ten. As a result, the economist has
new plant.
assigned a probability coefficient of 0.7 to his
Limiting Factors
recession forecast and a probability coefficient of
0.3 to his prosperity forecast.
Game theory removes all dependence on one
Th e indifference probabilities can be found by "host likely" forecast and allows for a comprehenthe application of elementary algebra. Assume sive consideration of all the future possibilities.
that the recession probability coefficient is R, and
Given the possible forecasts, game theory can be
the probability coefficient for prosperity is P. From
used to determine the best choice, b u t it is limited
the above matrix, the following represent the re- by the facts utilized in the game. If the facts are
turn on each type of investment:
erroneous, then the player will not be maximizing
his gains in the real life situation after which the
4 R + 6P = the return on securities, and (1)
game is modeled.' As a result, game theory is still
limited to some extent by the assumptions in the
211 + 20P = the return on new plant
(2)
economic forecasts used.
A second application of game theory in capital
As a result, the return on securities will be the
budgeting
is for the purpose of checking the accusame as t he retur n on the new pla nt when:
racy of the economic forecasts used. After a project
(3)

probabilities

Equation (7) says that if the probabilities of a
recession and prosperity are 0.875 and 0.125 respectively, then the firm will be just as well off
investing in securities as investing in a new plant.
The firm would be indifferent as to which alternative it would select.
The above data can now be reassembled in the
2 x 2 matrix form:

Recession

4R+ 6P = 2R + 20P

, " Indifference

r ' 1

!

f'y

is selected and carried out, the results can be compared with the forecast. If the results are not what
the capital budget predicted, management can work
backwards to get at the fault in forecasting. Since
Continued on page 18
] b id ., p . 5 6 .
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AIR POLLUTION:
A CASE STUDY
This Company Must Solve the Pollution Problem to Stay in Business —
But the Costs Involved May Put it Out of Business

By Alvah W. Bearse
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The control of air pollution is a new problem for
industry and all levels of management are involved
in one way or another. Furthermore, no person
dealing with finance in any of its many aspects
can be unconcerned with an expenditure which
represents approximately 10 percent of a company's
capitalization. That this control might, for example,
mean an increase in the selling price of the products they buy has not occurred to the ''man on the
street" who has little or no conception of what
air pollution control means to the companies
directly involved. Nor have thev considered how
an individual company might go about eliminating
air pollution. They seem to take the position that
industry is responsible and it is industry's job to
correct a bad situation. However, those directly
involved with this problem in industry know that
control is not a simple task.
Government, which tends to operate on a crisis
basis, has responded to the general concern with
legislation. And the question whether air pollution
is sufficiently critical to prompt industrial action has
been made academic by recently enacted laws and
ordinances which
industries to act. In 1961,
the Indiana General Assembly passed the air pollution control act. According to the law a control
board was set up on January 1, 1963, and by 1968,
air pollution standards had been established. Compliance with standards established by the agency,
was required in the year subsequent to December
6, 1968. The Foundrvmen's Association formed a
clean air council which examined the standards
and concluded that compliance within the specific
time was impossible. They then requested and received an extension of three vears to meet the
requirements of the control board. Thev believed
that a three vear extension would permit sufficient
time to study the situation and comply without
pressure from governmental agencies. This extension made December 6, 1971, the date by which
foundries must meet the air pollution control requirements. In the meantime, from 1968 to the
present, foundries have been pondering the air
pollution problem and how to solve it.
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There is no doubt that foundries pollute the air,
but to what degree? National averages, show the
following causes of air pollution:
Transportation
Fuel combustion
Industrial process
Solid waste disposal
Miscellaneous
Total

42%
22%
14%
5%
17%
100%

Foundries are included under fuel combustion
and account for six- tenths of one percent. Even
though the percentage is very small, the company
under review must comply with the law. Under
these circumstances, the following basic issues were
considered by management:
Most of the air pollution from this foundry
affects an area of about six city blocks surrounding the plant in all directions. The heaviest
and most offensive emissions from the cupola
fall into this area. Other lighter particles are
carried by the wind in all directions and to
unknown distances. The question raised, then:
"Would the $200,000 -plus be spent most effectively by buying property around the plant and
moving the residents to suburbia ?" Or, "should
the entire plant itself be moved ?" Either idea
might have merit, if time and money were not
major considerations. But they are and these
solutions were dismissed as impracticable.
What companies manufacture applicable air pollution equipment and what system is the best?
Word gets around the industry. From discussions with salesmen, the Foundrymen's Association and others, management learned that two
basic systems were available: (a) wet, and (b)
dry. A thorough study of both would have to be
undertaken.
Suppose pollution particles are collected by
either system, how does one dispose of them?
Since these particles are airborne very easily
i H.E.W. Report of August, 1970, based on 1988 survey.
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and quickly, to dump them as land fill would
simply transfer pollution from one area to another with zero results for more than $200,000
expended.
4 Pollution control equipment is a non- productive facility. Should selling prices be increased
to recover the cost of equipment, and if so by
how much? What effect would a price increase
have on the competitive position of this company? Preliminary considerations indicate that
prices will have to be increased perhaps between
one and two percent.
The effect on the foundry's competitive position is difficult to predict. It manufactures parts
for the automobile industry and other competitive enterprises. Some states have less stringent
laws. Therefore, competitive foundries may be
able to undersell this company, simply because
of the lower cost element in pollution control
equipment.
With a substantial expenditure facing the company should the basic process be changed? The
industry uses three types of furnaces: electric
arc and electric induction furnaces account for
7 percent of the metal used and cupolas melt
the remaining 93 percent.2 Electric arc and
induction furnaces emit relatively small amounts
of pollutants, but the cost for converting completely to those two types of furnaces would
be prohibitive.
6. Finally, we must know the following costs no
matter which system we choose:
a. Purchase of equipment
b. Maintenance
c. Renovation of present facilities
d. Depreciation policy
Final Issues
Leaving the matter of selling price to be determined at a later date, the process of analysis has
now focused on three issues:
A. Choosing between a wet and dry system
B. Disposal of the pollutants collected
C. Determination of all elements of cost
Issue (B) above, was settled first. If the wet
system is purchased and installed, particles collected contain moisture. As a result, thev are
heavier and not easily airborne. Transferring these
pollutants in covered containers, dumping them in
a land fill, and covering them with gravel the
same day would eliminate the possibility of simply
transferring the air pollution source from the
foundry to the land fill.
If the dry system is adopted the tentative plan
is to collect pollutants in 55 gallon drums, seal
them, and bury them as an entire unit, thus eliminating dispersal of this waste material, by wind
and storm.
Issue (A)— Choosing between the wet and dry
systems entailed the following general considerations:
f

F o u n d n j bfagazine, December, 1970, p• 53.

MA NA GE ME NT A CC OU N TING / SE PTEM BE R 19 71

GENERAL CONSIDERATIONS

1. A number of manufacturers make each type of
equipment, but some do not meet Indiana requirements; therefore, those may be eliminated
at once.
2. "The -wet systems are manufactured in low, medium and high degrees of power. For this application the low -power unit would not meet state
requirements.
3. The manufacturer of the equipment selected,
must guarantee that it will meet requirements
of the state law.
4. The effectiveness of the equipment must be
certified by the manufacturer and by testing
before final payment and acceptance.
5. Little is known about the life expectancy of
the wet scrubber since very few have been in
operation for five years or more.
6. Some dry systems have been in operation for
15 years; therefore more is known of life expectancy. However, the initial cost of this
system is greater, and the disposal problem is
more severe.

should the
basic process
be changed ?"
.' I f

...

THE WET SYSTEM (WET SCRUBBER)

1. Advantages
a. Less initial cost
b. Removes sulphur dioxide
e. Less difficult installation
d. Less disposal cost
c. Less flow space
f. Less maintenance cost
2. Disadvantages
a. Must control water acidity
b. Visible steam plume
c. Must provide water clarification
d. High horsepower required
e. Requires high rise exhaust stack
f. High maintenance: pumps, fans, piping
THE DRY SYSTEM (BAG HOUSE)

1. Advantages
a. High efficiency collection
b. Lower horsepower requirement than wet
system
c. Lower water requirement than wet system
d. No water clarification
e. No visible steam plume
f. Reusable flow space
g. Low operating cost
2. Disadvantages
a. Higher initial cost
b. Higher disposal cost
c. Requires major cupola changes
d. Tighter temperature control
e. Requires more flow space
f. No sulphur dioxide collection
g. Requires close control of operating conditions
h. High maintenance costs —fans, bags, hoppers
COST ANALYSIS

Cost studies are now in progress. While not
vet completed, all phases of costs are obviously of
17

the final
decision might
influence the
selling price of
the product for
"...

years to come."

prime importance. Not only will the costs affect
initial expenditures, the system finally selected will
affect costs into the indefinite future due to maintenance and depreciation. In turn, the final decision might influence the selling price of the
product for years to come. Nevertheless, this company is obligated to take some course of action.
For this company, as with other companies with
a similar problem, this project ranks at or near the
top of all problems in its history.
Preliminary studies of emission equipment have
indicated that the initial cost would be $200,000.
This expenditure would result in an annual operating cost increase (over the present level) of approximately $50,000. Further study of the total
physical system shows that an additional capital expenditure of $170,000 to improve efficiency would
reduce operating costs by about $40,000 or to a
net operating cost per year of $10,000. This latter
idea (an increase in capital expenditure or a total
of $370,000) will probably be'the final decision
since reducing the annual operating costs to $10,000 will protect the competitive position of the
company.
A model of cost analysis follows, indicating the
major and sub -major areas requiring cost analysis.
1. Initial cost of equipment
a. Purchase price
b. Freight in
c. Installation
2. Disruption of normal production during installation
a. Overtime
b. Above normal scrap materials and labor
c. Time for non - productive and supervisory
personnel
3. Depreciation policy3
a. New equipment
b. Present plant changes
4. Maintenance
a. Full time or part time personnel
b. Possible shut -down periods

c. Supplies —bags, fans, etc.
d. Containers (drums or collecting devices for
pollutants)
e. Pollutant removal costs
f. Charges, if any, for dumping (land rental
or purchase)
Renovation of present plant
a. Cupola
b. Space for collection area
c. Others
Conclusion

This case study is an example of a mandatory
directive imposed by an outside source, in this
case an agency of the government. While air pollution is recognized as a national problem, some
doubt remains as to the degree of direct benefits
which will be realized locally for an expenditure
of $370,000. Yet this company must take this
action simply to stay in business.
To maintain the competitive position of the
company is a major consideration in a project of
this magnitude. Uniform state laws might help
to maintain this position for foundries located in
different states.
One might ponder the expansion of this single
case to all of industry, the funds involved and its
ultimate effect on prices the consumer pays.
If nothing else, this writer believes this case
focuses attention on the need for industry to make
an adequate return on invested capital, as one
source of funds to meet an imposition by law. This
case deals with air pollution. Who knows what
the next requirement might be— social or otherwise?
The 1970 e di ti on of Strasburge r's I ncome T ax Gui de , page 78,
state s that machine ry i s depre ci abl e from five to t we nt y ye ars.
And on page 79, "A test after three years of guideline allowance,
will det ermi ne whet her the live s of the assets are re asonable on
the basi s of your practices."
As stated to the text of this article, few wet systems have been
in operation for more than five years, therefore, reliable empirical
evidence is lacking.
The author, therefore, suggests that depreciation policy be
established with tendency toward the lower rather than the higher
end of the useful l ife scal e, because of t he gre at possibili ty of
obsolescence.

INVESTMENT DECISION - MAKING: CONVENTIONAL METHODS VS. GAME THEORY

Continued from page I5
the game theory is rigorously correct, any incorrect
results must be due to incorrect inputs.8
Summary and Conclusions

The preceding discussion has presented the various methods of making investment decisions that
are in current use by business firms. From this
discussion, it is evident that the discounted cash
flow techniques are far superior on theoretical
grounds. However, from the surveys that have
" Ibid., p..57.
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been made, it is evident that business is not making fill] use of these techniques. According to
these surveys, the most popular method used in
business is the payback method followed closely
by the financial statement method.
Even within the discounted cash flow techniques
there are some difficulties in adapting these methods to all situations. As a result, there is still room
for further development of investment decision making techniques. One possible solution might
be the adoption of some of the more modern decision- making techniques such as game theory. These
modern techniques offer some interesting possibilities.
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MANAGEMENT - TECHNICIAN
DICHOTOMY
Financial Officers and Management Accountants
Are Frequently in the Best Position to
Detect Symptoms of Misunderstanding

all the information necessary by reviewing the detailed transactions. Heavy reliance is placed on job
knowledge
which, in many instances, is considerManagement's primary area of interest centers
able.
Those
who are successful usually acquire a
around such essential items as profits, return on
investment, cash flow, credit position, stockholder high degree of skill in controlling the business so
reactions, and budgetary requirements. Executives as to respond to external influence in a very effecare concerned most often with short term pay -offs, tive way. In the case of small manufacturers, for
rather than long term promises of future capabili- example, it is still possible for many to compete
ties. They tend to view the computer in terms of successfully with the largest businesses by mainits growing cost to the companv, and are likelv to taining the indicated delicate balance. This is
suspect it is costing far too much. Those with sometimes referred to as the "one -man shop" where
financial responsibility demand response to cur- certain kinds of parts can be produced profitably
at costs lower than those experienced by the inrently set measurement regimens.
Technicians, on the other hand, are by nature dustrial giants who buy from them. Such busiintrigued with the technology itself. They are ex- nesses are often extremely efficient, but have a
cited by the potential for increasing the computer's major weakness in that the entire operation is
capabilities through the use of larger memories, dependent on one man. If anything happens to
installation of a bank of specialized peripherals, him, the business usually collapses.
Similar situations sometimes develop within
application of multiprogramming, time sharing,
etc. They are "turned on" by more exotic hard- small pockets of a large business where a "piece
ware and more sophisticated software. To them, of the operation" has been turned over to one
the search for more and higher paid personnel man. Even though he may do an excellent job,
continually appeals, and the pay -off is nearly always there is real danger in so much reliance being
long term with an initial development cost of size- placed in one individual. In dealing with the one able proportions. Their view of management is man shop, a buyer can usually go to an alternate
usually formed at budget time where a tug -of -war supplier if it should falter or fold, but the one -man
function within a large company can frequently
takes place — unsatisfactory to both parties.
Complaints are voiced by both sides as to the raise havoc when it fails, since there may be no
lack of awareness of the other. Management's most alternate source readilv available.
The empirical management information system
frequent complaint about computer technicians is
that they seem more interested in advancing the functions almost entirely within the brain or brains
state of the art than in contributing to the day -to- of the management members, and is augmented
day improvement of the business and its operating by the simplest form of accounting records. A
business depending on these features is characterresults.
Computer technicians' most frequent complaint ized by very low data processing costs. Whatever
about managers is that they turn a deaf ear to formal system is used it is so flexible that it can
the great potential of the computer and, therefore, hardly be said to exist since the manager reserves
do not give its systems needs adequate support. the right to override or by -pass the system at any
time he sees fit. The theme of management is "get
Empirical Management Philosophy
the job done, get the product out the door, worry
A source of the management/ technician conflict about the paper later." Small businesses exhibiting
is found in the differences between informal, em- this type of efficiency usually grow. It is during
pirical systems, and the scientific approach. In a the period of most rapid expansion that most
small business, management can frequently obtain business problems, and even failures occur. The
By H. Warren White
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"Feedback
control is
virtually
automatic..."

most serious difficulties are caused by the transition
from a relatively small world, which places heavy
reliance on a few men, to an environment where
more and more dependence is placed upon systems
Which supply a large number of individuals with
the necessary information to make decisions.
Scientific Management Information Systems
The formalized or "scientific" management philosophy is characterized by highly developed and
extremely well disciplined data processing, reporting and control systems. Data is continually extracted from all key elements of the business process, and fed into a series of computerized processing systems. This data is automatically screened
through a batten• of editing checks, analysis procedures and decision rules which initiate and feed
back corrective action to the process being monitored. Feedback control is virtually automatic for
all transactions which fit within the control limits
established. Only when the monitoring process
detects activities which violate the control limits
is management alerted.

Exhibit 1
COMPARISON OF MANAGEMENT INFORMATION
SYSTEM PHILOSOPHIES

EMP IR IC AL
MANAGEMENTINFORMATIONSYSTEM

MANAGEMENT
DATAFROMFORMALSYSTEMS

I1

ffl

DETAILED
DECISIONS

JOBKNOWLEDGE

SCIENTIFIC
MANAGEMENT
INFORMATION
SYSTEM
GENERAL
KNOWLEDGE

INFORMATION

A well - operating, scientific management information system frees executives from the burden
of repetitive detailed decisions, and can be relied
upon to highlight immediately those conditions
requiring their attention. Executive job knowledge
(knowledge of the specific business process) is no
longer as important as with the empirical management approach. It is, therefore, quite common to
find "professional managers" in key positions with
limited service and job knowledge, relying on formalized or scientific systems to provide them with
much of the information needed for conducting
the business.
Managers in a large system- oriented environment
normally have difficulty communicating changes
directly to a large group and cannot run the risk
of overriding or bypassing the formal system to
the extent possible in a small business. They must
work within the system, not around it, and must
promote high regard for paper processing, data
handling, systems design, and like functions. Successful managers in this more formalized world
tend to be very control conscious, with a highly
developed concern for attention to details affecting
the system.
In Exhibit 1, the two management systems are
compared graphically showing the emphasis on job
knowledge and detailed decisions under empirical
management as contrasted with the importance of
analyzed information, data processing, and preplanning in the scientific management approach.
The philosophical differences between the largely
undisciplined empirical and highly disciplined scientific management information systems are so
great as to overwhelm many management teams
trying to make the transition. In some such cases,
the personalities and skills dominant to the former
environment are totally unsuited to the demands
of the latter, resulting in the necessity of making
key and often painful personnel changes.
Transition to Formalized Systems
The precise time at which the change to a more
formal approach occurs is difficult to pinpoint.
Fairly good size or even large businesses sometimes
survive quite well with an empirical or "small
business" management philosophy. Men of long
association and extensive "job knowledge" can
communicate orally, can still sift through detailed
transactions, and (usually by working excessively
long hours) can extract the "information" required
to carry out their responsibilities.
At some stage, however, a point is reached
wherein the empirical management philosophy begins to encounter extreme difficulties. This can
stem from several sources, such as:

M
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1. The business has grown to a size beyond the
abilities of the old techniques to cope with it.
2. The business process has increased in complexity beyond the capabilities of the old management system.
3. New management has taken over which lacks
the job knowledge of the previous team.
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Usually, there are danger signs which highlight
the approach of these conditions, such as:
Excessive inventories, usually accompanied by
an unusually high number of stock -outs, are
indicative of lack of control.
Labor or material costs keep going up at a rate
greater than other factors.
Illness or breakdowns occur in the health of
members of the management team. Excessively
long hours, result in increasingly poor results,
bringing on terrible frustrations and tensions.
Computer systems are not considered to be
paying off. The highly disciplined systems necessary to support computers are difficult, if not
impossible, to install under an empirical management philosophy.
To effect a smooth transition from the empirical
management philosophy to more scientific or formal systems, financial executives should recommend
the following basic steps which are essential to
making the change successfully.

concerning such items as the cash position, responsibility for profit goals, recognition of cash
flow problems, and the impact of the market forecast. Concern over the credit position, the balance
sheet, stockholder attitudes, the need for short
term pav -offs, a willingness to admit failures, and
to take credit only for tangible accomplishments
also must be assimilated.
UPGRADING ACCURACY

"it would even
be helpful if
they had the
experience of
... failing in
business..."

Recording and documentation of transactions
reflecting all significant aspects of the business
process must be given top priority. A concerted
drive must be undertaken to insure a high degree
of accuracy in paper work, data gathering, documentation, etc. The accuracy level required in a
scientific system is usually considerably higher than
that acceptable in a less formal systems environment. "Document clean up" programs are frequently necessary as the means of providing a
reliable data base and of developing improved
work babits. The detailed central systems must
now occupy a high level of importance in the
view of management.

EDUCATION AND RE- ORIENTATION

To arrive at the solution of this problem, education and re- orientation of both management and
computer technician is vital. An ideal, but largely
unattainable solution would be to have every manager work his way up starting as a key punch
operator, programmer, systems analvst, etc., and
have every computer technician work his way up
through the management ranks, preferably serving
as a manager of his own small business or at least
be department manager where he learns first hand
what makes businesses failas well as prosper.
The practical solution lies in providing management and technician groups with highly concentrated training where a great deal can be learned
in a short time. For management, the view presented should be from the top down, technical
detail must be avoided, and basic content should
deal in concepts, principles, trends. For technicians,
training should be in the basic principles of management, planning, budgeting and controlling, the
true significance of the balance sheet, and how to
think as a manager. It would even be helpful if
they had the experience of (or at least exposure
to) failing in business so as to gain full appreciation of the economics of business success or failure; i.e., to learn from being accountable for mistakes. It would be well, too, if thev could learn
to articulate their needs, their technical problems
and plans in easy to understand language devoid
of technical jargon.
Management must become involved in computer projects through participation in a steering
committee or as members of a project team. They
must learn how to intelligently monitor and evaluate the work of technicians. Thev must insist on
understandable explanations of the technical aspects of computer projects. Leadership in both
the education and evaluation steps must be provided by management accountants.
Technicians must focus on the management view
MANAGEMENT ACCOUNTING /SEPTEMBER 1971

EXPANDED FORMAL DATA PROCESSING

To provide decision oriented information to
management, preferably on an "exception" basis,
more detailed and sophisticated data processing is
required. Forecasts, projections, budgets, etc., must
be built into these systems so that reports to management are on a selective basis, listing only those
items which deviate from the normal, the plan,
or the forecast.
ELIMINATING WASTEFUL PRACTICE

An important challenge for the future calls for
growth in the professionalism of both groups. For
example, technicians must eliminate the N.I.H.
(not invented here) syndrome through a willingness to adapt to the use of packaged programs and
thereby effect the considerable savings possible
through this means. A bad example of lack of
professionalism in this area lies in an actual case
where the EDP manager left a workable package
on the shelf and wrote his own program because
lie Nvas displeased with his management for buying
the package. On the other hand, management must
be willing to change "in- house" systems where
necessary to conform to an available package or
standard system. A great deal of money is currently being wasted in the development of systems
and programs only slightly different from those
alreadv available.
Unification of
Technicians and Managers
There is no dichotomy where good management
principles are applied. Management accountants
should welcome opportunities to heal the breach
between these two professional groups. Professionalism is a characteristic that accountants possess and appreciate. Hence, thev can set an example and be extremely helpful in developing and
Continued on page 26
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MANAGING THE
COMPANY'S CASH
Daily Forecasting of Cash Receipts and Disbursements
Is the Fulcrum Upon Which the Opposing Forces
of Efficient Cash Utilization and Good Bank Relations Are Balanced

By Richard L. Bowers
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The primary effort of a company's cash manager
must be directed towards maximizing the profit or
minimizing the cost of every dollar which is available to the company. He must always seek to
achieve a delicate balance between the opposing
forces of efficient cash utilization and good bank
relations. The fulcrum or pivot point on which
these two forces are balanced is the cash forecast.
This article discusses methods which can be applied to the management of a company's cash,
thereby achieving the fine balance between efficient
cash utilization and good bank relations so necessan, to every business regardless of its size. The
discussion is divided into three areas of consideration. First, forecast; second, methods of improving
cash utilization; and finallv, bank relations.
The Forecast
Forecasts can be long -range or short - range. They
can be made on a yearlv, a monthly, or even a
dailv basis. The long -range forecast establishes the
parameters within which the cash manager operates
on a monthly basis. The monthly forecast is the
result of long -range planning which has considered
the sales potentials and, therefore, the manning
and production requirements. To the cash manager,
however, the short range forecast is the working
tool. This forecast considers the constant fluctuations and disparities between cash receipts and
cash requirements. In preparing the forecast, the
cash manager evaluates the paving habits of the
firm's customers, the payment terms which are offered, generally accepted industry practices, known
one time receipts and any other information which
can be obtained from the credit manager.
DAILY FORECASTING

In order to plan for optimum cash utilization,
it is desirable to project the dailv receipts for several weeks in advance. A daily forecast gives the
cash manager the information he needs to make
the correct decision when he is faced with a
22

windfall receipt, or the significant receipt which
did not materialize as anticipated. It also enables
the cash manager to spot possible problem areas
in the flow of receipts and to take appropriate
corrective action. If the corrective action requires
temporary borrowings from the bank, early recognition of a problem allows the banker time to
react in an orderly manner.
Exhibit 1 shows a sample of a Daily Forecast
Sheet which has proved to be very useful, particularly when used in conjunction with Forecasted
Bank Balance Sheet, Exhibit 2. Assuming that
cash receipts are forecasted on a daily basis, then
cash disbursements, too, should be forecasted on
a daily basis. Actually, cash disbursements can be
forecasted more accurately than receipts because
the cash manager controls the release of these
funds. To avoid duplicate work, the disbursement
section of the Daily Forecast Sheet should be
equated to bank clearance of all items.
For this discussion, disbursements will be considered to be divided into three categories: (1)
trade payables, (2) payroll and related payroll expenses, and (3) all other current liabilities. In
determining the level of the trade payable expenditures it may be worthwhile to know how manv
material dollars are being consumed on a weeklv
or monthly basis by product line. Many accounting
systems will provide this information. However, if
this information is not readily available, it may be
worthwhile to develop it. This is particularly useful information where the material content is significantly different for various products. Usually,
however, the level of the trade payables does not
vary significantly from period to period. This is
particularly true when the production lines are
manned at constant levels. With a constant production base, the payroll expenditure will quickly
find its level and can be predicted with almost
finite accuracy. The rest of the payroll related expenses such as fringe benefits, withholding taxes
and FICA taxes then occur with known regularity.
The amount of these payments can be determined
from information the payroll system produces. All
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that remains is to determine the amount and timing of such items as insurance, taxes, and other
known periodically recurring expenses.
CON'T 'INGENCIES

In order to insure that an emergency cash requirement does not completely negate the plan,
it is well to underestimate receipts and overestimate expenditures to some degree. The imbalances
which this conservatism produces can easily and
quickly be corrected through borrowings or invcstments. The effect of this type of conservatism
can be seen in Exhibit 2. If not otherwise needed,
an additional $200,000 can be invested on Thursday. If this is done, the average bank balance for
the ten day period will be maintained at an adequate, but not excessive, level.
Cash Utilization

To this point we have concentrated on the
amount and the time phasing of cash requirements.
Without this foundation, optimum utilization of
the company's cash could not be achieved. Cash
utilization can also be thought of as cash conservation. Cash utilization or cash conservation does
not require that day to day business expenses be
cut, but rather that the most value be obtained
from each dollar by the timing of its release to
and through the banking system.
To assist in this process, it is desirable to maintain more than one account in the bank. The cash
accounts for one locality are frequently kept at
one bank; however, cross - country banks can be
used. A typical arrangement would call for a general account which would receive all receipts and
from which all other cash accounts would be
funded. The second account would handle all
payroll checks. The third or vendor account would
be used to clear all vendor checks and miscellaneous
items. In this arrangement the payroll and the
vendor accounts function as impressed funds. A
minimum number of items can also be funded
directly out of the general account. The advantage
in this type of arrangement is ease of reconciliation
and simplification of the cash management problem. When a bank account system has been established which provides the best arrangement for
the company, the cash manager can begin to
manipulate his funds.

"Cash utilization
can also be
thought of as
cash

payment, vet not so large as to unduly burden the
profit position of the firm. Unless the firm is
computerized, or the number of customers is very
limited, billing for service charges or unearned discounts can be time consuming and may alienate
some of the customers.
Another method of accelerating cash receipts is
to make use of a lock box depository for all the
daily receipts. This method enables one to get the
cash into the company's accounts sooner because
the bank is handling the entire transaction. The
major disadvantage of this system is that the cash
manager does not know how much cash he actually
has at his disposal on a daily basis. To guard against
overdrafts, the manager must maintain larger balances than would otherwise be necessary. Further,
large balances are required in order to compensate
the bank for the service that it is performing.
A third method of accelerating receipts is to
make use of telegraphic transfers of cash. It is
worth the effort to establish routines for telegraphic
transfers when large payments will be made by a
single customer over a long period of time or on
a set schedule. Telegraphic transfers are also effective in consolidating receipts from remote deposit
stations. Depending on the distances involved, several days can be gained by using this method over
use of the mails.

conservation."

Exhibit 1
DAILY FORECAST SHEET
Dollars in thousands
Tues.
Wed.

Mon.
Receipts
Product A
Product B
Product C
Other
Total
Disbursements
Payables
Payroll items
Insurance
Taxes
Special projects
Other
Total
Beg. bal. (book)
I n c r A Decr.
Borrow /(Invest.)
Ending bal.

Thurs.

Fri.

Total

220

50

150

1 000

180

1,600

300

200

250

150

100

1801
200
(380)

(150)

(100)

80

(530)

(630)

850
(600)
(300)

1,000
(500)
600
(400)
(300)

(300)

AC C E L E R AT E D RE C E IP T S

The first thing which can be done to improve
the cash management of the firm's money is to
accelerate the receipts. This also has the advantage
of reducing the firm's investment in receivables,
which, in turn, releases more cash to fund inventory on other projects judged to be profitable to
the firm. If cash discounts have not been offered
before, this may be an effective manner in which
to speed up cash receipts. Conversely, service or
interest charges on past due amounts may also
sp; ed up cash receipts. Either of these methods
are expensive. A cash discount lowers the asking
price. Therefore, care should be exercised to insure
that the discount is large enough to attract early
MANAGEMENT ACCOUNTING/ SEPTEMBER 1971

Exhibit 2
FORECASTED BANK BALANCE SHEET
Dollars in thousands
Average balance required $270
Disbursements
Receipts Payroll
Pa ables Other
Fri day
Monday
Tuesday
Wednesday
Thursday
Friday

420
50
150
1,000
180

Total
Disbursements
300
200
250
750
80

Balance
275
395
245
145
395
495
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"...

incremental
funding
requires

constant
attention and
analysis of the
cash flow."
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INCREMENTAL FUNDING

The most significant way to conserve the company's cash is to incrementally fund the payroll
and trade payable accounts. The payroll account
is one of the easiest accounts to incrementally fund
because the size of the work force and the amount
of the payroll does not change substantially from
period to period. Further, the timing of paycheck
distribution is usually fixed. Employees tend to
cash their paychecks in the same manner every
period; thus the paychecks clear the bank in essentially the same pattern every week. Once this pattern is determined, the payroll account can be
funded as it is anticipated that the payroll checks
will clear the bank. Exhibit 3 shows an example
of how a payroll cycle operates. In the early stages
of funding, the account contains more cash than
is required to cover the checks which it is anticipated will be presented. In this manner, the account is prepared to sustain any unexpected change
in the clearance pattern or the early releases of
some paychecks. For ease of management the
account is fully funded coincident with the start
of the next cycle. Since not all checks are returned
promptly to the bank, a residual deposit will remain in the account. Items which are long outstanding in the account should be cancelled and
retained in a liability account for the rightful
owner or retained for ultimate disposition in accordance with the State's escheat laws.
The trade payable payment account can also
be incrementally funded due to the large geographical area to which vendor checks are sent. There
are several methods which can be used in determining when and in what amounts the trade payable account should be reimbursed. First, funding
can be scheduled based on the distance to which
the check is being sent, and therefore, the length
of time it will take the check to clear the bank.
For example, checks being sent across the country
will take longer to clear the bank than checks which
were sent to local firms. This procedure will produce rather accurate data, but it is time consuming and subject to clerical error. A second method
is to determine the average amount of checks
presented to the bank for each day of the week
and fund the account based on this data. There
is an inherent danger in this method. It assumes
that the geographic distribution and amounts of
the vendor payments are always the same. Since
this situation rarelv exists, it is possible to unintentionally drive the trade payable account into
an overdraw position. A third method is to fund
the account based on the overall length that all
checks have been outstanding. For example, if
checks have been mailed on Wednesday evening
there should be some funding of this release on
Friday. Most of the funding, however, can be
delayed until Monday. The length of time funding can be withheld also depends upon the amount
of money which flows through the account. The
more monev which flows through the account, the
longer funding can be delayed. While this method
is not as accurate as the first, it is less time consuming and overall accuracy is adequate.

Another area to consider for incremental funding is that which is allowed by law. Examples of
this type of transaction includes partial payments
of sales taxes, federal and state withholding taxes,
and social security taxes. For example, the federal
government allows for a 90 percent payment on
withholding and FICA deposits within a quarter.
It further allows a full month after quarter end
to complete a quarter's deposits. Some states have
a similar arrangement, or offer cash discounts,
on the remittance of sales tax. The cash manager
should avail himself of these opportunities if they
are allowed.
FUNDING REQUIREMENTS

Before incremental funding of any bank account
is attempted, there must be a sure and certain
source of cash available on relatively short notice.
It is also a prudent consideration to maintain a
floor under all the accounts which will absorb
those checks which clear earlier than the best of
planning can anticipate. Furthermore, incremental
funding requires constant attention and analysis
of the cash flow. Inattention will quickly bring
disaster in the form of bank overdrafts. No firm,
regardless of its size or financial strength, can long
expect to maintain its necessary and respected position in the banking or business community in the
face of continued overdrafts and checks returned
to vendors with the NSF notation.
It must be stressed that incremental funding
will produce significant negative book cash balances, or at the least, substantially reduce otherwise
large cash balances. The negative beginning and
ending balances shown in Exhibit 1 reflect the
effect of incremental funding. A negative book
cash balance on the balance sheet may be an untenable situation. Should there be a requirement
for positive published cash balances, arrangements
should be made for weekend loans at each month
end or year end to cover the outstanding released
checks and return the book cash position to an
acceptable level.
OTHER UTILIZATION
IMPROVEMENT METHODS

Another area of consideration is the discountable
invoice. As Exhibit 4 shows, it is not always profitable to take a discount which is offered, even
though many business organizations have a stated
policy which in essence says "Take all discounts."
The profitability level of various discount rates
should be as important to the cash manager as
product line profitability is to the controller. As
the cost of money for the firm declines, it becomes
profitable to avail oneself of discount terms which
previously were unprofitable. When it is unprofitable for the company to take a discount, more
favorable terms should be obtained, if possible.
The last major method for improving cash utilization is to execute frequent borrowings and investments. Borrowing should be interpreted as
meaning either borrowing from a bank or borrowing from oneself through liquidation of short tern
cash investments. If an entire month's or even
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week's cash requirements are obtained at one time,
excessive amounts of cash are allowed to lay idle
in the accounts. Idle funds do not earn profits for
a company. In addition, the bank is allowed to
earn amounts in excess of those required to adequately compensate them for their services. The
advantage of frequent borrowing or investing is
that minimum required bank balances are maintained. Further, any adjustments which are needed
due to deviations from the forecast can be easily
made. The cash manager has the necessary ability
to react quickly to the changing cash situation.
The significance of this is shown in Exhibit 2. It
can be seen that $200,000 in excess of balance
requirements will remain in the account over the
weekend. The cash manager knows that he must
invest these funds over the weekend if he expects
to maximize his cash utilization.
The profit impact that cash planning can bring
Exhibit 3
ANALYSIS OF PAYROLL RELEASES,
FUNDING AND BANK CLEARANCES
Paycheck
release

Bank
clearance

Funding

1%
Wednesday
4%
10%
21%
Thursday
7%
21%
78%
Friday
53%
45%
Monday
23%
12%
Tuesday
10%
12%
Wednesday
97%
100%
100%
Total
Based on one quarter's experience for a weekly payroll
with an average employment of 3,800 people.

Exhibit 4
CASH DISCOUNT GAIN OR LOSS
PER $100,000
Invoice Terms
1%10-N30 /2%10-N30 % %10 -N30
1

250

$500

575

575

575

425

(75)

$1325)

$

$1,000

"Every banker
is in business to
make a profit."

Bank Relations
To this point, we have concentrated on optimizing the utilization of a company's cash. Maximizing cash utilization must be tempered by the
realities of bank relations. Every banker is in business to make a profit. Some of these profits are
earned on demand deposits which are available
for investment during the time interval in which
the depositor is not using his funds. There are
costs associated with handling demand deposits
and performing other bank services which must
be considered before the level of profitability can
be determined. The basis of all demand deposit
investment is the "investible" funds in the account. Investible funds are those deposits which
have been collected through the Federal Reserve
System.
BANK COMPENSATION
The cash manager should insure that his bank

is adequately compensated for the services it performs. A service charge is one method of paying
the bank for its services. This charge can either
be the standard rate used by the bank or a negotiated rate. In this situation, there are always extra
charges for the added services the bank performs
such as telegraphic transfers, credit checks, stop
pavment notices, etc. Since the fine is paying for
its banking services on an as -used basis, this method
allows the firm to maintain very minimal balances.
This approach will compensate the bank, but the
Exhibit 6

@

Amount of discount
earned
Cost of money for
20 days 1034%
annual cost of
money
Gain (loss) from
taking discount

to a firm is shown in Exhibit 5. For example, if
the average bank balance can be lowered by $10,000 for a year, the firm gains $1,000 immediately.
This reduction frees the $10,000 for investment
and thus additional earnings, elsewhere. The average bank balances of most firms are in the tens
and hundreds of thousands of dollars. The reader
can begin to see what can be achieved when a
little inventiveness is applied to the subject of
cash utilization.

$

$

BANK EARNINGS REPORT

Exhibit 5
ANNUALIZED GAIN FROM CASH
UTILIZATION PER $10,000

&

Note: Cost of money assumed to be 10%
MA NA GE ME N T AC CO U NTIN G /S E PTEM BE R 1 9 7 1

Cost of Account

$

Incremental funding of weekly
disbursements (3 day lag)
Deferred federal withholding tax
FICA deposit (30 day)
Monthly telegraphic transfer
of funds 13 days gained)
Reduced average bank balance
Short term investment (weekends only)
Total gain

Account Earnings
Actual average bank balance
Less average daily deposit x float factor
Gross investible balance
Less 17'/.% Federal Reserve requirement
Net investible balance (NIB)
.00458 Earning factor` x NIP = Gross earnings
per month

426
986

98
1,000
426
$2,936

No. x Value = Qty.
Deposits
5
Checks
_
Total transactions
Transactions x $.045 per item handles
Transactions x $.0227 per item reconciled
Total cost
Net gain or (loss)
% Gain or (loss) to earnings
*Based on 5'h% earnings per year
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"The benefits
of cash management are
available to all
firms..."

firm will rarely develop a favored customer relationship with the bank.
A more effective method of compensating the
bank for the services is to make use of the firm's
bank balances. During the time the firm's funds
remain uncalled for, the bank invests a portion
of these funds for short periods. The amount of
interest that the bank earns on a firm's bank accounts can be offset against the associated account
costs. Through judicious manipulation of the firm's
cash balances with the bank, all account service
costs can be met and a reasonable level of profit
be generated for the bank. Use of this method
will generate a healthy relationship with the bank
and should enable any firm to achieve a favorable
customer relationship.
ACCOUNT PROFITABILITY

A bank will not usually provide an analysis of
account profitability unless the account is in a
loss position. Therefore, the cash manager must
be able to evaluate the profit and loss position
being experienced by his banker. He must be able
to determine the minimum average daily balances
which must be maintained throughout the month.
It should be stressed that cash balance requirements
are computed on the composite average daily balance of all accounts. Therefore, if the balances
have exceeded the minimum requirements in the

early part of the month, the balances can be
allowed to fall below the required amount in the
later part of the month. Exhibit 6 is typical of
the form used by the banks to evaluate commercial
account profitability. The float factor represents the
number of days required to clear a deposited check
through the Federal Reserve System and obtain
investible funds. The float factor should be determined based on actual receipts which your firm
traditionally receives. If the firm receives most
of its receipts by check from customers located
across country, a higher float factor should be used
than if most of the items deposited are from local
firms or in cash. If telegraphic transfers are received frequently, the float factor can be reduced
to zero on these funds. All telegraphic transfers are
processed through the Federal Reserve System and
are therefore investible the day they are received.
Conclusion
Throughout this article an attempt has been
made to describe methods and suggest ideas which
can easilv be incorporated into the dailv routines
of even the smallest business. It cannot be stressed
enough that profitable cash management is not
available only to the large corporation. The benefits of cash management are available to all firms,
and once begun, will immediately begin to produce extra profits.

MANAGEMENT — TECHNICIAN DICHOTOMY

planning the special programs and ideas that the
managers, company officers, and the computer
technicians need. Those who understand the attitudes and interest of both groups can see their
conflicting needs and unite them to work effectively as a team to eliminate wasted effort.
The management steps necessary to avoid a
dichotomy between a companvs computer technicians and its responsible executives are those
which provide workable communications and
knowledgeable response to danger signals. Opening
up the feedback lines should be a primary goal
of the systems technicians. Their goals, in general,
need to be established by mutual agreement with
management to directly implement the company
objectives. Their performance should be constantly
evaluated by mutually acceptable procedures and
standards. These objectives and means of measuring performance can and should be built into
the communicating and reporting systems accompanying a profitable computer installation.

Conclusion
Management involvement can best be guaranteed by adhering to a policy of withholding funding of any significant computer project until a
key executive knowledgeable in the user area is
assigned full time as project director. He should
be given responsibility for controlling the entire
project from initial funding, program development,
monitoring, controlling and reporting, to implementation and evaluation.
Technician participation as members of the
management team can best be accomplished by
providing them exposure to management problems
through association with key executives and by
including them whenever practical in discussions
of areas concerning operating and profit goal
problems.
In summary, the financial executive has both
the responsibility and the opportunity to assist
the implementation of such steps as are necessary
to insure the elimination of much of the waste
currently evident in lack of management/ technician
unification.
in

Continued from page 21

Errata
The headings of Exhibit 1 and Exhibit 3, pp. 30 and 31 of the August issue, were transposed. Ed.
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CREDIT INFORMATION:
A MANAGEMENT TOOL
The Credit Department's Charter
Rests on One Primary Task —
Making Accurate Credit Decisions

By Cort M. Johns
Credit information has become a powerful too]
used in making a myriad of decisions, both financial
and otherwise. Decisions to offer employment; to
grant insurance coverage; to issue credit cards; to
construct marketing strategies; and even to allow
entrance into social clubs, are subject to the data
stored on file by various credit activities. The importance of good credit records is obvious; and because of their importance they should be protected
as is any asset which has required many years to
develop. New emphasis should be given to preventing the misuse and abuse of the credit system to
the detriment and expense of the business community and public at large.
Managing Bad Debts
Bankruptcies, slow payments and skipped aecounts have recently been increasing at a rate disproportionate to increases in consumer sales. This
condition of increasing bad debt expense has
spurred some top managements to authorize large
expenditures for more data processing capability
and caused accounting departments to devote more
time to accounts receivable. These expenditures are
being made in the belief that the easy and positive
identification of bad risk credit applicants and the
follow -up of new credit customers (lacking previous
credit history) will more than offset the expense
of potential bad debt losses.
Unfortunatelv, some firms refuse to bring added
sophistication into their credit department operations, because potential savings on bad debt losses
sought through the implementation of advanced
methods are extremelv difficult to measure. While
bad debt losses can be identified rather easily, lost
sales due to poor judgment of the customer's ability
to pay are usually hard to identify. Often a recalcitrant financial officer, finding the company's
bad debt losses steadily increasing, will order a
tightening of credit approvals to any but the best
of risks.
In recent articles in MANAGEMENT ACCOUNTING
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and other financial publications, writers have been
pointing out the detrimental effects, upon potential
company profits by restricting credit approval from
all marginal risks. However, there are also examples
of companies successfully accepting marginal risks
and increasing profits at the same time. These companies have incorporated various credit planning
devices used to better identify and categorize poor
credit risks at the time of request for credit. Some
of the planning devices, finding growing acceptance,
include the following:
Credit applicant profile point systems
Marginal contribution profit analysis of credit
sales
Variable computer credit analysis and approval
The credit applicant profile point system
( CAPPS) makes use of experience tables derived
from the various categories of information gathered
from credit application forms and interviews. Each
factor is weighted according to the historical performance of other credit applicant's paving habits
with similar financial characteristics. Through periodic statistical analysis the weighting of the factors
is changed to reflect the more recent paying habits
of credit customers falling into various customer
groupings.
Minimum cumulative CAPPS scores can be adjusted by management to approach profit maximization. By lowering or raising the minimum credit
approval score, groupings of customers whose payments, taken as a whole, cover all variable costs
may be granted further credit extensions. When the
minimum acceptable score allows for credit sales
which do not cover all variable costs, the minimum
must be raised to exclude credit privileges from
this consumer group. This method, known as
marginal contribution profit analysis of credit sales,
allows for a more scientific acceptance (or rejection) of questionable risks and is based on the
theory that profits can be maintained or increased
as long as incrementally approved credit sales are
covering all variable costs and begin absorbing some
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"A complete
data base gives
credit management the ability
to finely tune
their system..."

fixed charges. Marginal analysis can be further refined by extending its scope to profit contribution
associated with various products by profit margins
credit payback characteristics, points in product
life cycle, inventory status, and excess production
capacities.
Variable computer credit analysis and approval
methods are used to watchdog current credit customer spending and bill paying habits. Computer
programs, mechanically linked with electronically
stored customer ledgers, can be used to adjust individual customers' profile point scores by analyzing
current payment habits. This type of computer
application allows customers with current good
payment habits the privilege of larger purchases.
On the other hand, customers whose bill payment
habits . have deteriorated are restricted from their
previous dollar limits or lose their charge privilege
altogether. This method has been found to identify
the potential credit abuser early, teach him that the
terms of the credit sales are expected to be complied with (before he leams slow payment habits)
and still provides for the re- establishment of his
previous or even larger sales limit once he has shown
that he can consistently meet his obligations
punctually.
Making Accurate Credit Decisions
The credit department's charter rests on one
primary task — making an informed credit decision.
This task can be further separated into approving
new credit applications and granting continued
credit to established customers.
In order for the credit function to make accurate
credit decisions, it must gather and store elements
of information that reflect the behavioral buying
and paying habits of the customers to whom they
have already granted or wish to extend credit. The
more closely and completely this information approaches the real and current habits of the credit
applicant, the better this information can be used
as a basis for making present credit decisions. Thus,
the quality of the information may be judged by the
following criteria:
I. Accuracy —Is the information gathered correct?
2. Currentness —Have the elements of information
subject to change been recently revised?
3. Completeness —Have all important types of information been gathered?
4. Objectivity—Is the source of the information
professional and facts not subject to wide
interpretation?
If the information gathered for the credit applicant's record meets the above criteria within the
time and cost limitations alloted, then the gathered
information may be classified into three basic types
of data for computerized retention purposes.
This is information that normally will be written into the customer record and will never change. Examples of
this type of information are birth date, sex, social
security number and place of birth. This data will
IMMUTABLE BIOGRAPHICAL DATA.
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normally be "read" from the computer file and
input but once correctly.
VARIABLE BIOGRAPHICAL DATA. This field will normally undergo many changes during the customer's
life. The number of information or data elements
in this field is usually of a fixed length. Examples
of this data include marital status, address, number
of dependents and the like.

This information
is made up of a small number of information elements that give the pertinent facts about important
business or biographical transactions. Examples of
this type of data include date and amount of all
sales defaults, date and place of previous employment, etc.
The objective of a complete data record is to
ensure that as many important financial factors as
possible are present, any one of which might be
enough in combination with other elements to approve or reject a credit application or extension. A
complete data base gives credit management the
ability to finely tune their credit system (through
customer behaviorial analysis, financial and investment considerations and programming refinements)
to coincide with the credit policies of tipper
management.
SEQUENTIAL TRANSACTION DATA.

Credit Information Maintenance
Once the credit data base has been established
and is functioning properly, the task of keeping
the information current becomes one of the primary
responsibilities of line credit management. The
failure to update credit information files for even
a short time period may have a negative effect on
profits. When files are not currently maintained,
the possibility exists that some good risks, turned
bad, may not be identified and that, conversely,
some bad risks will have sufficiently improved their
payment habits to be reclassified as acceptable risks.
The cost of more frequent data collection and file
maintenance updating operations can be more than
offset by the losses avoided and the improved
profits exacted through current information
efficiencies.
In line with the concept of storing current data
for the credit decision lies the need for setting
priorities for the input of key item information.
Because credit information is oriented toward
screening bad credit risks, key -item credit information is generally negative or derogatory. Essential
to the maintenance of the credit record system is
the constant updating of these negative key -item
factors which serve to block credit authorization
on stolen credit cards, delinquent accounts, bad
debts, skipped accounts and the like. Any media
which when entered into the computer would act
to control these conditions should be properly
marked and given special job processing priority.
Information can be entered and updated in three
basic methods through the use of various computer
programming routines.
1. Creation —When data is stored in record forMA N AG E ME N T A CC O U NTING /S E PTE MB E R 1971

Since the early days of experimenting with credit ". . . responsibilsystems, much knowledge has been documented
and much experience has been gained. The com- ities also extend
puter has forced many accountants to stop and to dealing
think about the priority and potential value of
much of the information they have been processing directly with
and tabulating. Previously, many of the business
reports which are available today were not even the public."
contemplated. It would have been impossible
within the budget, the time, or the technical restrictions, to manually process the volume of source
The accuracy and timeliness of information documents involved. As computer hardware imbeing created, replaced or deleted is of utmost con- proved, more of the volume and time restrictions
cern to the efficient operation of a healthy credit placed upon information processing potential have
function. The public image of credit activities has been removed.
been somewhat eroded by the collection and
An integrated credit information system, acting
maintenance of inaccurate or apparently inaccurate as a source of kev data for other organizational
information. As mentioned, information right or functions, establishes a basis for the close comwrong is used by banks, credit bureaus, and em- munication of credit management with other deployers to make vital decisions affecting an indi- partments. For communication to be effective, the
vidual's access to goods and services or future credit executive must have prior knowledge and experience with the problems faced by his fellow
employment.
managers. If the credit manager is not conferring
Public Law 91 -508 Title VI
regularly with top members of the marketing,
Provisions Relating to Credit Reporting
finance, legal and production departments, then it is
Agencies
safe to assume that many business decisions within
Until recently, the public had no uniform na- the organization are being made without complete
tional regulations to rely upon in pursuing the and possibly obsolete or inaccurate data. This sitcorrection of inaccurate or obsolete information. uation can be improved by including the credit
This has all changed with the adoption of Public executive in top level planning activities and giving
Law 91 -508 Title VI, Provisions Relating to Credit him sufficient organizational status so that he can
Reporting Agencies, which became effective Jan- speak freely with other policy makers in helping
uary 23, 1971. This law provides for the examina- make company decisions. By including the credit
tion by concerned parties of all information executive in planning sessions, he will be in a better
recorded in their personal files. In cases of dis- position to relate the firm's policies and standards
agreement concerning the accuracy of an individual into his department's operations as well as better
record, the credit function is required to reinvesti- judge and convey information he is familiar with to
gate the transactions involved to determine their other department administrators.
validity. In instances where a person is turned down
The credit executive's responsibilities also extend
for employment, based upon information reported to dealing directly with the public. In many inby a credit agency, the employer is required to stances, no other organizational unit has as many
supply the applicant with the name and address of direct contacts with the public as does the credit
the agency supplying the disqualifying information. department. With effective public relations estabOther abuses of credit information reporting func- lished through the professional handling of all
tions are also dealt with under this new legislation, tasks —from establishing prompt payment policies
which should do much in renewing the confidence with new customers, to performing firm but fair
of the public in the data collection and reporting collection procedures —the credit department can
do much to generate company goodwill.
methods used in the United States.
Due to the nature of the credit executive's reCredit Management Responsibilities
sponsibilities, the ability to utilize his department's
Credit management has grown to become an im- budget properly poses a permanent challenge. Takportant financial profession in recent years. Progres- ing short cuts in servicing customer records or over
sive managements now fill top credit posts with concentrating budgeted resources in one area to the
their best accounting and financial talent. The days detriment of another, for example; might eventually
are gone when companies could fill top credit posi- bring about an operational imbalance which could
tions with bookkeepers. There is good reason, too, result in billing foul -ups with attendant customer
for typical credit operations have been assuming an complaints.
increasingly greater share of the firm's dollar reBudget decisions also can be made more effecsponsibilities. Book valued accounts receivable are tively when the total system has been well planned
often larger than finished goods or merchandise and integrated into the firm's total information
inventories, and with profit margins growing requirements. If credit data is requested from other
smaller revenues arising from finance charges have areas, it is more likely that staff and budget requirethe potential of making greater rate of return con- ments in the credit department will be better
tributions to profits than manufactured goods or understood and maintained. Budget plans should
also include methods of upgrading computer equipmerchandise sales.
mat where no previous information can be said
to have been "created."
Replacement —When information from a previous transaction exists in a space and new input
is written in its place (effectively destroying the
old information if not stored elsewhere), new
data can be said to have been "deleted." (Note:
Data can be deleted by mistake if proper precautions are not taken to safeguard it from unintended deletion.)
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"...a real

demand has
developed for
a nationwide
credit data
bank..."

ment and personnel requirements to coincide with
plans for sales volume increases. Through the redesign of mechanically stored customer record
formats, coding improvements or the assignment of
added data processing storage capacity, some manual operations can be mechanized. Computer substitution costs should, of course, be analyzed before a decision is made to go ahead and hire and
train more employees.
The credit department has come to be a source
of performance reporting for sales and capital investments as well as cash turnover in accounts
receivable. Information in credit files can be accumulated to report the ratio of bad accounts accepted by product or sales territory. The importance
of determining payment habits of new credit applications has several cost implications which include the likelihood of default on payments and
indications that payments may be drawn out and
not conform to contract terms. From a cash flow
standpoint, slow payments will necessitate additional capital investment which causes additional
capital utilization expense. Since important funds
data is tied into mechanized accounts receivable
ledger records, some credit activities are taking part
in cash flow forecasting. This type of reporting can
be compatibly programmed with aging of accounts,
number of day's sales outstanding and receivables
turnover to more efficiently plan machine processing time. Facts gained from these computer reports
can be compared with previous years' figures to
show trends in paving habits and may be used as a
source for marketing research.
Nationwide Credit Data Banks
Many of the country's leading financial and retailing institutions are approaching theoretical
limits on their own in -house ability to screen new
accounts for previous bad debt history and trace
skipped accounts for subsequent collection. Reliance
on local credit bureaus to supply needed information has not been as effective as desired. Because
of the highly mobile population in the United
States todav, local credit agencies are not equipped
to handle the volume of non -local requests as fast
as is needed by most large scale firms. The penalty
of turning accounts over to the credit bureaus for
collection may exceed 50 percent of the outstanding amount. For these reasons, a real demand has
developed for a nationwide credit data bank which
will aid in tracing credit abusers who have been
responsible for a disproportionate share of the bad
debt expense.
One agency, has capitalized on the demand for
computer accessible, coast -to -coast credit information by creating a low -cost nationwide credit data
bank that presently contains over 13,000,000
records of negative information on consumers and
small businesses. Negative information is stored in
both drum and magnetic tape storage. This system
claims to be able to teleprocess directly with any
other type of communication or computer device
from anywhere in the country.
' Hooper-Holmes Bureau, Inc., Basldng Ridge, N.J.
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In the nationwide credit data bank, names of
credit applicants or skipped accounts are fed into
the system by geographic area. The computer will
send back any negative credit information as well
as possible aliases used by a person with a given
address. Retrievable data elements include:
L
2.
3.
4.

Name, address, city, state, zip code
Type and size of dwelling at address
Estimated average range of income for area
Moved status — credit record moved from former address to current address
5. Loss —the dollar amount of delinquency, charge
off, etc., if anv reported
6. Date —month and year in which account entered delinquent status
7. Delinquency Age— number of months delinquent on above date
In the future, the credit data bank is planning
to include these additional elements in its system:
1. Delinquent open charge accounts
2. Delinquent loan payments
3. Expanded personal data on each individual or
family
The advantages of this system, which has been
operational for the past three years, will greatly aid
in screening accounts and tracing skipped customers
for all kinds of banking and credit granting businesses. This kind of system should serve as a positive advantage to mobile credit customers with good
credit ratings by assuring creditors that these individuals are good risks already and can be extended
their full amount of credit purchasing power.
The nationwide credit data bank has one present
shortcoming that may be easily corrected and improved. Currently, all accounts are stored by
geographic region in last name alphabetical sequence. This means that in skip- tracing, a definite
geographic area must be tested to locate an individual. Since many people have the same common
names the system does not presently provide for
positive unique identification. This condition could
lead to the garnishment of the wrong account or
maintenance of someone else's derogatory information under a similar name. This problem could be
largely eradicated through the use of a common
and unique personal or business identifier such as
a social security number or federal business registration code.
Conclusion
Credit in many respects acts as a secondary
monetary system and the properly recorded credit
background of all credit users is in large part the
true reserve of the credit system. As the utility of
processing and reporting credit information grows,
a greater freedom and flexibility of capital investment will follow. The knowledge that funds used
to underwrite credit purchases are being systematically extended toward attaining higher profits
will aid in unleashing new sources of economic
energy.
MANAGEMENT ACCOUNTING /SEPTEMBER 1971
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BANKING THE'ZERO'WAY
Since the Flow of A/I Monies Passes through the Corporate Office
Bank Account —both Receipts and Disbursements — Corporate
Management Possesses an Accurate Knowledge of Its Cash Position
at Any Time

By C. Roger Andrews
Zero banking is fundamentally an application of
branch accounting, with special emphasis on the
control of cash. The banking plan is administered
by the Corporate Office, which keeps all general
cash monies at one principle bank for all divisions
or branches of the firm, and the bank account
balance for each division is always maintained at
a zero balance. The home office bank account is
used to record all cash receipts, regardless of source,
including receipts from other divisions. Disbursements from the home office account are created
bv: (1) regular disbursements written by the Corporate Office, and (2) periodic (dailv) recording
of transfers to the branch zero account. This is an
internal entry by the bank to debit the home
office general cash account and to credit the division bank account for the exact amount of division
checks paid by the bank. Exhibit I illustrates how
the bank account balance for one division is always
maintained at zero, and Exhibit 2 describes in
detail the characteristics of this banking plan.
Branch Accounts Required
Each division operating under the zero banking
plan maintains the following "branch" accounts to
facilitate an orderly recording and closing of its
activities:
CASH ACCOUNTS
1. The cash receipts control account reflects the
total amount of cash transferred by the branch
to the Corporate Office general cash account.
(This entry is in lieu of the usual debit to
cash.)
2. The cash disbursements control account is used
to record all checks drawn against the division
bank account located at the central bank. (This
entry is in lieu of the normal credit to cash.)
It may be helpful at this point to mention
again that the corporate and division bank
accounts are located at the same central bank
which facilitates the transfer of funds within
the bank from the corporate to the division
bank accounts.
MANAGEMENT ACCOUNTING/SEPTEMBER 1971

OTHER BRANCH ACCOUNTS
1. The profit and loss, current year account, is used
in the annual closing procedure to close all
operating accounts.
2. The home office investment account is the
control account which represents the equity of
the Corporate Office in the division. On Januuary 1 of each v_ ear, the above accounts —which
summarize the division activity for the prior
calendar year —are closed into this account.
Illustrative Accounting Techniques
To understand this tvpe of banking, we must
keep in mind that the accounting entries are homogenous with the normal techniques required in
conventional branch accounting. Reciprocal accounting entries between the Corporate Office and
each division are used to record all cash transactions. A series of typical transactions are presented
in Exhibit 3 in the form of "T" accounts.
To simplify the discussion, let us assume that
the XYZ Corporation in the following example
has onlv two divisions, Division A and Division
B. (Actually this plan of banking is most effective
for a business having numerous divisions at widely
scattered locations.) Let us also assume that the
management of the XYZ Corporation has decided
to change to a zero banking plan effective January
1, 1969. The reconciled bank balances for the
corporation on December 31, 1968, are shown in
Exhibit 4. After conversion to zero banking, the
cash account balances for Division A and B are
transferred to the Corporate Office central cash
account on January 1, 1969. Appropriate account ting entries must be made by the Corporate Office
and Divisions A and B to facilitate a changeover
to the new banking plan.

C. R. ANDREWS
Shreveport Chapter
1967, is General Accounting Supervisor
for Thiokol Chemical
Corporation, Marshall,
Texas. He holds a
B.B.A. degree from
Southern Methodis t
Un iv e r s it y , Dallas ,
Texas.

Report of Daily Cash
A Report of Daily Cash (Exhibit 5) is prepared
and submitted by each division for each business
day. It shows the total cash activity for the day
to the cash receipts control and the cash disbursements control accounts, and the cumulative dailv
balances in these accounts, from January 1 through
December 31. These divisional daily cash reports
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"A post office
box... is maintained at the
central bank for
each division..."

from each participating division, when combined
with the home office cash balance, will afford
management with a current accurate daily cash
balance for the entire corporate complex. Reciprocal journal entries between the Corporate Office
and each division are shown as footnotes to Exhibit 5.
Receipts
A post office box in the name of the company
is maintained at the central bank for each division
having a general account at such bank, and customers are requested to mail remittances directly
to that address to expedite the availability of funds.
Where cash is received by the bank direct from
the customer, it is deposited in the home office
account —the central bank account —and remittance notices are mailed by the bank to both
division and corporate accounting departments.
When cash is received at the division, the funds
are deposited daily in a local bank in order to
facilitate the handling of currency. A withdrawal
of funds for the exact amount of each daily deposit
is made from the local bank and the funds are
transferred to the central bank account, thus leaving a zero balance in the local bank account. The
requirement for a local bank account may be
waived if currency is not received at the division
level; for example, customer checks could easilv
be mailed to the central bank account, but not
paper money, coins, etc.
Cash received by each division for deposit in
the home office general account is mailed to the
post office box designated for the division, accompanied by a deposit slip showing the name of the
division and the account number of its general
account. When the central bank receives the cash,
it deposits the cash in the home office account —
never in a division account —and prepares a remittance advice, a copy of which is sent to the division
and corporate office accounting departments.

Exhibit 1
BANK STATEMENT OF ACCOUNT
DIVISION A
Debits

Credits

Date
Jan. 24, '69

Balance
.00

458,789.81+
27,834.25+
31,465.32+
47,719.89+
56,797.53+
69,793.20+

Jan. 24
Jan. 27
Jan. 28
Jan. 29
Jan. 30
Jan. 31

.00
.00
.00
.00
.00
.00

Balance forward
458,789.81 — Forward
27,834.25 — LS
31,465.32 — LS
47,719.89 — LS
56,797.53 —LS
69,793.20 —LS
Totals
692,400.00
for month

692,400.00

Note (1): The total amount of Branch A checks processed by the central bank for
payment in January, 1969, was $692,400.00. These funds have been transferred by
the central bank from the Corporate Office account to the account of Division A.
These transfers represent a bank entry by debiting the Corporate Office account and
crediting the account of Division A as indicated above.
Note (2): Note that the branch bank account balance is always maintained at zero.
Note (3): The " LS" indicated in the Debit column above represents an adding
machine tape listing attached to the checks cleared for the day. This tape is in lieu
of posting each individual check.
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Cash receipts are shown on the report of daily
cash for the day the deposit is sent to the bank
(in the case of cash received at the division) and
for the day the remittance notice is received from
the bank (in the case of remittances sent direct
from the customer to the post office box). An
amended report of daily cash is prepared for the
last day of each month to show receipts by the bank
through the last day of each month, but for which
a remittance notice had not been received by the
division accounting department until the fl owing month.
Monthly totals of cash receipts control entries
on the division books, as taken from the report
of dailv cash, are posted on the Corporate Office
books by a debit to cash and a credit to cash
receipts control. The accounting entries are shown
as footnotes on the report of daily cash for Divisions A and B ( See Exhibit 5) .
Disbursements
The total amount of the checks issued each
day against each division's bank account at the
central bank is reported on the division's report
of daily cash and is credited to the cash disbursements control account. The central bank makes
daily transfers of funds from the home office account to the division's general account in amounts
equal to the total of the division checks processed
by the bank for payment. Note that Exhibit 1
shows that the ending balance for Division A for
each day is always zero.
Monthly totals of cash disbursements control
entries on the division books, as taken from the
report of daily cash, are posted in the Corporate
Office books by a credit to cash and a debit to
cash disbursements control. (See footnotes to Exhibit 5.)
Bank Reconciliations
The bank statements and cancelled checks for
each division account are mailed by the central
bank as of the end of each month to each division accounting department. If a greater degee
of internal control is desired by management, the
monthly reconciliation for each division could
be made by the Corporate Office rather than at
the division level. In the latter instance, the division bank statements and cancelled checks would
be mailed direct to the Corporate Office and each
division would furnish specific data of each check
written for the month to the corporate accounting
department.
The bank reconciliation for Division A for
January 31, 1969 is shown in Exhibit 6 and includes explanatory footnotes. In reconciling the
Corporate Office general account, the outstanding
checks for each division must be combined with
the outstanding checks written by the Corporate
Office. A summary schedule has been prepared
(Exhibit 7) to prove the corporate total of outstanding checks at the close of business on January
31, 1969. A comprehensive analysis of the Corporate Office general cash account —a reconciliation of bank balance to book balance —for the
MANAGEMENT ACCOUNTING /SEPTEMBER 1971

Account title

Closing Out
The "Zero Banking"
Control Accounts
Each year, after the year -end bank reconciliations are prepared and agreement is reached between the Corporate Office and the divisions, the
Corporate Office accounting department advises
the divisions to close the balances in the cash
receipts control and cash disbursements control
accounts into the home office investment account.
This entry, made concurrently with the entry to
close the division's profit and loss account into
the home office investment account, is recorded
as of January 1 of the year following the year for
which these cumulative amounts were recorded.
To illustrate, assume that the following accounts
represent the balance sheet of Division A at the
close of business on December 31, 1969:

Cr
(000's)

Dr
(000's)
400
7,200

Assets
Cash receipts control
Cash disbursements control
Liabilities
Profit —current year
Home office investment
$7,600
Totals
$

month ending January 31, 1969 is shown in
Exhibit 8.

$6,400
200
300
700
$7,600

The following annual closing entry to close the
branch accounts is made by Division A and the
Corporate Office on January 1, 1970:
Cr
(000's)
$7,200

Dr
(000's)

By Division A

Cash receipts control
Cash disbursements control $6,400
300
Profit — current year
Home office
investment account
500

Exhibit 3
Exhibit 2
ANALYSIS OF ZERO BANKING TRANSACTIONS
FLOW OF CASH
ZERO BANKING RECEIPTS
Corporate
office

Division
A

1

(3)

Division
B

(1)

11)

Local
bank
account

Local
bank
account

Corporate Office books
Cash gene ral account
Retained earnin s
Accounts receivable
(1) 500,000 565,00017)
500,00011)
880,000(4)
(2) 75,600 810,000(8)
(3)

121
Central banking system
(2) and (3)
Corporate office
Central bank account
Division A
statement of account statement of account
led r sheet
ledgers heet
DR

CR

DR

CR

(5) 88,000

(4) 88,000 88,000

(5) 112,000

151

Division B
statement of account
ledger sheet
DR

CR

112,000
(4)

112,000
(5)

Notes:
(1) Divisions A and B deposit all daily cash receipts intact in local bank.
This step is necessary to facilitate the handling of checks, coins, and
paper currency.
(2) Divisions A and B do not draw checks upon the local bank account.
These funds for the exact amount of the division daily deposits are
transferred and deposited in the Corporate Office central bank
account. The local bank account remains constant with a zero balance.
13) Corporate Office deposits all monies received in the home office
central bank account, regardless of source, including funds received
from other divisions. Checks written by the Corporate Office are
charged to this central account when paid by the bank.
(4) Assume that the central bank paid division general fund checks —
a debit by the bank to the division bank account —for Division A for
$88,000 and for Division B for $112,000.
(5) Central bank transfers funds from central bank account to the
accounts of Divisions A and B for the amount of checks indicated in
item 4 above. After the transfer of funds, the bank statement balance
for each division will always reflect a zero balance.
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124, 400

625,000( 9)

(4) 880,000
(5) 372,000
(6) 328,000
2,280,000 2,000,000

••

Pa ables & accruals
(7)565,000

Cash disbursements
Cash receipts control
control
Division A
Division A
12,800(2) 12) 7,4001
372,000151 181810,000

Investment
Branch A
1 70 , 2 0 0 0

Cash disbursements
Cash receipts control
control
Division B
Division B
17,200(3) (3) 11,6001
328,000(6) (9)625,000

Investment
Branch B
1118,800(3)

Division A books
Cash
Payables & accruals
75,6001 75,60012) 08110,0001

Corp. Office
cash rec. control
(2) 12,800
(5) 372,000

Accounts receivable
372,000(5)

Corp. Office
Home office
cash dis. control
investment
7,400(2) (2) 70,200
810,000181

I

Division B books
••

Cash
Pa ables &accruals
124,400 124,40013) (9)625,000

Corp. Office
cash rec. control
(3)
17,200
(6) 328,000

Accounts receivable
328,000(6)

Corp. Office
Home office
cash dis. control
investment
11,600(3) (3)118,800
625,00019)

•• Balances per general ledger on January 1, 1969.
Items (1) through (9) correspond with coding in Exhibit 4.
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Exhibit 4
CHANGING OVER TO ZERO BANKING
A. Conversion to accommodate new banking plan (December 31, 1968)
Bank
balance

Transit
deposits

Outstanding
checks

Home Office
Div, A
Div. B
Totals

$625,000
70,200
118, 800
$814, 000

-012, 800
17,200
$30, 000

$125, 000
7,400
11, 600
$144,000

$

Loc ati on

General
ledger
$500, 000 ( 1)
75, 60 0( 2)
124, 400 (3)
$700,000

B. January 1969 transactions

880,000 (4)

372, 0 00( 5)
328,000 (6)
$1, 500,000

Disbursed by
Corporate Office

Description
payables

Division A
Division B

Am ou nt

accruals

$

$

By Corporate Office
(collects accounts receivable)
From Divis ion A
From Division B
Total cash receipts

Analysis of Corporation disbursements

&

Corporate Office cash receipts
Source of
Am ount
receipts
received

565, 000 (7)

&

&

payables
accruals
810, 000 ( 8)
payables
accruals
625, 000 (9)
Total cash disbursements $2,000,000
Items (1) thr ough (9) denote c oding on "T " acc ount worksheet. See Exhibit 3

Exhibit 5

Exhibit 6

REPORT OF DAILY CASH

BANK RECONCILATION
ZERO ACCOUNT- DIVISION A

Home office cash receipts control
Balance of account at end of previous day (cumulative from
January 1, 1969)
Receipts this date
D AT E January 31, 1969
Balance of account end of day

Direct
receipts

Post Office
box receipts

Grand
tot al

Outstanding checks December 31, 1968

$

Add: Checks issued for the year 1969:
T hru pr i or m ont h
-0Cur rent m onth
January. 1 6 $810,000

$350,000

28, 000
$ 372,000

28,000
$372,000

Less: Transfers per bank statement:
Cumulat ive January 1, 1969 thru
end of pri or m onth
Transfers for current month (January
1969) from Corporate Office general
account
Outstanding checks at January 31, 1969

Balance of account at end of previous day (cumulative from
January 1, 1969)
Prior dail y r eport for
January 30, 1969
Checks issued today
January 31, 1969
Balance of account at end of day

$781,500
28,500
$810,000

692, 400

692, 400
12)
$125, 000

cash transactions for January, 1969. Entr ies recor ded by
the Corporate Office and Division A may read:
Corporate Office
DR

CR

$372, 000

$810,000
372,000

810, 000

Division A
DR

Appr oved by Frank Smi th
Date
Febr uary 6, 1969

John Doe

Reciprocal accounting entries between the Corporate
Of fi c e and D i vi s ion A are necessary to record the above

Cash
Cash receipts control- Division A
Cash disbursements control- Division A

-0-

(3)

Appr oved by

CR

Cash receipts control
$372, 000
$
Accounts receivable
372, 000
Accounts payable /accrued expenses
810,000
Cash disbursements control
810, 000
T hese acc ounts are el imi nat ed by the Corporat e O ffi ce when t he
Division financial statements are consolidated.
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810.00 0 $817,400
(1)

$350 000

Home office cash disburserents
contr ol

NOT E (1)

7, 400

NOT E (1)

$810,000agreesw ith Repor t of Dai ly Cas h f or Divisi on A.
(See Exhibit 5.)
NOT E ( 2) $692,400 agrees with Bank Statement of Ac count for
Divisi on A. (See Exhibit 1.)
NOT E (3) $125, 000 must agree w i t h detail listing of outs t anding
checks.
NOT E (4) T he bank reconciliation f or a zero banking system is always accomplished on a year -to -date basis, e.g.:
1. Outstanding checks at beginning of each year.
2. Checks issued for the current year. T his is always
obtained f r om t he "R epor t of D ai l y C as h" See
Exhi bi t 5.
3. T otal ( Item 1 plus i tem 2)
4. Less: Am o unt of transf ers fr om the C orporate
Office general account. See "Bank Statement of
Ac c ount , " Exhi bi t 1.
5. Outstanding checks at the end of each m onth.
(Item 3 less item 4)

xxx

xxx
xxx

xxx
xxx
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Cr
(000's)

$7,200
$6,400
500
300

Conclusion
The zero banking system is controlled solely by

the Corporate Office through an arrangement with
its central bank. Since the flow of all monies passes
through the Corporate Office bank account -both
receipts and disbursements - Corporate Manage ment possesses an accurate knowledge of its cash
position at any time. This fact alone serves as a
management tool for the full utilization of cash.
Perhaps this was the thought of Roger W. Babson,
the noted economist, when he wrote: "More people should learn to tell their dollars where to go
instead of asking them where they went."

Exhibit 7

Exhibit 8

HOME OFFICE BANK ACCOUNT RECONCILATION
JANUARY 31, 1969

ANALYSIS OF CORPORATE OFFICE
CENTRAL BANK ACCOUNT
MONTH ENDING JANUARY 31, 1969

Description

Corporate
of fi ce

Division
A

Division
B

Grand
total

checks issued
1. Outstanding checks
Dec. 31, 1968
2. Checks issued
January, 1969
3. Total possible checks
outstanding

Description

Am o unt

1. Bank balances at December 31, 1968:
$125, 000 $

7,400 $ 11,600 $

144,000

565,000

810, 000

625,000

2,000, 000

690,000

817,400

636,600

2,144, 000

Corporate Office
Division A (Transferred to Corporate Acct. 1 -1 -69)
Division B (Transferred to Corporate Acct. 1 -1 -69)

$

It em

625,000
70, 200
118,800

2. Deposits in transit December 31, 1968

Checks paid

Division A (Transferred to Corporate Acct. 1 -1 -69)
Division B (Transferred to Corporate Acct. 1 -1 -69)

12, 800
17,200

3. Receipts for January, 1969

4. Funds transferred by the
centr al bank from the
home offi ce ac count to
the di vis ion's "zero"
acc ount f or the total of
division checks cleared
in January, 1969.
692, 400 600, 000 1,292, 400
5. For Corp. Office cleared
by central bank in
January, 1969.
425,000
425, 000
6. T otal checks paid by
bank ( Item 4 pl us
item 5)
425, 000 692, 400 600, 000 1,717, 400
7. Outstanding checks @
Januar y 31, 1969 (It em
3 less item 5)
$265, 000 $125,000 $ 36,600 $ 426,600
N

Corporate Office
Division A
Division B

$880, 000
372,000
328,000

1,580,000

4. Deposits in transit January 31, 1969

-0-

5. T otal amount credited by bank to central bank account 2,424,000
(T otal of Items 1, 2, 3, 4 above)
6. Debits shown on bank statement for checks
cleared in January, 1969 (See Exhibit 7)

1,717,400

7. Balance per bank statement January 31, 1969

706, 600

8. Outstanding checks January 31, 1969 (See Exhibit 7)

426, 600

9. General ledger balance January 31, 1969

280, 000

*" Agrees with Corporate Office General Ledger Balance
31, 1969. See "T " account w orksheet - Exhibit 3.

$

Cash receipts controlDivision A
Cash disbursements
control- Division A
Investment in Division A
Retained earnings

Dr
(000's)

@

By Corporate Office

January

« N

"Agrees wit h bank rec oncilation for D ivisi on A. (See Exhibit 6).
`"Agrees wi th bank reconcilation for D ivis ion B. (Not illustrated ).

WHAT IS YOUR OPINION ON REPORTING BY DIVERSIFIED COMPANIES?
The Management Accounting Practices Committee has been studying the subject of "Reporting by
Diversified Companies." On July 21 members of the
MAP Committee and its subcommittee on Segment
Reporting met with the corresponding subcommittee of the Accounting Principles Board and presented MAP's opinions on significant points.
Inasmuch as it is expected that the APB will issue
an exposure draft on this in 1971, it is necessary that
the MAP Committee determine its final position on
the subject. To help do so, members of NAA are
requested to submit their opinions on the following
questions to the MAP Committee immediately:
1. Should reporting of income statement items
by segments of a business be required of all
MANAGEMENT ACCOUNTING/ SEPTEMBER 1971

publicly held companies?
2. What guidelines should be set for determining a segment?
3. What information should be reported by segments a. Revenues.
b. Income (loss) after all traceable costs -the
"contribution margin" of segments.
c. Income (loss) after the allocation of all
joint and common costs and expenses, i.e.,
income (loss) before income taxes and
extraordinary items.
Please address your comments to Jack Gibson,
National Association of Accountants, 919 Third
Ave., New York, N.Y. 10022.
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SERVICE BUREAUS AND
THE BOOKKEEPING
FUNCTION
Computerized Pure Batch Processing
Provides Important By- Products that
Tend to Lower Costs

By Robert J. Murphy

R. J. MURPHY
Boston Chapter 1970,
is District Manager,
Automatic Data Processing Corp., Boston,
Mass. Mr. M u r p h y
holds a B.S. degree in
Ec onomic s and an
M.B.A. degree from
Boston College. He
was awarded a Certificate of Merit for this
article (1970 -71).

During the Sixties, the clerical function grew at a
significantly high rate. The increased revenue in
service bureau work, and the increased significance
in the clerical function indicated that management
was becoming more dependent on statistical data.
The marketing plan completely changed. Service
bureaus began selling packages. Once a system was
designed, the marketing plan was to sell that program, and avoid accounts that required specialized
work. This enabled the service bureaus to lower
their prices and go after the small and medium
sized companies; while the increased number of
formally trained managers produced an atmosphere
of acceptance of service bureau work.
The most important service that service bureaus
provide is computerized batch processing for the
three applications that require most of the record
keeping: accounts receivable, accounts payable, and
pavroll. Of the three applications, accounts receivable is one of the most common operations performed by pure batch processing service bureaus.
Also, although there are many advantages that are
common to both the manual system and the bookkeeping machine system, the bookkeeping machine
system offers more and, it will be compared to the
advantages of the service bureau. This will lead us
into some cost comparisons that have caused the
growth of service bureaus. The cost comparison
will graphically depict costs related to the volume
of transactions that are performed on a manual
system, bookkeeping machine system, and service
bureau system.
Accounts Receivable
Accounts receivable are essentially composed of
two factors. First, is the accurate keeping of records of the monetary value of goods and services
that are sold on credit. Second, is the accurate
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keeping of records of the cash that is received for
the goods and services that are sold on credit. The
dollar value of every sale on account remains on
the customer's ledger card as a debit until the
cash or check has been received. When the payments come in, there is a need for a good system
of receipt control.
In the manual system, neither the sales journal
nor the ledger are totalled until the end of the
month and every posting is not proved. If an
operator indexes a credit in the debit column by
mistake, it would be a difficult problem to trace
back the error. The bookkeeper merely records the
information in the sales journal, and then it is
posted again to the particular customers' ledger
card. With a mechanized system, this problem does
not exist. The operator up -dates the amount that
each customer owes and makes a full proof check
on picking up the old balance. Since the operator
posts to them simultaneously, the old balance is
the same on the ledger and statement. With the
bookkeeping machine the operator adds the previous balance into the machine, adds the current
charge to this, and has the machine print out the
new balance owed. As a by- product of posting with
the bookkeeping machine all the accounts receivable balances are updated daily. However, a company cannot afford to do this every day with a
manual system. Consequentiv, they extend the
balances on their ledgers at the end of the month,
when they are making up their regular monthly statements.
With the manual system the bookkeeper handles the same figures three times as opposed to
once with the mechanical system. For example,
the bookkeeper necessarily must post from the
invoices to the journal, and then to the ledger. At
the end of the month the bookkeeper must again
post the same charges to the statements that are
to be sent to the customer.
MANAGEMENT ACCOUNTING/SEPTEMBER 1971

Advantages of Computerized
Batch Processing
The computerized service bureau represented a
change in concept for the businessman. In batch
processing, the billing copy or invoice would also
serve as a means of input to the service bureau.
The customer sends the invoices that were billed
for a given period of time together with an adding
machine listing of the invoices to the service bureau. The same would be done with respect to
cash receipts applied to accounts receivable, with
the exception that a document other than the
checks would be used.
Normally, this is the point where the accounts
receivable clerk would begin her operation. It is
also the point where a computerized service bureau
would begin its operation. The accounts receivable
clerk will usually post charge sales and update the
accounts receivable ledger card daily. The computerized service bureau, on the other hand, would
do the posting and accounts receivable updating
monthly although sales reports and statistics are
often produced weekly.
The argument in favor of the bookkeeping machine is that the accounts receivable ledger record
is updated daily and is constantly available for
reference to the accounts receivable balance. The
hard copy record can then be utilized as a credit
tool or a history record for giving discounts. The
argument is sound but the service bureau has answered the objection by providing a monthly subsidiary ledger and /or an aged trial balance. The
only items missing are current charges which should
be maintained in an invoice file by customer.
A continuous printout sheet called a subsidiary
ledger is prepared in duplicate. At the end of the
month the computerized service bureau picks up
the second copy, leaving the original for the customer. It then creates a new statement and subsidiary ledger, and the accounts receivable balance
is changed for every account on the subsidiary
ledger. This allows the service bureau's customer
to have complete control over every account daily.
It is known as the "open time" system.
The second method of controlling each account
is the use of a monthly age analysis. The computerized service bureau ages each invoice by period.
As the cash is received the service bureau's client
would simply write the customer's name or number, and the amount of the check plus the amount
to be applied to accounts receivable in a journal.
This is the client's cash book for accounts receivable. The client checks off the cash amounts against
the previous month's ageing report indicating that
either the entire balance or a given portion of the
receivable balance had been paid. The service bureau then picks -up the cash book with the copies
of the invoices once a month. The service bureau
prepares two statements for each of the client's
customers. One would be sent to the customer and
the other would be filed alphabetically and used
as a ledger card for historical reference.
Basically the two systems offer similar advantages
to this point. However, the idea of removing recMANAGEMENT ACCOUNTING/ SEPTEMBER 1971

ords and service documents from the client's premises is often difficult to accept. Some control is also
lost because the updating is done monthly in a
batch process, instead of daily, and there is the
addition of another party in the accounting function which increases communications problems.
Consequently, the concept should not have great
marketing appeal. Without bringing in costs or
increased management information, there then is
actually a negative attitude toward using the
service bureau.

"Open time"
system allows
customer to
have complete
control over
every account
daily.

Cost Analysis
From the foregoing, it would seem that the computerized pure batch processing service bureau
concept does not offer many advantages to the
user. However, when we take into consideration the
variables that have either expanded or contracted
within the past few years the underlying reason
for the growth of this industry becomes more
apparent.
Several years ago a study was made of a company that was using a bookkeeping machine. The
system was identical to the machine accounts receivable system described earlier. The results of
the study are shown in Exhibit 1. A second study
was then made of ten other companies using bookkeeping machines. The average figures for the ten
companies in the second study verified the figures
of the first study. The results of this primary
research have been graphically illustrated in Exhibit 2. The results of the second studv also indicate that the following factors are significant. Each
customer makes three charges on the average per
month, and pans his bill once per month. This
came to 120,000 annual transactions and would
break down into 90,000 charges and 30,000 cash
receipts per year.
The second study indicated that the average
employee works six of the eight hours for which
11e is paid. This breaks down to approximately
86,400 minutes of work per year that an employee
is actually being productive, if the employee works
48 weeks. The average bookkeeper's salary including fringe benefits and tax burden was estimated
to be $8,200.00 annually, from which we find that
it costs 3.0949 a minute to do a given task. If
Exhibit 1
TRANSACTIONS PER MINUTE
USING CONVENTIONAL BOOKKEEPING MACHINE
Accounts
receivable
applications

Number
of
minutes

Number
of
transactions

Transactions
per
mi nut e

Charges

40
35
10

60
40
15

.66
.87
.66

Cash receipts

20
25
18

20
35
27

1.00
.75
.66

Completed figures were acquired by observing the bookkeeping machine posting
operat ion i n a company in the Bos ton vicinit y. T he author of this paper was the
observer. Observations were made in June of 1966.
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the
by-products..
"...

are important
factors when
considering
costs."

it takes 50 seconds for an operator to make a
charge or cash posting via bookkeeping machine,
it is being done approximately 55 percent faster
than in a manual operation. In Exhibit 2, the
horizontal axis is scaled numerically in thousands
of postings (charge or cash) to a ledger and statement. Above the lowest horizontal line, there are
three reference notations indicating the maximum
number of transactions that can be posted by one
person in a year: (A) manually, (B) with a bookkeeping machine (in addition to preparing a
monthly age analysis) and (C) with one bookkeeping machine (but without the requirement for
preparing a monthly age analysis) .
The most frequently sold bookkeeping machine
has a selling price (1969) of approximately
$8,450.00 with an annual maintenance agreement
of $350.00. Amortized over an eight -year period
this results in an annual cost of $1,400.00. By
dropping a line from the maximum cost ($9,600 —
bookkeeper's salary plus annual machine cost) and
transaction point to the fixed cost origin, the cost
per transaction can be determined. Notice that the
costs increase by $1,400.00 at 103,721 transactions
because it is at this point that another machine
would have to be purchased. It is important to

Exhibit 2
COMPARISON OF SYSTEMS: MANUAL, BOOKKEEPING
MACHINE AND SERVICE BUREAU
Dollars
12.000
11.600
11.200
10.800

9.600
9,200
8.800

/

Computerized
batch processing
service bureau
system

g

\

t

/

Bookkeeping
machine system
with aged trial
balance

\

10.400
10.000

Manual
system

8.400

A

8.000

Bookkeeping
machine
system

7,600
7.200

remember that the maximum number of transactions that can be performed with one machine
is 84,663.

Service bureau costs, for a balance forward accounts receivable system, with an age analysis report and a sales analysis report are as follows:
1. Annual transportation charges: $60.00.
2. Monthly charges: There is an $.08 charge for
each invoice and cash item posted, plus an
additional $.08 charge for each statement produced.
3. Minimum monthly processing charge: $150.00.
The bookkeeping machine is less expensive than
the batch processing service bureau under the following circumstances: (1) When the bookkeeping
machine is used more than 65.5 percent of the
time on any one application, (2) when a firm requires between 68,000 and 103,000 posted transactions annually and (3) when a firm is only interested in having its posting done.
The by- products of the computerized service
bureau system on accounts receivable posting are
important factors when considering costs. Two
examples of the automatic by- products of the computerized service bureau system are: (1) automatic
monthly ageing of accounts receivable and (2) cumulative and comparative sales analysis. The cost to
perform a monthly ageing has been added to the
cost involved to do the posting to the accounts
receivable on a bookkeeping machine. This cost
has been compared to the service bureau cost.
When the bookkeeping machine is considered as
a fixed annual cost, the breakeven point between
the two systems is 5,000 postings in a year. This
means that when management report writing is
considered, it is more advantageous financially to
employ a service bureau as opposed to a bookkeeping machine system. In effect, the cost advantages are in direct relationship to the need for
management information.
Conclusion
The bookkeeping machine will increase an operator's productivity by approximately 55 percent;
following are the advantages of the bookkeeping
machine system over the manual system:

6.800
6,400
6,000
5,600
5.200
4,800
4.400
4.000
3,600
3,200
2.800
2.400

1.600

I41

Annual minimum cost for batch processing service.

a

2.000

Annual fixed cost for bookkeeping machine and maintenance.

1.200
800

A
,762

400
20 M

40 M

B
84,663

60 M

80 M

C
103,721

100 M

Number of transactions in thousands.,
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120 M

140 M

160 M

L Statements are mailed out on time.
2. Management receives the financial statement
and profit and loss statement sooner.
3. Month -end peak loads of bookkeeping work
are leveled off.
4. Total receivables outstanding are known daily.
5. Customer relations are improved.
6. The possibility of errors is reduced.
7. Books can be held open until end of month,
since statements do not have to be made at a
separate operation.
8. Protection against lost accounts is increased.
9. Ledger and statement are made at the same
time dailv.
I

The service bureau costs were obtained from a large local service
bureau in the greater Boston area.
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ACCRUAL ACCOUNTING:
FOR BANKS
Keep Procedures Simple —
Common Sense Should Govern the
Approach to Accrual Accounting

By Donald Reynolds
Until recently, bank accounting and reporting
practices were largely oriented toward the highly
conservative "protection of depositors" viewpoint.
Bank examiners had little interest in income statements or accrued accounts. They were satisfied if
deposit figures were accurate and assets not available for satisfaction of deposit claims (i.e., bank
building and equipment) were excluded from the
balance sheet or at least were carried at a nominal
value. Current thinking, however, is that bank accounting and reporting should be responsive to
the needs of the bank's stockholders, and that
managers can be responsive to those needs without
detriment to the depositors. Therefore, the more
enlightened managements and stockholders of publicly held banks have in general adopted the accrual
basis of accounting because statements are more
meaningful. This trend can be attributed to the
weaknesses inherent in cash basis accounting.
Accrual accounting is now required for most
large commercial banks. This applies to all Federally insured banks with total resources of over
$25 million. Banks which are part of holding companies must also follow the accrual basis of accounting as required by the Securities and Exchange Commission in the filing of registration
statements (under the Securities Act of 1933) and
annual reports and proxies (under the Securities
Exchange Act of 1934). Smaller banks still remaining on a cash basis, must at least report income tax
expense applicable to the current year.
The general objectives of accounting, especially
applicable to accrual accounting, can be defined as
follows:
1. To provide information to owners about status
of their investment
2. To provide information to managers to enable
them to control, manage, and plan
3. To satisfy legal requirements of regulatory authorities, taxing authorities, Securities and ExMANAGEMENT ACCOUNTING /SEPTEMBER 1971

change Commission and stock exchanges
To maintain accurate records of obligations due
from and to outside parties
To maintain adequate records of other assets:
cash on hand, securities, fixed assets, prepaids,
accruals, inventories, etc.
In designing a system to satisfy these purposes,
we must provide records and prepare reports which
are timely, concise and reasonably accurate. These
three factors are, to large degree, interrelated. But
the accountant must not put too much emphasis
on excessive detail or on an unnecessary degree of
accuracy since the user of the accounting data may
receive too much information to digest. An overemphasis on accuracy may make the system cumbersome and not as useful as it would otherwise be.
Definition of Accrual Accounting
For the benefit of those readers who may not
be accountants, we define accrual accounting as the
reporting of income when earned rather than when
received and the reporting of expense when incurred rather than when paid. Accrual accounting
derives its theoretical justification from the principle of a proper matching of income and expense
to the appropriate accounting period. For example,
if a bank pays interest on savings accounts on
January 1 for the preceding year, the cash basis
bank will show the interest expense in the current
year and would not be matching this expense, to
the related income earned from using those funds
in the prior year. An additional accounting principle involved is that of recognizing all assets and
liabilities in the financial statements. In our example the bank has incurred the liability for the
interest expense during the period the funds were
on deposit and should therefore recognize this
liability as of December 31, not just when the
payment is made.
Bank managers and directors in cash basis banks
are only too familiar with the problems involved
in trying to determine whether the bank is being

D. REYNOLDS
Kansas City Chapter
1966 is Senior Vice
President and Controller of Commerce Bank
of Kansas City, Mo.,
and Co n t r olle r of
Commer c e
Banc shares, Inc. Mr. Reynolds holds an A.B.
degree in accounting
from Central Michigan
Univ ers ity . He was
awarded a Certificate
of Recognition for this
article (1970 -71).
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procedures
are not inherently difficult

"...

or time
consuming..."

managed profitably. In the example cited above,
the cash basis bank may well show a loss in January
since it is reporting several months' interest expense
(interest is usually paid quarterly or semi - annually)
in one month. This same bank may have very
little income in January if, for example, few loan
payments are made in the month (quite common
in agricultural lending) and no bond coupons are
due in January. After making all these mental adjustments, not only for the current year, but the
previous year too, one would be justified in questioning the value of such an accounting system.
In spite of the obvious advantages in using the
accrual basis of accounting, some bankers still
question whether it is worth the effort. Their
principal objection is that accrual accounting is
difficult, time- consuming and requires an expert
to maintain. This is not necessarily so. Accrual
accounting systems have been installed in banks
ranging downward in size to $5 million in total
assets, and I am sure that the techniques used
would fit any size bank. In no case would additional staff be needed to maintain the system nor
would it be difficult to train the present bank
staff in using the system. A few banks have even
adopted daily accrual systems, calculating each item
of income and expense each day and recording it
all on the same day. However, some banks do,
unnecessarily complicate their system by striving
for excessive accuracy.

effect. While the banker needs to know his uninvested funds position daily, if not hourly, there
is little value in knowing the amount of income
accumulated yesterday. Short -term investment decisions are made based on available funds and market
conditions and yesterday's earnings won't change
these decisions. Decisions on loan interest rate
levels and time deposit interest rates, to the extent the marketplace permits flexibility, are made
based on longer term trends such as failing to
make budgeted income for several months.
Specific Techniques
The key to a common sense accrual accounting
system is in selecting the appropriate technique
for each item of income and expense. Every bank
will find it desirable to use a variety of techniques.,
Some of the more common accrual techniques are:
1. Cash
2. Aggregate
3. Specific Item
CASH
Report income when received and expense when
incurred if the amounts involved are insignificant
or if the cash flow is substantially equivalent to
accrual basis. (Don't confuse the use of the "cash
accrual techniques" with "cash basis. ") Examples
Of cash accruals would be:

Accrual Accounting Techniques
Accrual accounting procedures are not inherently
difficult or time consuming, but some systems have
been made so by over - emphasis on a desire for
accuracv and absolute control, to the penny. There
is no doubt that adequate controls are always
needed for income and expense items. However,
stronger control techniques must be justified in
light of the significance of the amounts involved
and the complexity and dynamism of the item.
For example, some form of accrual procedure is
necessary for control (as well as for proper matching of income and expense) of the typical bank's
commercial loans. The amounts involved are large,
often 20 percent or more of total income,_and
balances outstanding may fluctuate widelv. Also,
numerous rates are involved and a review of vields
may not reveal shortages since a variation of 0.1
percent may represent many thousands of dollars
of misapplied income. On the other hand, a simple
cash basis system may be adequate for safe deposit
box rentals, when the number and mix of boxes
rented is relatively static and variations of even a
few hundred dollars would quickly show up by
just comparing the general ledger income account
with the prior year or with budget.
As mentioned above, some accrual systems calculate daily income and expense. Daily accrual
systems seem to have developed in banks because
of the historical practice of preparing a daily general ledger and statement of condition. However,
there is little merit in daily income and expense
reports since significant trends and management
actions require longer periods to develop and take
40

Income
a. Real estate loan income (if payments are
received monthly)
b. Deposit account service charges
c. Trust fees
d. EDP contract service fees
Expenses
a. Salaries (if paid monthly on a timely basis)
b. Utility bills (It is important to get one
month's bill into expense each month even
if it doesn't coincide with month incurred.)
AGGREGATE
A number of estimating techniques are included
in this category such as applying a rate (actual,
estimated or average) to average total balances. It
usually involves very little more work than the cash
technique and is used when a large number of calculations would otherwise be involved. It also usually requires periodic inventories to determine if
estimates are reasonable. Examples of aggregate
accruals would be:
Income
a. Commercial loans (These usually break down
into interest -to- follow and discounted loans
or into demand and time loans.)
b. Real estate loans (if other than monthly
payment)
c. Installment loans (maturity control system)
I

See BAI manual Realistic Accounting and Reporting in the
Smaller Bank, The Bank Administration Institute. Specific instructions are included for the conversion and maintenance of an
accrual system.
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2. Expense
a. Interest on savings accounts (Adjust to cash
whenever interest is credited.) and certificates of deposit
b. Provision for loan losses
c. Depreciation expense (Estimate the year and
charge 1/12th monthly. )

necessary to treat the gain or loss resulting from
market fluctuations either as a yield adjustment resulting from the carrying of these securities in portfolio during a period of market fluctuation or reporting the resulting gain or loss, along with realized
gains and losses, as a separate item just before "Net
Income."

SPECIFIC ITEM

Provision for Loan Losses

This technique involves calculation for each item
and is used when there are a relatively few items
involved. Examples include:
1. Income
a. Interest on securities
2. Expenses
a. Provision for income taxes
b. Employee benefit plans
c. Insurance premium and F.D.I.C. assessments
All of these techniques may use manual, machine
or computer record - keeping. However, there is a
trend to specific item techniques on the computer
since the cost involved is practically nil for monthly
processing and it does eliminate the need for periodic inventories.
Investment Securities
Interest Income
Accrual of coupon earnings is accepted by all
and is required by bank regulatory authorities for
all banks with total resources over $25 million.
Amortization of premium is also widely accepted
and is required. However, accretion of discount is
not as widely accepted; even frowned on by some
state banking departments, but is required under
generally accepted accounting principles for those
banks which are audited and whose statements are
included in filings with the Securities and Exchange
Commission. Federal regulators encourage, but do
not require accretion of discount. In any case, the
objective of amortization and accretion is to report
earnings at the yield rate (based on cost) at which
the bonds were purchased rather than atthe coupon
rate.
Investment securities gains and losses are required to be reported on the realization basis —
that is within the period when sold —by regulators,
but the American Institute of Certified Public Accountants (A.I.C.P.A.) also permits deferral of
gains and losses and amortization of gains and losses
over an arbitrary period (such as 5 years) .
The principal problem is that the new report
format requires security gains and losses to be included in determination of "Net Income" and tax
swapping techniques may result in big gains in
some years and big losses in other years, thus distorting the historical earnings trend of the bank.
Since the objective is to report income on a yield
basis, amortization of gains and losses over an arbitrary period levels out distortions and gives a
smoother trend to "Net Income." A possible third
alternative is to carry "true" investment securities
(if there are any) at cost, but report securities available for tax swaps at market. It would then be
MANAGEMENT ACCOUNTING /SEPTEMBER 1971

Bank regulatory authorities now require that loan
loss expense be included in operating expenses.
They permit the use of a moving average experience calculation or the actual net charge -off method.
The A.I.C.P.A. (and SEC) both require that the
moving average experience method be used and
that the resulting provision be included in operating
expenses. The difference between the booked tax
provision and the amount charged to operating expense is required by all to be charged or credited
directly to undivided profits, after related tax effect.

"...but

banks
have been
encouraged...
to build reserves
in excess of
current needs."

Reserve for Loan Losses
The problem here is that generally accepted accounting principles require that a reserve be adequate to cover reasonably anticipated losses in the
current loan portfolio based on current economic
conditions, but banks have been encouraged, as a
matter of public policv, to build reserves in excess
of current needs. This excess, according to generally
accepted accounting principles is not a valuation
reserve, but a mere allocation of undivided profits
and should, therefore, be included in undivided
profits. The needed reserve then would be a valuation reserve and, by definition, should be deducted
from the outstanding loans so that the net loan
figure represents the estimated realizable value of
these assets. Since no one can agree on how to calculate the valuation and capital portions of the reserve (the split on the provision is no problem, just
the split on the reserve), the regulatory authorities
have decreed that the reserve for loan losses will be
shown in limbo, between liabilities and capital.
Federal Income Tax Implications
Most cash basis banks have filed their tax returns
on the cash basis and may continue to do so even
after converting their books to the accrual basis
(Internal Revenue Service Revenue Ruling 68 -35).
If the books are on the accrual basis and the tax
return is filed on the cash basis, it is necessary to
maintain adequate records to permit the revenue
agent to readily verify the differences between cash
and accrual basis. Tax rules in this area are complex
and vague. Before making any entries on your books
(and preferably before detailed planning of accrual
conversion), consult competent tax counsel.
When converting to the accrual basis and periodically thereafter, calculate your income taxes on
both accrual and cash basis to determine whether
it may be desirable to apply for permission to
change to the accrual basis for tax purposes. Generally, if accrued income (asset accruals) exceeds
accrued expenses (liability accruals), it is advantageous to stay on the cash basis for tax purposes.
Continued on page 45
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COST ANALYSIS
AND CONTROL OF
RDT &E PROJECTS
An Indication of the Anticipated Rate of Expenditures
Coupled with Information on the Total Charges to Date
Is Useful and Enlightening

D. R. SNYDER
is a Senior Project Engineer at the U.S. Naval
Air Propulsion Test
Center, Trenton, N.J.
Mr. Snyder holds a B.S.
degree in Aeronautical
E n g in e e r in g
from
Pennsylvania State University and is currently
enrolled in the M.B.A.
program at Rider College, Trenton, N.J.

By Daniel R. Snyder

Project Cost Picture

Most Federal government Research, Development,
Test and Evaluation (RDT &E) projects are funded
on the basis of preliminary cost and scheduling
estimates. These estimates are generated by the responsible project managers from broad objectives
and goals issued by higher authority. Once the estimates are accepted and the project funds are authorized, however, the project manager is responsible
for not exceeding the fund limitations. Also important is the fact that many government projects are
authorized on a fiscal year basis and funds provided
during one year may not be carried over and expended during subsequent years. The project manager is thus faced with a fairly rigid system of fixed
cost and time allotments. Therefore, for maximum
effective utilization of authorized funds, it becomes
imperative that RDT &E project managers have
available information which relates schedules and
costs.
Since information of this nature necessitates extensive computation to produce a realistic measure
of progress, attempts to establish cost analysis and
control systems for broad application within a given
organization have been generally unsatisfactory.
With the advent of sophisticated electronic data
processing systems, however, timelv cost data is now
available. If this cost information were to be coupled
with scheduling data, a document could be generated which answers the following questions in a
clear and concise manner for the project manager:

A hyphothetical testing project will be utilized
throughout this article to serve as an illustration of
the proposed "Project Cost Picture" (PCP) method.
RDT &E projects are normally broken down into
phases which are well defined and which indicate
significant milestones. These phases are then further
segregated into specific events or work tasks which
are defined as "control areas." Control areas are
selected such that the average rate of expenditure
during each activity may be considered constant.
The initial cost and scheduling plans for a project
then, are developed by considering the requirements
for time and money in each of the control areas. The
various phases and associated control areas for the
hypothetical project are detailed below:

How is the project progressing in relation to
established milestones?
How is the project progressing in relation to
estimated and authorized fiscal year expenditures?
How do original plans (schedule /cost), compare with actual expenditures and revised project
plans?
42

Project Phases and Control Areas
PHASE I
PRELIMINARY. ENGINEERING

(10)
(I I)
(12)
(13)
(14)

Project engineering
Instrumentation engineering
Installation engineering
Facility modification engineering
Programming and data acquisition engineering

PHASE II
PREPARATION

(20) Support fabrication
(21) Facility modification fabrication
(22) Instrumentation fabrication
(23) Equipment preparation
(24) Equipment installation
(2 5) Facility modification installation
(26) Instrumentation installation
PHASE III
TESTING

(30) System testing
(31) Component testing
(32) Miscellaneous testing
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PHASE V
POST ENGINEERING

(50) Data reduction
( 51) Data analysis and report preparation
(52) Report publication
Starting with the initial project scheduling estimates (Exhibit 1) and cost data, an original
planned rate of expenditure curve (Exhibit 2) is
prepared. By selecting dates at the end of each
control area activity and by adding the estimated
costs to date at each of these points, the original
planned rate of expenditure curve in Exhibit 2 can
be developed. This curve then serves as the basis
for project cost analysis and control. In effect, it is
the "standard" against which actual performance
will be measured. Once established, this curve does
not change unless it is affected by higher level management decisions; i. e., change in project scope
or requirements which add to or subtract from the
overall effort, major scheduling modifications, general revision of labor rates, etc.
When the project is actually implemented and
the project manager issues the technical directives
to the various supporting organizations, "job estimates" for each control area are prepared by the
responsible shops. As these job estimates are received, a new or revised expenditure curve is developed using the same procedure as for the original
plan curve, and is superimposed upon it (Exhibit 2).
The job estimate curve illustrates two principle
items for the project manager. First, it tells him how
well his original broad project estimates compare
with the more detailed shop estimates. Second, he
can determine the relationship between the authorized funding level and the anticipated expenditures.
When an unfavorable condition exists, the responsible phases can be readily identified by the increased
slope of the job estimate curve in comparison with
the original plan curve. This then clearly indicates
the need for corrective action by the project manager and also directs his attention to the responsible
control areas.
Now, as work progresses on the project, actual
expenditure data is collected and the job estimate
curve is continuously modified by these data to
reflect how accrued costs plus remaining planned
expenditures compare with the original plan and the
authorized funding level. This procedure is perhaps
the greatest advantage of the Project Cost Picture.
At any given time throughout the project's life, the
project manager can see how past expenditures and
work progress will affect the planned schedule and
the overall estimated cost. In addition, provisions
are made such that the computer will automatically
compensate the job Estimate Curve for any activity which does not actually commence on the
scheduled date or whose estimated costs change.
Exhibit 3 illustrates how a PCP might appear after
a project is approximately 75 percent complete.
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Generating the PCP
The computation method described below is presented in somewhat general terms so that it may be
easily adapted to any computer system without further interpretation. No attempt is made to develop
a specific program logic or file maintenance procedures. System operational considerations are also
omitted as they are not pertinent to the concept
definition. Input devices may be any one of a number of types, however, a card input method is
probably most feasible. The only specific equipment requirement is for an automatic plotting
device to produce the necessary curves.
The initial program input will be a matrix of the
following form:
CONTROL
AREA
10
11

Tt
START
9183
9211

I

0032

manager can
see how past
expenditures
and work progress will affect
the planned
schedule..."

ESTIMATED
Tp
STOP
COST
2400
9293
9264
1200

I

52

the project

5 0

0039

Exhibit 1
CONTROL AREA SCHEDULING
51

5'

50
41
30
26
25
24

Lu

a

22

0
21
°

(41) Equipment removal
(42) Test area configuration control and clean -up

"...

Note that the effect of a milestone scheduling
change is clearly indicated. The project completion
date will slip approximately two weeks and the total
project costs are closely approaching the authorized
funding level.

u

PHASE IV
REMOVAL

20
14
13
12
II
10

July

Aug

Sept

Oct

Nov

Dec

Jan

Feb

Fiscal Year
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"This curve
then serves as
the basis for
project cost
analysis and
control."

Exhibit 2
PLANNED AND REVISED
EXPENDITURE CURVES
Control
area

so
Authorized funds

40

••�•% /

Planned rate of
expenditures

•
••�•

• /

�

lob estimate curve
(Revised expenditures)

•

30

•

20
•
•
i •

•

•

10
•
•

July

Aug

Sept

Oct

Nov

Dec

Jan

Feb

Exhibit 3
PROJECT COST PICTURE
SEVENTY -FIVE PERCENT COMPLETE
Control
area
50

Authorized funds

40
•�•'�

Planned rate
of expenditures

•� • •

Job estimate curve
(revised expenditures)

•��
•
•

30

i
•
� •

Expenditure curve

•

20
•

•

•

•

10
•

July
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Aug

Sept

Oct

Nov

Dec

Jan

Feb
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The start /stop dates and the estimated costs are
obtained from the project plans, Exhibit 1. These
dates are expressed as "Julian Dates" with the
first digit indicating the calendar year; i.e. 9183
= 183rd day of 1969 (1 July 1969).
The `original planned rate of expenditure curve"
is calculated using the following relationship:
TECTx = EC10 Tx — Tt,,

+

The expenditures -to -date ( E T D) portion of the
job estimate curve develops as time progresses.
All past expenditure data are stored in a PCP
magnetic tape or similar file and these data are
used to generate the "cost -to- date" portion of the
curve. Th e remainder of the curve, or estimated
cost to complete portion, is derived as follows:

EC,,,
=

TPIo — Ttio

EC

Tx — T t,l
+...+
" Tp11 — Ttll

EC „

Tx — Tt,Z
TP52 — Tt52

In the above expression, TECTx is the total estimated cost accrued at any given time, or date,
where Tx is also expressed as a Julian Date. EC,
Tt,,, and Tp,,,, etc., represent the estimated cost,

and start and stop dates contained in the above
matrix. Tx dates are selected to provide a sufficient
number of points to define the original estimated
cost curve. One point for each week is suggested.
As part of this calculation, each
Tx — Tto
Tp() —Tt(

ETd

+ EC, o

"... the basic
calculations are
quite simple..."

Tx — Ty

TPIO — Tt.

+ ... + EC, Tx
Tx — Ty
— Tt5R
In this case, a test is made to determine the
relationship between the "as -of" date of the report
Td and the other controlling dates; Tx, Tt( ), and
Tp, ,: If Td is greater than or equal to Tx, then
set Ty equal to Tx. This causes the estimated
costs to go to zero in the ETd portion of the curve.
If Tt is less than Td and Td is less than Tp, then
set Tv equal to Td . On th e oth er ha nd, i f T d is
less than or equal to Tt, set Tv equal to Tt. These
decisions are vital to the overall concept in that
they permit the extension of the expenditure portion of the curve to reflect the estimated costs
to complete the project.

Conclusion
The proposed cost analysis and control concept

expression is tested to determine if its value is less
than zero or greater than one. If less then zero,
the activity has not started vet and the corresponding control area estimated cost is set to zero. If
greater than one, the activity has been completed
and the value of the control area cost is fixed at
the total estimated cost for that control area.

is now fully developed. Although the basic calculations are quite simple, the enormous volume
of operations required preclude employment of

this method without the aid of high speed computers. The advantages to be gained from improved
RDT &E project management, however, far exceed
the initial expenditure to implement this system.

ACCRUAL ACCOUNTING: FOR BANKS
Continued from page 41

Conclusion

Much confusion has arisen among bankers about
the proper amount to report as tax expense. Some
follow the practice of showing income tax expense
as the amount of ta x they exp ect to sh ow on the
tax return for the current year. However, this practice fails to match income with the related expense
when the accrual basis bank is taking advantage of
income deferral by remaining on the cash basis for
tax purposes. The proper tax expense should be
computed by adjusting book income for permanent
differences between taxable income and book income, i.e., tax free municipal bond income, nondeductible expenses, etc. Tax expense on income
taxed at other than ordinary rates (capital gains,
dividends from certain corporations) should be
calculated at the appropriate rates.

In conclusion, the advantages of an accrual accounting system would include the following:
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1. It makes reports more meaningful; mental adjustments are not necessary.
2. It allows variations between periods and compared with budget to be explained with good
business reasons, not excuses for accounting.
3. It permits calculation of meaningful vields on
loans and investments, effective rates of interest
on deposits and borrowings, kev ratios .such as
return on capital and annualized earnings per
share.
4. It simplifies cost accounting and there are fewer
pro forma adjustments to get meaningful
"normal" costs.
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PROBLEMS IN MINE
EVALUATION
No Two Mines Are Alike
No Two Companies Operate in the Same Manner
No Two Taxing Authorities Are Alike
No Two Investors See a Mine in the Same Light
Yet There Must Be Some Standard on Which the Public Can Rely

By James D. Lemon
The examination of anything has a purpose. The
purpose behind the examination of a mineral property is usually one of the following four reasons:

J. D. LEMON
Scottsdale Area Chapter (Phoenix 1964), is
Controller, OMNITEC
Corp., Phoenix, Ariz.
Mr. Lemon who is
Past President of the
Scottsdale Area Chapter, received a B.B.A.
degree from Pace College.
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A change of ownership is being considered;
An appraisal for tax purposes is being considered;
Additional funds are being solicited for a stock
issue, bank loan, etc.;
A major change in the operating methods or in
the scope of the mineral property itself is under
scrutiny.
No two mines or mineral properties are alike; no
two companies operate in the same manner; no two
state taxing authorities are alike; no two interested
investors see a mine in the same light. Therefore, in
examining a mine which may be in any state, from a
mere pit to a sophisticated operating propertv, there
must be some standard on which the public can rely.
Most industries and enterprises have an indeterminate life, apparently perpetual, and therefore
do not face the problem of replacing the original
investment. Given competent management and labor, and a free society in which to produce, there is
nothing forseeable to cause a termination, competition excepted. However, the mining industry differs
completely from other industries. Even with the most
competent management and labor, and with the
"free -est" of societies, when an orebody has been
exhausted, there is "nothing" left. In the evaluation
of a mining property, the primary premise must be
that of returning to the investor his original capital
investment by the time the profitable enterprise is
ended, in addition to returning an annual profit on
his investment.
Under these circumstances, it is doubtful that a
"cut- and - dried" formula for estimating the full value
of a mine, under any and all circumstances, can be

prescribed. Nevertheless, in those states levying an
ad valorem tax on property, some continuity of
evaluation should exist between the various mining
companies. Without it, obvious detrimental effects
would be felt by the less conservative mining companies.
Since a mining property has a value only by virtue
of its ability to produce a profit over a tens of years,
then it is certainly true that:
"The money value of a mine is that sum
which the exploitation of the mineral will return, together with a fair rate of interest, besides paying operating expenses, taxes, etc., the
same fair rate of interest on the required working capital, and redeeming with a fair rate of
interest the capital required for equipment
and development." 1
This definitive statement relates to future operations by use of the words "will return." But since the
assessment is made at a particular point in time, the
future operations must be "present- valued." In this
case, the term "present value" designates the capital
which must be invested immediately (at the time of
the assessment or the evaluation) to be equivalent
to the future income to be received in exchange
therefor.
These parameters for mine evaluation have been
strengthened by the courts:
"Value of a mine (for taxation purposes) is
fixed by estimating probable gross revenues,
deducting therefrom probable cost of extraction, reduction and selling product of ore and
reducing difference, which would be net value
of product, to its present worth." 2
It is certainly no great revelation that present
' F. W. Sperr, Mining Engineering Notes, Michigan College of
Mines, 1909, 4th ed., 1924.
' Arizona, Valuation of Producing Mines, Notes, History—Court
Decisions and Comments, July, 1963; page 2.
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money commands a premium over future money.
Conversely, future money allows for a discount to
equate to present money. Because of the peculiarity
of the mining industry, the discounting of future
operating results is an interest computation of the
"compounding" order. The present worth of the
future expectable annual incomes (that is, the total
income discounted year -by -year) is determined by:
1. The annual income defined above;
2. The size of the discount, also referred to as
"risk- rate ";
3. The number of years of expected annual income;
and
4. The basis assumed to provide for the return of
the capital invested, also referred to as "safe rate."
The Hoskold Formula
Mining is, at the very least, a hazardous industry.
Nevertheless, history shows that annual income has
normally been so secure as to amount to an annuity.
Consequently, a formula should be used which assumes that the capital return will be collected and
reinvested over the recovery period in a sinking fund.
Stated less succinctly, the formula should show that
the investor has remitted to him, annually, a dividend somewhat larger than his risk -rate return, and
that if this overplus is reinvested at a safe -rate of
return, his original capital investment is replaced
in its entirety at the expiration of the life of the
mine. This mathematical premise was first set forth
in 1877 by H. D. Hoskold in his treatise entitled,
"The Engineer's Valuing Assistant," and is given by
the formula:
V, =

A
r
R —1 + r l

Where:
V, = Present value
rl = Speculative rate to purchaser on his capital
investment
r = Practicable safe rate on redemption of capital
R =1 +r
A = Annuity to be purchased
n = Years of life
Engineering, Legal and Economic Data
It should be recognized that an equal effort must
be put forth in the evaluation by accumulating engineering, legal, and economic data. A cursory outline
of the scope of the entire examination might follow
this outline:
History of the mine
Ownership of claims
History of taxation
Leases, water rights, litigation, etc.
Production, Costs and Profits
Record since the beginning of the mine
Production halts (labor strikes; disasters)
Record of competing mines in the area
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Ore Reserves
Geological studies
Drilling results
Estimates of total tonnage ( positive or probable)
Estimates of ore grade
Mining and Milling
Pit design
Development and waste removal
Metallurgical characteristics
Water supply
Milling rate
Tailings disposal
Smelting
Concentrate storage
Smelting rates ( tons per day)
Estimated smelting loss
Slag removal
Refining Marketing
Ability to sell the product
Long range economic conditions of the market
Development of by- product markets
Miscellaneous
Capability and availability of management and
labor
Adequacy of plant and equipment
Governmental regulations, and possible restrictions
Evaluation
Design (based on the foregoing) of proper profit
factor and interest rates
Calculation of present value

"Mining is ... a
hazardous
industry."

For the most part, each of the foregoing headings
and sub - headings is a study in itself. Each is a specialized field, and each is important enough for
individual study. By nature of the influence that the
accounting function has in the accumulation of
operating data in each of these fields, the final criteria
for combining them into the finished product is
invariably the job of the accountant.
History as an Indicator of the Future
In dealing with the vast tonnages, varying metallurgy, and thousands of other factors which could be
influential on operations, it would seem pointless to
carry mining and production numbers to more than
one decimal place. Nevertheless, the accuracy is
there and must be used. As can be surmised, the
calculations eventually become a monstrous undertaking in arithmetic. The task of establishing proper
operating costs and selling prices, however, is somewhat easier. In this task, there is "history." And like
budgeting, the "history" is a fair indicator of what
to expect in the future.
While there is a definite history of the selling
price, predicting what that price will be next year,
the year after, and so on to the death of the mine,
is nothing less than an enigma. Traditionally, the
industry solves this puzzle by using the average
selling price for the past few years. This is the point
at which the arguments start: Exactly how many
years should be used in determining selling price?
In these years of increasing prices, metal prices
have also risen. The increase in copper prices, for
example, shows a rise from 31.0 cents per pound in
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"... 3 percent
...is not
unreasonable
for a corporate
evaluation."

1960 to 49.1 cents per pound in 1969. The average
price during this period was approximately 3 5.9
cents per pound. The average price from 1965 to
1969 was 41.3 cents per pound. From the standpoint
of the mining industry when preparing annual valuations for ad valorem taxes, it is preferable to use the
longer period since it results in lesser profits, lower
evaluations and hence, lower taxes. Opponents argue,
and not without some merit, that the longer period
is a subterfuge on the part of mines to minimize
taxation. From the standpoint of realism, there
should be a relationship between costs and selling
price. Since "current" costs are usually projected
for future years, it would seem that average selling
prices extending over more than the past five years
would destroy that relationship. At least, such an
assumption would seem particularly true for the
past decade.
Short -Term and Long -Term Mining Plans
It is common practice in the mining industry to
establish a "short- term," as well as a "long- term"
mining plan. The "short- term" plan normally extends to a maximum of ten years, and is frequently
of lesser duration. From this plan, it is possible to
determine with some reasonableness what equipment will be needed, what the manpower requirements will be, what haulage distances will be involved
and what milling, smelting and refining rates will be
maintained. From this plan, and allowing for normal
cost reduction programs to offset inflationery increases, the applicable costs can be determined with
minimum difficulty. Beyond this "short- term" period, costs become vague. It is usually recommended
that the costs used in the final year of the "shortterm" period be used for the remaining years. Obviously, known cost adjustments would have to be
made in the applicable years.
In the cost development, it must be remembered
that the entire exercise be presented on a "cash"
basis, since it is the "present cash - value" which is
being determined. Therefore, such items as depreciation, capital expenditures, and income taxes take on
a special significance: Capital expenditures must be
treated as a "cost" in the year when the money is

spent; they are not depreciated inasmuch as the entire effect on profits is felt in that year. Depreciation,
as applicable to assets acquired prior to the evaluation date, is calculated. The calculation is made on
a tax basis only, because it is the reduction of cash
outflow resulting from the tax deduction for depreciation which is of interest. Income taxes, both
Federal and State, must be deducted from the gross
cash flow since they do represent a reduction of
from 40 to 50 percent effectively in that cash flow.
Without these reductions, the mine would be vastly
overstated.

Risk and Safe Rates
The determination of the risk and safe rates to be
used in the evaluation is as controversial as the various dogmas surrounding selling price determination. On an investment scale, we find a maximum of
safety with low interest at one end, and a maximum
of risk with high interest at the other end. As far as
the individual investor is concerned, his own economic needs will be the determinate. All of the
factors expressing the desirability of the investment
or speculation (stability; marketability; collateral;
taxes; appreciation; faith) are culminated in the risk
rate. Possibly, the risk rate most universal is 12 percent, which is not out -of -line with a normal after tax corporate return. The safe rate of investment of
the over -plus, that is, in blue- chips, government
bonds, savings accounts, etc., is less difficult to determine. Under current money- market conditions,
3 percent (or 6 percent before taxes) is not unreasonable for a corporate evaluation.
Conclusion
Mine evaluation is difficult! It is not a science!
There are as many opinions as to how it should be
done as there are mining engineers and accountants
undertaking the job. Therefore, a person might
question the conclusion that mining income is in
the nature of an annuity since mining is a hazardous
industry. Yet, if the mining industry itself is willing
to discount on the assumption that the income is as
secure as an annuity, it is in the public interest to
assume the same for investment and for tax purposes.

LETTERSto the editor
Continued from page 8
ship by the accounting profession to bring about a better
understanding of the need for flexibility in financial reporting is a welcomed change from the constant call for
"uniformity." Mr. Fantl forthrightly documented his case
for flexibility.
I would suggest one further point. With our diverse
and complex national and international economic communities and with the present state of knowledge, understanding, and agreement as to basic principles underlying
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financial reporting, complete uniformity in accounting
procedures can only be brought about by compromise, and
compromise seldom, if ever, results in the right answer.
Constructive discussion of the problem, as was done in
Mr. Fantl's article, will go far toward bringing about an
orderly and meaningful balance between needed uniformity
and necessary flexibility.
Warren K. Reed, CPA
Haskins 6 Sells
Baltimore, Md.
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FOR THE MANAGEMENT ACCOUNTANT

INTRODUCTIO N TO M ODERN
ACCO UNTING
Ronald J. Thacker
Prentice -Hall, Inc., Englewood Cliffs, N.J. 07732, 1971,
532 pp., clothbound, $10.95.
An introductory text with a decision -based theme. The material shows how accounting is vitally concerned with providing information for a complex variety of business decisions.

ACCE LERAT E D ACCOUNT ING: A
MA N AG E RI A L A PP ROA C H
A. Tom Nelson
Goodyear Publishing Co. Inc., 15115 Sunset Blvd., Pacific
Palisades, Calif. 90272, 1971, 492 pp., clothbound, $11.00.
An introductory textbook in financial and managerial accounting with a minimum of mechanics.

MA NA GE RI AL C O ST A CC OUNT IN G
Harold Bierman, Jr., and Thomas R. Dyekman
The Macmillan Company, 866 Third Ave., New York,
N.Y. 10022, 1971, 440 pp., clothbound, $10.95.
The orientation of this book is toward decision making
situations which involve the use of accounting data. It is
assumed that the reader has knowledge of general financial
accounting and basic cost accounting.

AC C O U N T I N G P R I N C I P L E S F O R
M A N A G E M E N T —AN I N T R O D U C T I O N
Robert E. Seiler
Charles E. Merrill Publishing Co., Columbus, Ohio 43216,
1971, 520 pp., clothbound, $9.95.
An introductory text stressing the applications and uses of
financial data by managers with a minimum of procedural
methodology.

Books

USING ACCOUNT ING INFO RMAT ION:
AN INTRODUCT ION
Second Edition
Paul E. Fertig, Donald F. Istvan and Homer J. Mottice
Harcourt Brace Jovanovich, Inc., New York, N.Y. 10017,
1971, 770 pp., clothbound, $11.95.
Provides a user - oriented and analytical approach to accounting information. The first two chapters of the original
edition have been supplemented by a new Chapter 3
( "Recording and Reporting Events ") . Other chapters have
been extensively rewritten.

PR O G R A M M E D L E AR N I N G AI D F O R
MANAGEMENT ACCO UNTING
Robert N. Anthony
Learning Systems Co., Homewood, Ill. 60430, 1970, 102
pp., paperbound, $2.95.
PR O G R A M M E D L E AR N I N G A I D F O R
ELEM ENTARY ACCO UNTING , Vols. 1 & 2

CO ST CO N SI DE R AT I O N S I N S Y S T EM S
AN AL Y S IS
Gene H. Fisher
American Elsevier Publishing Co., Inc., 52 Vanderbilt
Ave., New York, N.Y. 10017, 1971, 334 pp., clothbound,
$11.50.
The author offers an integrated treatment of the role of
systems analysis in assessing the cost effectiveness implications of alternative future courses of action.

A C T I V I T Y C O S T I N G A N D I N P UT - O UT P UT
ACCOUNT ING
George J. Staubus
Richard D. Irwin, Inc., 1818 Ridge Rd., Homewood, Ill.
60430, 1970, 147 pp., paperbound, $5.00.
A book giving attention to some of the areas of cost accounting not always covered by textbooks, such as the
identification of relevant aspects of costing. It illustrates
the development of unit costs of using various resources
in support of decisions of what to do and how to do it.
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William W. Pyle
Learning Systems Co., Homewood, I11. 60430, 1970, Vol.
1 -120 pp., Vol. 2 -106 pp., paperbound, $2.95 each copy.
PR O G R A M M E D L E AR N I N G AI D F O R
IN TE R M E DI A TE A C CO U NT IN G , Vol s. 1 & 2
Glenn A. Welsch
Learning Systems Co., Homewood, Ill. 60430, 1970, Vol.
1 -158 pp., Vol. 2 -98 pp., paperbound, $2.95 each
volume.
A series of programmed learning aids to provide the reader
with a quick means of grasping essential subject matter. A
college -level review for those interested in business administration including examinations and answers.

BUDG ETING: PROFIT PLANNING AND
CONTROL
Third Edition
Glenn A. Welsch
Continued on page 52
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SEMINARS
PALMER
HOUSE

NOV.15'18,1971

Wed. - Thurs.
OPERATIONAL AUDITING FOR MANAGEMENT
The growth and complexity of profit planning,
budgeting and capital expenditure analysis in today's business environment has extended the
responsibilities of financial executives and managers. Increasing responsibilities limit management's ability to follow up on whether or not its policies and
programs are being properly implemented. Operational auditing provides management with a methodology to review and
appraise corporate plans and procedures and to evaluate the
effectiveness of the plans and the efficiency with which
they are performed.

Mon. -Tues.
MANAGING THE TREASURER'S FUNCTION
The treasurer's decisions generate consequences that attect
the financial and operating condition of the firm for many
years. Since these decisions have such a significant impact
on future operations, corporate treasurers should be aware
of the latest developments affecting their function. This
Seminar, by means of experienced lecturers and follow -up
discussion, provides a unique opportunity to learn the latest
developments in this very sensitive area.

CURRENT DEVELOPMENTS IN BUSINESS
INFORMATION SYSTEMS
Current developments in information systems are radically
changing the organization functions of modern business.
Their impact on planning and control decisions is profound
and far reaching. This Seminar utilizing lectures and discussion sessions, provides you concrete and practical information on the experience of others already involved in
integrating their information systems.

PLANNING AND CONTROLLING
MAINTENANCE COSTS
Recent trends of mechanization and automation have drastically increased maintenance costs for industry. In today's
business environment, maintenance must be timely and
effective; and the costs should be reasonably controlled.
This Seminar offers management accountants and maintenance engineers a unique opportunity to discuss modern
techniques and procedures for planning and controlling
maintenance costs.

Wed. - Thurs.
PLANNING, APPRAISING AND FINANCING
CORPORATE ACQUISITIONS
Acquisitions provide management an avenue for corporate
expansion and diversification. Coordinated lectures by specialists and follow -up discussions analyze the latest developments for identifying, appraising and screening corporate
acquisitions. The Seminar will show you how to implement
your acquisition program and how to develop guidelines to
avoid the pitfalls in the acquisition field.

OPTIMIZING MARKETING AND
DISTRIBUTION COSTS
In today's highly competitive market for the consumer dollar,
controlling marketing and distribution costs play an important role in determining product profit contribution. This
Seminar identifies profit opportunities, and appraises the
effectiveness and productivity of operations for management accountants and marketing management.
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COURSES
PAL
NOV.8-12,1971
Mon. -Tues.
ACCOUNTING INFORMATION FOR PRICING —
POLICIES AND DECISIONS
To meet profit and other corporate objectives in
today's market oriented economy a company must
properly plan and control its pricing decisions.
The pricing activity must consider all the ramifications involved in this decision and the various
alternatives open to the decisionimaker. The objective of this
course is to present the fundamental concepts underlying
the pricing decision process while identifying and analyzing
the various potential areas of difficulty.

Mon. -Tues.
DEVELOPING AND USING STANDARD COSTS
ECONOMIC EVALUATION OF
CAPITAL EXPENDITURES
MANAGEMENT ACCOUNTING FOR HOSPITALS
LINEAR PROGRAMMING:
ACCOUNTING APPLICATIONS
Mon -Tues. -Wed.
BASIC DATA PROCESSING —
CONCEPTS AND TECHNIQUES
Wed. - Thurs. -Fri.
FLEXIBLE BUDGETING AND
PERFORMANCE REPORTING
Thurs. -Fri.
COMPUTERS AND INTERNAL CONTROL
CONCEPTS AND USES OF ACCOUNTING
FOR EXECUTIVES AND MANAGERS
BEHAVIORAL SCIENCE IMPLICATIONS
FOR MANAGEMENT ACCOUNTING
MARKETING FUNDAMENTALS
FOR THE MANAGEMENT ACCOUNTANT

I

ED__CCkP

NATIONAL ASSOCIATION OF ACCOUNTANTS
CONTINUING EDUCATION PROGRAM
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REGISTRAT ION FORM
only

list

Montreal
Oct.25-29
7COURSES
......

Mon. /Tue.
Wed. /Thu. / F r i

Di r e c t Co s t i n g &
C o n t r i b u t i o n Ac c o u n t i n g . . . . . . . Thu. / F r i .
Ef f e c ti v e C as h M an a g e m en t . . .. . . . .

&

Basic Data Pro cessing
Co nc e pt s
T e ch ni qu es . .. .. .. .. .

Title

Division, Plant or Office
Street Address

F l e x i b l e Bu d g e t i n g &
Pe r f o r m a n c e R e p o r t i n g . . . . . . . . . .

Name

I
I

De v e l o p i n g & U s i n g

St and ar d C os t s .. . . .. . . .. . . .. . .

I
I
I
I
I

Company

city

State

Zip Code

Firm's Principal Product or Service

_

NAA Member (Chapter)
Nonmember`
Please send me NAA membership information

I
I

Please register me for the following Programs:
Print or type complete name of
each Program

Dates

I

Fee•

Location

Mon. /Tue.
Mon. /Tue. /Wed

I

Thu. / F r i .

13

:

2

Fun dament als of M anag ement
I n f o r m a t i o n S y s t e m s De s i g n . . .

I
I
I
I
I

(Please
one registrant per form. Form
may be photocopied for additional registrants.)

I
I

I
I
I
I

—

s—

M an ag ement Accou nti ng f or
In su r an c e Co m pa n ie s ... .. .. ... .. ..

4

Mon. /Tue.

\

CO NT I NUI NG E DUC AT I O N PR O G R AM
Sones ta Hotel, Montreal, Canada

/

NAT IO NAL AS SO C I AT I O N O F AC C OUNT ANT S

:

1
I
please include the $25 surcharge per Program.
I Nonmembers
This $25 may be applied toward NAA membership. Check box
I
for details. — — — — — — — — — —
J
REGISTRATION INFORMATION
To register f or any of the Cours es or Seminars des cribed
fill out and return the registration f orm together with
your check to:

i

Registrar
National Association of Accountants
919 Third Avenue
New York, N.Y. 10022
Fees
Member
2 Day Program
3 Day Program

COURSES
De v e l o p i n g & Us in g
St an da rd C os ts ... .. ... .. .. ... .. ... .. ..

$150
$225

Nonmember
$175
$250

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

Mon. Tue.

&

Substitutions, Cancellations, Refunds
F l e x i b l e Bu d g e t i n g

Pe r f o r m a n c e R e p o r t i n g . . . . . . . . . . .

Wed. /Thu. / F r i .

Econ omic Ev aluation of
Ca p it a l E x p e n d i t u r e s ... .. ... .. ... ..

Thu. / F r i .

Co nc ep ts

&

Basic Data Pro cessing
T e ch ni qu es .. .. .. .. .. .

Mon. /Tue./Wed.

Hotel Accommodations

M anagement Accou nt in g
fo r Ho s p it a l s ... .. .. .. ... .. .. .. ... .. .. ..

Mon. /Tue.

NAT IO NAL ASS O C IAT IO N OF AC C O UNT ANT S
CO NT I NUI NG E DUC AT I ON PR O G R AM
Sonesta Hotel, Houston, Texas
MAN AG EM EN T AC CO UNTIN G /S EP TE MB ER 19 71

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 s tarting date of
the program are subject to a cancellation charge of $30.
No ref unds will be made on cancellations received less
than twenty -four hours prior to the start of the program.

NAA does not arrange hotel reservations. However, the
hotel at whic h 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 c ard which you will receive with your
confirmation.
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Books/ Con t in ued from pa ge 49
Prentice -Hall, Inc., Englewood Cliffs, N.J. 07632, 1971,
620 pp., clothbound, $16.50.

INTERNAL AUDIT OF INVENTORY
CO NTRO L AND M ANAG EM ENT

A new expanded edition of a useful text with less emphasis
on mechanics and more on thinking through solutions.
Emphasis as before is on a comprehensive profit planning
and control program illustrated through practical applications.

Resear ch Committee Report No. 16

AUDITING PRINCIPLES AND
PR O C ED U RE S w i t h I LL US TR A TI VE AU DI T
PA P E R S
7th Edition
Arthur W. Holmes and Wayne S. Overmyer
Richard D. Irwin, Inc., 1818 Ridge Rd., Homewood, I11.
60430, 1971, 924 pp., clothbound, $17.25.
This edition includes the current pronouncements of the
American Institute of CPAs, the American Accounting
Association and the Securities and Exchange Commission.
New chapters have been added on Internal Control, Electronic Svstems, Internal Auditing, Statistical Sampling,
Examination of Records, and Electronic Svstems.

PRICING AND PROJECT EVALUATION
Volume 1 of Techniques of T ransport Planning
John R. Meyer and Mahlon R. Straszheim
The Brookings Institution, 1775 Massachusetts Ave., N.W.,
Washington D.C. 20036, I971, 343 pp., clothbound, $8.95.
The authors bring together the theories of transport pricing,
welfare economics and cost benefit analysis, and survey the
literature of transport planning as it applies to projects.

SCIENTIFIC INVENTORY C O N T R O L
C. D. Lewis
American Elsevier Publishing Co., Inc., 52 Vanderbilt Ave.,
New York, N.Y. 10017, 1971, 209 pp., clothbound, $11.00.
One of a series of books on Operational Research, this one
attempts to bridge the gap between ultra - simple inventory
models and sophisticated mathematical theory. Probabalistic
models are used throughout involving where possible only
essential mathematical and statistical theory.

INVENTORIES CONTROL, COSTING, AND
EFFECT UPON INCOM E AND TAXES
Raymond A. Hoffman and Henry Gunders
The Ronald Press Co., 79 Madison Ave., New York, N.Y.
10016, 1970, 444 pp., clothbound, $15.00.
The authors provide broad coverage of inventory accounting
and cost determination, giving attention to the various methods for obtaining balance between minimum inventories and
the benefits of large inventories. Expanded coverage is provided in this Second Edition for current techniques of planning, forecasting and inventory management.
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The Institute of Internal Auditors, Inc., 170 Broadway, New
York, N.Y.10038, 1970, 98 pp., paperbound, $7.50.
This research study encompasses the management and control of diverse types of inventories, raw materials, component
parts, work in process, finished goods, materials and supplies,
insurance spare parts and safety or emergency items.

PRACT ICAL QUALIT Y CONT ROL
David A. Simmons
Addison- Wesley Publishing Co., Reading, Mass. 01867,
1970, 240 pp., clothbound, $9.50.
This book explains the basic philosophy of quality and the
fundamentals of quality control ranging from design concept
to manufacturing organization and into statistical techniques.

ACCO UNTING FOR
B U S IN E S S C O M B I NA T IO N S
Dr. John C. Burton
Financial Executives Research Foundation, 50 W. 44th St.,
New York, N.Y. 10036, 1970, 138 pp., paperbound, $5.00.
A Research Study in which Professor Burton sets forth his
own personal views on accounting for business combinations. His findings were presented to the Accounting Principles Board in connection with APB Opinion No. 16.

T H E B U S I N ES S O F A C Q U I S I T I O N S A N D
M E RG ER S
G. Scott Hutchinson, Editor
Presidents Publishing House, Inc., 575 Madison Ave., New
York, N.Y. 10022, 1968, 414 pp., clothbound, $27.50.
Based on material presented in a series of informal lectures
during 1967 at three special executive seminars on acquisitions and mergers held in New York by Corporate
Seminars, Inc.

GO IN G P UBLI C
Second Edition
Gerald J. Robinson and Klaus Eppler
Clark Boardman Co. Ltd., 435 Hudson St., New York,
N.Y. 10014, 1971, 895 pp., clothbound, $27.50.
This is Volume I of a series of related volumes on securities
law topics. It treats three major considerations involved in
making the decision to go public: (1) Business and underwriting aspects, (2) Regulatory aspects and the S.E.C., and
(3) Tax aspects.
MA NA G EM E NT A C CO U NTIN G / S EP TE M BE R 19 71

He
Makes
Bic Click)
Robert Adler, Bic Pen Corp. President,
Led His Company to a 64 Percent
Share of the Market in Ballpoint Pens

If you're on the New England Thruway headed
toward New York and you happen to glance to
the left at Exit 36, you'll see a billboard which
says, The Bic pen, "Still Only 19 Cents."
Therein hangs a tale — written by a ballpoint
pen, of course, and largely by a young, aggressive
accountant who in a marketing coup captured the
ballpoint pen market in a single decade. It's the
story of Robert P. Adler, 38, president of Bic Pen
Corp. ( "writes every time.") .Bic Pen Corp. is
the offspring of Waterman -Bic Pen of Milford,
Conn. The name Waterman, which is famed in
the writing industry for the fountain pen, was
phased out early this year because the company
hasn't made a fountain pen in ten years.
What it does make —and makes well —is an inexpensive, disposable pen selling for less than $1.
In 1968 it introduced the Bic "Clic," a refillable,
retractable pen retailing for 49¢ and in the words
of President Adler, "It became the best - selling
brand name retractable in America."
Like his company, Robert Adler is something
of a prodigy. A graduate of the Wharton School
of Finance and Commerce, University of Pennsylvania, with a degree in Economics, he passed his
CPA examinations at age 23. A position at his
father's accounting firm in New Haven was "not
exciting enough," so in 1955 he accepted a job
at $60 a week with the Waterman Pen Co.
The beginning was not too auspicious. When
he reported to work, he discovered part of his
duties was to help shovel out a layer of mud de-

Robert P. Adler, president, Bic Pen Corp.,
relaxes after lunch in company headquarters.
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President Adler tours new data processing center built on
top of roof of the original building in Milford, Conn.
At left is Treasurer Alex Alexiades and at right, edp
Supervisor Dennis E. Broedlin.
posited in the plant after the Naugatuck River
flood. Promotions were rapid, however, after that
unsettling experience. A year later he was named
chief accountant; then assistant controller and
controller.
After the Waterman facilities, patents and trademark were bought by Marcel Bich of France,
Adler was appointed treasurer of the company,
now called Waterman -Bic. In 1960, having caught
the eye of Mr. Bich, he was named executive vice
president and general manager. At 31, he was
named president of the ball pen company. Today
he and Mr. Bich are the sole stockholders.
Likes Making Decisions
A direct, informal president, Robert Adler knows
every facet of his business. His unpretentious office
in the sprawling Bic plant in Milford, Conn., reflects his personality. The plant itself, highly automated, is a mirror image of the efficiency of its
chief executive.
He had little difficulty in adjustment in moving
from accountant to president in a mere five years,
Mr. Adler says. The fact that he was so young
made the transition easy. He had no time to
develop a tunnel vision oriented to a single corporate function which would prevent him from
seeing his company as a single entity.
He likes to make decisions, President Adler says,
and he estimates more than 50% are the correct
ones. One of the best decisions he ever made was
the okay given to the Bic "Clic" retractable pen
in 1958.
He is quite frank about his position. "A presi54

dent is definitely not a politician. You are a dictator. You can listen to the consumer, trade, employees, but you make the decisions." After a
decision is made he doesn't agonize over it but
goes on to the next.
His accounting and financial background has
served him well but he says "I would never make
out my own income taxes." He is at home when
dealing with finances, marketing figures and all the
numbers that a business is measured by, but he
has also made it his business to learn about the
manufacturing end from micro - tolerances to bubble
packaging.
In keeping with his need to know, he makes
the rounds of the 330,000- square foot plant, talking shop with production line workers, technicians
and marketing men. During the first few months
of every year, he is on the road travelling one day —
sometimes two days —a week, talking with trade
sources and spurring on his sales staff, one of the
biggest in the ballpoint industry.
Sales are primed by a series of memorable TV
commercials which show the Bic pen being submitted to every torture test imaginable. One, for
example, depicted a pen being shot out of a gun
and, when recovered, still able to write "first time."
(Consumers have a tendency, usually in an accidental fashion, to submit Bic pens to their own
torture tests. Among other incidents, Mr. Adler
relates, is that of the housewife who sent a Bic
Clic via her husband's shirt through a 40- minute
cycle in the washing machine. Not only were there
no ink stains, but the pen still —sure enough just
as the commercials said—wrote.)
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"A leader must have a real feel for people,"
Robert Adler believes. "Someone who can size up
a person, understand him and motivate him." He
picked up a Bic pen and pushed it with a finger
to the edge of his desk "A leader knows when to
push and how far to push."
Notes With a Bic Pen
President Adler, his wife, and two daughters live
in Orange, Conn., a 10- minute drive away from
the Bic plant. While shaving in the morning, he
gets some of his best ideas and keeps pen and
paper handy to jot them down. In the office at
eight, he schedules important meetings in the
morning because his brain works best early in the
day. He doesn't take work home at night, Mr.
Adler says, because "I don't believe in it. I'd rather
stay here until nine o'clock than go home with
work." During the day he relaxes by playing handball in the company's small gym.
Mr. Adler, who is also president and chairman
of the Board of Bic Pen of Canada Ltd. in Toronto,
reads about 10 magazines a week and likes to settle
down with a novel, or if he's in the mood, a nonfiction book on business. The morning and evening
papers and the Wall Street Journal help to keep
him up on current events and the business world.
A lover of sports, President Adler recently bought
a basketball team and dubbed it the Hamden
Bics. "It was a challenge and a good promotional
item for my company." Mr. Adler is active in his
community, serving as general chairman of the
New Haven County Chapter of the Leukemia

Society of America, Inc., and as chairman of Milford's Academy's board of trustees. He is currently
serving as president of the Writing Instrument
Manufacturers Assn. He also is a member of
NAA, affiliated with the New Ha v en Chapter.
In an era when prices are rising on everything,
Bic's Adler is especially proud that the company
has been able to maintain the price of its pen at
19¢. He attributes this feat to productivity. "If
you give a man a raise and he doesn't do more
for it, that's inflation." He adds, "We have been
able to spread overhead cost over many more
pens because of increased production and increased
sales throughout the country."
Bic's plant capacity enables it to produce more
than 1V2 million writing instruments daily, or
based on each Bic's pen capability of writing 7,000
feet, a year's pen production would make a line
all the way from the earth to Jupiter —or more
than 500 million miles. Quality control is one of
the secrets of Bic's success: "Split a hair once and
then split it again— that's the tolerance we maintain." About a quarter of Bic's 700 employees are
kept busy checking the quality of the pens coming
off the automated production lines.
Millionaire Adler is not content with his success. He admits he needs new challenges constantly
but is satisfied at the moment for "There's something new happening around here all the time."
His major goal is to be healthy and happy and
for Bic's young president that means running a
growing business and, perhaps, some dav, selling
more Bic pens than pencils.

"A leader
knows when to
push and how
far to push."

Bic's top management views one of its current TV commercials. Mr. Adler is at left.
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This scene was typical of each of the four forums as accountants met to discuss cost concepts. Animated discussion here took place during coffee break at the Chicago forum.

Accountants Focus on Basic Premises
As the Management Accounting Practices
Committee Attempts to Hammer Out Concepts
For Cost -Type Contracts, at Meetings in
Dallas, Los Angeles, New York and Chicago

MAP FORUMS DISCUSS
COST CONCEPTS
In a series of invigorating discussions held in four
large cities, NAA members and other accountants
recently discussed some of the basic premises underlying the accounting discipline. Words like
"universality," "objectivity," and "traceability," were
questioned, defined and redefined.
The accounting terms came up at open forums
held by the Committee on Management Accounting Practices and its subcommittee on Basic Cost
Concepts for the purpose of discussing a draft on
Concepts for Cost -Type Contracts. Seeking the
broadest possible exposure of its work, the MAP
Committee held forums in Dallas, Texas, Mav
56

26; in Los Angeles, Calif., June 4; in New York
City, June 8, and in Chicago, June 11.
Published in the May issue Of MANAGEMENT
ACCOUNTING, the draft was developed to provide
a frame of reference when costing becomes a point
of departure in negotiations between buyer and
seller. A representative of the Cost Accounting
Standards Board, which is developing cost standards for use in government contracting, attended
each of the meetings.
"We're not here to sell this draft to you. We're
simply here to explain it and get your reaction,"
pointed out I. Wayne Keller, chairman of the
MANAGEMENT ACCOUNTING /SEPTEMBER 1971

At right is a view from the
balcony of participants in the
MAP forum in Chicago.

Below, Don Trawicki (left) and Chairman
1. Wayne Keller of the MAP Committee
listen to a comment from the audience at
Chicago meeting.

Here's part of the audience at the MAP forum held in New York
City. Mr. Keller and Prof. Gordon Shillinglaw answer questions
about the draft on concepts for cost -type contracts.
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Prof. Shillinglaw (left), Ray E. Longenecker,
and Past International President James E.
Meredith, Jr., talk over point brought
up at meeting in New York.

Herman W. Bevis (left), a member of the
Cost Accounting Standards Board, talks with
1. Wayne Keller, chairman of the MAP
Committee. A representative of the Board
was present at each of the MAP forums.

Management Accounting Practices Committee,
who presided at each of the meetings. MAP Committee members served on the panels in each of
the cities. They included Dudley E. Browne, senior
vice president of Lockheed Aircraft Corp.; Bernard
H. Semler, vice president — finance of Abbott Laboratories; Gordon Shillinglaw, professor of accounting, Columbia University Graduate School of Business Administration, and Don Trawicki, partner,
Touche, Ross & Co.
A cross - section of NAA's membership was present with CPA's, government accountants and industrial accountants attending the four meetings.
In many cases, praticipants expressed concern that
accounting would be "locked in" to standards relevant today which might not prove relevant tomorrow. As one speaker pointed out, "We are talking
about accountants being creative, and obviously
we're going to have a change, but there should
be some consistency, and I'm for it; but I don't
think we should put a level here where we stop
our accountants from being creative."
Another participant posed this question to the
panel: "Why should there be a different concept
for Government contracts than in other businesses
regardless of whether Government is involved or
not ?"
Chairman Keller answered, "We are talking
about conclusions which should underlie standards
for any type of contract."

Although some questioned the propriety of NAA
developing cost concepts, most agreed that since
a Cost Accounting Standards Board had been empowered by Congress to develop standards for
Government contractors it was proper for the
Association to assist the Board through its own
work and at the same time give members an opportunity to comment and help draft guiding concepts. In a discussion at the Annual International
Conference in Hawaii, Alan Peterson, partner,
Arthur Andersen & Co., congratulated the Association for doing its "homework" on cost standards.
"Publishing your concepts was helpful to all —including the Cost Accounting Standards Board —
for it permits the beginning of a higher level of
discussion about cost standards."
William M. Young, Jr., Executive Director of
the Association, said he was delighted with the
success of the meetings. "I am sincerely hopeful
that this will become a new and important service
to our members. More of these open forums will
be forthcoming in the relatively near future."
Mr. Keller told forum participants that the "reason for the sessions is to get people involved." He
noted that there would be a revised draft published
later this year, based upon the comments made
by members at the forums and comments made
in letters submitted to the MAP Committee. Those
attending agreed the forums had been provocative
and worthwhile.
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Newly- elected President J. G. Underwood addresses NAA'ers at Annual Dinner in Honolulu

At the Annual International Conference in Honolulu,
President -elect J. G. Underwood in His Inaugural Address Last June
Challenged Members and Their Wives
To Help Refute Some of the Economic Myths
That Are Rampant

LET'S ALL
FIGHT INFLATION
We are today on the threshold of a great decision:
you and I and all citizens of the United States will
decide whether or not our country will continue
as the free world's great leader, or whether our
nation will be relegated to the role of a second -class
citizen in the world of tomorrow. Such a role
would, of course, lower the standard of living in
this countn-.
We are in an "Age of Change," a "Decade of
Involvement," and, unfortunately, a "Period of
Inflation."
Inflation in its simplest form means there are
more "takers" than "givers." It usually is expressed
in financial terms —as money. We can say prices
are higher or we can say money is worth less.
Inflation is a debasement of the currency.
In today's free world trade, the key monies are
the dollar, the pound and the mark. They are the
medium of exchange for the settlement of international accounts. They are the standard of value.
But the hard truth is that modern money is notoriously unstable, as witness the recent devaluation of the dollar, or as the media put it, the reevaluMANAGEMENT ACCOUNTING /SEPTEMBER 1971

ation of the mark. It is a bold risk to accept a
promise to pay after ten years a sum stated in
terms of any of the existing monies of the world.
It is a foregone conclusion that its worth will be
less than its present value. A characteristic is that
it deteriorates. Only the rate of deterioration is
in question.
Back in the days of the Roman Empire, the
Caesars adulterated the money. They would levy
in gold and pay in silver, reduce the size of the
coins and increase the proportion of inferior metal.
Now doesn't that sound familiar! Just look at a
quarter in your pocket. The denarius at the time
of Christ was a silver coin about the size of a
quarter. It eventually resembled a small pebble,
which the poor, in the absence of pockets, carried
around in their jaws. The Roman Emperor Diocletian to control inflation issued his famous decree
fixing the price of every article of commerce from
a pound of wool to a lawyer's fee. He ended up
with a vast bureaucracy. Today we call it a "planned
economy."
The inability of the Romans to deal with the

J. G. UNDERWOOD
President of the National Association of
Accountants, 1971 -72.
He is President and a
member of the Board,
Harsco Corp., Harrisburg, Pa.

59

our free
enterprise

"...

system is
in jeopardy."

money system led to their eventual downfall. Their
successors in Europe showed a smiliar indifference
to the principles of monetary economics.
The pound at one time did remain stable for
more than a century. The mark before World War
I was worth 17¢, and after World War I it took
42 billion marks to equal 10. Since 1934 the
United States has continually monetized its debt.
We have used the old tricks of clipping, counterfeiting, and alloying and have actually found more modern ways of issuing money not sufficiently backed. I
call it printing -press money and paper gold. History
has taught us that all great nations have lost their
greatness as their money was debased.
At this time in history the United States is a
great nation, the leader of the free world, and our
dollar is the cornerstone that links together all its
currencies. As such we have a great and grave responsibility. We can no longer determine our
ecoriomic policy on domestic considerations alone.
Now —how does this relate to us at home and
in business?
You ladies understand the effect of inflation.
You have seen bow prices have risen on your
daily purchases —not only food but clothing and
services as well. You as management accountants
have seen the costs rise in your business computations. Are you —men and women alike — willing
to face the economic challenge that if the United
States is to remain a world leader, reforms are
needed? Let us remember that our present standard
of living is a result of our world leadership.
I urge you to get involved and speak out as
individuals to refute the illusion of static security
and point out to those in your community that
our free enterprise system is in jeopardy. Our fellow

M E M O R I A L

Americans must understand that business needs
profits to survive and grow.
Let's examine some of the myths of the new
economics and how they relate to inflation and
profit.
Can your company increase labor costs 10%
per year and only raise prices 4% a year?
Can our government permit foreign industry
to take the top 10% of your business without hurting its profit margin?
Can we with a mass production auto industry
import so many automobiles and export so few?
Can the minimum wage rate go to $2.00 or
$2.25 and not cause an increase in pay for higher paid skilled workers?
Can Harsco pay its workers $4.75 an hour in
the United States and compete with industrial
Cermanv on the same type of work but where
rates are $1.75 an hour?
Can major industries give sizable union labor
increases while other industries or service industries do not have to follow suit?
Can free trade continue to be only a one -wav
street with many products flowing into the United
States easily but flowing out with difficulty?
The new economics can make these propositions
sound justified and rational but you and I know
they are just not so. We need your support in
making a true understanding of the facts known.
We have far too many people taking and not
enough people giving. The world is watching and
waiting to see if we can bring ourselves under
control. Let's do our part to be a voice that is
heard, not onlv as NAA'ers but as individuals. As
businessmen and women let's get involved and
help bring about a dvnamic, productive new world.

E D U C A T I O N

F U N D

You don't need a special reason to support the
NAA Memorial Education Fund. Any day is the right day to
help further the educational goals of the Association.
Remember the NAA Memorial Education Fund today.
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Chapter /Member News
DETROIT AT 50
the United States Government and
has earned recognition in the Congress
and in the Executive branch for his
objectivity and creative professional
approach."
ASWA, AWSCPA Elect NAA'ers
Eight members of the Association were
recently elected to the boards of the
two women's accounting associations.
Among the board members of the
American Woman's Society of Certified Public Accountants are Mary B.
Sommer of Buffalo Chapter, who was
elected president; Vera B. Coulter, of
the Los Angeles Chapter, vice president, and Myra A. Swick, Chicago,
who was elected a director.
On the board of American Society
of Women Accountants are Madeline
Draheim, Queens, who was elected
president; Pearl J. Mullvain, Phoenix,
and Elizabeth A. Reid, Boston, vice
presidents, and Elizabeth R. Balke,
Kansas City; Anne Hamilton, Jackson,
and P11vllis Shea, Honolulu, directors.

These 18 past presidents of Detroit
Chapter posed during the
anniversary function. L. -r., standing,
M. R. Hemphill, A. R. Doud, E. J.
Kral, F. 1. Cook, A. P. Bartholomew,
C. A. Norton, J. J. Fox, W. G.
McClintock, P. C. Rachford, K. B.

Kirkwood, and Bliss R. Finlay.
Sitting, I. -r., C. E.Stilec, T. E. Hurns,
O. A. Waldow, A. D. Blackwood,
F. H. Hass, 1. E. Hearst, and V. D.
Hanna.... At right, President Ettore
Barbatelli presents 50th Anniversary
plaque to chapter President Bliss
R. Finlay.

Chapter Celebrates Golden
Anniversary
It was a black -tie affair replete with
nostalgia, humor and ceremony when
the Detroit Chapter celebrated its 50th
Anniversary earlier this year. Chartered
in 1921, the chapter has spun off four
other units during its history: Ann
Arbor, Oakland County, Macomb
County Michigan, and Western
Wayne.
In 1944 the chapter topped all others
in performance, winning the coveted
Stevenson Trophy. The president for
that year, Alex D. Blackwood, offered
the traditional toast. Firman H. Hass,
another past president of the chapter
who subsequently was elected president
of the Association, delivered a brief talk.
On hand to help the chapter celebrate its Anniversary were Executive
Director William M. Young, Jr., and
International President Ettore BarbaMANAGEMENTACCOUNTING/SEPTEMBER1971

Emeritus Life Associates

telli. More than 400 past and current
members of the chapter attended the
function.
GAO Honors A. T. Samuelson
A. T. Samuelson, international vice
president of the Association for 197172, was recenth, honored by the General Accounting Office. The Comptroller General of the United States,
Elmer B. Staats, awarded Mr. Samuelson the Comptroller General's Award.
Mr. Samuelson, who is the director
of the Civil Division at GAO, was
cited for outstanding qualities of leadership, sustained high -level performance,
and for his unswerving devotion to the
General Accounting Office. The citation reads in part, "He has contributed
immeasurably to improving financial
management and program effectiveness
in the conduct of myriad functions of
the civil departments and agencies of

The designation of Emeritus Life Associate
is made available to retired members who
have had 20 years of active service, or ten
years of active service including five years
as an elected national or chapter officer or
director. Those so designated are relieved
from payment of annual dues. The intent of
this provision of the By -Laws is to recognize
the debt which the Association owes to members of long standing. For additional information, write to the Member Relations Dept.

IVAN S. BABBITT, Toledo.
ROYAL W. BEVINGTON, Akron.
THEODORE W. BONNEVIER, Chicago
past president. Stuart Cameron McLeod
Society. Past National Vice President.
CFCIL J. BUSH, Denver.
ERNEST W. CASLER, Kalamazoo.
DEWITT C. CORNEY, Long Island Nassau.
E. WILLIAM GOURD, Norwich.
MICHAEL J. GRISAK, Calumet past president. Stuart Cameron McLeod Societv.
N. LOYALL McLAREN, San Francisco.
TONI L. MELVEN, Indianapolis.
LEROY L. MORGAN, Los Angeles.
GEORGE C. MORIARTY, Chicago.
HEROLD H. NEHLS, San Francisco past
president.
EUGENE R. NEVINS, Bridgeport past
president: Essex County. Stuart Cameron McLeod Society.
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EDWARD E .
ORV AL

N OY E S,

A.

president.

RE D HAI R,
St u art

Member -at- Large.
Pittsburgh p a s t

Cameron

McLeod

Soci e t y.
BE RN ARD A. SH I LT ,

Buffalo.

Promotions and New Positions
CHAR LE S
was

N.

ANDERSON, JR.,

re ce n t l y e l e ct e d

Al c o l a c C h e m i c a l
WAY N E

M ON K,

Baltimore,
of

vice p r e s i d e n t

Corp.

Boise,

has

been

ad-

m i t t e d as a p a r t n e r in A r t h u r A n d e r s e n

& Co.
IVAN

HASSELBU SCH,

now

controller

wi th

Cedar Rapids, is
Com S w e e t n e r s ,

Inc.
DAV ID BLISS,

Charlotte, h a s

been elected

tr e as u re r of t h e O t t C h e m i c a l
KE N N E T H

L.

Co....

H I L L M A N i s POW t h e t r e a s -

ur e r / co n tr o ll e r

Supply
name d

of C a r o l i n a P u m p &
Co . . . . t wo m e m b e r s we re
a t Duff -N o r t o n Co.: ALFRE D

ROBINSON w a s p r o m o t e d t o c o n t r o l l e r ,
and

A.

J. F. K E N N E Y
RAY JONES,

t o ass is tant co nt ro ll er.

Chattahoochee Valley

p a s t p r e s i d e n t , wa s a p p o i n t e d c o n t r o l l e r
of

West

Point

Pe p p e re l l ,

Industrial

Fabrics Div.
JOHN

F.

WALRAT H,

Cincinnati,

HOW to
up your
cash flow.
You can use the new tax
laws to put more cash
in your corporate pocket.
Now. How? Write for
''Optimizing Cash Flow On
New Plant Facilities"
Marshall and Stevens
Incorporated, Dept. A3,
1645 Beverly Blvd.,
Los Angeles, Calif. 90026.

was

Long -time NAA member William Blackie (left) was named recipient of the
Society for the Advancement of Management's Human Relations Award for
1971. Mr. Blackie, chairman of the board of directors and chief executive
officer of Caterpillar Tractor Co., was cited for his civic activities and for his
effective program of employee relations within his own company. Making
the presentation is Dr. John F. Mee, dean of the Division of General
and Technical Studies at Indiana University.

a p p o i n t e d vi c e p r e s i d e n t , s u b s i d i a r y a d -

JOHN RE I LAN D ,

min ist ratio n, at Am e r i can Brand s, I n c.

trol ler wi t h D e l t a

JOHN H . LAFFE RT Y , Dayton, w a s re c e n t l y e l e c t e d vi c e p r e s i d e n t o f o p e r a -

Two Mobile

tion s admi nist rat ion
LE ON

Professional appraisal service
to business and government
through fully staffed offices
In principal cities
A UNI ONAMERICA COM PANV

co rp orat e

Mfg. Co.

was ap p o i n t e d

controller

for

the

-

membe rs have been named

a t M o b i l e G a s Se r vi ce C o r p . WAL T E R

L.

HO V E L L w a s p r o m o t e d t o vi c e p r e s -

ide nt - fin ance

and

as s i s t a n t

se c re t ar y,

a n d JOHN D . M C AL I ST E R W as p r om o t e d
t o t r e a s u r e r . M r . M c A l i s t e r is t h e c h a p -

Bendix Co rp .

ter presi dent.
RI CHARD
Erie

J. C A M P B E L L , Erie, h a s j o i n e d
S t r a y e r Co. a s a s s i s t a n t c o n t r o l l e r .

JOHN JU ERGEN SE N,
ap p o i n t e d

Mohawk Valley, w a s

co mp t ro l le r

AN D RE W W . HU GHE S, Essex County,
h a s b e e n e l e c t e d s e n i o r vi c e p r e s i d e n t

horst & Sons, Inc.

a n d tre asure r o f R h e e m M f g.

Two Montgomery

PATRICK BABIN ,
elected

Co.

Grand Rapids, h a s

co rp orat e

controller

of

cen tly
be en

Wol-

ve rine W o r l d W i d e .
JOSEPH

J.

promot ed

Life Ins urance
ch ap t e r

LAMORE AU X,

Lancaster,

has

Co.

vice

Lansing- Jackson

Emil

Southern

St e i n -

we re

re -

United

HAROLD PR I CE , past
was

president,

promot ed
and

to

NORM AN

W A R R E N t o a s s i s t a n t vi c e p r e s i d e n t o f
accounting and
CLARE N CE

JAME S D O N EDWARDS,

Co.

of

membe rs

at

president,

se ni or

be e n a p p o i n t e d ge ne ral m a n a ge r of t h e

leans,

has

J.

po l ic y h o l d i n g se rv ice .

T RU X I L LO, JR.,

be e n

name d

New Or-

ad mi ni s trat or,

pas t pre s i de nt , was n a m e d d e a n of t he

a g e n c y f i n a n c i a l se r v i c e s , P a n - A m e r i c a n

C ol l e ge

Li f e I n s u r a n c e

School

of
of

Bus i ne s s
Bus i ne s s

and

Graduat e

Ad m i ni s t r at i o n

at

the Uni versi ty of M i nne sot a.
LEONARD
has

e l e ct e d

Co.,

com ptroll er,

N e w York Ci t y.

HAROLD

E.

Co.

DAV IS,

of N e w O r l e a n s .

New York,

has be e n

e l e ct e d a n as s is t an t tr e a su r e r of A m e r -

S. SPIN OSO, Member -at- Large,

be e n

Printing
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Hobart

J. LE V E L, Detroit,

as s is t an t

Rutt

appraisals by
Marshall and Stevens

of

Milwaukee, is n o w c o n
Oil P r o d u c t s C o r p .

Sorg

ican

Metal

Climax,

Inc.. . . R OM AN

DOD YK h a s b e e n n a m e d c o r p o r a t e c o n t r o l l e r of G e n e r a l T i r e & R u b b e r

Co.
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has been
named manager of accounting research
for Philip Morris, Inc.

...JOSEPH A. GERVATOSRI

Time Off

North Jersey Shore,
has been promoted to secretary- treasurer of Wheelock Signals, Inc.
JOSE PH P . HE N R Y ,

JA MES

J.

HOEY,

Oakland County, has
been promoted to treasurer at Douglas
& Lomason C o . . . . R O B E R T O. WAGNER was named controller at Detroit
Edison Co.

D C

E. IBURG, International Director from Omaha, has been promoted
to vice president of administration in
the transmission division, and ROBERT

•
0

'

i
00 0

to vice pres-

ident of administration, Peoples Natural Gas Div., at Northern Natural Gas.

0

'

0

0

o
o

B�iOM
�il�
HUGHES
Essex County

0

0 0
O 0

DON ALD

LIENEMANN wa s p r o m o t e d

on

0 0

o o�

a

EDWARDS
Lansing- Jackson

ROBERT

J . D O R S C H , Orange County,
has been promoted to controller, Century Data Systems, Inc.
AR NOLD
C O O P E R S M I TH ,
Philadelphia,
has been elected treasurer of Science
Management Corp.
R . J. G I T TE M E I E R , S t .
Lo ui s, has been
promoted to controller of ITT Black bu m Co.

Two Salinas Valley- Monterey Peninsula
members were recently named at Holex,
I n c . JOHN CLAY is now vice president
and general manager, and ARNOLD
C A R I L L O was appointed treasurer and
controller.

K. S A V A G E , San Diego, has
been elected controller of Westgate California Corp.
RIC HAR D

Four Wichita members were recently
name d a t T he Cole man C o . R I C H A R D
A . C U R R Y , past international director
of NAA, was elected vice president of
finance and a member of the board of
directors; C H A R L E S L . B R A N D T w a s
named treasurer; W I L L I A M W. ED-

WARDS was promoted to controller, and
JON BAIRD was promoted to corporate
budget manager.
JOHN HOF ER,

Wes t er n Wa y n e, was recently elected vice president of Airway
Underwriters.
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"Data Processing here ..."

Life a nd De at h of the Doll ar
It should come as no surprise to
most observers of the financial permutations of other countries' currencies that the dollar is a rugged
medium of exchange from an economic standpoint. Now comes information that the dollar, that is the
quality of the paper currency, is
vastly superior to that of other countries. That's what James A. Conlon,
director of the Bureau of Engraving
and Printing, recently told the House
Appropriations Committee. The average dollar has a "life expectancy"
of 18 months and it can take about
8,000 folds before wearing out, while
European paper money wears out
after 2,000 stuffings into a billfold
or a pocket. When it reaches a fairly
dilapitated state, the dollar is usually
burned by Government authorities.
However, the Government may soon
have no money to burn because in
response to criticism of pollution
caused by money burning, the U.S.
Treasury is experimenting with alternative methods of destruction, in-

eluding pulverization. Annually, the
Treasury and 33 Federal Reserve
Banks get about two billion pieces of
worn currency worth $9 billion to
be destroyed. Th e product of the
pulverization process could be used
as insulation, it is believed, which
presents the fascinating image of a
highly -taxed homeowner insulated
from the weather by millions.

Even Cupid Is Taxed
The IRS has shot its latest arrow and
wounded Cupid, according to an article in The Tax Adviser. The author
maintains that Congress in attempting to reduce the tax discrepancy between married and unmarried individuals has actually tipped the balance
the other way, in many instances penalizing marriage. Warns the author:
"A bachelor whose inclinations toward matrimony are colored by the
supposed tax savings involved should
beware. If his girl friend has a substantial income of her own, he may
find himself paying more taxes as a
result of getting married than under
his present arrangement."
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Reader Service

NAA has many services available to its members, and other readers of MANAGEMENT
ACCOUNTING, including publications, reprints of articles that have appeared in
MANAGEMENT ACCOUNTING, meetings and conferences, and other materials. This page
is designed for your use in ordering materials desired. When ordering publications
and binders, including your check or money order covering the amount of the
purchase will speed delivery.
Research Publications
( 2 6 ) I n f o r m a t i o n f o r M a rk e t i n g Ma na ge m e nt
Each Research Report is a comprehen............................... ............................... $1.95
sive study in management accounting,
IN VE NTOR Y MA NA GE ME NT
emphasizing applications of accounting
(2 7 ) Te c h n i q u e s in In v e n t o r y Man ag em en
R e s e a r c h R e p o r t N o . 40 ....................... $2.50
for management planning and control.
(2 8 ) C o n t r o l l i n g a n d A c c o u n t i n g f o r S u p p l i e s /
Each Report represents an authoritative
A . P . R . N o . 1 .... .... .. . .... .... .... .... .... .... .... .. $ . 75
description of current practice, together
(2 9 ) A c c o u n t i n g f o r Re t u rna b l e Con ta in ers/
A . P . R . N o . 4 .......... ............................... $ .75
with reasoning theory underlying prac( 3 0 ) S e r v i n g Sales T h r o u g h P l a n n i n g o f P r o tice.
d u c t i o n a n d I n v e n t o r y / A . P . R . N o . 6 .... $ .75

o n Capi tal as a G uid e t o Ma nag eri
a l D e c i s i o n s / R e s e a r c h R e p o r t N o . 35 ... $2.50
( 2 ) F i n a n c i a l A n a l ys i s t o G u i d e C a p i t a l
E x p e n d i t u r e s Dec is io ns / Re se ar ch R e p o r t N o .

43 .......................... ............................... $2.50
(3 ) Th e

Capi tal

E xp e n d i t u r e

Control

Pro -

g r a m / A . P . R . N o . 7 . ............................... $ .75
( 4 ) E xp e r i e n c e w i t h R e t u r n on C a p i t al t o A p pr ai s e M a n a g e m e n t P e r f o r m a n c e / A . P . R . N o .
14 ... ... ... ... ... ... ... ... .. ... ... ... ... ... ... ... ... ... ... . $ .75
( 5 ) F i n a n c i a l A n a l ys i s Te c h n i q u e s f o r E q u i p m e n t R e p l a c e m e n t De c i s i o n s / R es e a r c h M o n o g r a p h N o . 1 ...... ..... ..... ..... ..... ...... ..... ..... $2.50
( 6 ) S e n s i t i vi t y A n a l ys i s i n M a k i n g C a p i t a l
I n v e s t m e n t Dec is io ns / Re se ar ch M o n o g r a p h
N o . 3 ..................... ............................... $2.50
( 7 ) E f f e c t s o f F e d e r a l I n c o m e Ta xe s o n
C a p i t a l Bu d g et i n g / R e s ea r c h M o n o g r a p h N o . 5
............................... ............................... $2.75
COS T - V OL U ME - PR OFIT R E L A T I O N S H I P
(8 ) Th e
A n a l y s i s o f Cos t - Vo lum e- Pro fit
Re la tio n sh i ps / Re se a rc h

Reports

No s.

16-17 -18 ................... .............................$2 50
( 9 ) Th e A n a l y s i s o f Non - Ma nu fa c tu ri ng C os ts
f o r M a n a g e r i a l D e c i s i o n s ........................$2.50
D i r e c t Co st in g / Re s ea rc h R e p o r t N o . 23

(10)
.... .......................... ............................... $2. 50
(11) C u r r e n t A p p l i c a t i o n o f D i r e c t C o s t i n g /
R e s e a r c h R e p o r t N o . 37 ....................... $2.50
( 1 2 ) S e p a r a t i n g a n d U s i n g Cos ts as F i xe d a n d
V a r i a b l e / A . P . R . N o . 1 0 .. .. .. .. .. .. .. .. .. .. .. .. $ . 75
E X TE RNA L RE P ORTING
(13) Exter nal Reporting for

Segm ents o f

a

Bu s i n e s s / R e s e a rc h S t u d y N o . 1 ... .. ... .. .. $2. 50
(1 4 ) A Fram ew o rk for Financial Reporting by
D i ve r s i f i e d C o m p a n i e s / R e s e a r c h S t u d y

No. 2

............................. ............................... $2.00
(15) Financial

Reporting

for

Se c u ri t y

in-

ve s t m e n t
and
C r e d i t Dec is io ns / Re se ar ch
S t u d y N o . 3 ......... ............................... $8. 50
FORE CA STING,
PLANNING
& CONTR OL LING
( 1 6 ) A c c o u n t i n g f o r L a b o r Co st s a n d Labor R e l a t e d Costs /Res earch R e p o r t N o . 32. $2.50
( 1 7 ) C a s h F l o w A n a l ys i s f o r M a n a g e r i a l C o n tr o l / R es e ar c h R e p o r t N o . 38 ................ $2.50
( 1 8 ) A c c o u n t i n g f o r Co st s o f C a p a c i t y /
R e s e a r c h R e p o r t N o . 39 ....................... $2.50
( 1 9 ) Lo n g -R a n g e P r o f i t Pl a nn i ng /R e se a rc h
R e p o r t N o . 42 ....... ............................... $2.50
(20)Plannin g, Controll ing and Acc ounting for
M a i n t e n a n c e / A . P . R . N o . 2 .................... $ .75
FORE IGN OP ER ATION S
(21) Managem ent Acco unt ing

Prob lem s

Forei gn Op erati ons / Res earc h R e p o r t

in

N o . 36

M A IN TE N A N C E C O S TS
( 3 1 ) C o n t r o l o f Ma in te na nc e

Co s t / Re s e ar c h

R e p o r t N o . 41 ....... ............................... $2.50
P RIC ING
( 3 2 ) Product

Co s t s

for

Pric ing

Pu r p o s e s /

R e s e a r c h R e p o r t N o . 24 ....................... $2.50
(33) Cost C ontrol for Marketing O p e r a t i o n s

............................. ............................... $2. 50

AN M.I.S. DOUBLE HEADER
from NAA
1. Management Control of
Information Systems Development
$3.50 ( o r d e r N o . 25)
2. Information for
Marketing Management
$1,95 ( o r d e r N o . 26)
Available now - use order form below

REPRINTS
of artic les from bac k is s ues of Ma na g em en t
Ac c o unti ng. (in pla c ing ord er - ple as e
-i n d i ca t o m s i e o f M a n a g e m e n t A c c o u n t i n g
in w hi c h ar tic le ap pea rs
ric e per
a r t i c l e ) 1 -20 c o p i e s $5. 00 ( m i n i m u m
o r d e r . ) A d d i t i o n a l c o p i e s o ve r 20 o f s a m e
a r t i c l e $.25 e a c h .

RE P ORT TO MA NA GE M E NT
(3 4 ) M o d if y i n g t h e C a l en d a r t o M e e t B u s in e s s
N e e d s / A . P . R . N o . 3 .............................. $ .75
( 3 5 ) S p e e d i n g - U p I n t e r i m Cl os in gs a n d Re p o r t s / A . P . R . N o . 5 ............................... $ .75
(3 6 ) Re p o rt s W hich Mana gem e nts Fi n d Mo s t

NAA JEWELRY
designed for you!

U s e f u l / A . P . R . N o . 9 ............................. $ .75
( 3 7 ) A p p l y i n g A c c r u a l s a n d D e f e r r a l s t o In t e r i m E a r n i n g s / A . P . R . N o . 11 ............... $ .75
( 3 8 ) U s e o f G r a p h s i n In t e r n a l R e p o r t i n g /

Id e a l f o r g i f t s Fu l l co l o r
bro c hu re avai l ab l e

A . P . R . N o . 13 ........ ............................... $ .75
( 3 9 ) A c c o u n t i n g In f o r m a t i o n in Managerial
Dec is io n- M ak ing f or S m a ll a nd Me di um M an uf a c t u r e r s / R e s e a r c h M o n o g r a p h N o . 2 ... $2.00

BINDERS

S T A N D A R D C OS TS & V A R IA N C E A N A L YS IS
( 4 0 ) H o w S t a n d a r d Cos ts ar e B e i n g Us ed
Cu rr en t ly . . .. .. . . .. . .. .. .. . .. .. . .. .. . .. .. . .. .. . $2. 50 ea c h
( 4 1 ) Th e A nal ys i s o f M a n u f a c t u r i n g Cos t
Va ri an ce s/ R es ea rc h R e p o r t N o . 22 ....... $1.50
( 4 2 ) D e ve l o p m e n t a n d R e p o r t i n g o f V a r i a n c e s / A . P . R . N o . 15 ............................. $ .75
MISC E LL AN E OU S
( 4 3 ) T o w a r d a Bas ic A c c o u n t i n g

iilosophy $

.... .... .... .... .... .... .... .. .... .... .... .... .... .... .... ... $2.00
(4 4 ) Co n c e p ts f o r M a n a ge m e n t A c c o u n t i n g
.. . . . . . . .. . . . . . . H ar d c o ve r $4. 95 / P a p e r b a c k $2. 95
( 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 o s ts / Re s e ar c h R e p o r t N o . 29 .... $2.00
( 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 . 30 ................ $2.00
( 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

A t t r a c t i v e gol d -e m b os s e d, l e a t h e r et te - c ove re d b o x b i n d e r s . Id e a l f o r
m a i nt a i ni n g Man ag em e nt A c c o u n t ns ,
ccounting
NAA
ic e Rep or ts ,
es earc h R e p o r t s

muff

r

CA P ITA L E X P E N DITUR E S

(1) R e t u r n

Receive our
FREE Fall
1971 courses
brochure

a n d T o p i c a l In d e x e s . S i z e 9'% x 7 x
3 ". (W ill n o t b e a v a i l a b l e a f t e r c u r r e n t supply is e xh a u s t e d . ) $2.00
ea c h .
M a g a z i n e r o d b i n d e r . H o l d s 12 iss u e s o f n e w s t yl e M a n e m e n t
A c c o u n t i n g . E xt r a h e a v y - d
cons t r u c t i o n . Si z e 9 1/2 x 12 1/8 x 3
1/4 ". $3.50 e a c h .

N o . 31 ................... ............................... $1.50
( 4 8 ) C o s t I m p r o v e m e n t f o r P r o f i t Im p r ove m e n t / A . P . R . N o . 8 ............................... $ .75
( 4 9 ) c o s t C o n t r o l o f Spo il ed W ork /A. P.R.
N o . 12 ................... ............................... $ .75
(5 0)De p artu re s in Com m uni cating Acco unt-

MEMBERSHIP
INFORMATION

i n g D a t a t o F o r e m e n / A . P . R . N o . 16 ..... $ .75
P ri c es l i s ted are to m em bers onl y. P ri c es to non - m em bers s how n i n c om pl ete c atal og avai l abl e on reques t.
Na t i on a l A s s o ci a t io n of A c co u n ta n t s

919 T h i r d A v e n u e , N e w Y o r k , N . V . 10022

Please send the following:
RE S E A RC H P UB LICA TIO NS
Us e b old f ac e n um b er in p ar ent he s is w hen o rde ri ng

R E P R IN TS

Is s ue

Article

Qty.

Is s ue

Arti c l e

Qt y.

.............................. ............................... $2. 50

No.

Qu an ti ty

To t a l $

INTE RN A L P L A NNING & CO NTROL
(2 2 ) C la s s i f ic a ti o n a nd Co d in g Te c h n i q u e s t o

No.

Qua nti ty

To t a l $

No.

Qu an ti ty

To t a l $

NAA JE W EL RY BR OC H UR E

No.

Qua nti ty

To t a l $

B I N D E R S @ $ 2.00 e a c h - T o t a l $

F a c i l i t a t e A c c o u n t i n g Op e r a t io n s / R es e a r c h
R e p o r t N o . 34 ....... ............................... $2.00
( 2 3 ) Co m p u te r - Ba s e d I n f o r m a t i o n S ys t e m s
f o r M a n a g e m e n t : A S u r ve y . . . . . . . . . . . . . . . . . . . . $4.50
( 2 4 ) M a j o r Cha ng es Ca us ed b y t h e Im p l e m e n t a t i o n o f a Ma na ge m e nt In f o rm a t i o n
S y s t e m / R e s e a r c h M o n o g r a p h N o . 4 ...... $2.00
(2 5 ) * M a n ag e m e n t C o n t r o l o f In f o r m a t i o n
S y s t e m s D e ve l o p m e n t

... ... ... ... .. ... ... ... .. $3. 50

$3. 50 e a c h - T o t a l $

Na m e

M E M B E R S H IP IN FO RM A TION

Addres s
City

CE P IN FORM ATION

Sta te

Zip

P UB LIC ATION S CATAL OG

S E P T E M B E R 1971

Our
CORPORATE SHAREHOLDER SYSTEM
is available on System 3601370
is used by Texaco, Nabisco, SCM, Bendix

New York:
51 Madison Avenue
New York, New York 10010
(212) 889 -4200

Boston:
77 A Street
Needham Heights,
Massachusetts 02194
(617) 444 -1332

and 20 other Major Corporations
Washington:
962 Wayne Avenue
Silver Spring.
Maryland 20910
(301) 589 -8371

Pro vides
their Stockholders
BETTER SERVICE • FEWER ERRORS
LOWER COSTS • MORE INFORMATION

Los Angeles:
10920 Wilshire Blvd.
Los Angeles,
California 90024
(213) 497 -4338

mmmm

Want to know more?

Chicago:
John Hancock Center
Chicago, Illinois 60611
(312) 943.0118

San Francisco:
2370 Charleston Road
Mountain View,
California 94040
(415) 964 -9900

Want To Know More!
(Start by s ending your Corporate
Shareholder System manual)
George Langnas, President
Programming Methods , Inc.
51 Madison Avenue
New York, New York 10010
Nam
Ti

PROGRAMMING METHODS, INC.

Compa

A Division of
City

State

_Zip

®
System /360:
30
40
Operating System: DOS

50
OS

Other

I I I F O R I T I AT I o n S Y S T E I T I

s

ACCOUNTING and EDP PROFESSIONALS

FlNANCIAL

NOW AVAI L ABLE

FRE-E. BATApROCES NG

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
SARTING
SALARIES

L11-1

1971

ROBERT HALF
PERSONNEL AGENCIES
ATLANTA
23 5 Pe ac ht r e e St . , N . E .
( 404) 6 88.2300
BALTI MORE
The Q uadr angl e — Gr ose Kay s
130 1) 3 23 - 77 70
B OS TON
14 0 F e de r al St .

140

DENVER

MI L W AU K E E

PORTLAN D , ORE.

16 1 2 C o u r t P l a c e
1303) 244.2925

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

61 0 S . W . A ld e r S t .
( 503) 222. 9778

MI NN E A P O L I S
8 2 2 M a r q u e t t e A ve .
( 612 ) 3 36.8 636

76 W es t m i ns t e r S t .
( 4 0 1) 27 4 - 8 70 0

DETROI T
H o n e y w e l l C a n to r , S o u t h f i e l d
( 313) 3 5 4 1 5 3 5
GA RD E N C I TY , N. Y .

NEW ARK
1 1 8 0 R a y m o n d B l vd .
120 11 6 23 36 61

5 8 5 S t e w a r t Ave,
(616)
34

P R OV I D E N C E

RO C H E S TE R
On e Ma r i n a M i d la n d P la ta
( 7 1 6) 54 6 - 3 02 0

C HARL OTTE

HA RTF ORD

9 0 7 Bau gh B u i l d i n g
( 7 0 4 ) 333 - 5 173

75 Pe ar l S t.
( 203) 278. 7170

3 3 0 M a d i s o n A va .
(212) 9 8 6 1 3 0 0

CHICAGO
33 3 N . M i c h i g a n A ve .
( 3 1 2 ) 7 8 26 9 3 0

HOUSTON
1 2 0 0 C e n t r a l Na t ' l. B a n k B ld g .
17 1 3) 22 8 00 5 6

ORA NGE , CA L.
5 0 0 S o u th Ma i n
(714) 8 3 5 4 1 0 3

C I NC I NN A T I

INDI ANA POLI S

60 6 T. — H i l t o n
1513) 621.7711

9 No r t h I lli n o i s S t .
( 31 7) 6 36 - 54 41

P H I L A D E L P HI A
2 Pe nn C en te r Pl az a
( 215) 568- 4580

S A N JOSE
6 7 5 No r t h F I n t S t .
( 4 08 ) 29 3. 90 40

P H OE NI X

S T A M F O R D , CONN.
111 P ' — ' S t .
( 2 0 3) 32 5 - 4 16 8

CLEVELAND
13 6 7 E . 6 t h S t .
( 2 16 ) 6 21 - 0 67 0

KANSA SC I TY
1 2 7 W est 1 0 t h S t .
( 8 16 1 47 4. 4 58 3

NEW

MEM PH I S
12 S . M a l , S t .
(901)527.7324

DALLAS

LOS A N GE LE S

MI AMI

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

36 0 0 W i l s hi r e Bl vd .
( 2 13 ) 3 81 - 7 97 4

1 1 0 7 No r t h e a s t A i r li n e s B ld g .
( 305) 377. 8728

YORK

1 5 1 7 D e l W e b b T o wn e H. —
( 6 02 ) 2 79 - 1 68 8
P I TT S B UR GH
G e t a w a y To w e r s
( 412) 47 1 5 9 4 6

ST. L O U I S
1015 Loc ust St.
1 3 14 ) 23 1- 01 14
S AN F RA NC I S C O
1. . P' — St .
(415) 434 900

W A S HI NGTON, D . C .
73 1 6 W i s c on s i n A ve . N . W .
( 3 0 1) 65 4 - 1 85 0

