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The first examination for the recently- announced CERTIFICATE IN MANAGEMENT
ACCOUNTING is scheduled for December 6, 7, and 8, in the sixteen (tentative)
locations listed below.
Atlanta
Boston
Chicago
Dallas

Denver
Detroit
Los Angeles
Miami

Minneapolis
New Orleans
New York
Pittsburgh

St. Louis
San Francisco
Seattle
Washington, D.C.

Here are the five parts of the examination:
PART I

(Wed Aft.)

— Managerial Economics and Business Finance

tw

PART II (Thurs. Morn.) — Organization and Behavior, Including
Ethical Considerations
PART I I I (Thurs. Aft.)

— Public Reporting Standards, Auditing and Taxes

PART IV (Fri. Morn.)

— Periodic Reporting for Internal and External Purposes

PART V (Fri. Aft.)

—Decision Analysis, Including Modeling and
Information Systems

Additional information on the Certificate programs, the examination, topics,
application procedures, fees and other CMA matters is now available. For this
information please write to:
Dr. James Bulloch, Director,
Institute of Management Accounting
c/o National Association of Accountants
919 Third Avenue, New York, N.Y. 10022
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PRESIDENT'S PERSPECTIVE

CMA Program
Opens New Era
A new and excit ing era has opened for management
accountant s. It was ushered in by the Association's
establishment of the Cert ificate in Management Account ing.
Judging from the response we have received, t he program has
uncovered a long, unappeased hunger for specific recognition
of managerial account ing as a professional discipline.
In making the Certificate program a reality, the Association
has taken a giant st ep toward ident ifying and formalizing the
body of knowledge developed over t he last few decades for t he
financial cont rol and management of indust rial ent erprises.
had t he satisfact ion of helping to lay some of t he
groundwork for the CMA program. I believe that it is one of t he
most significant efforts ever launched by NAA, and that it will
have enormous impact on account ing curricula, t he field of
account ing and t he careers of future account ants.
That is why I will do everything in my power as NAA
President to implement the program in its first year.
I wholeheart edly urge your support and participation in this
important endeavor.

ROBERT BEYER
President, 1972 -73
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BOB BEYER: NAA'S NEW PRESIDENT
Accounting leader, speaker and writer, the Association's president for 1972 -73 will
bring all his talents to bear upon the task of making the Certificate in Management
Accounting a strong, workable program.
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Winner van Pelt (ctr.)
was presented
Lybrand Gold Medal
by Dr. James
McFadden (r.) as
President Underwood
looked on. Story on
page 56.
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THE FUTURE OF ACCEPTED ACCOUNTING PRINCIPLES
A digest of the 1971 -72 Gold Medal Award winning article, published in March 1972.

15

BETTER MOTIVATION FOR TIME-CONSTRAINED
SEQUENTIAL PRODUCTION PROCESSES
By Willis R. Greer, Jr.
Managers of earlier processes are motivated to slow down, at the expense of
downstream processes and of the firm as a whole. The alternative system developed
in this article provides motivation for compliance with optimum schedules by
charging responsible processes with the total -firm incremental costs that are incurred
by failure to comply.
An award-winning article: Lybrand Silver Medal
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CUTTING COSTS

NOT WORTH

By Wilford L. Dickerhoof . . .
By using an organized approach directed at analyzing the function of a product, it is
possible to effect cost savings. A step -by -step procedure is outlined and discussed in
this article.

INCOME REPORTING: CONTINUITY WITH CHANGE
By Floyd A. Beams
In order to provide continuity along with change, the accounting profession will need
to adopt plans and policies for introducing new dimensions and new kinds of
measurements into income reports. The approach presented here preserves the
generic content of the revenue and expense concepts, and helps statement users
adjust to changes in reported income which will result as new dimensions become
acceptable.
An award - winning article: Lybrand Bronze Medal

28

INTER - COUNT RY PURCHASING POW ER I NDEX NUMBERS
By Richard B. Klein
A more favorable picture of foreign operations would be obtained by valuing assets
in terms of a translation rate based on purchasing power rather than the legal
exchange rate.

33

CONSOLIDATION ACCOUNTING
By Richard A. Reed
The author offers us a glimpse of how this multinational corporation consolidates its
accounting records.
An award - winning article: Certificate of Recognition

35

PLANNING A RETIREMENT OR PENSION PROGRAM
By L. Vinson Freeman, Jr.
Some basic questions, and answers, in planning a pension program, and the various
factors that must be taken into account.
An award- winning article: Certificate of Merit

2

MANAGEMENT ACCOUNTING/ AUGUST 1972

AUGUST 1972

37

SETTING UP PRODUCTION STANDARDS
By William V. Jones
This article is directed toward the small and medium -sized manufacturing companies.
The author discusses the approach that should be taken in setting standards for
production speeds, idle or non - productive time, and material waste.

39

COMPUTERIZED INVENTORY CONTROL IN A SMALL COMPANY
By Donald F. Eden
Getting everybody involved was a first step in this small Company's approach to
considering the use of a small computer for inventory control. The results of this
approach include effective reports and a decreased investment in inventory.

43

BUDGET REPORTS AT YSU
By William J. Sullivan
One way to produce timely, informative reports with a minimum of effort.

47

DISTRIBUTOR PROFIT MEASUREMENT
By Richard D. Peters
The 3M Company measures the gross trading margin per inventory dollar invested by
its distributors.

49

GUIDELINES FOR INTERIM FINANCIAL REPORTING
The MAP Committee presents a position paper.

52

LIBERTY BELL CONFERENCE ACCLAIMED
Attendance tops 1,600 despite storms; two U.S. Cabinet members head speakers.

56

AUTHORS HONORED FOR BEST ARTICLES
Lybrand Awards are presented to van Pelt, Greer and Beams; 31 others get
Certificates.

59

TROPHIES, BANNERS GO TO THE VICTORS
Columbia, Montgomery take top honors.
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LETTERS to the editor
DATA SHEET items of interest for the businessm an
CHAPTER /MEMBER NEWS all about chapters and members
TIME OFF the lighter side of the ledger

Views expressed herein are authors' and do not represent Association policy unless so stated.
Reprints of articles appearing in any issue of MANAGEMENT ACCOUNTING are available
from NAA's Special Order Department.
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The one element that permeates the Association, the one element
that has made it grow, the secret of its success, is "the spirit of
competition." Nothing helps more to bring our members together,
nothing gives them a greater sense of participation, nothing gives
them a greater feeling of achievement than the various competitions.

EXECUTIVE DIRECTOR

William M. Young, Jr.

In this, the second annual Awards issue, we bring you the results
of last year's contests.

DIRECTOR OF PUBLICATIONS
James D. Collier
MANAGING EDITOR
Erwin S. Koval

On p a ge 1 1 , we p r e s e n t a di ge s t of t h e ye a r 's Lyb r a nd Gol d M e d a l
Award winning article by John V. van Pelt, III. Like the previous year's
winner, Mr. van Pelt is a two -tim e winner of the Gold Medal. Coin-

SENIOR TECHNICAL EDITOR
Albert Cohen

cidently, like the previous year's Gold Medal article, Mr. van Pelt's
original article was published in the month of March. However, our
records indicate that seven out of the last ten Gold Medal Award

FEATURE EDITOR
Robert F. Randall

w i n n i n g ar ti c les w e r e s u b m i t t e d i n C h a p t e r c o m p e t i t i o n b e t w e e n

EDITORIAL ASSISTANTS

September and December of their respective years, capturing not
only the medal but gleaning bonus points for their chapters.

Lucile Lawrence

Debbie Rienzi
CIRCULATION MANAGER
Ray Goldstein

O n pa ge 1 5 , we present t h e ye a r 's Lybrand Silver Medal Award

winning article by W illis R. Greer, Jr., which should serve as both
a challenge and motivation to those who are interested in learning
new accounting methods. Then, on page 23, we offer the Lybrand
Bronze Medal Award winning article by Floyd A. Beams. The Bronze
Medal was offered for the first time this year and should help spark
the spirit of competition among our member authors.
In addition, this issue lists the winners of Certificates of Merit and
Recognition, page 56. One article from each of these categories is
al s o p u b l i s h e d in th i s iss ue.

Finally, for those whose competition activities range in fields other

than manuscript writing, we present beginning on page 59 the results
of the Chap ter c om pet it ion s. An interesting article by o ur f ea tu re
editor, Bob Randall, reports on this year's winners of the Stevenson
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Letters

TO THE EDITOR

Congratulations, Dr. Schiff

years. A significant improvement has become apparent in the short
two years since the original submission of my article. Many hospitals have gone into the ranks of industry to select management
level personnel and professional societies have assisted in the
training and development of others. NAA itself saw fit to declare
April 1972 "Hospital Month" in an attempt to attract new
members and promote educational programs for the health care
industry.
Mr. Haggerty and I, along with many other financial managers
in the hospital controller's "hot seat" today, fall into one of two
categories: either we were responsible for the reputation that many
hospitals suffered a number of years ago and we're sensitive toward
criticism about it, or we are part of the new breed that is working
like hell to make this country's third largest industry into a sophisticated business we can be proud of.

Dr. Michael Schiff's article "Physical Distribution: A Cost Analysis" In the February 1972 issue Of MANAGEMENT ACCOUNTING
has shifted the spotlight from factory accounting to an area of
growing concern, namely, distribution costs.
The timely article challenges us to review existing procedures
and upgrade those that are archaic. Dr. Schiff's theoretical approach, however, weakens in the practical world when he suggests
that relevant accounting for product costs would reflect "the unit
cost at the point from which the goods will be shipped to the
customer." This statement is intriguing but under a cosmopolitan
atmosphere the bookkeeping of finished product by color, package
and warehouse location could become quite expensive; we must
be careful not to spend dollars to push pennies around.
In the latter part of the article, we are asked to consider product
cost to be manufacturing, shipping to warehouse and handling
Richard A. Grundy
and storage costs. This means finished product values should
Western Regional Controller
escalate monthly due to warehousing costs alone. In today's emAmerican Medicorp, Inc.
phasis on style and quality, product values tend to decrease with Los Angeles, Calif.
time rather than increase.
However, for his contribution to this growing area of concern,
my congratulations to Dr. Schiff.
An Administrative Nightmare
Charles R. Huber
E. 1. du Pont de Nemours 6 Co.
Wilmington, Del.

Hospital Accounting: A Rebuttal
In the January 1972 issue, Mr. Raymond R. Haggerty of William
Beaumont Hospital in Michigan attacks the impression he apparently gained from my March 1971 article that all hospitals were
grossly inefficient and badly managed. This was not intended, and
could no more be used as a broad, sweeping indictment of the
health care field than it could when applied to any other industry.
An attempt was made in the article to develop the premise that
good management techniques used to advantage in the modem
hospital would produce the same favorable results that these
techniques have produced in other business applications.
Mr. Haggerty points out that some hospitals today have financial
reporting systems "equal to or better than those found in industry,
government, or any other institution." One cannot dispute that
some entities in any field are going to be better run than others.
It is a fact, however, that the less than spectacular reputation
for superior management ability was brought about by the hospital
industry itself through payment of shamefully low salaries to the
three key individuals on the payroll: the nurse, the coritroller, and
the administrator himself.
Mr. Haggerty cites a number of truths in his letter, including
the sudden increase in wages and salaries to a competitive level,
the continuing investment in high fixed cost facilities, the complications of being open twenty -four hours a day, seven days a week,
and the effects of federal and state legislation and the new requirements to force efficiency upon those who did not choose to become
so on their own. These points were brought out in the original
article.
In defense of the position Mr. Haggerty takes, a tremendous
effort has been made by the industry in general in the past few

Mr. Lee's article "1969 Tax Reform Act and Employee Moving
Expenses" contained in the January 1972 issue was a direct, concise
treatment on the requirements imposed on business by the amendments to the Internal Revenue Code under Sections 82 and 217.
I am sure that the article will be of benefit to many of the readers
Of MANAGEMENT ACCOUNTING.

I take no issue with the facts as outlined or the suggested
procedural methods for coping with the documentation required
by the IRS Code. Our documentation procedures are similar to
those outlined. I do, however, want to express the frustration of
someone who has attempted through most of his working life to
narrow the communications gap and the mystery between accountants and other operational people.
We had occasion recently to review our moving expense policies
and arrive at some changes that we felt were in the best economic
interest of both the company and the employees involved. After
some considerable thought and discussion, we arrived at an
amended policy which we believed to be equitable. This policy
was covered in slightly less than two pages.
This is not to say, that employee moving expense policies are
lightly considered business decisions. They can involve significant
expenditures and therefore have the same high level evaluation
prior to release that any other policy dealing with the economics
of significant expenditures would have.
After we finished incorporating the effects of the required IRS
documentation and the attendant internal procedural requirements, we were able to squeeze it onto just over nine pages and
five exhibits. Admittedly part of the additional verbage was the
translation of policy to procedure, but it was made doubly difficult
by the IRS involvements.
The girth and complexity of the administrative procedures are
now such that we have created a situation where confusion is the
result and misunderstanding is the symptom. Indeed it is now
difficult to determine just what the policy is.
We again have forced through Internal Revenue decisions, that
Continued on page 27
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BOB BEYER:
NEW NAA
PRESIDENT
Accounting Leader, Speaker And
Writer, The Association's President
For 1972 -73 Will Bring All His Talents
To Bear Upon The Task Of Making
The Certificate In Management
Accounting A Strong, Workable
Program

By Robert F. Randall
One of the characteristics of Robert Beyer that is
readily apparent to those who have worked with him
is that he is the professional par excellence. It comes
as no surprise, therefore, that the new President of
the National Association of Accountants has as one
of his major goals the implementation of NAA's pro fessionalization program for management accountants —the Certificate in Management Accounting.
The managing partner of Touche Ross & Co., one
of the "Big 8" accounting firms, admits "That's a big
job." But he sees the CMA program as potentially
the most important program ever launched by the
Association. fie believes the Certificate in Management Accounting will bring about broad sweeping
changes in curricula. Some changes, he suggests, will
be discernible in a year; but the full impact will not
be seen for at least five years.
Mr. Beyer has been associated with the CMA program from the beginning. In 1971 he headed an NAA
group called the Educational Attainment Task Force
which completed the planning for the program and
presented it to the Executive Committee last Fall.
As President of the Association, he will be in a
position to support and direct the implementation of
Two views of Beyer home in Colorado Springs.
At top, the Beyers show Mr. and Mrs. William M.
Young, Jr., the view from sun deck. Below, they
relax by their swimming pool, surrounded by
daughter and grandchildren.
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the program. A new position at his alma mater, the
University of Wisconsin —which he expects to assume
next January —will permit him to actually help reformulate accounting curricula at one university to
correspond to the program leading to the Certificate
in Management Accounting.
As important as it is, the CMA program is not the
only issue that the new president will stress. As a
professional accountant who has always been in the
forefront of change, Mr. Beyer is intensely interested
in the potential contributions that accounting and
accountants can make to solve some of the pressing
social problems. One of his first acts was to establish
a new task force under Past President I. Wayne Keller
to study a subject considered "far out right now " —accounting for social progress.
This is not a new issue for Mr. Beyer. Three years
ago he wrote an article published in the fournal of
Accountancy which described a social accounting
project pioneered by Touche Ross in Detroit in 1965.
He vividly communicated a sense of urgency at the
outset of the article. "America the beautiful has an
ugly scar across her face.... Something has gone wrong
in our society and something must be done to correct
it. Not next year. Not tomorrow. But now."
This same theme was emphasized in his inaugural
address at the Annual.Conference in Philadelphia in
June and in an article published in the July issue of
this magazine. Business must take up the challenge
to better our world, he maintains, urging accountants
to become "the pilots of social progress charting the
course for business and government."
'Get Involved'
In addition to these two major goals, Mr. Beyer

Mr. and Mrs. Beyer relax at a friendly game of
cards while their grandchildren offer advice.

plans to visit as many chapters as possible. "I expect
to spend the first six months on a plane." On these
visits he will be reiterating a theme that threads
through his own professional life, "Get involved."
Reminiscing, Mr. Beyer described how participation
in NAA activities affected his early career. When he
joined the Association in 1942, affiliating with Milwaukee Chapter, he was active the first few years. He
had to curtail his activities, however, while setting up
the Milwaukee office of Touche Ross. The contacts
with his fellow professionals were soon missed. "I felt
the lack of communications between my colleagues
and myself and I wanted to get back into things. I
told Ray Marple [former NAA assistant secretary] that
I wanted to get involved again."
As a result, Mr. Beyer went on to serve as an NAA
director, member and then chairman of the Research
Planning Committee, NAA vice president, member
of the Planning Committee, and member of the Committee on Management Accounting Practices.
Perhaps the most important benefit of membership,
he suggests, is the experience you gain from discussing,
debating and arguing issues with sophisticated people
across a table. The sort of experience gained from work
on NAA committees all the way up to the Executive
Committee can also be used at work, all the way up
to and including the board of directors of a corporation.
The ability to deal with people is a more essential
quality than accounting knowledge in the top management offices of the big accounting firms, Mr. Beyer
noted. "The thing that was most important to my
success in the firm is face -to -face, man -to -man dealing
with individuals and groups of people."
The management accountant must broaden his out-

In his office at home, President Beyer is briefed
by a member of the Touche Ross staff.
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At a r ec en t B ' n ai B' r it h di n ner , Mr. Beyer p os ed wi t h f ou r p rom i n en t p er s on al i t i es .
L. -r., Gordon T. W allis, c h ai r m an of t h e b oar d , Irvin g T r us t; Beyer; L yn n T own s en d ,
c h ai r man of th e b oar d , C h rys ler ; C h et H u n t l ey, an d J oh n B . M. Pl ac e, c h ai rm an of
t h e b oa r d an d pr es id en t, A nac ond a.

look from narrow specialization, he believes. "Corporate management is looking more and more to the
financial guy for all around brainpower and ability.
More and more you are going to see management
accountants who have risen past the controllership
position and administrative vice president or financial
vice president to the top spot." But he emphasizes
management accountants must be as broadly educated
as possible to survive in the new corporate environment.
He had just finished sending off the proofs on the
second edition of his book, "Beyer's Profitability Accounting for Planning and Control," and that title
he felt summed up the direction corporations are
going. Because of the ever - growing emphasis on planning and control, the paths of the CPAs and management accountants are diverging. This divergence will
be accelerated by the Certificate in Management Accounting program, he suggests, in an inevitable cleavage of the accounting discipline.
In a discussion of other problems facing accountants,
Mr. Beyer said he thought reconstruction of the Accounting Principles Board in a new entity was the
biggest problem facing CPAs. Its success might serve
to diminish the impact of lawsuits on accounting firms,
he observed. He thought that once the Wheat Committee proposals on restructuring the Accounting
Principles Board were put into effect, the new body
would receive the general support necessary for its
success.
As a result of the swift action taken by the CPA
profession to change the APB, there will be less chance
of the government making rules for the profession.
"If the new Board succeeds, the influence of government will be negligible." He said, however, that the
non -CPAs on the Financial Accounting Standards
Board would have to do their homework.
MANAGEMENT ACCOUNTING/ AUGUST 1972

Like many top executives, President Beyer finds
himself tapped for numerous tasks, some of them not
related to the field of accounting at all. He was appointed by President Nixon to serve on the Advisory
Council for Minority Enterprise, is a trustee of the
Committee for Economic Development, a member
of the Business Committee for the Arts and of the
Business Advisory Council of the University of Wisconsin, as well as a member of the National Advisory
Board of the Salvation Army.
But his commitment to the accounting field is basic
to his life. This was demonstrated recently when he
created the Robert Beyer Professorship in Managerial
Accounting at the University of Wisconsin. He has
written hundreds of articles in the accounting field,
two of which won him Certificates of Merit from the
Association.
He is often on the move —if not between his office
and apartment in New York and his home in Colorado— between local offices of Touche Ross. One year
he added up all the flying time: it came to 200,000
miles.
Deep sea fishing continues to be his favorite way
of relaxing. Sometimes he escapes to a small island
off the coast of Panama where there are plenty of
marlin and no telephones. Another interest, which he
could not indulge while living in New York, is the
growing of orchids.
Robert Beyer and his wife, Monica, have a daughter
and a son who just happens to be an accountant. As
the managing partner of Touche Ross was invested
as President of the National Association of Accountants last June, one of his secret satisfactions, as he
looked back on an illustrious career in accounting, had
to be the knowledge that his son had just been made
a partner in another one of the "Big 8" accounting
firms —Price Waterhouse.
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SEC Chairman Casey Urges Companies to Disclose 10 -K Data to Public
Newly required data on profit and sales breakdowns for 10 -K filings "should be disseminated
in one way or another," William J. Casey, chairman of the Securities & Exchange Commission,
told the annual meeting of the American Society of Corporate Secretaries. Mr. Casey added
that he was not advocating that copies of Form 10 -K be shipped to stockholders in lieu of
the annual report, but the Commission is looking for ways to ensure that items of information
in the 10 -K forms are made available to stockholders and investors. Suggesting that companies
which disclose financial data fully and fairly would decrease the risk of liability suits, he said,
"Diligence in nailing down information and care in defining and describing a situation strikes
me as a lot safer than silence —if significant information or evaluations are in circulation or
may drift into circulation."
Justice Dept. Charges AICPA Eliminates Price Competition Among Members
In a civil antitrust suit filed by the government, the Justice Dept. charged that a provision
of the Code of Professional Ethics of the American Institute of CPAs prohibiting competitive
bidding, eliminated price competition. Announcing it had had entered into a consent decree
in settlement of the suit, the Institute said it "does not concede the validity of the Government's
complaint." The Institute pointed out that its anti - bidding rule had not been enforced since
1966 when it was informed that the rule was likely to be construed as a restraint of trade.
In a statement to the press, the AICPA said, "While the Institute recognizes that persons seeking
accounting services are entitled to a reasonable advance understanding of costs, it is also
convinced that those who rely upon an accountant's work will be better served if his selection —
like the selection of a doctor, lawyer or other professional man —is largely based upon his
professional attainments."
New York CPAs Set Up Foundation on Accounting Education and Research
The New York State Society of CPAs has created The Foundation for Accounting Education,
Inc., to help meet the demands of CPAs for continuing education in new and developing areas
of the business and financial world. The Foundation, devoted exclusively to accounting education
and research, will function as the professional development arm of the N.Y. State Society. Robert
L. Gray, executive director of the Society, will be executive vice president of the Foundation.
Institute of Internal Auditors Elects Ballard President
John R. Ballard of Chicago was elected president of the Institute of Internal Auditors at its
31st annual international conference in Los Angeles.
Asian Accountants to Meet in Bangkok, Thailand, November 1973
The Seventh Conference of Asian and Pacific Accountants will be held in Bangkok, Thailand,
in November 1973. Theme of the Conference is "Economic Data for Motivation and Decision
Making."
What's Happening to Treasurers?
A number of companies are re- organizing the treasurer right off the organization chart, according
to an article in the June issue of Dun's. The corporations which have phased out the position
or downgraded it think the traditional treasurer position is much too narrow to fit the broader
and more complicated financial needs of corporations today. One top executive was quoted
as saying the controller is the corporate position currently more in tune with business needs.
AMA Publishes New Periodical on Behavioral and Management Sciences
A new periodical devoted to the theory and practice of behavioral and management sciences
has just been launched by the American Management Assn. Titled Organizational Dynamics,
the publication is a quarterly.
Tax Tail Wags Profitability Dog
Ambiguities in the law and inconsistent enforcement by Internal Revenue Service agents are
hampering the U.S. companies' ability to compete in foreign markets, many firms report in
the latest Conference Board study. At issue is Section 482 of the Code.
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DIGEST

THE FUTURE OF
ACCEPTED

ACCOUNTING PRINCIPLES
A Digest Of The 1971 -72 Gold Medal Award Winning Article By
John V. van Pelt, III, Published Irl March 1972

By NAA Editorial Staff
In March 1972, MANAGEMENT ACCOUNTING carried
what was to become the year's gold medal award
winning article. Written by our second two -time gold
me da l wi nn er ,' J o h n V. v a n P e l t , II I , t he a rt i cl e wa s

related to the activities of two study groups sponsored
by the American Institute of Certified Public Accountants. The first of these, a committee headed by former
Securities and Exchange Commissioner, Francis M.
Wheat, was set up to consider the operations of the
Accounting Principles Board in order to develop recommendations designed to improve standards of financial reporting. The second group, a committee
under the chairmanship of Robert M. Trueblood,
Chairman of Touche Ross & Co., was established to
review the fundamental objectives underlying financial
reporting. As a participant at a Conference, conducted
under the auspices of the Graduate School of Management of Northwestern University on October 18 and
19, 1971, Mr. van Pelt sat in on discussions which were
arranged to discuss aspects of the problems facing both
study groups. In his article, a digest of which follows,
Mr. van Pelt reported his personal observations of the
discussions as well as his own views on the work of
the two Committees.
Mr. van Pelt reported that the Conference brought
together representatives of the leading accounting
firms, corporate executives, analysts, lawyers, educators, and representatives of various government commissions. Nine papers which were prepared by leaders
in several of the categories represented at the meeting
were presented, and have since been published.' Each
author was allotted approximately twenty minutes to
expand upon or alter the matters covered in his paper
and, after presentation of two or three papers at each
of the half day sessions, the Conference was thrown
open to discussion . Commissioner Wheat was in attendance and one of the formal papers was presented
by Mr. Trueblood. In the words of Mr. van Pelt, "The
MANAGEMENT ACCOUNTING/ AUGUST 1972

Conference objective was met, in that the discussion
on all subjects was lively, and it was clear that the
views of many participants were sharply conflicting."

I L

Government Is a Vitally Interested Spectator
Starting out on an optimistic note, he tells us that:
"The single factor that enables one to feel optimistic
about the ultimate success of the two study groups
is the spotlight of publicity that will be centered on
their endeavors. As a result, the Government, possibly
the Securities and Exchange Commission more than
any other branch, will be a vitally interested spectator
in the pulling and hauling that will attend any effort
to get needed action . However, the positions which
may be taken by any one segment of the Government
will not be crystal clear before the Trueblood Committee defines the objectives of financial reporting."
However, he also mentions that: " A public policy
analyst at the conference contended that financial
information should be of such magnitude and in such
detail as to permit government agencies to police any
activities of a corporation ... that the public in general
should be represented on the boards of directors, and
that income tax returns should be available for examination by the public." Mr. van Pelt noted that if the
trend was in this direction, the establishment of accounting rules would tend to fall into the hands of
a government agency. As far as the discussion was
concerned, he tells us that there was no vocal support
for this position. A digest of some of the other highlights of the article follow:

1. V. VAN PELT, III
Birmingham Chapter,
(Boston 1948), is Vice
President of Finance,
Vulcan Materials
Company,
Birmingham, Ala. He
is a graduate of
Columbia College and
Columbia Law School.
Mr. van Pelt, a CPA, is
a previous contributor
to MAN AG EME NT
Ac c o U N TIN G. H e h a s

been awarded the
Lybrand Gold Medal
for outstanding article
of the year on two
separate occasions and
has also earned a
Certificate of Merit.

APB, Accounting Senate,
or Independent Agency
The papers and discussions that were primarily of
'Michael R. Tyrau was our first two-time Gold Medal winner. He received the
award last year for his article "A Computerized Decision-Simulator Model."
'Corpo rate Financial Rep orting —The Issues, Th e o b jectives an d so m e New
Propora/a edited by Alfred Rappaport and Lawrence Revsine, published by
Northwestern University Center for Advanced Study in Accounting and Infamy
tion Systems. Copyright 1972, Commerce Clearing House, Inc., Chicago, Illinois.
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interest to the Wheat Committee dealt with such
fields as management influence in the current deliber.
ations of the Accounting Principles Board, the right
of dissent on the part of management to generally
accepted accounting principles, the necessity that the
Profession be able to maintain complete independence
in the performance of the attest function, methods
of appeal from rulings by either the Accounting Principles Board or the Securities and Exchange Commission and, finally, suggestions as to the body that should
occupy a position comparable to that held by the
present Accounting Principles Board.
The positions on this latter aspect of the discussion
ranged from a plea that the Board should stay under
the control of the American Institute of Certified
Public Accountants, to a suggestion for the establishment of an Accounting Senate, whose members would
be appointed by the President of the United States.
As an intermediate position it was proposed that the
presently informal cooperation existing between the
accounting profession and the Securities and Exchange
Commission be formalized by amending the Securities
Act of 1933 and the Securities Exchange Act of 1934.
The form of amendment was first proposed by
Leonard Spacek of Arthur Andersen & Co. in 1943
and is part of the record of a hearing before the
Subcommittee on Commerce and Finance, Committee on Interstate and Foreign Commerce of the House
of Representatives.
Coupled with this suggestion, it was recommended
that a separate body, independent of accountants,
Securities and Exchange Commission, or others should
be established and given the power to enforce its
findings. A new agency would not be encrusted with
its own precedents, as are both Securities and Exchange Commission and American Institute of Certified Public Accountants.

detection is mathematical, but when the input represents the testimony of prestigious individuals, bias may
only be detected by weighing past and present associations of the individuals against the various positions
they espouse.
A former chairman of the Accounting Principles
Board, Mr. Leroy Layton, Senior Partner, Main Lafrentz & Co., CPA's, though acknowledging imperfections in the present setup, felt that the Board should
be the body designated to carry forward the development of Accounting Principles in the future.
On the other hand, representatives of another public
accounting firm recommended that we must establish
objectives before we determine how we should proceed. The firm maintains that accounting must deal
with economic facts and business realities. It also
contends that the real purpose of financial statements
is to present the resources and obligations of a company and changes in net resources. This latter statement was translated into a plea for fair value accounting.
Several industry representatives spoke of the need
for the right to dissent. Generally the pitch was that
an APB Opinion that spelled out in detail the method
of its application, could not fit all situations. The point
was also made that elimination of flexibility in the
treatment of transactions from an accounting standpoint inhibited the development of new ideas.
Who Should Establish Accounting Principles

Having reported his observations of the Conference
discussions and of some of its participants, Mr. van
Pelt turns to what is perhaps his most significant
contribution: his own thoughts about the matters
discussed. He writes: "One could not sit in attendance
at such a conference without formulating ideas as to
the direction in which the two study groups should
go." Some of those ideas form the second half of his
Aunt Jane
article. He describes first, the ideas which crystalized
The areas of discussion of primary interest to the in his mind as they related to the areas of interest
Trueblood Group were concentrated along three prin- of the Wheat Committee; and second, his suggested
cipal lines. The first of these was the answer to the objectives for the Trueblood Committee.
question as to whom the statements are directed, i.e.,
the sophisticated investor or the neophyte. A more T HE "COO KBOO K" APPRO ACH
common term applied frequently to the latter class
A body (whether the Accounting Principles Board,
was "Aunt Jane." The second area debated the need or some comparable rule- making authority, which
for designing financial information which reported on might be recommended as a result of these proceedstewardship as opposed to those which fostered pre- ings) must have the responsibility for enunciating the
dictability. Finally, there was considerable discussion ground rules governing the preparation of financial
about the development of economic reality as a fun- statements issued to the investing public.
damental concept in the preparation of financial inBROAD APPLICAT ION OF RULES
formation.
The rules should have broad application in order
Areas of Self Interest
that there will be comparability and consistency in
Throughout the conference it was obvious that the accounting applications.
participants were there to defend their areas of interest. A series of examples will point up these areas of EN F O R CE M E N T
self interest which are often very difficult to detect.
The enforcement factor must be linked to the attest
However, it is essential that the factor of bias be function.
assessed in searching for basic truths amidst the multitude of assertions. The work of these groups is a form RESEARCH
of research for true beliefs, but the assessment of the
The rule- making body must have the ability to
findings requires intuitive judgment which is different conduct research in order to have available knowledge
from the type of research into the reactions of physical as to current practices and economic realities under
forces. In statistical sampling the problem of bias which the practices will be applied.
12
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FULL -TIME MEMBERS
The rule - making body should be comprised of fulltime members, with the membership appointed on
a rotating basis. If appointees are separated from their
prior affiliations there is a reasonable chance that
conflicts of interest can be minimized. One of the
primary obstacles to the development of accounting
principles adaptable to interim accounting thus far
has been the primary interest of Accounting Principles
Board members in the financial statements which
constitute the bulk of the engagements of their firms.
Furthermore, if the members of the rule - making body
are full -time members, a wide field of selection of
members is available. Although at present few industry
executives can be members of the Board because their
firms cannot provide for the time demands on the
individual (or provide the backup support expected
of Board members), it would seem that many of the
members of the new body could be selected from men
who had already retired from their firms. To this end,
an upper age limit for initial appointment might also
be required, at say age 67.
FUNDING
Funding of the body's expenses should come from
governmental sources. However, rather than depending on annual appropriations from the Congress, it
might be better to establish a trust fund supported
by fees charged against listed corporations. There is
no justification for the funding of the Accounting
Principles Board by appropriations out of the budget
of the American Institute of Certified Public Accountants, plus such research assistance as may come from
other organizations, e.g., the National Association of
Accountants or the Financial Executives Research
Foundation, when those organizations feel that such
research might help the interests of their members.
The body must have adequate money available to
conduct necessary studies and have access to the funds
without ties to any particular interest.

Suggested Objectives
for the Trueblood Committee
Asa preliminary, the basic uses of accounting should
MANAGEMENT ACCOUNTING/ AUGUST 1972

„

accounting.

.

1. Accounting information made available to the
investing public measures the profitability of
money making enterprises and permits the public
to formulate its estimates as to future profitability
and, in this regard, profits are stated in terms of
current money values and do not include provisions for contingencies or inflation.
2. Revenues which enter into the computation of
profits should be computed on the basis of negotiations conducted at arms' length between unrelated parties, but should be recognized in coinputing profit only to the extent that service has
been rendered or delivery effected.
3. Costs which enter into the computation of profits
generally should be computed on the basis of
completed negotiations computed at arms' length
between unrelated parties, but may be subject
to preliminary estimates when current commit ments or completed transactions will require future expenditures or write -off of recorded values
of resources.
4. The convention of rmatchingrevenues with related
costs should determine the timing of cost ibsorption in the computation of profitability, subject
to the following provisos:
a. Many costs of an enterprise are costs of maintaining an existing going concern and should be
absorbed at the time the related service is rendered.
b. Costs of a production facility applicable to a
given accounting period representing an operating
season, which are not directly and clearly related
to the volume of production, should be applied
on a normalized basis to anticipated production
during such season and any variances should be
absorbed currently.
c. Costs which have been deferred in anticipation
of the earning of future revenues should be sub ject to careful scrutiny to determine that there
is a relative assurance that there will be a flow
of future revenues, and when there is reasonable
doubt about the revenue assumption, the costs
should be absorbed in the current period.
d. Costs which are incurred in acquiring a going
concern should be amortized over a Predeter mined period, probably ten years, unless manage rnent can make a showing through competent
evidence that some shorter period is appropriate,
and should be written off at an earlier date only
if the acquired business is abandoned.
5. The computed values of both revenues and costs
should recognize economic realities of the trans actions and it may be necessary to recast the form
of a transaction to achieve that goal, thereby

"The
rule-making
body should be
constituted of a
cross section of
experts in the

.

be mentioned. It is a tool to run business; it is used
as a mechanism for governmental regulation of the
economy and, finally, it is the means through which
substantial information is provided to enable present
and prospective investors to act. To avoid chaos it
is advisable that the established rules in the latter area
should recognize the requirements of the other two
but not necessarily be circumscribed by subservience
to there. Offered below are some suggested objectives
for the Trueblood Committee:

'

A CROSS SECTION OF EXPERTS
The rule - making body should be constituted of a
cross section of experts in the field of accounting so
that all interests may be adequately represented.
It would seem that the ultimate decision making
could be more constructively effected if, in addition
to members of the accounting profession engaged in
public practice, there was adequate representation in
the body of several types of industry, the financial
community and educators. Adequate liaison with such
governmental bodies as the Federal Power Commission, Federal Communications Commission, or other
similar agencies endowed with rule - making authority
related to accounting practices, should be sufficient
to insure consideration of the interests of such bodies.
However, the government should not be a party to
the establishment of accounting principles or else the
resulting principles will be subservient in the regulatory process, rather than a mechanism for recording
and reporting economic events.
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reallocating and reclassifying the indicated revenues or costs as shown in the formal agreements
between parties. It is assumed in this regard that
money values payable over extended periods are
presumed to include interest at prevailing rates
at the date of the transaction if no realistic rate
is stated.
Costs of an acquired basket of assets and intangibles must be charged to future operations in
determining profitability, with the total cost being
allocated among the various components of the
basket on the basis of their respective fair values.
Fair values used in making such allocations should
be based upon competent evidence and should
recognize that values subject to future realization
must be discounted. In the case that the aggregate
of all ascertainable fair values does not equal the
total cost of the basket, the balance is presumed
to be the cost of acquiring a going concern. In
situations where securities are issued for the basket, the cost should represent a realistic appraisal
of the market value of the securities issued in
the light of the quantities of the securities involved in the transaction.
Profitability, whether for a single transaction, for
a venture, for fiscal periods, for interim periods,
or for the entire economic life of the enterprise,
represent the excess'of revenues of the enterprise
over the known costs related to the transaction,
venture or time period.
Accounting rules should be designed to report
properly results of interim periods of a month
or a quarter, whether or not the financial statements are examined by an independent public
accountant, and accounting for a fiscal period that
does not conform to the natural business year of
one or more lines of business in which a corporation is engaged should correctly report any aspects
of seasonality in each line.
9. Accounting information for companies engaged
in more than a simple line of business should be
broken down to show the results of each significant element of the business, but, in so doing,
allocations of general corporate costs not directly
related to the running of the business should be
avoided.
10. Financial information should be made available
to the public for the sole purpose of providing
information and it is assumed that the information presented is correct, makes full disclosure,
and is not designed to mislead. However, it should

be recognized that, beyond furnishing reliable
information, there is no way in which the investor
can be protected from the risks of making any
particular investment decision.
11. It should be expected that estimates as to the
extent of future revenues, or other events, will
be required for the purpose of allocating costs
against current and future periods and that as
reappraisal of such allocation bases indicates the
necessity for a change, the revised base shall be
applied prospectively to the balance of the particular cost involved.
12. While estimates of future events are inherent in
the allocation of costs, the estimation of the
overall profitability of the enterprise for any particular period should not be part of the financial
information made available to the investor, since
it substitutes for his analysis the often biased
forecasts of a member of management.
The recommendations insofar as the Trueblood
Committee is concerned may seem to go beyond the
realm of pure objectives. However, the trend of discussion at the Conference indicated that the input which
the Committee will get will involve thoughts on specific accounting treatment, particularly in the area of
fair value accounting.

Conclusions
Economic reality requires that profit be measured
in terms of complete negotiations. Inflation may tend
to increase revenues or increase costs, but this fact
of life is merely an explanation as to why the profitability of the enterprise was up or down. Fair value
accounting, if honestly administered, would result in
the writing up of holdings in assets for which there
might be no ready market, and if fair value accounting
were adopted for tax purposes it could well be that
there would be no cash available to pay taxes.
The basic purpose of this article is to start a trend
whereby all those who have a real interest in accounting as it has been practiced in the past, will see to
it that we have a continuation of the same format
in the future. The success of the two Committees will
be dependent in a large measure on the input from
the accounting world. Unless accountants in general
think about the problems and then make their ideas
known, only a few subsidized individuals with a bias
toward one particular answer or another will have an
inordinate pull on the final decisions of both committees.
1:1
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BETTER MOTIVATION
FOR TIME - CONSTRAINED
SEQUENTIAL
PRODUCTION PROCESSES
Conventional Standard Cost Accounting Systems Tend To
Motivate Process Managers To Defy Optimum Allocations Of
Time Reduction

By Willis R. Greer, Jr.
In the world of manufacturing, situations often exist
where the total time available for completion of a
particular job is limited. When such jobs are special
projects undertaken on an individual basis, the time
limitation is usually the result of contractual specification. If the "job" is routine production for inventory
requirements or for immediate shipment to satisfy
backlogged orders, the time constraint may be the
result of management dictums based on order - point/
demand relationships or on qualitative conceptions of
"good service."
Time limitations, however, are not often satisfied
without cost to the firm. Meeting reduced -time production schedules generally requires the use of more
expensive resources in every step of the production
cycle. While overtime premiums are the most obvious
example of process time - reduction costs, other sacrifices would include the use of more expensive indirect
processing materials such as catalysts, the expansion
of off -shift hours worked and the use of faster but
more- expensive -to -run production equipment.
When the overall production cycle is composed of
a technologically sequenced series of individual processes, it behooves Production Control to allocate the
required total time reduction among the various processes in such a way as to minimize total costs to the
firm. In order to accomplish this task intelligently,
the controlling authority must be aware of the cost time structure associated with each process as well as
its relationship to other processes.
M A N A G E M E N T A C C O U N TIN G / A U G U S T 1 9 7 2

The thesis of this article is that conventional standard cost accounting systems tend to motivate process
managers to defy such optimum allocations of time
reduction. In fact, the managers of earlier processes
are motivated to slow down, at the expense of downstream processes and of the firm as a whole. The
alternative system, developed in this article, provides
motivation for compliance with optimum schedules
by charging responsible processes with the total -firm
incremental costs that are incurred by failure to
comply. In other words, the net contribution to the
firm as a whole is the most significant factor in controlling costs, and should be used to motivate managers
to coordinate their efforts.

A Simple Example
Suppose a firm is engaged in the manufacture of
a product which must flow through a series of three
technologically sequenced processes, A, B, and C.
These processes could be, for instance, Casting, Machining, and Finishing. The total production cycle can
be represented by the simple PERT network shown
in Exhibit l.' Suppose, further, that the standard cost
associated with each process is an inverse function of
the time to be taken to complete that process.' The
standard cost -time relationships for the three processes
are given in Exhibit 2. From Exhibit 2, we determine
that the project could be completed at a total standard
cost of $600 by allowing a total processing time of
18 days, whereas the total standard cost would be $830
if completion were required in nine days.

W . R. GREER, JR.
Eugene Chapter 1971,
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of Accounting,
College of Business
Administration,
University of Oregon.
Professor Greer holds
B.S. and M.B.A.
degrees from Cornell
University and a Ph.D.
degree from the
University of
Michigan. He was
awarded the Lybrand
Silver Medal for this
article (1971 -72).
This article was
submitted through the
Eugene Chapter.

' All footnotes appear at the end of this article.
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Using matrix symbology, the Basic Schedule becomes a vector:

SB =

8
4
6

The standard cost allocation associated with this
schedule would be the vector:

C(SB )

_

$200
$
300
5,00
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benefit would accrue to the firm by extending processing time beyond the basic time for any individual
process so no further cost reduction could be made.
If, on the other hand, total processing time were
constrained to something less than 18 days (but more
than nine days), an optimal way to achieve the required reduction in total processing time would have
to be found.
The simplest way to arrive at an optimal schedule
is to first convert the time reduction standard cost
data found in Exhibit 2 into marginal cost form. Such
a conversion produces the following marginal cost
matrix: `
[$10 $30 $50

and the total standard cost, again, is:
MC =
TC(S B)

=

$ 5 $15 $20
$15 $25 $60

$ 600

If 18 days were available for total processing, of
course, this basic schedule would be optimum: no cost

Exhibit 1
SIMPLE PERT NETWORK

Interpreting, the expected marginal cost of reducing
Process A by one day is $10. The marginal cost of
cutting a second day from Process A's time allocation
is $30 (i.e., $40 —$10), and the marginal cost of cutting
a third day is $50 (i.e., $90 —$40). (Refer to Exhibit
2.)
Let us assume, as an example, that total processing
time is constrained (by contract or management policy) to 14 days. This means four days must be cut
from the basic production schedule of 18 days. The
optimal solution is found by sweeping the marginal
cost matrix from left to right so that four elements
are absorbed at minimum cost. In a fairly simple
situation such as this one, the solution is easily found
by inspection. The minimum -cost four -day time reduction schedule is achieved by incurring the four
marginal cost elements isolated to the left of the line
drawn in Exhibit 3.
The optimal solution, then, calls for reducing Process A's time allowance by one day, Process B's time
by two days and Process C's by one. The solution can
be represented by a reduction vector, R *:

R' _

—1
—2
—1

so that the optimal schedule, S', becomes:

Process
A
B
C

$200
300
100

Days required
if minimum
standard cost
is to be incurred
8
4
6

=

7
2
5

C(R °) _ [ $$10
$20
15

Standard cost of
reducing time
required for process*

and TC( R') =
1 Day
$10
5
15

2 Days
$40
20
40

3 Days
$ 90
40
100

, *No time reduction of more than three days is technologically possible for any department
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—1
—2
—1

The optimal marginal cost is given by:

Exhibit 2
STANDARD COST -TIME RELATIONSHIPS
Minimum
standard cost
for
process

8
4
6

+

S'

=

S ° = SB + R '

$45

The standard total cost for production under the
14 -day time limit thus becomes:
TC(S') = TC(S B) + TC(R °) = $645
MANAGEMENT ACCOUNTING / AUGUST 1972

V(SM )

=

C(S *) = C(SB ) + C(R °)

C(S°) _

[$$1001
200
300 +

$l0
$20
$15

$210
$320
$115

=

Motivation Under
Conventional Standard Costing

[

=

Operationally, Project Control would determine the
optimal solution, instruct the process managers to
conform with the optimal schedule, S °, and would
allocate the $645 total standard cost to the three
processes according to the optimal cost plan, C(S °).
Where process managers are being evaluated according
to a variance report, however, they will be prone to
behave in such a way as to produce favorable variances
for their individual processes. In short, each process
manager will be motivated to minimize his expected
actual cost, to the extent possible, by extending his
processing time. This means that the manager of Process A will be prone to take the full eight days for
his portion of the production cycle —he will thus expect
to incur processing costs of $200. Since his allocation
of the total standard cost is $210, his expected variance
will be a favorable $10. The manager of Process B
will also extend his processing time to the point where
he takes as long as possible, within the 14 -day imposed
time constraint. That is, Process B would be reduced
by one day, to three days, and Process C would be
forced to make the final reduction of three days! Thus
the motivated time reduction plan will be:

$210
$320
$115

1

—

=

[$$200
200
$ 305

and the allocation of standard cost, by process, is:

"... each

$10 F
$15 F
$85 U

for a total additional cost to the firm of:
V(SM) = $ 60 U

The situation can readily be depicted in " T account" form as shown in Exhibit 4.
The conventional standard cost system, therefore,
motivates the managers of earlier processes to take
more than an optimum portion of the total available
processing time. This is done at the expense of downstream processes and of the firm as a whole.

process
manager will
be motivated
to minimize
his expected
actual cost ..."

The Alternative System
To solve the problem of sub - optimal motivation,
we propose a system of accounting whereby the incremental standard cost of failing to make an optimally
scheduled process time reduction will be disclosed in
the variance account of the process responsible for
its incurrence. Assume, for instance, that the 14 -day
time limit is actually achieved via the motivated reduction vector:
0
—1

RM =

—3

Exhibit 3
A MINIMUM -COST FOUR -DAY TIME
REDUCTION SCHEDULE

- 130 1

RM

MC=

where

$10

$30

$50

$5

$15

$20

$15

$25

$60

[ $100]
C(R M) _

This produces a motivated schedule, SM , of:
+

8
4

SM =

Exhibit 4
"T ACCOUNTS" FOR CONVENTIONAL STANDARD COSTING

RM
(1
—1

+

=

—3

6

H
3
3

Process A
Expected actual
cost ( 8 days)

$200

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

$210... Transfer to
Process B

@

S M = SB

standard

With expected actual costs of:

Expected
variance,
Process A,
$10 F

Process B
C(RM)

[$$10
200
$ 0
300 + $ 5
0
$100

=

$200
$305
5200

Since the allocation of standard cost was based on
the optimum schedule, C(S °), we would expect the
following variances:
V(SM) = C(SM) — C(S°)
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$210

From Process A
Expected actual ...... .......
cost (3 days)

..................._...

standard

$305

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

From Process B
... ........
Expected actual
cost (3 days)

$530.... Transfer to
Process C

@

+

1

5

Expected
variance,
Process B,
$15 F

Process C
$645....

Expected
Transfer to
Finished Goods variance,
Process C,
standard
@

C(SM) =

C(S B)

.

C(SM) =

$85 U

Expected total
variance, $60 U
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the effect of

It is therefore clear that the "extra day" should have
been "picked up" by Process B. Had this been done
the reduction cost vector would have been:

Exhibit 5
CONSTRAINED MINIMUM -COST TIME
REDUCTION SCHEDULE

this on total

[ $$1U5 ]

cost, it is
necessary to
arrive at a
constrained

C(R C-)

MC =

$5

$15

$20

$15

$25

$60
IC(A) = C(R-) — C(R -)

reduction

41—$

IC(A) _ [ $$

$lo

$1

$15
20

Exhibit 6
SHIFTING OF COSTS TO PROCESS B
=

$5

$15

$20

$15

$25

$60

i

MC =

I

wl
O

MC =

$5
- -i-2 -5 - - - - C
$60 1

$15

However, the optimal (and therefore scheduled)
reduction plan was:

R' _

—1
—2
—1

Sweeping downward, then, it is seen that Process
A was first to deviate from the optimum schedule
by reducing zero days when it should have reduced
by one day. To determine the effect of this action
on total cost it is necessary to arrive at a constrained
optimal reduction plan (constrained in that the element representing Process A must equal zero).
Again sweeping across the marginal cost matrix, MC,
but selecting elements only from rows B and C, a
constrained optimal solution is found (see Exhibit 5).
Thus, the constrained optimal reduction plan, R* ,is:
R' _

0
—3
—I

[ $$2'
=

$10

1

$

The incremental cost of Process B's failure to reduce
by two of the required three days (providing Process
B had been made aware that it should "make -up" the
extra day) ` is:
IC(B) = C(R ) — C(R C-)
M
IC(B) _

Exhibit 7
SHIFTING OF COSTS TO PROCESS C

18

$ 40

The incremental standard cost of Process A's failure
to conform with the optimum schedule was, therefore:

optimal
p la n . . . "

=

[$$$ 5 — [ $ 14 1 =

—$35
$85
$ 0

$50
The expected net cost to the firm of Process A's
action was, therefore, $10 and the cost of B's was $50
(which explains the causation of the $60 unfavorable
total variance). Let us now see how this information
could easily be conveyed by the cost system's variance
report.
Suppose the constrained optimal solution (represented by broken lines) is superimposed on the same
matrix used to arrive at the original optimal schedule
as in Exhibit 6. Clearly Process A's action has caused
Project Control to ask Process B to incur an additional
$20 of expected processing costs. This is due to no
fault of Process B, therefore an entry should be made
"charging" Process A for this amount and "crediting"
Process B.
Following in sequence, Process B's failure to comply
with Project Control's request has forced upon the
firm the only remaining feasible solution-

RM

=

1
—1
—3

This means that Process C has been required to incur
an expected $85 in additional costs (see Exhibit 7).
Another entry should therefore be made "charging"
Process B and "crediting" Process C, $85. After making
these two additional entries the "T accounts" present
quite a different picture than they would using the
conventional procedure (see Exhibit 8).
Thus it can be seen that the expected variances that
appear in the individual Process accounts are representative of the effect upon total cost to the firm
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of the sub-optimal processing time consumed by those
departments. The individual process managers are
placed in a position such that unfavorable variances
result from a failure to comply with Project Control's
schedules. Only by conforming to the optimal schedule, can the expected variance be held to zero, and
the built-in motivation toward sub - optimal behavior
is eliminated. In its place the alternative system provides the motivational characteristics desired of
process-oriented standard cost systems: it encourages
process managers to strive for actual cost minimization
within the constraints of the standard job to be done.

Summary and Conclusions
This article has demonstrated that where a production cycle is composed of technologically sequenced,
time constrained individual processes, conventional
standard cost accounting systems produce information
that tends to motivate process managers toward suboptimal behavior patterns. The alternative system

cost required to achieve it? No informed answer
can be given if management is not aware of the
amount of expected frost required.
2. By introducing the necessity for arriving at sequen tial optimal schedules (as an accounting requirement) Project Control is forced to become aware
of those schedules that do minimize total processing cost for the firm. While it is possible that this
is being done anyway, the system includes a built -in
check for compliance.
3. Process managers will be judged on the basis of
variances that measure strictly their own net contribution to the firm as a whole, thus the concept
of responsibility accounting is made more meaningful.

In order to implement the system, the firm must
carefully study the relationship between processing
time and expected processing costs. Such an investigation may provide here-to -fore undisclosed information which could lead to a revision of contract
te r ms o r m a na g em e n t p o li c y. F or i nst a n c e , d o t h e
benefits associated with the 14 -day pr od u c ti on
cycle rea l ly ju stify the incu rrenc e of the a dditi ona l
r This example is admittedly quite simple but, by extending the techniques to
be developed, any cycle which can be represented by a PERT network could
be analyzed . For a comprehensive introduction to PERT see R. W. Miller, "How
to Plan and Control with PERT." Harvard Business Review, March -April 1962.
1
The actual cost incurred is somewhat random in nature, but it is assumed that
a mean value can be specified. It will also be assumed that this mean value
beco mes the standard cost of completing the process in the allotted number
of days so that the expected value of the variance will be zero if the process
is indeed completed in the planned amount of time.
s For further insight into the general problem of optim izing tim e reductions in
network situations, consult H. Bierman, it. and T. R. Dyckman, Managerial
Cat Accounting, Macmillan Co., 1971, Ch. 12. Essentially one works with the
critical path, taking care to observe situations where a new critical path is created
by time reductions along an old one.
Assume that management feels the total time constraint must be met at all
costs. Such may not, in fact, be the case.
, An argument could be made for charging Project Control for any failure to
arrive at the new, constrained optimal solution and /or for failing to inform Process
B of the revision. It will be assumed, however, that Project Control always performs
its role diligently since the conventional system has no built -in flaw to motivate
them otherwise.

built - in
mot i vat i on

toward
sub - optimal

behavior is
eliminated."

Exhibit 8
"T ACCOUNT S" F OR MO TIVATIONAL STANDARD COSTING
Pr o c e s s A

pro posed el im ina tes t he pr obl em by pr ov idi ng mo tiv a -

tion for compliance with optimum schedules. In addition, though, other benefits may accrue to a firm that
chooses to adopt the proposed system:

� � ...�the

Expected actual
cost (8 days) .._ ........

$200

Additional charge
for being one
day late ...............................

$ 20

Fro m P roc es s A ... ...

$210

$210.... Transfer to
Process B @

Expected
variance,

standard

Process A,
$10 U

P roces s B

Expected actual
cost (3 days) ..........................

$530....

$305
$ 20....

Ad di t io n al c h a rg e

for being two
days late

$ 85

_
From Process B ....................

_
$530

Tr a n s f e r t o

E xp e c t e d

Process C @
standard

variance,
Process B,

Credit from

$5 0 U

Process A to
allow for one
additional day
of reduction
Process C

Expected actual
cost (3 days) _ .......................

$645

$200
$ 85

Transfer to

Expected

Finished Goods
@ standard
Credit from
Process B to
allow for two
additional days
of reduction

variance,
Process C,
$0

Expected total
variance, S60 U

D ID Y O U REQUEST A FREE BOOK?
As pro mi se d, the n e w N AA research stu dy, De fen se
C o n t r a c t C o st i n g : T h e S t a t e o f t h e Art , wa s ma iled
du r i n g t h e we e k o f July 17 to a lmo st every m e m b e r
who h a d r equ e sted his or her free cop y. W e sa y a l most
beca u se so m e w h o se n t in t h e i r n a m e s a n d a c co u n t
n u m b e r s we r e n o t i n c l u d e d in the ma iling . . . a n d
th er eb y ha ng s a sa d t a l e.
W h i l e t h e requ ests were be in g processed, a n acci d en t o c cu r re d which d e st r o y e d o n e e n t i r e b a t c h o f
co u p o n s be fo r e t h e n a m e s we r e r e c o rd e d . As a r e su l t
we ha v e no wa y o f k no wing exa ctl y who these ind ividua ls were —which leaves u s emba rra ssed.
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All we ca n d o now is su ggest th a t if y o u se n t in
a re q u e st fo r t he b o ok , a nd y o u do no t r ec ei v e a c op y
by Au gu st 1 5 , it ca n be r ea son a b ly a ssu me d tha t yo u r
or ig i na l r e qu e st wa s a m on g t h ose l o st in th e a c ci d en t
.. . a n d we wo u l d a p p r e c i a t e i t v e r y m u c h i f y o u wi l l
sen d u s a no th er re qu e st. N o spe cia l for m i s nec essa r y;
merely write to " F r e e Bo ok ," National Association

of Accountants, 919 Third Ave., New York, N.Y.
10022, and give us your name and NAA membership
account number. We'll see to it that a copy of the
book is rushed back to you.
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CUTTING COSTS
NOT WORTH
It Is Usually Possible To Estimate The Level Of Required Effort,
Based On The Anticipated Return On Investment

By Wilford L. Dickerhoof
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To consider all costs during the initial design effort
is good, efficient engineering practice. If that were
always done, the need for a later look at the cost
elements of a design would not be as great. However,
there is difficulty in achieving such an optimum situation in the face of rapid technological change. Some
of the unknowns that the design engineer is faced with
are the lack of cost data, knowledge of product volume
requirements at the time of conceptual design, and
the rapid rate of engineering changes throughout the
design cycle. After the primary goal of designing a
workable product as quickly as possible has been met,
a method of giving cost and value considerations to
products should be provided for. This should begin
with a set of questions such as the following:
1.
2.
3.
4.
5.
6.
7.
S.
9.

What is it?
What does it do?
What does it cost?
What is it worth?
What else might do the job?
What do they cost?
Which is the least expensive?
Will it meet requirements?
What is needed to implement any changes?

An Organized Approach
By using an organized approach directed at analyzing the function of a product, we attempt to achieve
the required function at the lowest overall cost consistent with requirements for performance, including
reliability, maintainability, and schedule. An organized
effort is a methodology or set of procedures which
draw together and utilize any and all techniques necessary to achieve the desired goal. No matter where
applied, the methodology will contain the following
basic elements which we will discuss individually:
product selection, determination of function, information gathering, developing of alternatives, cost anal
ysis of alternatives, testing and verification of alternatives, and proposal submission and follow -up. These
elements are not always distinct and separate. In practice they often merge or overlap.
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PRODUCT S ELEC T ION

Guidelines should be set up for selecting the products which seem to have the highest cost reduction
potentials. The amount of resources which can be
allocated to a cost reduction function is limited.
Therefore, it is of the utmost importance that these
scarce resources be applied where there is a high potential for cost reduction. In other words, maximum
concentration should be emphasized o» the products
exhibiting high total costs in relation to the function
performed.
DE T E R MI NAT IO N O F FUN CT IO N

In simple terms, the functional requirements are
those explicit performance characteristics that must
be possessed by the component if it is "to work" or
"to sell." The requirements define the limits of what
a component must be able to do in relation to the
larger system of which it is a part.
The definition of function in explicit quantitative
terms is sometimes a difficult task. Many times there
is a temptation to assume that certain functions are
required. Often, components of the product (or the
product itself) can be eliminated, and the entire assembly or system still will work satisfactorily. When
this occurs, an ideal cost reduction has been
achieved— elimination of all unnecessary component
with a 100 percent cost reduction.
The identification of all required functions should
be made as carefully as possible. For example, a light
source may also be required to withstand severe environmental conditions, or a handle may also be required
to provide for locking. An accurate description of each
required function in quantitative terms is a prerequisite for successful evaluation of the product.
INF ORM AT I ON GAT HER ING

Once the function has been defined, an intensive
information gathering effort is made which is divided
into two phases:
I N F O R M A TI O N A BO UT T H E P R O D UC T. All the
information about the product under study should be
compiled. Particular emphasis must be placed upon
getting accurate cost data on the item as presently

SP EC IF IC
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designed. This will require contact with cost estimators, cost accountants, purchasing personnel and any
others within the organization who may have cost data.
Obviously, an accurate comparison of alternative costs
with present costs requires precise cost data. No element of cost should be overlooked. Direct labor, material, and factory burden -all must be included with
a careful discrimination between the fixed, semi- variable, and variable items of factory burden.
In addition to obtaining all available cost information, it is necessary to pull together all information
about the performance of the item. All applicable
specifications and standards must be analyzed to determine all requirements of the product. The more
knowledge that is obtained concerning the product,
the better job one will be able to do in determining
if there is a less expensive way of achieving the required
function.
More than
just specific knowledge about the product is required
if a thorough study is to be performed. An awareness
of the latest developments in the field is required.
A particularly good source of information is provided
by specialty vendors, who supply components for the
type of product under study. Familiarity with the
various manufacturing processes that may be employed
in the manufacture of the product is also necessary.
The more information brought to bear on the problem, the more likely is the possibility of substantially
reducing the cost of the product under study.
GEN ER AL IN F O RMA TI ON AB OU T THE P ROD UCT.

DEVEL OPM EN T O F ALT ER NAT IVES

At this point, an intimate knowledge of the item
under analysis has been developed and a basis for the
most difficult portion of the process has been formulated. This is the creative portion of the activity
and, depending upon the individual or individuals
involved, may take different forms. The purpose of
this activity is to generate ideas about the function
and design of the item and to conceive a more economical and equally effective means of performing
the same function. Methods such as brainstorming and
check lists may also play a part in the process. Whatever methods are used, the basis purpose is to create
a series of alternative designs, all of which will guarantee the required function, and one of which will,
hopefully, reduce cost. An abbreviated check list follows, directed toward mechanical types of items, which
provides a series of useful questions.
General
1. Can the design be changed to eliminate the part?
2. Can the present design be purchased at lower
cost?
3. Can a standard part be used?
4. Would an altered standard part be more economical?
5. If the part is to improve appearance, is this justified?
6. Is there a less costly part that will perform the
same function?
7. Can the design be changed to simplify the part?
8. Will the design permit standard inspection
equipment to be used?
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9. Can a part designed for other equipment be used?
10. Can a less expensive material be used?
11. Can the number of different materials be reduced?
12. Are there newly developed materials that can be
used?
Machining.
1. Are all machined surfaces necessary?
2. Will a coarser finish be adequate?
3. Does design permit the use of standard cutting
tools?
4. Are tolerances closer than they should be?
5. Can another material be used that would be easier
to machine?
6. Can a fastener be used to eliminate tapping?
7. Can weld nuts be used instead of a tapped hole?

"This then
permits detailed
technical and
economic study
of the
alternatives on
a priority
basis ... "

Assembly
1. Can two or more parts be combined in one?
2. Can parts be made symmetrical?
3. Is there a newly developed fastener to speed assembly?
4. Are a minimum number of hardware sizes used?
5. Are stock components called for where possible?
6. Can roll pins be used to eliminate reaming?
Specifications and Standards
1. Is there a standard part that can replace a manu•
factured item?
2. Call an altered standard part be used instead of
a special part?
3. Can any specification be changed to effect a cost
reduction?
4. Can standard actuating devices be used, such as
cylinders or gear motors?
5. Is standard hardware used?
6. Are all threads standard?
7. Can standard cutting tools be used?
8. Can standard gauges be used?
9. Is material available with tolerance and finish that
will eliminate machining?
COST ANALYSIS OF ALT ERNAT IVES

The various alternatives developed above must now
be subjected to a test of their economic feasibilities.
Each alternative must be costed, with the goal of
finding the least costly, the next least costly, and so
on until all alternatives are ranked according to cost.
This then permits detailed technical and economic
study of the alternatives on a priority basis, with the
highest potential savings alternative taken first. This
procedure may also lead to further efforts at develop.
ing alternatives or may lead to a cancellation of the
study, since it may show that no alternative is significantly less costly than the present method of meeting
the required function. The costing of alternatives
should take place in three steps.
First, a gross cost estimate is made. The
purpose of the gross estimate is to arrive at quick
indications of the relative worth of the alternatives
as well as to rank them. The gross estimate based on
comparing the elements, materials and processes of
the alternative, and the original or present method

S TE P O N E .
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"All
economically
feasible
alternatives
developed in
the study must
be tested. . . "

of providing function. Unless there are significant
differences such as fewer parts, easier to assemble, less
expensive materials, etc., the alternative probably is
not significantly better than the original.
Two. Second, a more detailed and refined estimate is prepared based on the gross estimate. The
detailed costing proceeds step -wise, with each succeeding step being performed only if the preceding step
shows that the alternative is still a good cost reduction
candidate. These steps are as follows:

ST E P

1. Estimate the number of units to which the change
will apply. In these days of accelerated obsolescence and changing requirements, plans for future
or additional units of a product are subject to
change or cancellation.
Z. Estimate the variable cost of the alternatives. Such
costs fall into two categories: (a) direct labor and
direct' material normally measured and accounted
for on the basis of the product or item in which
they are consumed, and (b) variable items of burden such as inspection costs, testing, shipping, and
other items often included in burden. Some of
these may have to be estimated and others may
be derived from existent standard costs.
3. Estimate the fixed costs of manufacturing the
alternative product. The evaluation should reflect
only' those fixed manufacturing expenses that
would be changed if the proposal were implemented. Often accountants charge products with
expenses of organizations that actually would not
be affected if alternative methods were implemented. Those that are affected, however, must
be covered. They should include items such. as
property taxes, heat, light, insurance premiums,
salaries paid to supervisory and technical personnel
who control the production activities, depreciation
and maintenance on equipment, and again only
to the extent to which they will change because
of implementing the alternative method.
4. Estimate the costs of implementing the change
into production. Among these expenses are: production engineering design, fabrication, installation
and maintenance of new tools and equipment,
training of personnel in the new work methods,
testing, delays in the planning and executing of
all the engineering, and purchasing of new parts,
all of which have to be done before the units
incorporating the change can be produced.
S. Estimate the logistic costs of supporting and maintaining the alternative method. Although the person or group doing the estimating probably has
limited knowledge of the logistic costs which would
result from implementing the alternatives, he
should identify and cover as many as possible.
Among them are: adapting the change to products
in the field, disposing of stocks of spare parts, costs
of restocking spare and repair parts, preparation
and publication of changes for operating, maintenance and supply manuals, and revision of training
procedures and documents.
ST E P T H RE E . The difference in variable cost between
the old method and the alternative is multiplied by
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the number of units. From these gross savings all fixed
costs must be deducted. If, after deduction of all fixed
costs from the gross savings, the net savings are substantial, the alternative is economically feasible.
The cost data derived in analyzing an alternative
can be used in other ways, such as calculating the
break -even point, figuring return on the investment,
and for future reference in planning and preparing
cost estimates for similar hardware items. Of course,
its first use will be in preparing the formal change
proposal, since this is the basic evidence supporting
adoption of the alternative.
T EST ING AND VE RIFI CAT ION

All economically feasible alternatives developed in
the study must be tested to ensure that they will
provide the required function. If they do not, they
are rejected from further consideration unless modified to meet functional requirements. The group or
person making the study may perform the testing and
verification or they may call on specialists to do so.
Regardless of the relative ease or difficulty of assessment, it is necessary to establish conclusively that
functional requirements are met.
PROPOSAL SUBMISSION AND FOLLOW -UP

Once it has been determined that an alternative
is economically and technically feasible, and is the
best alternative of all that have been developed, a
formal proposal is prepared recommending its adop.
tion and implementation. Consideration must be given
to the man, or group of men, who will read the proposal. The report must tell them all they want to know
about something with which they may not be familiar.
The "before" must be briefly reviewed. The "after"
must be justified. Precise costs of both must be cited.
A standard form that is recognized should be used
wherever possible, supplemented with graphic material
as required. Its purpose is immediately understood;
it can be circulated, reproduced and reviewed with
more efficiency.
Once the proposal is submitted it must be followed
up periodically in order to monitor its progress. This
evaluating action stage should be carefully followed
and gently "needled" as necessary until final action,
in the form of approval or disapproval, and implementation once approved, has been completed.

Conclusion
Value Analysis studies will pay off for you, both
before an item goes into initial production and after
it has been manufactured for a period of time. Everyone is capable of originating ideas. The creative process
is relatively simple. It is based on association —the
tendency of the mind to put together old, familiar
ideas into new, fresh combinations. By changing the
size, the shape or the use of a common object,
hundreds of "new" products are created annually.
After a manager or individual has decided which
projects to study and when to study therm, he must
then determine the number of man -hours and other
expenditures for each task. Although the value of
almost any product can be improved, there is a point
of diminishing return for each additional hour of time
spent on the task.
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INCOME REPORTING:
CONTINUITY WITH CHANGE
Accountants Will Need To Recognize That The Days Of The
Revenue —Less Expense— Concept Of Income Are Gone And
That The Simplicity Of Such A Concept Is No Longer A Virtue

The limitation of net income as a measurement of
a firm's value changes has long been recognized by
accountants. Human resources, customers, clients,
processes and goodwill are usually excluded from income measurement considerations even though these
resources may be more valuable than the firm's reported assets. It would, therefore, be more meaningful
to consider an activity measurement of income which
would be responsive to a firm's value changes. For
instance, one way to think of it would be to consider
the similarity of the concepts of net income and intelligence. In both cases absolute measurements are
difficult if not impossible to make. But if I.Q. measurements are responsive to differences in intelligence,
then an individual's I.Q. score may be helpful in
predicting his future performance. In the same way
for accounting, the performance indicator concept of
income would seem to provide the basis for such a
measurement.' However, when net income is considered a performance indicator, the limitations of the
activity approach ' to income measurement must also
be recognized. This is so because net income is neither
a measurement of value increases nor of dividend
paying ability. Instead, it is a measurement of relative
performance and the same is true of the various earnings per share indexes which are derived from it.
The performance indicator concept of income would
seem to provide the flexibility necessary to obtain
continuity along with change. Changes in the types
of measurement and in the attributes being measured
would be supported in terms of how they would improve the reliability of the indicator. The test of net
income as a performance indicator would be in its
responsiveness to changes in a firm's value and in its
use for predictive purposes.' In any case, both empirical
and intuitive observations must be used in determining
just how good an indicator net income really is.

Revenue and Expense
Existing accounting practice recognizes revenue and
expense as the two main categories or dimensions of
income within the activity approach to income measurement. These categories were formalized in an era
of transaction based accounting practice. The issue
MAN AG E M E N T AC C O U N T I N G / AU G U S T 1 9 7 2

that needs to be resolved concerns whether the contemporary concepts of revenue and expense should
be restructured in order to accommodate new dimensions of income reporting, whether new kinds of measurements of revenue and expense should be included
within existing concepts, or whether additional categories should be provided. The discussion that follows
supports the latter approach which avoids restructuring
revenue and expense concepts and also avoids stretching existing concepts to cover new and different kinds
of measurements. An activity approach for measuring
income and a performance index or performance indicator concept of income are assumed.

Revenue Concepts
Perhaps the most widely recognized concept of
revenue is the one which appears in Accounting Terminology Bulletin No. 2.
"Revenue results from the sale of goods and
the rendering of services and is measured by the
charge made to customers, clients, or tenants
for goods and services furnished to them. It also
includes gains from the sale or exchange of
assets (other than stock in trade), interest and
dividends earned on investments, and other
increases in the owners' equity except those
arising from capital contributions and capital
adjustments.
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"'

By Floyd A. Beams

This definition identifies some important characteristics of revenue such as (1) revenue results from
sales and (2) it is measured by charges. Bulletin No.
2 also explains that revenue is a gross concept.' Lack
of sufficient generalization in the basic definition,
however, created a situation in which such items as
gains, interest earned and dividends are revenue only
because they are specifically named in the revenue
definition.
The above definition of revenue has now been
superseded by the recent APB Statement No. 4 which
relies on "generally accepted accounting principles"
as the crux of its definition.
"Revenue —gross increases in assets or gross decreases in liabilities recognized and measured in

This article was
submitted through the
Roanoke Chapter.

All footnotes appear at the end of this article.
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of

"Theoretically,
the exchange
resources is
simultaneous..."

conformity with generally accepted accounting
principles that result from those types of
profit- directed activities of an enterprise that
can change owners' equity." 6
This definition of revenue is similar in several respects to the Sprouse and Moonitz definition which
appears in Accounting Research Study No. 3. In APB
Statement No. 4, revenue is limited by generally accepted accounting principles, whereas the Sprouse and
Moonitz limitation comes from specifying that revenue results from the production or delivery of goods
and the rendering of services.' Both definitions attempt to separate the description and the measurement of revenue and both define revenue in terms
of net asset increase. However, the proceeds from
miscellaneous sales of plant and equipment are revenue within the APB Statement No. 4 definition
whereas such proceeds are excluded by Sprouse and
Moonitz.
BASIC AND SUBST IT UT E PROCEDURES

for all sales? Two reasons are apparent. First, and most
important, the substitute procedure develops more
information— information which is essential for effective planning and control decisions. Secondly, a firm
may not be able to measure the full cost of resources
sold at the time of sale or it may be impracticable
or inconvenient to perform such a measurement at
that time. The inability of firms to measure the cost
of resources sold was especially important in establishing the substitute procedure because current practices
have evolved from the practices of early trading companies which did not have adequate cost systems.
One can generalize further about the recognition
of revenue in the substitute procedure. A sale results
in an exchange of resources; a resource is given and
a resource is received. The resource given is frequently
ignored until the end of the reporting period when
the substitute procedure is used. Theoretically, the
exchange of resources is simultaneous so that the signal
to recognize may come either from evidence of disposal (delivery, for example) or from evidence of acquisition (cash, receivables, and so on).
The measurement of the resource acquired is based
on the cash or cash equivalent acquired in the exchange. When the substitute procedure is used, the
measurement becomes a summation of the cash and
cash equivalent of resources received during the period.
Convention has restricted the notion of revenue as
a summation and has attempted to include only those
sale transactions which are ordinary, recurring, related
to primary business operations, material with respect
to total sales, and so on. Although these restrictions
may result in a revenue measurement which is a significant indicator of an aspect of managerial performance,
they tend to obscure the underlying characteristics of
revenue.
Several characteristics should be considered in a
generalized definition of revenue:

Perhaps some insight into the nature of the revenue
measurement may be found by considering the basic
and substitute procedures for recording transactions
as shown in Exhibit 1. Current usage relies on the
basic procedure (which results in the highest level of
aggregation) in accounting for sales of plant assets,
investment holdings and miscellaneous sales of spoiled
products, scrap and so on. The substitute procedure
(resulting in a lower level of aggregation) is used in
accounting for sales of goods and services which are
made through established channels and relate to the
primary products marketed by an enterprise. The result
is that some of the most significant sales of an enterprise, sales which directly affect the long run potential of a company, sales which are direct tests of managerial decision snaking ability, are reported on a net
basis as gains and losses in the income statement.
Why do accountants not use the basic procedure 1. Revenue is a gross concept.
2. Revenue stems from sales activities
3. Revenue is a measurement of an attribute of busiExhibit 1
ness activity. Further, this attribute seems indeBASIC AND SUBSTITUTE PROCEDURES FOR
pendent of the peculiarities which arise from genRECORDING TRANSACTIONS
erally accepted accounting principles and fully
articulated bookkeeping systems of contemporary
Basic Procedure
Substitute Procedure
accounting
practice.
Model
4. Revenue is measured by applying the substitute
+
New Resource*
+
New Resource'
recording procedure which accumulates data at the
+ or —
Performance Indicator
+ Performance Indicator (Revenue)
—
Old Resource
lower level of aggregation.
—
Sale of land
dr
dr or cr
cr

Cash or Receivable
Gain or Loss
Land

Sale of merchandise
dr
Cash or Receivable
dr or cr
Gain or Loss
cr
Merchandise Inventory

*From viewpoint of seller
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Performance Indicator (Expense)
— Old Resource

dr

Cash or Receivable
cr Revenue from Land

dr

Cost of Land Sold
cr Land

dr

Cash or Receivable
cr Revenue from Sales

dr

Cost of Sales
cr Merchandise Inventory

SUGG E ST E D D EF I NI T I O N O F R EVE NUE

Revenue is a measurement of charges made or
billable to other entities for goods and services provided by the business entity.

The following observations can be made about the
definition:
1. This definition avoids the arbitrary selection of
which goods and services to include in the revenue
measurement (for example, primary, ordinary, recurring, material with respect to total revenue, and
so on).
2. Accrual accounting is contemplated by including
billable charges in the definition. This prevents
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Exhibit 2
INCOME STATEMENT
Revenue

Expense

Investment holdings sold
Plant asset sales and disposals
Money services provided

900,000
2,000,000
90,000

3,500,000
1,400.000
680,000
2.300,000
10,000

800,000
600,000

2,700,000
700,000
220,000
300,000)
80,000

800,000)
600,000)

_

_

Operating expenses
Distribution costs
Administrative costs

$

6,200,000
2,100,000

Revenue
less Expense

Other expenses
Financial service costa
Amortization of goodwill
Total revenue

50,000
100,000

50,000)
100,000)

$11,290,000
—

—

Expense Concepts

Sales of goods and services
Industrial products sold
Consumer products sold

_

Reliance on a generalized definition of revenue does
not prevent subdivision of the revenue category.
Rather it suggests that multiple classifications of revenue should be developed in order to facilitate the
analysis and reporting functions of accounting. In
conjunction with the suggested definition of revenue,
multiple classification would seem to imply that costs
which can be identified with a particular revenue
classification should be reported with that classification. The income statement illustrated in Exhibit 2
shows how such a reporting might appear.

$

MULT IPLE CLASSIFIC AT IONS OF REVENUE

$

8.

(

7.

(

6.

not prevent
subdivision of
the revenue
ca tegory. "

(

5.

"Reliance on a
generalized
definition of
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(

4.

a result of the use of economic services in the creation
of revenues or of the imposition of taxes by governmental units." " This definition excludes losses and
is consistent with their definition of revenue which
excludes all proceeds except those resulting from the
production or delivery of goods and the rendering of
services.
The expense definition which appears in APB
Statement No, 4 is likewise consistent with the definition of revenue in that source. Just as revenue includes
the proceeds from miscellaneous sales of property,
expense includes the cost of such property. The definitions of revenue and expense in APB Statement No.
4 differ only in that decreases are substituted for
increases and vice versa." The expense concept in APB
Statement No. 4 is a gross concept which eliminates
the necessity of specifying which costs are normal,
recurring, related to primary operations and so on.
The APB definitions of revenue and expense are
peculiar to accounting and they tend to ignore any
generic concepts of revenue and expense which have
meaning to people generally. For example, if one
removes the accounting selection constraints "recognized and measured in conformity with generally accepted accounting principles" and "that result from
those profit- oriented activities that can change owners'
equity," all that remains is "gross increases (decreases)

(

3.

bias in timing charges. For example, the installment sales method of revenue is incompatible with
this definition.
Other entities includes all purchasers of goods and
services including purchasers of money services,
purchasers of miscellaneous resources, purchasers
of investments and purchasers of plant assets.
Goods and services include all business resources
and not simply merchandise purchased or produced
for resale. Securities of an enterprise are not goods
and services of the issuing enterprise and therefore
owner and creditor investments do not enter into
the revenue measurement.
Charges made by an agent to his customers are
included in the revenue measurement because the
agent is included within the definition of the
business entity.
Charges made for future money services are excluded from revenue measurement until such services have been provided. Thus, if a sales price
includes a charge for delayed payment, revenue
from sales of money services accrues as the money
service is provided.
The ambiguity of multiple definitions of gains and
losses is eliminated with this definition. Revenue
is a gross concept and revenue from sales of investments and plant assets is reported along with the
identifiable costs of specific revenue categories.
The income statement becomes a more complete
statement of business activity since it includes
activity information which otherwise is found only
in the funds statement.

The interrelationship of revenue and expense in the
measurement of net income typically produces certain
constraints in the process of conceptualization. One
such constraint is consistency; another is compatibility.
Thus, a product creation concept of revenue will logically lead to a resource utilization concept of expense
and a net asset increase concept of revenue will lead
to a net asset decrease concept of expense. A revenue
less expense concept of net income will lead to broad
and inclusive areas of revenue and expense while a
net asset change concept of net income permits narrow
expense and revenue areas with the recognition of
additional net income determinants.
Thus, Hendriksen, who subscribes to the product
creation concept of revenue, writes that "expenses are
the using or consuming of goods and services in the
process of obtaining revenues." ° Sprouse and Moonitz
define expense as "... the decrease in net assets as
MANAGEMENT ACCOUNTING/ AUGUST 1972

Total expense
Revenue less expense
Non operating items
Dividends received
Extraordinary items
Correction of prior period taxes
Other dimensions'
Increases (decreases) in net realizable value
of resources held
Net income (Business performance indicator)

$ 9,440,000

—
$ 1,850,000

50,000

( 100.000)

600,000
$ 2,400,000

Note: This statement is for reference purposes only and is admittedly incomplete.
*Purchasing power gains and losses could be reported in this section but they would
not be reported unless all items in the statement were adjusted for price -level changes.
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"Significant
changes in
income
reporting will
be forthcoming
within a
decade."

in assets or gross decreases (increases) in liabilities." 12
Despite the fact that the key words, assets and liabilities, may have technical meanings for accountants, the
remaining definition fails to distinguish revenue and
expense from investment and disinvestment. The definitions of revenue and expense as direct opposites also
imply a dichotomy which is of doubtful merit. Revenue and expense are simply two dimensions of income
measurement.
NATURE OF EXPENSE

The basic and substitute procedures for recording
transactions which are illustrated in Exhibit 1 are also
relevant to an inquiry into the nature of expense.
Recall that in the basic procedure there are neither
revenues nor expenses but only a measurement or an
evaluation of the exchange. The substitute procedure
gives rise to the measurement referred to as expense
whereas the basic procedure measures exchange performance without providing the additional information. It should be recognized] that resources may be
given up without there being any measurable resources
acquired and that resources may be acquired without
any measurable resources being given up. Thus, in
using the basic procedure, one of the elements may
be absent in any given situation.
According to thi; line of reasoning, expense is a gross
concept, like revenue, which stems from the substitute
procedure. Like revenue, expense is a measurement
of an attribute of business activity. The recognition
that resources may be given up without new resources
being acquired and vice versa suggests that the expense
and revenue measurements should be independent of
one another.
SUGGESTED DEFINITION OF EXPENSE

Expense is a measurement of the cost of resources
given up or required to be given up in conducting
business activities."
Such a measurement may be made for any time
segment desired up to the life of the enterprise. The
time period which currently gives rise to many losses
(and gains) is excluded from the definition. Expense
is a gross measurement and the definition avoids arbitrary interpretation of which resources are given up
for usual, normal, necessary, ordinary, recurring, or
revenue producing activities. Reclassification of resources in order to recognize new forms of service
potential does not constitute giving up resources and
accordingly the utilization of labor, materials, etc.,
does not constitute expense. Broadly conceived, business activities include financial as well as production,
distribution, and administrative operations and, therefore, resources given up for money services are expenses. Resources given up to settle liabilities, to
reacquire company stock or to pay dividends are disinvestments and excluded in the measurement of expenses just as investments were excluded from the
measurement of revenue.
Other Dimensions
Accounting literature has given a great deal of attention to the areas of (1) cost savings, (2) value
enhancement and (3) price -level adjustments. Cost
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savings is interpreted to mean the difference between
expenses currently recognized and the expenses which
would have been recognized if the resources given up
had been acquired during the current reporting period.
Value enhancement refers to the difference between
net realizable value and book value of tangible resources. Both unrealized holding and operating gains
and losses are included within this dimension. The
price-level problem is the result of the unstable purchasing power of money.
The first two areas could be recognized as additional
attributes of business activity and they could be measured and reported in the income statement in addition to revenue and expense dimensions. A valuation
adjustment approach which discloses both cost and
value enhancement in the balance sheet can be used
to provide a means of articulating these additional
dimensions in the financial statements. The reader is
referred to the Edwards and Bell study for an illustration of a balance sheet which incorporates value enhancement, cost savings and price-level adjustments
using the valuation adjustment approach."
Much of the literature dealing with these areas
incorporates cost savings into the expense concept and
value enhancement into the revenue concept. Often
this is done without restructuring the expense and
revenue concepts to accommodate the new measurements, apparently assuming that existing concepts will
stretch enough to cover the new items. A weakness
of this approach is that financial statement users will
not be alerted to the reporting changes. Restructuring
revenue and expense to include the new measurements
is likewise unsatisfactory since existing revenue and
expense dimensions are important measurements in
themselves. They have considerable generic content
and wide acceptance among statement users.
Price -level Adjustments
Accounting thought is divided on the question of
whether price -level adjustments represent a new dimension in financial reporting or whether they are
merely measurement refinements designed to restate
original cost data into common measuring units. The
latter position is taken in APB Statement No. 3 which
permits the discretionary reporting of price -level adjusted statements in supplementary schedules." Even
so, the price -level adjusted income statement includes
a separate item for purchasing power gains and losses
which does not qualify as either revenue or expense
within the definitions given above. If "common dollar
statements" eventually replace "mixed dollar statements" the purchasing power gain or loss will appear
as still another attribute of business activity to be
measured and reported in the income statement.
Conclusion
Significant changes in income reporting will be
forthcoming within a decade. In order to provide
continuity along with change the accounting profession will need to adopt plans and policies for introducing new dimensions and new kinds of measurements
into income reports.
Continuity may be provided by maintaining the
activity approach to income measurement and traditional revenue and expense measurements in income
MANAGEMENT ACCOUNTING/ AUGUST 1972

reporting. Change could be accommodated by accepting the goal of a performance indicator concept of
income which is to provide an income measurement
responsive to changes in a firm's value. Even more
important in providing for change is the recognition
that revenue and expense are only two of many possible dimensions which can make the performance indicator responsive to value changes.
The plan described in this article supports the retention of the revenue and expense categories with
minor changes in definitions to adapt them to the
performance indicator objective. As additional business activity attributes become acceptable deterininants of net income they should be recognized as new
dimensions in the income report. This approach preserves the generic content of the revenue and expense
concepts and helps statement users adjust to changes
in reported income which will result as new dimensions
become acceptable.
Accountants will need to recognize that the days
of the revenue —less expense— concept of income are
gone and that the simplicity of such a concept is no
longer a virtue.

1
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LETTERS to the editor
Continued from page 6
govern day -to -day business, to create —not a "business policy" with
its attendant operations procedure —but an administrative nightmare.
W. L. Neiman
Group Controller
Sangamo Electric Company
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performance
indicator
concept of
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by their company was well written and very relevant to the experiences of many of us. Their approach to the use of microfilm to
relieve the demands on their storage space is realistic, and a great
example for those organizations anticipating miniaturization of
their records.
Stephen L. Meyer
Supervisor, Commission Department
The Hobart Manufacturing Company
Troy, Ohio

Springfield, Ill.
Use of Government Forecasts Not Imperative
Record Retention Program
The article "Record Retention Program" by John M. Skertich
and William C. Hickerson in the February 1972 issue of M A N A G E M E N T A C C O U N T I N G presented a mirror image of the dilemma that
almost every organization and individual has or is experiencing.
As our businesses, governmental agencies, and private affairs expand and become more complicated, the need for an orderly
method of maintaining adequate records of our past actions become increasingly important.
The proprietor who once used a shoe box to store his records
now finds his backrooni overflowing with old files, the company
that once stored all of its records in a 12 foot by 12 foot vault
now finds itself using a warehouse, and the individual who used
to keep his personal records under his socks in the dresser drawer
now has one corner of the attic reserved for his personal records.
Although the cost of maintaining adequate records may seem
excessive, the cost of not providing for an "orderly disposition
of records" may be devastating. There must be a plan for record
storage and it must be used if we are to realize its benefits.
Messrs. Skertich and lfickerson's description of the plan used
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The article by Donald E. Vaughn titled "Sales Forecasting,"
in the March 1972 Issue Of M A N A G E M E N T A C C O U N T I N G , was very
interesting and well presented. However, I disagree with the conclusion which stated "the need for projections on which to base
important financial decisions makes the use of government forecasts imperative." I disagree with this conclusion for the following
reasons:
1. Many large banks have highly respected economists who make
forecasts for use by their banking customers. (For example,
my company uses the forecasts of Dr. Beryl Sprinkel of the
Harris Trust & Savings Bank.)
2. There are several companies in the business of selling their
forecasts to customers. (One such provider of forecasts is A.
& H. Kroeger.)
3. Many time- sharing services provide forecasting capabilities.
General Electric, for example, has a program called "Inforn3ation Management Analysis and Projection System" on time Continued on page 48
P7

INTER - COUNTRY
PURCHASING POWER
INDEX NUMBERS
In Dealing With Inter- Country Purchasing Power Index Numbers,
The Base Is The Relative Purchasing Powers Of Two Currencies
As Reflected By The Legal Exchange Rate

By Richard B. Klein

R. B. KLEIN

Pennsylvania.

is an Accounting
Controls Consultant
with Corning Glass
Works of Corning,
N.Y. and is currently
on assignment with a
subsidiary in France.
Mr. Klein holds B.A.
and B.B.A. degrees
from the University of
New Mexico and an
M. B.A. degree from
The University of

This article was
submitted through the
Elmira Area Chapter.

The reporting of operations and financial position of
foreign subsidiaries is more important today than ever
before in light of the ever increasing direct foreign
investment by United States firms. Reporting on
foreign subsidiaries generally includes translating data
in foreign currencies into United States dollars.
There is no one set of procedures for making the
translation which is accepted by all accountants. However, the American Institute of Certified Public Accountants, in recognition of the divergence of procedures in accounting practice, has issued a statement
which provides general guide lines or standards without
restricting the accountant to specific rules. This statement, contained in Accounting Research Bulletin 43,
is generally accepted and adhered to by accountants
engaged in translating foreign subsidiary accounts and
by writers of accounting text books. The generally
accepted methods of translation prescribe that all
financial statement data be translated at the legal
exchange rate for conversion of foreign currencies into
United States dollars prevailing on a particular date.
Major, permanent devaluations of foreign currencies
are recognized, for, in effect, this is the same as changing the monetary unit. However, the rate used for
translation after the devaluation is still the legal exchange rate for conversion of the currencies involved.

Translation vs. Conversion
At first glance, there does not seem to be any problem. Why not use the legal exchange rate? The difficulty is partly a semantic one caused by the usage
of two words, "translation" and "conversion." Accountants use these two terms almost synonymously when
speaking of foreign subsidiary accounts, but there is
a difference. Random House American Dictionary
defines "convert" as "to exchange for an equivalent."
The same dictionary defines "translate," "to change
into another form; transform or convert. "'
Perhaps the difference is still not clear. Convert and
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its derivative, conversion, imply a physical exchange
of one commodity for another —money for goods; pesos
for dollars. Translate and translation imply merely the
expression of something by various media. The "something" may be a spherical, gold- colored citrus fruit.
In the United States it is called an orange. In Mexico
it is called a naranja. The "something" is a little more
abstract when we speak of money or currency. However, one need only look at how money is put to use;
i.e., to acquire real goods and services such as oranges
(or naranjas as the case may be). The "something"
which a unit of money expresses is the amount of
real goods and services which it can acquire. This is
known as the purchasing power of money.
If all of the assets of a foreign subsidiary were to
be physically converted into dollars then the conversion rate would be proper. Such is the case with dividends, non -local investments, and other payments to
be made in United States dollars. But the majority
of a firm's assets representing capital and retained
earnings are reinvested in the country wherein the firm
is located. Before acquiring a subsidiary in a foreign
country, the parent presumably decided that it would
be profitable to operate a business within that country.
It will continue to reinvest its assets and carry out
other business functions within the country as long
as it remains reasonably profitable to do so. Due to
the fact that such assets are reinvested locally, some
accountants advocate the use of a translation rate
which would reflect local purchasing power, that is,
an equal amount of purchasing power after translation.
The problem is a real one because in many cases
this translation rate is materially different from the
legal exchange rate for conversion. The translated
amounts which reflect local purchasing power may be
of a considerably greater magnitude than those translated by the legal exchange rates, thus painting a more
favorable picture of foreign operations. However, this
may also be a more realistic picture in view of the
local reinvestment of assets.
_
Random House American Dictionary, New York 1968.
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Pu r ch a s in g Powe r P a ri t y
One need not go to economic studies to see that
legal exchange rates are not always governed by purchasing power equality, or technically, by purchasing
power parity. This is because political sovereignty, by
nature, creates a situation that does not allow exchange
rates to be governed by purchasing power parity. The
concept of purchasing power parity is defined as:
.. a theory of international exchange which
states that the demand for the currency of one
country in exchange for the currency of another,
when neither is on the gold standard, is essentially an offer to change units of purchasing
power of one country for those of the other." z
Purchasing power parity would exist in a situation
in which a given number of monetary units of one
currency may be exchanged for a given number of
monetary units of another currency with no change
in purchasing power. For example, if $1.00 United
States currency will buy one dozen apples, and P10.00
Mexican currency will buy one dozen apples of like
quality and size, then there will be purchasing power
parity when the exchange rates is 10 pesos for one
dollar. For such a situation to exist it would be necessary for the exchange rate between two currencies to
be the same as, and to be governed by, the relationship
of the internal purchasing powers of the two currencies.
The theory contends that the exchange rate between
the countries will not change so long as there are not
alterations in purchasing power.
Using the example cited above, if the internal purchasing power of the ten pesos is now only six apples
or twenty pesos per dozen apples, while the dollar
can still buy one dozen, the exchange rate should
reflect this by rising from P10:$1 to P20:$1. There
are several reasons why this equivalence does not exist
and in all probability never will.
Direct exchange controls are in effect in many countries. These controls sometimes discriminate against
or favor a particular currency because of political
relationships or because of the goods and services being
purchased or sold with the currencies. The equivalence
of the exchange rates with the internal purchasing
powers is hampered also by the existence of quantitative restrictions to trade such as tariffs and quotas,
and natural barriers to trade such as transportation
costs. In some cases trade may be forbidden with a
particular country. All of these controls and barriers
have disturbed the free course of supply and demand
for the goods and services of many a country and hence
the supply and demand for its currency, factors which
determine its "price" or purchasing power with regard
to other currencies or goods and services. Also, the
difference between the real purchasing power of a
currency and the purchasing power of this currency
as reflected in exchange rates may or may not be noted
in the financial statements of foreign subsidiaries.

Alternative Solutions to the Problem
There are three basic alternatives in presenting
foreign subsidiary accounts. First, do not translate the
currencies at all. Merely translate the account titles
and leave the amounts in the currency of the country
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wherein the subsidiary is located. Certainly no distortion due to exchange rates can arise here. However,
this method has obvious drawbacks. For instance, the
consolidation of parent and subsidiary accounts is
impossible. Pesos and dollars simply cannot be added
to produce a meaningful sum. This in itself hampers
thinking in terns of an overall picture. American
executives are naturally accustomed to thinking in
United States dollars, and presentation in foreign
currency units could become confusing especially in
comparing the results of subsidiaries in various countries and the United States.
Second, the statements of foreign subsidiaries may
be presented using legal exchange rates as is currently
generally accepted. It is not surprising, however, that
the current generally accepted method ignores a distortion which is often material in the rates applied
to foreign currency. American literature dealing with
the subject of the accounting problems created by the
existence of foreign subsidiary corporations has been
sparse. Generally the material presented is a recitation
of the mechanics of translating various types of accounts into dollars. Little or no discussion is devoted
to the objectives of the translation process or to the
significance of the translated balances. A footnote to
the statements may be appended to inform the reader
that the discrepancy between rates does exist without
altering the translated amounts.
Third, an adjusting figure may be applied to the
legal exchange rate, thus producing a "translation" rate
so that the purchasing power of an account will be
the same before and after translation; i.e., the data
will be merely expressed by two media and not converted. In this article such an adjusting figure will be
known as an inter - country purchasing power index
number.'

the
purchasing
power of an
account will be
the same before
and after
translation.. . "
"...

Inter-Country Purchasing Power
Index Numbers
There is no rule of thumb, no "one" way to construct an inter- country purchasing power index
number. The method of construction depends in part
on the data available and the intent of those using
the index. In dealing with inter - country purchasing
power index numbers, the base is the relative purchasing powers of two currencies as reflected by the legal
exchange rate. The point of view here taken is that
of an American parent company. Hence in this study
the rates given will be for the currencies of foreign
countries compared with United States dollars. The
base will be divided into the "translation" rates which
reflect purchasing power parity.

Internal Purchasing Power Indices
Inter - country purchasing power index numbers are
closely related to the more familiar internal purchasing
power or price index numbers used within a single
country. In the former the index compares the relative
Z
Bime 1. Horton, Dictionary of Modem Economics, Washington, D.C., 1948,
p. Z73.
'Inter-country purchasing power indices for the currencies of eight W estern
European countries compared with the United States dollar have been published.
These could be found m Comparative National Products and Price f.eveb by
Milton Gilbert and Associates, published by the Organization for European
Economic Cooperation. While the techniques used in that study are more
complicated and far more extensive than those presented in this article, the indices
obtained are derived from comparison of a rate which reflects purchasing power
parity and the legal exchange rate.
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purchasing powers reflected by the "translation" rate
with those purchasing powers reflected by the "legal
exchange" rate. In the latter, the index compares prices
or purchasing powers between two points of time
within a single country.
An index number of prices shows the average percentage change of prices from one point of time to
another. The percentage change in the price of a single
commodity from one time to another is found by
dividing its price at the second time by its price at
the base point of time. The resultant ratio is called
the price relative of that single commodity in relation
to the two times mentioned. An index number of the
price of a group of commodities is an average of the
price relatives of those commodities.
The commodities which make up the group are
determined by the type of index being considered.
For example, in the consumers' price index, one would
expect the group of commodities to include food,
clothing, rent, entertainment, and other items which
are representative of the average consumer's purchases.
This group of commodities then is called a "market
basket" of goods.
The relationship between the price index and the
purchasing power index should be obvious. If prices
have doubled since the base year, the price index
would, of course, be 200. If prices have doubled the
dollar can acquire only half of what it could acquire
in the base year. Hence its purchasing power has been
cut to fifty percent. In other words,
100 = 50%
200
If prices were half of what they were in the base
year, the price index would be 50 and the dollar can
now acquire twice as many goods and services as it
could in the base year. The purchasing power index
number is, therefore, 200:
100
50 = 200%

The construction of an inter - country purchasing
power index number is similar to the calculation for
internal indices as presented above. However, another
factor must now be brought into the picture. We must
take into account the fact that we are now comparing
unlike units; i.e., two different currencies. When dealing with internal indices, only the amounts of dollars
differ. For external indices, the application of legal
exchange rates and purchasing power parity or translation rates must be used to put the data into comparable units.
There are two basic approaches to the construction
process. The first compares the legal exchange rate
with the translation rate. The second compares the
changes in the legal exchange rate with the changes
in the translation rate. In both instances the translation rates are obtained by comparing the actual
number of currency units required to purchase the
"market basket" in the various countries. However,
the translation rate is now determined by the change
from a given base year in the individual country's
30

internal prices. Both methods are discussed below.
The legal conversion rate does not always represent
purchasing power parity. However, the legal conversion
rate may be adjusted to reflect purchasing power parity
by the use of an inter - country purchasing power index
number. Briefly, one can say that the inter- country
purchasing power index of the legal exchange rate is
100. It is the base. If the translation rate shows that
the foreign currency has more purchasing power locally, that is, in its own country, than it has converted
at the legal exchange rate, the inter - country purchasing
power index number will be greater than 100. If the
translation rate shows that the foreign currency has
less purchasing power locally than it has converted
at the legal exchange rate, the inter - country purchasing
power index number will be less than 100.

Comparison of Actual Currency Units
In this approach the actual internal prices of the
"market basket" in local currency units are compared
to produce an exchange ratio which reflects purchasing power parity, the translation rate. This rate when
compared with the legal exchange rate produces the
inter- country purchasing power index number, a measure of the difference in the purchasing power of a
currency as reflected by the two rates.
Assume that the foreign country, Extranjero, uses
the peso as its monetary unit and that the following
conditions apply:
1.
2.
3.
4.

The legal exchange rate = P10: $1
And PI = 1 /10 or 10% of $1
The price of the market basket in U.S. is $5
The price of the market basket in Extranjero is
P25
Comparing the currency units required to acquire
the market basket produces the following translation rate:

5. The translation rate = P25/$5 = P5:$1
6. And P1 = 1/5 or 20% of $1
Dividing the translation rate by the legal conversion rate and multiplying by 100 produces the
purchasing power index:

1/5 x 100 = 200`6
1/10
The peso will, therefore, buy twice as much in its
own country than it will in the United States after
conversion into U. S. dollars.
The construction of inter - country purchasing power
indices can be presented differently while using this
same technique of comparing actual currency units.
The foreign currency units must first be translated
into United States dollars using the legal exchange
rate. This translated figure shows the purchasing power
of a number of foreign currency units in the United
States. This is similar to what one has when computing
an internal price index. That is, there are two prices
for the same market basket, both stated in United
States dollars. When working with internal prices,
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however, one price is quoted as of the base year, while
the other price is taken as of some other date. The
price in the base year is divided into the second price
to produce an internal price index. In the case of
two- countries, the technique is the same. The price
in the base country is divided into the price in the
foreign country. The result is an inter - country price
index. We then divide the inter - country price index
into 100 to produce an inter - country purchasing power
index.
The following illustration emphasizes the similarity
between the internal and inter- country price indices.
To begin with, assume the following information:

tries in which prices fluctuate rapidly and widely. The
result is a tailor -made index for the firm on which
it is based.
Price data may be obtained from various sources.
There are two monthly publications which are fairly
complete as to listings of countries, but are limited
in the number of commodities for which prices are
quoted. These are International Financial Statistics
published by the International Monetary Fund and
the Monthly Bulletin of Statistics published by the
United Nations. There are also data published by
many governments for prices in their respective countries. In addition to published sources, price data may
be gathered locally by both the parent and subsidiary
1. The legal exchange rate = P10: $1
from local suppliers of the commodities. Many of the
2. The price of the market basket in U.S. is $5
prices will be in the company's own records while
3. The price of the market basket in Extranjero is others can be secured perhaps with less effort than
P25
it would take to search for them in a publication.
As stated above, the index will be composed of
Translate the price of the market basket in Extran- commodities which the firm purchases or plans to
jero into United States dollars by the legal conver- purchase. The commodities and their respective
sion rate:
weights may be determined from budgets, forecasts,
and records of past operations. However, the index
4. P25.00 at 10:1 = $2.50
may include capital assets rather than commodities
purchased by the firm. The reader will recall that the
Compare the two dollar prices to produce an principal reason for translating at a rate which would
inter- country price index:
reflect equal purchasing power before and after translation was based on the fact that the subsidiaries could
reinvest a good part of the assets representing capital
$2.50 x 100 = 50%
and retained earnings locally. It may be argued that
$ 5.00
since current operating expenses are generally paid for
by current revenues, and it is not characteristic of a
Divide the inter - country price index into 100 to firm to run at a loss; then the capital and retained
earnings which are to be reinvested will not generally
obtain the inter - country purchasing power index.
be used for current operating expenses, but will be
invested in production facilities, marketing facilities,
6.
100 = 200%
or some new enterprise or investment asset. Therefore,
0.50
the index may be more useful if it includes only those
commodities which represent investment rather than
In this case, the local purchasing power of the peso those which represent operating expenses. The index
is greater than the purchasing power in the United based on investment will generally be easier to conStates after converting into dollars. Conversion struct since a considerably smaller number of comdecreased its purchasing power. The citizen of Extran- modities will be involved.
jero could buy the market basket in his own country
On the other h and it may be argued that assets
for P25. He would need P50 converted into $5 to cannot be separated as to function. The assets which
purchase the same market basket in the United States. represent retained earnings and capital are gradually
entering the stream of operations, and a portion of
Inter- Country Purchasing Power
these assets is being consumed in each operating
Index Numbers for the Individual Firm
period. As the assets pass through the current operating
The most useful method for constructing inter - stream, they generate the current operating revenues.
country purchasing power index numbers from the This viewpoint lends support to basing the index on
standpoint of an individual firm would be to begin expenditures made for normal operations.
with the raw data, the prices of the commodities
It may be possible to reconcile these two views by
themselves. In this type of construction one must including those investment commodities to be purdecide which commodities to include in the "market chased each year as well as those commodities used
basket' and the proportions to be included. This in general operations in constructing the index. If
undoubtedly produces the most useful index for a specific assets were set aside for investment it would
particular company for several reasons.
be possible to adjust these separately.
The commodities included in the index are determined directly from company expenditures. The pro- Comparison of Changes in Internal Prices
portional weights assigned to the commodities are
Inter - country purchasing power index numbers
likewise determined by the amounts of each com- derived from internal price indices actually measure
modity purchased by the company, and prices are the changes in the relative internal purchasing powers
secured at a date reasonably near to the statement of two currencies as reflected by changes in the transdate. This can be quite important especially in coun- lation rate and changes in the legal exchange rate from
MANAGEMENT ACCOUNTING /AUGUST 1972

"The
commodities
included in the
index are
determined
directly from
company
expenditures."
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"Once the
purchasing
power index is
constructed it
may be
applied to the
financial data
of the foreign
subsidiary
company."

a base point of time. The index adjusts the legal
exchange rate in so far as this rate fails to reflect the
amount of changes shown in the translation rate.
The principal limitation of using this method is that
ideally the base point of time from which the change
is measured should be the last date on which purchasing power parity governed the exchange rates. The
translation rate and the legal exchange rate would be
equal since with purchasing power parity the legal
exchange rate would be P10:$1 when $1 would buy
the same amount of goods and services as P10. (Recall
that the translation rate, by definition, reflects purchasing power parity). However, no point of time
meets this requirement. Even if such a period existed
the great instability and wholesale devaluations of
currencies during and after World War II would seem
to make these data incomparable with current figures.
In all probability a price index for each commodity
in each country will not be available. There are two
principal alternatives in this case. Actual prices may
be available for the commodity as of the base year
and the current year. By dividing the current year's
price by the base year's price one can determine the
current year's price index on a specific base. The
second alternative would be to use a subgroup or major
group index which includes the commodity and use
this index number. For example, if a firm wanted the
price index for bolts of cotton material, and this index
was not available, the firm could look for the price
index for textiles. If this was not available either, the
wholesale price index could be used unless there was
available a price index for a commodity or group of
commodities which was more directly related to bolts
of cotton material.
Naturally these procedures are not as satisfactory
as using the price index for the specific commodity,
but it does allow the firm to create an index which
rela tes mo re specifically to its fo rm th a n wou ld a
gene ra l ind ex. T h e p r o b l e m o f wh e t h e r to ba se the
in d i c es o n in v e stm e n t ex p e nd i t u r e s or op er a t in g expe n se s m u st b e fa c e d o n c e a g a i n .

Comparison of the Basic Methods
of Construction
The basic difference in the two principal methods
of construction, that is, one based on direct comparison of currency amounts and the other based on
ch a n g e s i n i n te r n a l pr i c e s, i s t h e fa c t t ha t t h e fo r m e r
a t t e m p t s t o m e a su r e t h e t o t a l di ffe r e nc e wh i c h e x i st s
a t a n y o n e t i m e b e t we e n t h e t r a n sl a t i o n r a t e a n d t h e
le g a l e x ch a n g e r a te fo r a n y t wo c u r re n c ie s, wh i l e t h e
la t t e r a t t e m p t s t o m e a su r e t h e sa m e d iffe r e n ce wh i c h
ha s a cc u m u la t e d fr o m so m e b a se p e r i o d t o t h e d a t e
of t r a n sla t io n . I f t he di ffe re n ce be t we e n t he two r a te s
wa s ne g li gi b le a t t he ti me ch osen a s t h e ba se, t h e two
m e t h o d s will yield almost identical results since the

difference existing at the translation date would be
the total difference in rates existing at that time.
The advantages of the method which compares
internal price changes are that practically all countries
publish some price index figures, and the fact that
the calculations involved are not difficult. The method
also has its disadvantages. As stated previously, it is
very doubtful that the legal rate of exchange in the
base period reflected purchasing power parity.
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The method of direct price comparison using actual
units of currency has several advantages. It offers much
greater flexibility by making it much easier to differentiate between articles. While a price index for
a group of articles including a specific commodity may
be all that is available, the actual price of that commodity can almost always be obtained. The more
specifically that articles are indentified in the index,
the more specifically the index fits the individual firm
using it. The principal drawback of this method of
construction is the fact that the finer the breakdown
into specific items, the greater the amount of effort
connected with collecting the data and constructing
the purchasing power index. In spite of the greater
amount of effort attached to the method of direct
price comparison, the index derived appears to be
superior both as to measurement of the total purchasing power variance between the translation rate and
the legal exchange rate and as to the appropriateness
to the specific firm.

Application to
Financial Statements
Once the purchasing power index is constructed it
may be applied to the financial data of the foreign
subsidiary company. The translation process is identical in most respects with that used in generally
accepted accounting practice. The same account classifications and groupings are used. The two methods
are in agreement that the nature of the account determines what rate is to be used as a basis for translation.
The purchasing power index adjusts the legal exchange
rate of certain net assets to reflect the translation rate.
The assets so adjusted are those which represent net
worth which is going to be reinvested locally, that is
net assets which are not going to be distributed in
the form of dividends and which are not going to be
invested outside the country.
Conclusion
The inter - country purchasing power indices should
not be applied in translating the income statement
accounts. While the mechanics of the progress are not
difficult, it is felt that only the net income figure
should be so adjusted. Net income has purchasing
power in so far as it provides additional net worth.
The increase in assets which accompany this additional
net worth can be reinvested in the stream of operations
or can be given up to acquire investment assets. Since
net worth and the assets representing net worth are
presented in the firm's balance sheet, the major effect
of the index will be on that statement.
The adjustment may be made by applying the purchasing power index number to the dollar equivalent
of every account which has been translated at the
appropriate legal exchange rates or to the legal exchange rates themselves.
Since some of the assets will be used for dividends
and non -local investments they should not be adjusted
by the index. A compensating adjustment is necessary.
An alternative to this procedure is to first determine
the assets which represent net worth which are to be
reinvested locally and apply the purchasing power
index to their dollar equivalent at the legal exchange
ra te.
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CONSOLIDATION
ACCOUNTING
The P & L's And Balance Sheets Are Posted In Official Statement
Format And Are Telegraphed To Dallas From As Far Away
As Singapore And Taiwan

By Richard A. Reed
Texas Instruments is a large diversified international
company. Headquarters are in Dallas, Texas, and
operating branches are located in 25 countries. The
parent company is subdivided into several operating
divisions. In this article, we will analyze and discuss
some of the significant accounting problems that arise
in the Components Group, of which there are seven
operating divisions, with operations in the U.S. and
17 foreign countries. The international subsidiaries are
subdivided into operational segments, each of which
is consolidated into one particular division.
Formal annual financial plans are prepared in the
fourth quarter of each year. Each month, a financial
forecast is prepared for the ensuing month and for
up to three following quarters. In addition, an interim
closing including P &L and Balance Sheet is executed
monthly, and all areas of the Company are involved
in the interim closing. Many of the actual interim
financial findings are compared to the previously established plans and forecasts.
Many interesting accounting problems arise during
this process. The high degree of commitment of division and profit center managers to their plans and
forecasts makes for occasional tense confrontations
with the accountant preparing their financial perforn-

ance reports. As an aid in understanding some of these
problems, the general system for executing the interim
closing and publishing the results thereof will be described.

Accounting Records
Each plant around the world has its own general
ledger. In some cases there are plants in other cities
of the same country which maintain a partially independent subledger. In both cases, normal journal entries are made to bring account balances up to date
monthly.
A trial balance is pulled off the updated ledger with
each account properly identified to the applicable
division. The current conversion rate between the local
currency in which the ledger is kept and U.S. dollars
is applied to the trial balance accounts in conformance
with the AICPA Accounting Research Bulletin 43 on
revaluation. P &L's and Balance Sheets in annual report fornnat are also prepared with each operating
segment displayed as shown in Exhibit 1.

Cable Codes
Official statement formats with each line assigned
a number have been disseminated to all of the subsidiaries. The P &L's and Balance Sheets are posted
in this format and telegraphed to Dallas from as far

22000

Division A
10000

Division B
5000

Division C
7000

12000

5000

2000

5000

3000

1000

1000

1000

(1025)

(750)

(275)

This article was
submitted through the
Dallas Chapter.

TI Limited TI Germany
15000
12300

37300

TI France
10000

22000

5000

8000

9000

4250

1000

2000

1250

(3000)
500
(1450)
7100

(750)

(1250)

(200)
3050

(750)
3000

(1000)
500
(500)
1050

3550
3550

1525
1525

1500
1500

Total
Total net sales billed
Cost of goods and
services sold
General, admin.
marketing exp.
Other income /(expense)
Royalty
Revaluation
Interest expense
Profit before taxes
Provision for income
taxes
Net income

(425)
5550

(200)
3050

(150)
1575

(75)
925

2725
2825

1525
1525

750
825

450
475
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General Ac counti ng
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aw ar ded a Certificate
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Exhibit 2
EUROPEAN CONSOLIDATION
P &L— OCTOBER 1971

Exhibit 1
T.I. FRANCE
P &L— OCTOBER 1971
Total net sales billed
Cost of goods and
services sold
General, admin.
marketing exp.
Other income /(expense)
Royalty
Revaluation
Interest expense
Profit before taxes
Provision for Income
taxes
Net income

R. A. REED

525
525
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"A key
element
of control is
opera ting
"
profit.

away as Singapore and Taiwan. In Dallas, the appropriate accounting group transcribes from the telegraphed cable code to official statement forms. The
transcription is necessitated by the tendency for the
cable codes to become garbled in transmission. Long
experience with the proper statement presentation for
each subsidiary enables the Dallas accountants to make
necessary adjustments in garbled, ambiguous, and
out -of- balance cable codes.

Total operating profit

Many Group - related items are maintained on the
Corporate ledger. Transfers back to Group are effected
on the seventh working day of the month by a legal/
operational reconciliation. It consists of two P &L lines,
total year -to -date sales, and operating profit. The
operating profit reconciliation is as shown in Exhibit

Year -to -date
Sept.
8475
6400
1250
325
(500)

October
9400
7100
1500
410
(500)

15950

17910

Exhibit 4
BLUE BOOK ENTITY
OCTOBER 1971
DI VI SION A

JOHN DOE

OPERA TIN4 UNIT

RESPDNSISILITV

_

_

Or a
VARIANCE

_

OTN
PLAN

—

MONTH
0t4
ORECAST ACT -FCST

Each of the four groups submits its legal entity
statements, intermediate consolidations, and legal/
operational reconciliation to Corporate Accounting on
the seventh working day of the month. Corporate
Accounting then makes all appropriate corporate level
consolidation adjustments. A company profit- beforetax figure is generated that night while profit- aftertax is developed next day.
In December, three closings are executed in order
to accommodate these more stringent requirements.
1. A normal interim closing on ninth working day
2. A second interim closing about a week later to
fix all misunderstandings discovered in the first
closing
3. A third closing where all P &L accounts are mechanically closed into retained earnings

37
38
39
40
41
42
43

REC /MNSB
REC ISO DAYS
NFA —MFG EO OWN
NFA —TOTAL
NFA /MNS6
0TH ASTS —TOTAL
EOM ASSETS
ASSETS /MNSB
ORGAN CASH FLO
TOTAL CAP EXP
TOTAL DEPR EXP
TOTAL CAP AUTH
DIRECT PEOPLE
TOTAL PEOPLE
EXEMPT PEOPLE
NSB/PERSON
TOT AL P AYR OL L
NET SO F T AVAL
NSOFT AVL /MNSB

—
—
—
—
—
—
—
—

—

—

—

—

—

—

DI V 01 /OE
ORG PFT RDA
I NV GROSS
NET
INV /MNSB
UNLIG PP
UPP/MNSB
RECEIVABLES

—

D EXP PCT GPM
TOTAL D +A
TO D+A PCT NSB
TO D +A PCT GPM
ORGAN PROFIT
ORG PF PCT NSB

Blue Book Entities

—

OPER DEPT EXP
OPER D +A
OP D +A PCT NSB
OP D +A PCT GPM
OST DEPT EXP
DST D +A
TOTAL DEPT EXP
DEPT PROFIT

29
30
31
32
33
34
36
35

44
45
45
7
48
49
500
51
52
53
54
55

34

OTHER OH
COST ADJ NET
OTHER MFG COST
INV REDUCTION
GPM
GPM PCT NSB

MONTH
ACTUAL

—

27

1

NSE S
BACKL OG TOTAL
BACK LOG DEL ING
NUB /BILL ACT
NSB S
DIRECT L AB
DIRECT MATL
MFG OH

—

24
25

1

DESCRIPTION

—

1
2
3
4
5
8
7
81
9
10
11
12
13
14
15
15
17
18
19
20
1
22

LAST
YEAR

PLAN

Cor p or a t e Con s ol i d a t i on

CURRENT MONTH COMPARISON

—

ACTUAL

PCT
OF
PL AN

3.

—

YEAR TO DATE

The interim Components Group consolidation consists of individual P &L segments, exclusive of consolidation adjustments. In order to facilitate the clerical effort in consolidating the segments, intermediate
summaries are made of several more or less related
entries. (See Exhibit 2.) With the consolidation entries
included, these several intermediate summaries are
summed into a total Group consolidation.

Legal/ Operational Reconciliation

Exhibit 3
COMPONENTS GROUP
LEGAL/ OPERATIONAL
CONSOLIDATION
OCTOBER 1971

Domestic T. I. Incorp.
European consolidation
Far East consolidation
Interest transfer
Currency revaluation

Inte rme diat e a nd Grou p Cons olid ati ons

The unique marketing and production arrangements
in many areas require that some of the operating
entities be defined differently from their legal P &L
segment. However, the operating entities are displayed
in a computer produced operating report called the
Blue Book. An example of a Blue Book Entity display
is shown in Exhibit 4. Every P &L segment shown in
Exhibit 2 is assigned to a given Blue Book Entity.
Where necessary, an intermediate operational consolidation is made. All the resulting operational entities are then pulled together in a Blue Book Consolidation spreadsheet. A key element of control is
operating profit. In this, the year to date squeeze from
the legal /operational consolidation (Exhibit 3) must
equal the monthly operating profit obtained by adding
up the Blue Book Entities.

Conclusion
The mixture of several elements in Texas Instruments modus operandicombine to make consolidation
accounting very challenging. It includes a worldwide
distribution of subsidiaries, an exhaustive utilization
of financial data to support management decisions,
and the various accounting techniques needed to support it.
❑
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PLANNING A RETIREMENT
OR PENSION PROGRAM
In Order To Substantially Decrease Their Pension Costs, Many
Employers Are Integrating Pension Plans With Social Security

By L. Vinson Freeman, Jr.
Powerful pressures are currently being imposed on
business to increase pension benefits. The level of
annual benefit payments as well as the resulting annual
funding requirements are growing because employees
are demanding higher hourly pay, earlier and greater
vesting of benefits, earlier retirement age, and increasing parity between retirement pay and work pay. The
employees' rising demands are the result of our recent
recession and increasing inflation. An additional incentive to employees to seek more in pension rights
is the supposed generosity of certain state and local
governments allowing retirements with full pay to
certain public servants. In addition, the Federal Government through the Department of the Treasury and
the Department of Labor continues to burden employers that maintain pension plans with all sorts of
reporting requirements, which further increase pension
costs.' Because of the rising costs of pension plans,
the importance of careful planning, projection, and
accounting for new and even existing pension programs
cannot be understated.

Planning Considerations
The basic questions that must be answered in planning or changing a pension program are:
1. What amount of benefits do you desire to pro vide-40, 50, or 60 percent of the earnings of the
employee?
2. How many years of service should the employee
work to reach the objective of your program -25,
30, or 35 years?
3. What benefit per month should the employee
receive for each year of service that he gave to
your organization?
4. What is the cost of those benefits, and how much
can you afford to pay?

Social Security Integration
In order to substantially decrease their pension costs,
many employers are integrating pension plans with
Social Security. This can reduce the cost of the pension
plan by approximately the amount of the employer's
share of Social Security taxes.
MANAGEMENT ACCOUNTING/ AUGUST 1972

If we think the employee is entitled to retire at
60 percent of his annual wage, how much will the
organization have to provide to achieve this objective?
We can estimate the average amount that will be paid
by the Social Security Administration, since F.I.C.A.
will provide approximately 20 percent of the average
earnings up to the maximum F.I.C.A. taxable wages.
For instance, if we look at Schedule A of Exhibit 1,
we find that for 1970 the average wage was $6,000
per year. Retirement income of 60 percent would be
$3,600 per year, and F.I.C.A. would contribute about
$1,200 per year or $100 per month. This would leave
$2,400 that your plan would have to provide.
Exhibit 1, Schedule A, also shows an increase in
the next year (197 1) of 10 percent or an average annual
wage of $6,600. We must consider the increase because
the average wage and the minimum wage are being
forced up continually. If the average annual wage
increases, then all the other figures increase by the
same 10 percent so we must provide 10 percent more
for the retirement income in the next year. In 1972,
we must consider another $600 increase in the average
annual wage and the other items will increase proportionately, and so on into 1973.
There are, of course, other ways of determining the
amount of pension that you would provide; such as
the average of the ten highest years of income, or
of the five highest years, or the final wage of the last
working year. This could be unfair though if the employee's salary is reduced in his later years of working.
The most secure method for the employee would be
the average of the five highest years, but for one who
continues to increase his earnings, the final wage would
be best.

L. V. FREEMAN, JR.
St. Louis Chapter 1958,
is Controller at St.
Francis Hospital,
Washington, Mo. He
holds a B.S. degree in
Accounting from
Washington
University, St. Louis.
Mr. Freeman has for
many years served the
St. Louis Chapter as
an Officer or Director.
He received a
Certificate of Merit for
this article (1971 -72).
This article was
submitted through the
St. Louis Chapter.

Length of Service Considerations
Our next consideration would be to determine the
number of years of service that we feel the employee
should contribute to the organization to be entitled
to the maximum benefits of our objective. In this case,
the objective would be 60 percent of his average annual
wage, 40 percent of which will be contributed by the
' To further com plicate matters, a bill called The Pension and Employee Benefit
Act of 1971 is und er co nsideratio n by th e Sen ate Labo r Com mittee. Th is Bill
would accelerate vesting, require a fixed funding schedule and Federal insurance
to cover unfun ded liabilities, and thus give rise to even h igher costs. At this
writing th e Bill is still in Comm ittee. Pub lic hearings and private investigation
are being considered.
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Exhibit 1
RETIREMENT PLAN CONSIDERATIONS
Schedule A
1970
$6,000
3,600
1,200
2,400

Average annual wage
Retirement income 60%
From FICA 20%
From your plan 40%

1972
$7,200
4,320
1,440
2,880

1973
$7,800
4,680
1,560
3,120

Years of service required to earn
40% of earnings based on Schedule A
1970
1971
1972
1973
50.0
55.0
60.0
65.0
40.0
44.0
48.0
52.0
33.3
36.6
40.0
43.3
28.6
31.4
34.3
37.0
25.0
27.5
30.0
32.5
22.2
24.4
26.7
29.0
20.0
22.0
24.0
26.0
20.0
21.8
23.6
-

11

Annually
48
60
72
84
96
108
120
132
$

$

Schedule B
Benefits accrued
per year of service
Monthly
4
5
6
7
8
9
10

1971
$6,600
3,960
1,320
2,640

Schedule C
Percentage of average annual earnings for each year of service
1.0%
40 yrs.

1.2%
33.3 yrs.

1.33%
30.0 yrs.

1.5%
26.7 yrs.

1.6%
25 yrs.

2.0%
20 yre.

Exhibit 2
WAGE CURVE BASED ON FIVE-PERCENT COMPOUNDED
INCREASE PER YEAR
Dollars
per week
400

350
Final wage
300

Average earnings
(5 highest years)
Average earnings
(10 highest years)

250

$322
$293

$261

200
Average earnings
(for 25 years)

S192

Conclusion

150

100
5

10

15
Year s
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organization. We must first consider how much in
company paid benefits would accrue to the employee
for each year of service. Upon examining Schedule
B (Exhibit 1), we find that if the employee is to earn
40 percent of his earnings, based on Schedule A, he
must work 50 years and will receive a benefit of $4
of pension per month for each year of service.
In other words, to provide $200 per month, or a
$2,400 annual pension as shown in Schedule A for
1970, we must fund $48 per year for a period of 50
years. Looking also in the column under 1970 in
Schedule B, we see that if we provide a benefit of
$4 per month for each year of service by the employee,
he would only have to work 40 years. Schedule B also
illustrates other combinations which provide pensions
related to the particular years cited in Schedule A.
Another way of expressing these benefits is through
the percentage of earnings that would be accrued for
each year of service, as shown in Schedule C. If we
wish to provide 40 percent of the average wages in
40 years of service, the benefits would be one percent
of the average annual wage (1% of $6,000) for each
year of service and thus would provide 40 percent of
wages as benefits. For 33.3 years of service the accrued
benefit would be 1.2 percent of the average annual
wage; for 30 years, 1.33 percent, etc.
This method does not require a table or interpolation formula to determine how much the benefits
would have to be increased each year to maintain the
objective number of years if the wages continue to
rise or if they fluctuate. It is possible, although not
very probable, that wages might go down or level off.
In any case the percentage method would be a little
easier to calculate.
Exhibit 2 shows the rise of wages based on a five
percent increase for 25 years. This is a very conservative
figure, since wages in general have increased by almost
twice that much per year for the past several years.
If we start out with $100 per week and this increases
five percent compounded each year, we would see that
after 25 years the average earnings would have nearly
doubled over what they were for the beginning year
(from 100 percent to 192 percent). Whatever plan you
start with, then, you must take into account the fact
that the employee's average earnings for the 25 year
period will be twice what his beginning salary was,
and in his final year he will be earning 322 percent
of his beginning wage. The calculation for his ten
Highest years shows that his average for those 10 years
will be 2.61 times his beginning wage; his 5 highest
years will be 2.93 times his beginning wage. His final
average will be 3.22 times his beginning wage. This
gives you some idea how to project your future cost
of any pension plan.

20

25

As can be seen, there are many facets to planning
a pension or retirement plan, especially in light of
the increasing pension costs. The employer must determine his objectives, consider the amount to be
provided and a determination must be made as to
whether the firm can afford to provide these benefits.
Or, rather, based on the present economic, governmental, and labor situations, can it afford not to
provide these benefits?
7
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SETTING UP
PRODUCTION
STANDARDS
What Might Not Be Apparent To Top Management

. . .

May Be

B y W i l l i a m V. J on es

A simplified and effective production standard system
can be implemented in a relatively short period of
time; and the results in the form of increased efficiency
and, therefore, increased profits can be almost immediately apparent. In this article we focus our attention
on the small and medium -sized manufacturing companies which prepare quarterly or less frequent reports,
and which have no production standards system. Such
companies often find that profits are decreasing or
are not up to the expected level —and they find this
out after it is too late.
In a manufacturing plant there are three basic areas
where production standards should be applied: (1)
production speeds, (2) idle or non - productive time and
(3) material waste. If production speeds can be increased, if idle or non - productive time can be reduced
and if material waste can be decreased, then profits
will increase. How then, without installing an elaborate
cost accounting system, can production standards be
effectively implemented in these three areas?

Increasing Production Speed
If one man costing $10 per hour (wages and fringe
benefits) can produce 10 units per hour, then the labor
cost is $1 per unit. But if he can produce 20 units
per hour then the labor cost is 50 cents per unit. How
can you get a man to produce more units per hour?
There are four basic steps that must be taken.
First of all you must find out how many units the
man has been producing per hour in the past. Second,
you must determine how many units he can reasonably
be expected to produce per hour working at a normal
rate —not by working at an exhausting pace. Third,
you must get his full cooperation in setting a standard
rate of speed. Finally, and perhaps most important,
you must daily let him know how he is doing.
In order to know how many units the man has been
producing, past records, if available, must be examined
and summarized. Needless to say, a timekeeping sysMANAGEMENT ACCOUNTING/ AUGUST 1972

tem must be in existence wherein each worker or crew
indicates on a time sheet the amount of time spent
on each operation in a given day. Someone in the
office can then compute the number of units produced
in a given number of productive hours, and then
determine the rate per productive hour. Non- productive time must be indicated separately on the time
sheet. This information properly compiled over a
number of days can then be summarized as to: (1)
Average number of units produced per hour, (2) Highest number of units produced per hour and (3) Lowest
number of units produced per hour.
With the completion of this summary based on past
performance, the next step is to determine what the
standard speed should be. The standard speed should
not be so high that the man would never achieve it.
It should not be so low that he could always achieve
it. It should be a speed that can be achieved if the
man works at a normal pace, but diligently. Discussions
with the foreman and perhaps the employee himself
at this point would be very useful in determining what
the standard speed should be.
In getting the cooperation of the employee and of
the foreman in setting standard speeds, management
must be sensitive to personalities and feelings. If the
employee feels that a whip is being cracked over him
to work faster, he will never cooperate. Surprisingly
enough, most skilled workers want to know when they
are doing a good job. They want to achieve job satisfaction. If they do a good job they want management
to somehow pat them on the back. Also, an employee
knows that his job is more secure in a profitable
company than in a not so profitable company. The
reasons for implementing standards must be made very
clear to him in order to get his cooperation. If management properly handles this delicate matter, standard speeds can be determined.
Once the standards have been determined, the actual speeds must be computed daily, and then compared to the standards in a simple report form, such
as the one illustrated in Exhibit 1. Most important,

i

Very Obvious To The Employee Or The Foreman
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the three

key factors
in a
process are
production
speeds, idle
time and

Exhibit 1
TIME AND MATERIAL REPORT
Production speed and non -chargeable time

Date
1 17
1 18
i

"...

Name
J. Smith
J. Smith

Productive
hours

Non - chargeable
hours

No. of units
produced

Actual rate
per hour

8
8

7
6

1
2

35
42

5
7

Standard rate Reason for
per hour
non - chargeable
time
6
Lubrication
6
Repairs

Material waste

material
waste. "

Total
hours

Date
1 /17
1/18

Name
J. Smith
J. Smith

Units of
raw material
used
40
45

Units of
finished goods
produced
35
42

Units of
waste
5
3

Percent waste
Actual
Standard
12.5%
10.0%
6.7%
10.0%

though, such results must be reported to the employee and one non- productive hour, the seven hours deterhe will know what is expected of him, and why, and mine his speed which is compared to the standard
he will daily see how he is doing. However, preparing speed, and the one hour should be looked into and
daily reports could become quite involved in a plant explained. Here again, it may be discovered that rewhere many different operations occur. The operations pairing or replacing or adding to existing equipment
involving the most workers and the most costly mate- will eliminate much non - chargeable time. Another
rials should be looked into first.
result of keeping track of idle time will be better
It is likely that by going through the steps of imple- scheduling of work in advance and perhaps a reduced
menting standards, you will find that the foreman and payroll. It is a good idea to have the foreman review
the employee will tell you how they could increase and approve all time sheets daily.
the speeds if this or that were done. Better working
conditions, better lighting, better equipment, or re- Decreasing Material Waste
pairs to existing equipment might make substantial
An essential element in the cost of any manufacimprovements in production speeds. Many poor con- tured product is the material that goes into it. Here
ditions that top management is not aware of exist again, by determining and establishing a standard
in manufacturing systems that might be relatively waste factor, depending on the nature of the product,
inexpensive to improve. What might not be apparent this cost can be reduced.
to top management, however, may be very obvious
Just as in determining past production speed, past
to the employee or the foreman. Implementing stan- waste percentages must first be determined. An allowdards will bring out such things.
able waste factor standard should then be set in the
In the above discussion, I have used the example same manner —with the cooperation of the foreman
of a single ratan producing units. The standards must and the worker. Daily waste results can be determined
relate to an operation —be it one man, a crew, a ma- by machine counters, physical counting, weighing, etc.
chine, or a machine with a crew. An operation could And the results can be reported to the employee
involve ten men on one machine. This could cost the daily.You may find that many of your employees are
company $150 per hour, $1200 per day, $6000 per week, endeavoring to please management, or the salesmen,
$24,000 per month or $312,000 per year. If production by producing a high quality product, and in so doing
speeds can be increased 10 percent, the company will are wasting far too much material.
show increased profits of $31,200 in a year!
Conclusion
Idle Time
In conclusion, let me repeat that the three key factors
If a man is not producing he is non - productive —his in a manufacturing process are production speeds, idle
time is not being sold to customers. Idle time must time and material waste. By implementing standards
be kept to a minimum. This goes hand in hand with in these areas, results should be recognized in the form
increasing production speeds. Again, proper timekeep- of increased profits almost immediately. The standards
ing is essential. It does no good for a man to meet must be reasonable, must be set with the underor exceed standard speeds in the morning and not standing and cooperation of the employees, and the
have anything to do in the afternoon. He should be daily results must be given to them. Most skilled
required to explain on his time sheet what he is doing workers want to feel that they are producing what
during idle, non - productive, or non - chargeable hours. management expects them to produce. Getting their
Ideally, there would be no idle time, however, certain cooperation is thus essential to the setting of standards.
functions such as machine maintenance, cleaning -up, Management must go about this in the proper manner.
etc., must sometimes be performed. The time sheet The end result of a properly implemented cost system
is the key. If an employee has seven productive hours should be an increase in profits.
F1
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COMPUTERIZED
INVENTORY CONTROL
IN A SMALL COMPANY
M a n a g e m e n t K n e w Ye a r s A g o O f T h e S t r o n g T e m p t a t i o n To
Ac c u m ul a t e I n v e nt o r y

Our corporation is in a service - oriented manufacturing
industry that is required to have the necessary raw
materials on hand to make up a customer order or
face the possibility of forfeiting the sale. In our operation, 90 percent of sales orders are for non -stock inks
that require immediate manufacture with the required
manufacturing time per order varying from 15 minutes
to 16 hours. In view of these circumstances, the Plant
Superintendent quite naturally prefers to have safety
stocks on hand for all raw materials. In his enthusiasm
for being safe, the Plant Superintendent has tended
to order more stock than was necessary, resulting in
some cases of safety stocks that were the equivalent
of a year's normal usage.
Since management knew years ago of the strong
temptation to accumulate inventory, they had outlined policies and procedures for controlling inventory
levels. Under that control system, inventory quantities
were supposed to reflect approximately 45 -days' usage,
which took into consideration delivery lead times and
the need for safety stocks. The manner in which that
control system worked is described below.

Inventory Control System
All receipts were recorded on receiving reports and
all containers opened in the plant were recorded on
usage tickets. The receiving reports and the usage
tickets were then recorded in the Kardex file which
was maintained in the production office for the major
raw material. The Kardex file was reviewed periodically to determine which materials require reordering.
The Plant Superintendent ordered the kinds of raw
material and the quantities he thought he needed via
requisitions sent to the Purchasing Department. His
judgment was based on anticipated future usage, finished ink orders in the plant or pending, stockouts,
and estimated usage since the date of the last usage
report. He also referred to a semi- annual usage report
but the weight he attached to that report in calculating
the quantities ordered was variable at best.
MANAGEMENT ACCOUNTING/ AUGUST 1972

This inventory control system had some basic weaknesses, including the following:
1.
2.
3.
4.

Usage tickets were not always turned in.
Review of the Kardex file was sometimes forgotten.
Receiving reports were sometimes mis- posted.
The quantities required were sometimes misjudged.
5. Usage information was available too late to be
meaningful.

The cumulative effect of these weaknesses was that
our inventory quantities grew to usage for approximately 60 days rather than for 45 days as prescribed
by management.
Another weakness of the system was that it applied
only to raw materials; finished inks made for shelf
stock were excluded. Since shelf stock accounts for
30 -40 percent of our inventory dollars, this was a major
omission and required attention in the new control
system.

D. F. EDEN
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Eden, a CPA, holds a
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University of Detroit.
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By Donald F. Eden

The Computer Approach
Since our inventory control system did not do the This article was
job, we obviously had to find a better way to control submitted through the
inventories. At this point our Data Processing Manager Western Wayne
indicated that h e had researched the current data Chapter.
processing and informational needs of the Company
and had concluded that we had requirements that
justified the use of a small computer. Further, lie
recommended that we consider a computer approach
to inventory control as one use of the equipment. The
Vice President of Finance agreed that a computer
should be considered and formed an EDP Advisory
Committee to study the recommendation and justification. The Committee included the Vice President of Finance, the Comptroller, the Vice President- Marketing, the Director of Manufacturing, the
Technical Director, the Director of Purchasing, and
the Data Processing Manager.
As a first step, the Committee decided that a wide
range of personnel needed to become involved in order
39

"After several
meetings
and much
debate the
Committee
was convinced
that the
system
had merit . . . "
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to obtain the cooperation which would be needed for
an effective EDP operation. Therefore an "Introduction to Computers" session was arranged in which
selected Production and Purchasing personnel met
with the Committee. The purpose of the session was
for the Data Processing Manager to educate all present
concerning the capabilities of a small computer.
Next, the EDP Advisory Committee met to consider
which computation and information needs of the
Company the computer could effectively handle and,
in rough outline, how. In addition to inventory control,
the Committee also considered raw material cost reports (10,000 to 12,000 items), accounts payable (including audit of prices and extensions), hourly and
salary payroll, and a report of delinquent purchase
orders. The Committee quickly concluded that while
the needs other than inventory control were important,
they could be handled very well by the individual
departments affected. Thereafter, the Committee
confined its attention to inventory control.
Getting on with its primary business, the Committee
began to explore the details of a proposed inventory
control system. Changes in existing methods and procedures, changeover timetables, possible problems, and
control techniques were among the topics discussed.
After several meetings and much debate the Committee was convinced that the system had merit and would
work. As a general objective, the Committee concluded that the system should provide enough information to enable Production and Purchasing personnel
to do an effective job without getting swamped with
"extra" information.
To progress from the general objective to a specific
one, a subcommittee of selected Production and Purchasing personnel met with the Data Processing Manager to determine specifically what information was
needed and when and how the needed data could be
gathered, processed, and reported. Some of the needs
and procedures considered by the subcommittee are
described below.
Since in our industry the amount of particular raw
material used in the past six months is a fair indicator
of future usage, reordering may be geared somewhat
to usage history. Using old usage reports and personal
knowledge, the Production and Purchasing Departments calculated tentative reorder points and minimum inventory amounts for the new control system.
These departments also factored in their knowledge
of lead times, required buffer (safety) stocks, and other
variables that affect inventory.
Intra- company pipelines were reviewed for adequate
reporting of new developments, as well as historical
data, that figure prominently in reordering. Our Development Laboratory regularly notifies the Purchasing Department concerning new developments in both
raw materials and inks and their anticipated effects
on usage. The Sales Department keeps the Purchasing
Department informed as to sales forecasts of inks using
new raw materials. The Sales Department also alerts
Purchasing of shifts in sales between various product
lines, which in turn affect usage. As a result of developments and changes in sales, the raw material reorder
points and the minimum and maximum inventory
amounts have to be reviewed periodically and changed
as required.

T h e O p t i m u m In ve n t o r y Am o u n t
After the subcommittee reported its findings, including the points just discussed, the full Committee
studied the feasibility of the 45 -day usage quantity
originally set by management as the desired inventory
level and determined it to be a practical target. In
reaching this conclusion the Committee decided that
the pound should be the standard quantity unit for
all inventory items. Thus, the 45 -day usage level in
pounds was adopted as the "optimum inventory
amount." We recognized, of course, that to run operations effectively and to purchase materials in economical quantities would mean that the stock of some
materials might have to exceed the 45 -day limit while
the stock of others likely could be less than the 45 -day
limit. Also, we recognized that 45 -days' usage in dollars
would vary from time to time as changes in the demand for inks would require different mixes of raw
materials to be on hand. Yet 45 -days' usage (in pounds)
seemed to be a reasonable overall goal, a desirable
optimum to be achieved.
The development of the computer approach to
inventory control thus far had required: (1) the education of management, and others, (2) the involvement
of management and others, (3) the definition of
various factors, and (4) the calculation of the defined
factors. The next phase was the design of the reports
that would effectively convey the information needed
for inventory control.

Reports
Even with the best input data, a computer system
would not be effectively harnessed unless the output
of the system were intelligently and promptly reported
to management. Thus, considerable thought went into
the designing of the output reports of the new inventory control system. The reports created were:
1. Usage history, to be prepared once a week
2. All active and critical stock items, to be prepared
twice a week
3. Stock status and usage, to be prepared once a
month
The Usage History Report (UH) is illustrated in
Exhibit 1. The data on this report are accumulated
as a byproduct of the job tickets (production orders
for each ink produced) created on the computer. Each
job ticket lists the raw materials and the quantities
of each to be used for the manufacture of a specific
ink.
As the job tickets are created, the computer also
punches a "future usage" card for each raw material
listed on each job ticket. When a production order
is completed, the related job ticket is key punched
to record the completion and any adjustments to the
original formula. Then the "future usage" cards previously created are matched (via the computer) with
the completed job tickets. The matched future usage
cards are coded to indicate that the material on the
card has been used and these cards then become raw
material usage cards. The usage cards are merged with
the usage history file to update the current usage
section of the usage history file. The UH report is
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printed each week after the last up- dating of the usage
history file.
As seen in Exhibit 1, the UI1 report shows seven
full months of raw material usage, a period long
enough to indicate trends in the usage of individual
raw materials. When the usage of a raw material shows
an upward trend, Purchasing and Production (and
sometimes Sales) personnel confer to determine
whether the trend is a temporary movement or is
indicative of future needs. The early detection of
significant usage movements is very important since
our suppliers require that we give them considerable
prior notice of major increases in raw material needs
or suffer possible late deliveries.
Tile All Active and Critical Stock Items Report
(AACSI) is illustrated in Exhibit 2. The AACSI report
is generated by combining the inventory master file,
the current receipts file, the usage history file, the
future use file and the on order file. The inventory

master file contains the cost per pound, beginning
inventory balance (as of the first of each month), date
of last receipt, reorder points, minimum balance, and
maximum balance. The current receipts file is consprised of the receipts to date for the month. The usage
history file is the file used to produce the UH report
described above. The on order file represents the
unfilled and open purchase orders for raw materials.
When these files are merged to update the inventory
master file, they are also tabulated by the computer
to produce the AACSI report.
The AACSI report is issued twice a week to alert
Production and Purchasing personnel as to which raw
materials are "critical," i.e., need to be ordered or
reviewed. So that the report would have maximum
usefulness, "active" items (all materials used during
a reporting period) are also included. The "critical"
materials are distinguished from the "active" materials
by an asterisk following the raw material code number.

"The usage
history file is
the file used
to produce
t h e uf i
report. .

Exhibit 1
USAGE HISTORY REPORT
W /E 0/00/71
FLINT

CURRENT

LAST

CODE
-0103
-0210
-0212
-0213
-0301
-0404
-7054
-8004
-8045
-9005
-9091

MONTH
776
3,928
63
58
1,728
3,092
14,301
338,192
277,877
238
0

MONTH
0
240
0
0
7,627
1,420
18,017
475,688
368,090
0
14

TOTAL CURRENT USAGE TO DATE

•••• PREVIOUS 6 MONTHS
MONTH 3
0
240
0
0
975
0
22,754
480,030
355,374
0
0

MONTH 2
0
1,302
0
0
5,285
9,342
21,259
463,200
316,886
0
10

MONTH 1
0
2,045
0
0
9,824
11,414
24,161
473,393
328,763
0
2

USAGE

MONTH 4
0
500
0
0
2,837
0
14,561
468,184
368,889
0
14

•••
MONTH 5
0
300
0
0
2,176
0
17,198
504,483
406,509
0
2

MONTH 6
0
400
0
0
3,194
0
15,961
532,912
380,399
0
1

640,253

Exhibit 2
ALL ACTIVE AND CRITICAL STOCK ITEMS REPORT

PAGE NO. 1
W E 0/00/71

FLINT
CODE
-0103
-0210•
-0212•
-0213'
-0301
-0301
-0404
-7054
-8004
-8004
-8004
- 8004
-8045
-8045
-8045
-9005

USAGE
LAST 6MO
0
4787
0
0

USAGE USAGE MO
TO DATE
LAST MO
776
0
240
3928
63
0
58
0

24291
20756
115894

7627
1420
18017

2922202

475688

2156820
0

368090
0

1728
3092
14301

338192

277877
238

ON
HAND
2355
2511
61
66

FUTURE
USE
0
0
63
0

16711
16732
18203

0
0
1597

387820

357467
139

3010

7186
62

FUTURE REORDER MINIMUM
INVTY
POINT
INVTY
263
1013
2355
149
3574
2511
3
13
223
90
66
16711
16732
16606

384810

350281
77

9011
13743
8500

380000

290000
81

2336
3563
2000

100000

75000
21

LAST
RECEIPT
10/04/71
9/ 28/ 71
1/ 08/ 71
5/ 04/71

QTY ON
ORDER

P.O . u

ARRIVAL
DATE

24000

82569

11/29/ 71

160000
160000
160000

82575
82575
82575

11/10/71
11/10/ 71
11/24/ 71

160000
160000

82576
82576

11/30/ 71
11/23/ 71

4/ 07/ 71
9/ 27/71
10/ 06/ 71

10/27/71

10/28/ 71
3/ 19/71

TOTAL USAGE 640,253
*Critical materials
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we have
reversed the
trend of

"...

increasing
investment in
inventory. . . "

The "future use" column shows the amount of raw
materials reserved for customer orders already in hand.
The future usage cards not yet matched with'.completed job tickets, as described above, furnished this
information. The "future inventory" is the "on hand"
inventory less the "future use" amount. When the
"on hand" amount of a raw material reaches or goes
below the "reorder point" amount, that item is tagged
"critical." When the "future inventory" of a raw material reaches or goes below the "minimum inventory"
amount, Purchasing personnel are responsible for taking appropriate action, such as restocking or substituting. Columns headed "qty. on order," "P.O. #," and
"arrival date" refer to outstanding purchase orders and
are there to inform the reader how much is on order
and the expected delivery date.
With the AACSI report in hand, Production personnel are in a position to conveniently and systematically consider the usage history, inventory on hand,
future inventory, and on order data concerning any
raw material in determining when and in what quantity
to order. This represents a great improvement over
the previous system.
The third report created for our new inventory
control system is the Stock Status and Usage Report
(SSU), illustrated in Exhibit 3. Our prior method of
determining our investment in inventory was to take
a physical inventory semi - annually and compute the
total dollars invested. Management now thinks that
determining inventory investment twice a year is not
frequent enough. Hence, the SSU report was created
to: (1) give management the total investment in inventory on a monthly basis, (2) provide comparison of
pounds on hand with predetermined minimum and
maximum amounts, and (3) relate amounts on hand
to current, past, and future usage.

Management's use of the SSU report begins with
comparing the total actual dollar investment in inventory each month with the "optimum inventory investment" for that month. "Optimum inventory investment" is determined by multiplying the month's cost
of goods sold amount by one and one half, as an
estimate in dollars of 45 -days' usage (the dollar equivalent of the optimum inventory amount adopted above)
at current usage rates. The variances between actual
inventory investment and tAe "optimum inventory
investment" is considered in evaluating overall control
performance for the month.
However, the real basis for inventory control rests
with the quantity variances of the individual raw materials. Comparing on -hand quantities with prescribed
maximum quantities, management can quickly determine the principal raw materials which caused the
monthly dollar variance. Generally, the quantity
variances can be attributed to buying more than the
normal quantity because of some unusual business
condition, such as possible rail or truck strikes, vacation
shut -down by suppliers, expected supplier price increases, and an expected increase in raw material usage.
Even so, the spotlight of the SSU report acts as a
healthy restraint on the raw material ordering activity
of Production personnel.
Conclusion
In retrospect, it is obvious that the main ideas of
our new computer inventory control system are not
greatly different from those of the Kardex control
system formerly used. The use of the computer and
the attendant timely reports have made a big difference, however. In less than six months we have
reversed the trend of increasing investment in invenContinued on ¢uge 46

Exhibit 3
STOCK STATUS AND USAGE REPORT
FLINT
USAGE
USAGE
CODE
LAST 6 MO LAST MO
-0103
0
0
-0210
4787
240
-0212
0
0
-0213
0
0
-0300
0
0
-0301
24291
7627
-0404
20756
1420
-7054
115894
18017
-8004
2922202
475688
-8045
2156820
368090
-9005
0
0
-9091
29
14
-0210
0
0
-0212
0
0
-0213
0
0
-0300
0
0
-0301
0
0
-0404
0
0
-7054
0
0
-8004
0
0
-8045
0
0
-9005
0
0
-9091
0
0
TOTAL USAGE 640,253
INVENTORY TOTALS 1,602,659
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USAGE MO
TO DATE
776
3928
63
58
0
1728
3092
14301
338192
277877
238
0
0
0
0
0
0
0
0
0
0
0
0

W /E 0/00/71
ON HAND
FUTURE
QUANTITY
DOLLARS
USE
2355
$429.79
0
2511
$558.70
0
61
$9.94
63
66
$37.20
0
300
$72.00
0
16711
$6,417.02
0
16732
$5,228.75
0
18203
$582.50
1597
387820
$7,989.09
3010
357467
$9,901.84
7186
139
$21.02
62
142
$67.02
16
2511
$558.70
0
61
$9.94
0
$37.20
66
0
300
$72.00
0
16711
$6,417.02
0
16732
$5,228.75
0
18203
$582.50
0
387820
$7,989.09
0
357467
$9,901.84
0
139
$21.02
0
142
$67.02
0

PAGE NO 1

FUTURE REORDER
INVTY
POINT
2355
1013
2511
3574
213
66
90
300
24
16711
9011
16732
13743
16606
8500
384810
380000
350281
290000
77
81
126
57
2511
3574
61
13
66
90
300
24
16711
9011
16732
13743
18203
8500
387820
380000
357467
290000
139
81
142
57

MINIMUM
INVTY
263
149
3
23
6
2336
3563
2000
100000
75000
21
15
149
3
23
6
2336
3563
2000
100000
75000
21
15

MAXIMUM
INVTY
2000
6000
100
150
25000
25000
24000
550000
480000
480000
150
6000
100
150
25000
25000
24000
550000
480000
480000
150

LAST
RECEIPT
10/ 04/ 71
9/ 28/ 71
1/ 08/71
5/ 04/ 71
4/ 07/71
9/ 27/71
10/06/ 71
10/27/ 71
10/28/ 71
3/ 19/71
9/ 21/ 70
9/ 28/ 71
1/ 08/ 71
5/ 04/71
4/ 07/ 71
9/ 27/ 71
10/06/ 71
10/27/ 71
10/28/ 71
3/ 19/71
9/ 21/ 70

$62,199.95
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BUDGET REPORTS
AT YSU
The Reports Should Include The Details Of Charges Made
Against Each Account

By William J. Sullivan
The Budget Office in most universities is usually
responsible for, among other things:
1. Planning and developing the annual budget
2. Maintaining adequate records
3. Preparing reports for the internal use of the University, the Board of Trustees, and such other
governing bodies as may exist
4. Other duties, depending upon the university
One of the most important of these functions at
Youngstown State University is that of reporting the
status of his budget, once a month, to each department
head. This article will show one way to produce timely,
informative reports with a minimum of effort. But
first, lest any reader wonder why these reports are not
computerized, rest assured that they will be eventually.
It is simply a matter of priorities in a swiftly expanding
university, but in the meantime such reports must be
prepared by whatever means are available.
Youngstown State University has grown so rapidly
in recent years, that it has been impossible to solve
all problems satisfactorily at once. The tremendous
increase in the number of students (from 6,000 in 1960
to 15,000 in 1970), plus affiliation with the State of
Ohio, necessitated many changes in both instructional
and administrative procedures. One of the changes was
the establishment of a budget office to see that expenditures remained N%ithin the approved budget.

The Original System
There are two kinds of expenditures which must
be controlled: salary expenditures and operating expenditures. Salaries account for nearly 75 percent of
all monies spent, but are easier to control because
all full time employees are on a single contract which
is renewable from year to year. Control in this case
means checking to see that the amount paid is the
amount authorized by contract.
The system which was established to control the
expenditure of operating expense funds is shown in
MANAGEMENT ACCOUNTING/ AUGUST 1972

Exhibit 1.' The procedure requires the department
head who wishes to purchase needed supplies, or other
material, to fill out a purchase request describing the
supplies, suggesting suppliers, and indicating the budget account to be charged. The purchase request is
forwarded to the Purchasing Office which obtains
prices, assigns a purchase order number, and sends the
purchase request to the Budget Office. If the department has funds available, the Budget Office encumbers those funds and returns the purchase request
to the Purchasing Office to complete the order. If
there are not sufficient funds, the Budget Office notifies the department head, who may then cancel the
request, or ask the Budget Committee to transfer
funds from some other account or to provide additional funds. If the order is encumbered, it is posted
to the appropriation ledgers.
After the purchase has been completed and the
invoice paid, the Accounting Office sends a listing of
all payments to the Budget Office. This listing is then
used to liquidate the encumbrances on the appropriation ledgers. The purchase order number is entered
with the liquidated amount, so that it can be compared
with the encumbered amount. When the encumbrance
is completely liquidated, it is checked off.
The original appropriation ledger (which was 14
inches x 11 inches) is shown in Exhibit 2. Each department was allocated funds in at least 10 or as many
as 25 different accounts, so the corresponding number
of ledgers were housed in an Acco Punchless Binder.
Because of the size of these binders, a special filing
cabinet had to be used.
After all postings, including liquidations, have been
made, a monthly report of remaining balances must
be furnished to each department head. The original
report, which is shown in Exhibit 3, had to be prepared
by hand and then typed. Since there are 90 departments with 10 to 25 accounts of each report, the time
of three people for four or five days each month was
required to prepare all the reports.
This type of report had several drawbacks:

W . J. SULLIVAN
Youngstown Chapter
1947, is Budget Officer
of Youngstown State
University. He holds a
B.Sc, degree in
Accounting from Ohio
State University. Mr.
Sullivan is a Past
President of the
Youngstown Chapter.
This article was
submitted through the
Youngstown Chapter.

A similar procedure is used for salaries.
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Exhibit 1
OPERATING EXPENSE FUNDS
CONTROL SYSTEM

1. It required too much time to prepare.
2. When the small staff of the Budget Office had
to concentrate on preparing reports, no purchases
could be processed for nearly a week, resulting in
unhappy department heads and purchasing agents.
3. There was a lack of detail on the reports. This
meant a rash of phone calls and personal visits each
month to find out why the remaining balances were
so small, or did not agree with the records maintained in the department.

Input includes
1. Purchase requests
2. Travel requests
3. Price changes
4. Cancellations
5. Transfers
6. Journal entries
7. Direct charges
8. Inter departm ental
charges

I NPUT

CHECK FOR
ACCU RACY

New Reporting System
RE TU RN
TO
PURCH
OFFICE

After considerable research, including discussion
with many of the department heads, the conclusion
was reached that to be most useful, the report should
include the details of charges made against each account. The simplest way to provide these details was
to furnish duplicate copies of the appropriation ledgers
to each department head. Accordingly, a survey was
taken of all the duplicating equipment already available on the campus. The most economical solution was
to use a machine which (although adjustable) was
normally set to make copies of 8Y2 by 11 inch forms.
This meant that the appropriation ledgers (which
were 14 inches x 11 inches) had to be redesigned. The
new appropriation ledger is shown in Exhibit 4. All
of the ledgers for each department are now copied
each month and sent to each department head. It is
not necessary to start new pages each month, but
rather each page is continued until filled. In the event
several pages are filled each month, the copies begin
with the last page of the previous month's report. The
suggestion was made to each department head to file
these reports in a three -ring binder, in account number
order. In this way, he will have a complete record
of the entire year's activities. Needless to say, the
department heads have been delighted since they can
see every transaction that has been recorded against
their budget. As Exhibit 4 shows, there are many
charges besides purchase orders, and these are the
charges which tend to be forgotten by the department
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ORIGINAL APPROPRIATION LEDGER
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Exhibit 3
ORIGINAL INDIVIDUAL REPORT
HEALTH DEPARTMENT
JULY 31 , 1 9 7 0

Allocation

Encumbered
Remaining
balance

Supplies
Office/ departmental
Instructional
Laboratory

310
320
330

1,680.00
2,550.00
-0-

320.00
450.00

Travel:
Conferences and meetings
Interviewing faculty

410
420

1,000.00
100.00

Information and communications'.
Subs. and pub.
Dues
Telephone —long distance
Postage and freight

510
520
550
570

Maintenance and repairs:
Maint. and repairs— equip.
Equipment:
Office /dept- furniture
Office equipment
Instructional equipment

16
15
-0-

2,000.00
3,000.00

-0500.00

-083

1,000.00
600.00

200.00
300.00
152.00
90.00

-0200.00
48.00
10.00

-040
24
10

200.00
500.00
200.00
100.00

620

940.00

60.00

6

1,000.00

945
946
955

200.00
-02,000.00

1,000.00
400.00
500.00

83
100
20

1,200.00
40000
2,500.00

9,212.00

3,488.00

27

12,700.00

Total operating expense

Exhibit 4
LEDGER -PAGE REPORT
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"It is still often
possible to
achieve
worthwhile
results by
utilizing
existing
unsophisticated
procedures."

heads. Some of these charges are: travel charges, interdepartmental charges, local telephone service, supplies
ordered through the University Central Services, or
the Bookstore, and price changes.
Conclusion

Each month, between 700 and 1,000 pages are
copied. Some of the advantages are:

Probably the major improvement is the fact that
the department heads now can see all the transactions to their accounts, with the result that questions have been reduced to a minimum.
An unanticipated benefit developed due to redesigning the appropriation ledgers to a standard (8'h
inches x 11 inches) size. A simple three -ring binder
is now used to hold the ledgers for each department, with the result that filing space has been
considerably reduced, and no longer requires extra -sized filing cabinets.

All copies can be made in a morning or an afternoon by two people, including pulling the sheets
and filing them back in binders. The time saved
In summary, the change to reporting by means of
is now available for preparing summaries or other copies of ledgers rather than specially prepared reports
needed statistical reports.
has been very successful. It is still often possible to
Since the reports are finished in half a day, pur- achieve worthwhile results by utilizing existing unchase orders are no longer held up.
sophisticated procedures.
R

COMPUTERIZED INVENTORY CONTROL IN A SMALL COMPANY
Continued from page 42

how effectively the computer has helped them bring
inventories under control, they are now convinced that
tory to one of decreasing investment without adversely the computer can help them improve operating peraffecting our ability to serve our customers.
formance in other areas as well.
Perhaps some of the success may be attributed to
We have drawn at least three major conclusions
psychology. The novelty of the computer and the more from this project. First, today a relatively small comformal procedures probably generated new interest and pany can effectively use a relatively small computer.
greater care in an area where the tedium of dealing Two, a company should not look down on doing the
with a large volume of detailed data had snuffed out same chores by computer that it was doing by other
the spark of creativity. Of course, the computer re- means before; the computer just may make it possible,
moved much of the tedium itself by assuming posting as in our case, to do the job right for the first time
and report writing duties.
in a long, long time. Third, sparing no effort to educate
Fortunately, our personnel quickly outgrew the and involve a wide range of personnel at the outset
new toy" type of stimulation. Their concern now, of such a project very likely will pay early and big
particularly among Production personnel, focuses on dividends in terms of enthusiastic acceptance of the
finding new ways to use the computer. Having seen computer approach.
El
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DISTRIBUTOR
PROFIT MEASUREMENT
Sales Volume, Gross Profits, Inventory Investment, And
Inventory Turnover Are Combined To Determine The GTM /IDI
Profitability Measure

By Richard D. Peters
Most distributors today handle many lines, and if they
are going to properly manage their business, they must
dig deeper into the facts. They must be able to measure the profitability of products or product lines. To
accomplish this, the Minnesota Mining and Manufacturing (3M) Company initiated a study through
Touche Ross & Co. to prove the merits of a new
profitability measurement tool — "gross trading margin
per inventory dollar invested" (GTM /IDI).
This new yardstick is a superior measurement of
profit because it takes into account not only gross
trading margin (usually the only parameter to indicate
profitability), but also inventory turnover and the
dollars invested in inventory. Moreover, it can be
applied on a meaningful basis without detailed knowledge of dealer, internal costs, or financial condition.
Valid comparisons can be made to other dealers and
industry results. Following is a brief report of a study
conducted for one division.

Selecting Participants
In the exploratory phase of the profitability study,
3M people went out and conducted informal interviews with distributors and found that they were quite
interested in having a study made. They wished to
know what their actual gross trading margin and turnover was for their 3M line.
MANAGEMENT ACCOUNTING/ AUGUST 1972

A group of potential participants for the study was
then selected and arranged by:

17,

1. Size (volume of sales on 3M's line)
2. Geographical location
3. Type of distributor
The number of distributors participating in the
study was based on the concept of "keep adding distributors till you reach the point of confirming information instead of learning new things." The sample
included distributors with high volume and low gross
profit as well as those who concentrate more on high
gross profit. All the distributors were from major metropolitan areas where competition would be keenest.

Preparation of Reports
The investigators went to the distributors' locations
and collected the actual data by examining invoices,
purchase orders, and inventory records. They then
prepared a report for each distributor which gave him
his actual gross trading margin, his average inventory
level, his turnover and his average order size. Exhibit
1 is a sample report used in determining a distributor's
actual profitability.
The GTMADI ratio is a superior measure of profitability performance because it combines four basic
interrelated factors that are normally considered to
influence business success:
1

R. D. PETERS
St. Paul Chapter 1960,
is Group Controller,
3M Company, Tape
and Allied Products
Group, St. Paul, Minn.
Mr. Peters holds a
B.B.A. degree in
Accounting from the
University of Minnesota.
This article was
submitted through the
St. Paul Chapter.
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1.
2.
3.
4.

Invoice
number Product
47832
A
47861
B
47874
Total

C

No. of
units
36
6
4

Actual selling price
Per unit
Extended
$1.00
$36.00
.65
3.90
1.80

Dealer cost
Per unit
Extended
$.65
$23.40
.35
2.10
1.00
4.00
$12,800

7.20
$18,500

Sales volume
Gross profits
Inventory investment
Inventory turnover

Additional insight into his business was given each
distributor participating in the study. His results were
summarized and the following details of the study were
also furnished so that he could compare his profitability with that of other distributors.

—

1. Calculate gross trading margin for the period:
A. Sales ($18,500) minus Cost of goods sold ($12,800)
Gross trading margin
dollars ($5,700)
B. Gross margin ($5,700) divided by Sales ($18,500)
Gross trading margin percent
(30.8 %)

Gross trading margin
percent
Inventory turnover
(times)
GT M ADI

Over
$150,000
annual
purchases

31.0%

25.6°%

8.5
3.81

9.2
3,18

Conclusion

Cost of goods sold ($12,800)
Average inventory ($1,517)

=

_

2. Determine average inventory level and turnover rate using ending inventory taken
from stock records (sample months):
January
$1,835
March
1,710
May
890
July
1,965
September
1,190
November
1,510
Total
$9,100
Average (for 6 mo.)
$1,517

$

—

Less than
$30,000 annual
purchases

$

Exhibit 1
GROSS TRADING MARGIN
PER INVENTORY DOLLAR INVESTED

8.4 x turnover

3. Calculate Gross trading margin/ Inventory dollar invested (GTM /IDI):
Gross margin ($5,700)
$3.76
Average inventory ($1,517)

LETTERS to the editor

Since a major portion of the distributor's investment
is in inventory and, assuming the existence of certain
inventory records, this major investment can be
specifically and easily broken down and identified by
individual product. Assigning the profit to a product
then is no more difficult than determining the gross
trading margin for a product and relating this to
inventory investment.
❑

sharing with the mnemonic "MAP." The projections in these
econometric models are developed through algorithms created
by Dr. Frank Murphy, GE's Chief Economist.

a corporate divisional vice - president, how can he ever overcome
the barriers placed before him and exert his authority for the best
interests of the company?
In support of Professor Moseley's conclusion, let us find the
"real" controller and add substance to his position by leaving the
accounting and financial responsibility in the hands of the one
who is most qualified in this area of specialization.

Therefore, it appears that there are suitable alternatives to the
imperative use of government forecasts.

George S. Whitley, Jr.
Essex County Chapter

Continued from page 27

Roseland, N. J.
Paul R. Walsh
Illinois - Northeast Chapter
Northbrook, Ill.

A Strong Controller .. .
A Definite Asset
Senior Management or a Title With No Substance?
Professor Roger Moseley's article in the March 1972 issue titled
"The Controller: A Mythical Executive? " most clearly illustrates
many of the organizational problems confronting one of the most
important functions in our industrial business complex to -day.
Unless the corporate structure is so organized as to give the
controllership function the stature it deserves, the roles of those
engaged in supporting this activity become most difficult and
frustrating. This unfavorable situation is brought on by undefined
areas of responsibility and the lack of authority to dictate what
is required to meet the financial goals of the organization. The
controller must be part of senior management and not low man
on the management team.
Unless the controller holds a comparable position to that of
48

The article, "The Controller: A Mythical Executive ?" in the
March 1972 issue, by Roger Moseley, somehow doesn't ring true.
The accounting profession as a whole has been struggling for years
to get representation at top management levels and through the
position of controller has of late years achieved this objective.
A strong controller is a definite asset to management and contrary
to Mr. Moseley's hints of buck- passing has his fingers in every
facet of the business.
Thomas F. Cooney
Merrimack Valley Chapter
Billerica, Mass.
Continued on page 50
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Guidelines For
Interim Financial
Reporting
The Committee on Management Accounting Practices (MAP)
presents the following as a position paper on guidelines for
interim financial reporting. It reflects the opinion of the Committee in relation to present thinking on this subject. It is
intended to provide guidance in the current practice of the
profession of management accounting and to provide a basis
for further developments in the area of interim financial reporting.
The MAP Committee appointed a subcommittee in late 1970
to study interim financial reporting. Members of the subcommittee ( Joseph F. Bond, Chairman; Albert J. Bows, fr., Allan
C. Crane, john V . van Pelt, 111, and Stephen A. Zeff) had
their first meeting on November 4, 1970.
The subcommittee developed a discussion draft which was
the topic for forum meetings in March of 1972. Following these
the MAP Committee finalized this official statement at its
meeting on June 28, 1972.

1. ' Preamble
1.1 Interim statements are designed to provide a timely reporting of pertinent financial information with highlights of
significant happenings. The report is intended to assist the
investor and other users in following the trends of the business.
1.2 The purpose of these guidelines is to set standards for
the reporting of interim financial information.

2.

Guidelines

2.1 Those companies that currently report publicly should
supplement their annual financial information with interim
financial information. As a minimum, interim financial reports
should be published on a quarterly basis for the first three
quarters of the fiscal period. The practice followed by a number
of companies of publishing an interim report for the fourth
quarter is encouraged.
2.2 The interim reporting period should be regarded as a
portion of the annual fiscal period rather than as a fiscal period
in itself.
2.3 The preparation of the interim financial reports and the
recognition of revenues and expenses should be based on accounting principles and practices which are consistently applied
and conform with those used in the preparation of annual
financial statements. Revenues should be reported in the period
in which earned. While arbitrary adjustments to net income
MANAGEMENT ACCOUNTING/ AUGUST 1972

should be avoided, meaningful interim reporting recognizes that
costs and expenses incurred, or to be incurred, in one interim
period for the benefit of the fiscal year may be prorated over
that year. Thus, a company which accounts for particular transactions as incurred on an annual basis might accrue or defer
such transactions for interim reporting periods.
2.4 The interim statement, as a minimum, should include sales
and revenue, income taxes, income before extraordinary items,
extraordinary items, and net income for the interim period and
year -to -date together with comparative data for the same period
of the prior year. Income before extraordinary items per share
and net income per share should be shown for the current
interim period and year -to -date with comparative data for the
prior year. In addition, a condensed balance sheet or statement
of changes in financial position should be included when a
material financial transaction has taken place which would lead
the company to believe that these reports are significant.
2.5 A change in interim or annual accounting practice or policy
should be disclosed in the report for the period in which the
change is made. The dollar impact of the change applicable
to the interim period and the effect on year -to -date amounts
should be reported. Whenever possible accounting changes
should be made effective at the beginning of a fiscal year.
2.6 No restatement of prior interim periods should be made
for changes in estimates or assumptions used as a basis for
prior reporting.
2.7 Interim reports should comment on important developments, extraordinary items and unusual transactions and disclose them in the period in which they occur.
2.8 Extraordinary items for purposes of interim financial reporting should consist of those that will be expected to be
set forth in fiscal year financial statements as extraordinary
items. Unusual transactions, the amounts of which are material
with respect to the operating results of the interim period but
which are not expected to be shown as extraordinary items
in the fiscal year statements, should be explained along with
the impact on earnings per share.
2.9 Interim financial statements should be presented on a
consolidated basis by companies which present their annual
financial statements on a consolidated basis.
49

2.10 Interim financial statements should recognize the combined results of pooled businesses for the current period and
all prior periods included in the report. The effect of any
material divestiture should be reported in the period in which
it occurs.
2.11 Attestation by independent public accountants of interim
financial reports is not required. However, to provide consistency with the annual report, companies should counsel with
their public accountants relative to any change in accounting
methods, extraordinary items, or other significant transactions
which might arise within an interim period.

2.12 These guidelines are intended to require that to the extent
financial data included within the interim report is also furnished to the SEC, such data should be consistent.
Management Accounting Practices Committee
1971 -1972
1. WAYNE KELLER, Chairman
ROBERT N. ANTHONY
DUDLEY E. BROWNIE
ROBERT BEYER
R. LEE BRUMMET
JOSEPH F. BOND
E. W. KELLEY
DONALD C. BRABSTON
R. WAYNE OATES
BERNARD H. SEMLER

LETTERS to the editor
Continued from page 48
FEI's Definition . . . Not Realistic
Mr. Roger Moseley's article, "The Controller: A Mythical Executive? " MANAGEMENT ACCOUNTING, March 1972, indicates the
manner in which businesses today utilize the accounting and financial departments.
The Financial Executives Institute's definition of a controller's
responsibility seems more applicable to the functions of the accounting and financial departments than to the responsibilities
of one individual —the controller.
With frequently changing tax laws and ever- increasing operating
regulations, many areas of the accounting field have been specialized. This allows businesses to make the most economical decisions
concerning the more complex areas of finance. One such area is
taxes. Very few plant -level controllers are involved with corporate
taxes. This is usually a consolidated and specialized function handled at the corporate office.
A good controller performs many functions not defined in his
responsibilities, but necessary for the overall healthy performance
of an operation. Depending on the organizational level and the
qualifications of the controller, the unwritten responsibilities will
vary. Motivating employees, advising various departments, and
displaying a good corporate image are just a few of his responsibilities not set forth as such. It is therefore easily understandable
how a controller's true responsibilities can be somewhat vague.
No, I do not think the controller is a mythical executive. I
think the mythical executive opinion presented of today's controllers exists only because the FEI's definition of a controller's
responsibilities is not realistic with the present day manner of
business operations.
David L. Denny
Manager, Financial Analysis
North American Rockwell Corp.
Detroit, Mich.

Acc ou n t i n g T e ch n i q u e s " Ar e " Us e d
"Questionable" is probably the best way to describe the results
of the survey of accounting techniques used in small firms as
developed by Messrs. Gardner Jones and Saber Awad in their
article, "The Use of Accounting Techniques in Small Firms," in
the February 1972 issue Of MANAGEMENT ACCOUNTING.
Two factors exist which subject the results to question. First,
50

the eight "accounting techniques" evaluated are considered by
many executives of small and medium sized companies as management tools —they are not regarded as "accounting techniques." For
example, in many young companies, standard costs are viewed as
the engineer's "baby" simply' because the engineer developed the
standards. Similarly, capital budgeting is frequently performed by
the company president since the budget is generally dependent
on the financing arrangements which the president personally
negotiates. The president sees no "accounting technique" in determining the capital items that he needs and can finance.
The second factor centers on the formality of the techniques.
When the president and the manufacturing manager calculate a
break -even point on scratch paper over a beer after work, is this
not utilizing cost- volume -profit analysis? When the marketing vice
president changes advertising agencies to achieve economies, is
this not a result of responsibility accounting?
It has been my experience that most of the techniques mentioned are utilized in small and medium sized companies, although
not by the accountant and, often, not in a formal structure which
would cause the accountant to respond positively to the survey.
Rex Rice
Phoenix Chapter
Phoenix, Ariz.

1 Be g t o Di sa gre e
The February 1972 article by Mr. Dudley E. Browne, "Preserving the Capability for Accounting Change," asserts the valid thesis
that the accounting profession must be an agent, a catalyst, and
an adaptor to change. With that view there can and should be
no serious disagreement.
There is, however, strong disagreement with his commentary
on accounting academicians as they react to change. Mr. Browne
contends:
"My experience with academicians suggest that they are
keenly interested in maintaining the salability of their current textbooks. They also have a strong desire to protect
the viability of their current courses. In both instances,
professional self - interest translates into inertia and, hence,
preservation of the status quo."
1 have just said that there is strong disagreement with his contentions. Let me amend and consent that the first two statements
MANAGEMENT ACCOUNTING/ AUGUST 1972

about salable textbooks and viable courses are points of agreement;
only the " inertia, preservation of the status quo" indictments
compel me to reply NOT TRUE. Perhaps two out of three correct
statements is not a bad average but I am at a loss a s to how
Mr. Browne reasoned from propositions one and two to proposition
three.
We live in an age of dramatic, sweeping changes not only in
the accounting discipline, but in every dimension of life. Accounting academicians are largely in the main stream and in many
cases on the frontiers of change. An examination of a list of
currently active research and other types of committees of the
American Accounting Association (composed largely of academicians) should be a good indication of current involvement. Their
involvement is vividly reflected in the literature (including textbooks) and in course content, keeping in mind the responsibility
to consider the backgrounds, needs, and capabilities of students
coupled with the responsibility to sort out reasonably well proven
from unworkable concepts and techniques.
Certainly sweeping generalizations are dangerous but there is
fa r� mo re � ev id en c e� to �r e fn te �M � n---- --ne's indictment of academi-

records and have found it necessary to construct separate models
to solve just this one aspect of the sales forecast; even to the
point of constructing implicit price deflators which were not
available, or suitable, from government or industry sources. With
the present activity of the Price Commission , sales projections
in dollars based on growth alone could be most misleading to
management.
The point is that the " overall model" approach tends to be
too simplistic and often leads some managements, into avoiding
the difficult problems which must be faced . By attacking the
critical items and obtaining good projections for each of them,
the rest always seems easy in actual practice.
In fairness though, the challenge to this reader's thought process
by the article was provocative. Careful design and use of computerized models can be facilitated through thoughtful examination
of "What If " type questions which might not otherwise be asked.
Thomas f. McCarthy
Senior Partner and Chief Economist
McKenzie Associates
West Hartford, Conn.

Milton F. Usry
is Professor of Accounting
)klahoma State University
W e Must Rise to the Challenge

ancial Model and 'What
and John M. Kohlmeier,
ideling as a management
avoids the first rule of
it is, to attack one signifiI the preliminary analysis
"What If" alternatives.
,n in the " overall model"
ts; e.g., to determine or
e set equal to sales last
have all the rest of the
u computer processing
ed on these " projected
i management time) be
les�forecasting�model�—
e state of the economy,
technological changes,
go v e rn m e nt r e gu l a ti o n s , management policy, consumer demands,
etc. be seriously considered in developing the sales projections
(or forecast)? Are not each of these elements the basis for "What
If' questions?
In some instances, in actual practice, we find difficulty in separating physical volume from price changes in existing accounting
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The article, " The Use of Accounting Techniques in Small
Firms," by Messrs. Jones and Awad , appearing in the February
1972 issue of MANAGEMENT A C C O U N T I N G was very timely indeed.
This article makes us acutely aware of the sub - standard usage
of new and improved accounting techniques which are being developed constantly. While there are a number of proper reasons for
not implementing such techniques, the accounting profession can
and must overcome these reasons, or excuses, as the case might
be. We must, as professional individuals and groups, rise to the
challenge of familiarizing ourselves with new developments, of
studying these and becoming competent in their application, and
of adapting them to fit the nature of our own specific operations.
Only after we have overcome these obstacles will we be successful
in convincing top management that these techniques warrant some
merit and deserve application.
In today's fast-paced, technological society, we must not allow
ourselves as professional accountants to become lax. We have
already become the subject of some amount of criticism in recent
months directed towards this same problem. If we are to prevent
this from occurring in the future, and if we are to maintain our
image as a competent, forward- thinking professional group, we
must continually strive for implementation of improved accounting
techniques.
Marvin L. Morse
Tulsa Chapter
Tulsa. Okla.
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Here's a panoramic view at one of the general sessions of the NAA Annual Conference in
Philadelphia.

LIBERTY BELL
FERENCE
ACCLAI
Cabinet Members Address More Than 1,600 NAA'ers
Nt 1972 Annual International Conference In Philadelphia;
Secretaries Peterson And Romney Both Call For Increased
Participation By Accountants In 'The Accountable Society'

Despite massive flooding in other areas of Pennsyl- directors were attending committee meetings and a
vania, Tropical Storm Agnes did not dampen the meeting of the Board of Directors as the official
spirits of more than 1,600 members and their families business of the Association was conducted. Some
who attended the first NAA Annual International members had been in Philadelphia almost a full week
Conference held in Philadelphia.
by the time the Conference was gaveled to order on
The Conference was unusual in that it had more Monday morning.
"firsts" than perhaps any other annual conference. As
As usual, NAA members and their wives had nuExecutive Lirector William M. Young, Jr., pointed merous anecdotes to exchange and friendships to
out, "It is the first time we had two speakers of cabinet renew. One new director and his wife told of driving
rank give important and timely messages to our group. from St. Louis to Philadelphia, just ahead of the storm.
It was also the first conference ever to hold a technical Even though his plant was under four feet of water,
session for the ladies."
President J. G. Underwood and his wife were there,
There were many warm and colorful memories that pleasantly greeting convention- goers.
NAA members would take back with them. As registration began on Sunday, Southern accents mingled Rodin at Reception
with Midwestern twangs, emphasizing the national and
Buses drove through the narrow, sun - dappled streets
international complexion of the Association.
of Philadelphia to the Philadelphia Museum of Art
Even before the Conference began, officers and on Sunday evening, when the receiving line of 1971 -72
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about salable textbooks and viable courses are points of agreement;
only the "inertia, preservation of the status quo" indictments
compel me to reply NOT TRUE. Perhaps two out of three correct
statements is not a bad average but I am at a loss as to how
Mr. Browne reasoned from propositions one and two to proposition
three.
We live in an age of dramatic, sweeping changes not only in
the accounting discipline, but in every dimension of life. Accounting academicians are largely in the main stream and in many
cases on the frontiers of change. An examination of a list of
currently active research and other types of committees of the
American Accounting Association (composed largely of academicians) should be a good indication of current involvement. Their
involvement is vividly reflected in the literature (including textbooks) and in course content, keeping in mind the responsibility
to consider the backgrounds, needs, and capabilities of students
coupled with the responsibility to sort out reasonably well proven
from unworkable concepts and techniques.
Certainly sweeping generalizations are dangerous but there is
far more evidence to refute Mr. Browne's indictment of academicians than to support.
Milton F. Usry
Regents Professor of Accounting
Oklahoma State University
Stillwater, Okla.
Wh a t If Budgeting —
Ov er s imp li f ies Critical Ele ments
The May 1972 article entitled "Financial Model and 'What
If' Budgeting," by Donald A. Krueger and John M. Kohlmeier,
is a well written approach to using modeling as a management
tool. However, the approach outlined avoids the first rule of
practical "What If" financial models, that is, to attack one significant problem at a time —being careful in the preliminary analysis
to permit management time to explain "What If" alternatives.
There seems to be too much temptation in the "overall model"
approach to oversimplify critical elements; e.g., to determine or
"project sales whereby sales this year are set equal to sales last
year increased by a growth factor" and have all the rest of the
three hours and fifty minutes (four -hour computer processing
model) making complex calculations based on these "projected
sales." Might not this computer time (and management time) be
put to better use by beginning with a sales forecasting model —
rather than an overall model? Shouldn't the state of the economy,
competition, product mix and maturity, technological changes,
government regulations, management policy, consumer demands,
etc. be seriously considered in developing the sales projections
(or forecast)? Are not each of these elements the basis for "What
If" questions?
In some instances, in actual practice, we find difficulty in separating physical volume from price changes in existing accounting
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records and have found it necessary to construct separate models
to solve just this one aspect of the sales forecast; even to the
point of constructing implicit price deflators which were not
available, or suitable, from government or industry sources. With
the present activity of the Price Commission, sales projections
in dollars based on growth alone could be most misleading to
management.
The point is that the "overall model" approach tends to be
too simplistic and often leads some managements, into avoiding
the difficult problems which must be faced. By attacking the
critical items and obtaining good projections for each of them,
the rest always seems easy in actual practice.
In fairness though, the challenge to this reader's thought process
by the article was provocative. Careful design and use of computerized models can be facilitated through thoughtful examination
of "What If" type questions which might not otherwise be asked.
Thomas J. McCarthy
Senior Partner and Chief Economist
McKenzie Associates
West Hartford, Conn.

We M u s t Ri s e t o t h e Ch a l l e n ge
The article, "The Use of Accounting Techniques in Small
Firms," by Messrs. Jones and Awad, appearing in the February
1972 issue Of MANAGEMENT ACCOUNTING was very timely Indeed.
This article makes us acutely aware of the sub - standard usage
of new and improved accounting techniques which are being developed constantly. While there are a number of proper reasons for
not implementing such techniques, the accounting profession can
and must overcome these reasons, or excuses, as the case might
be. We must, as professional individuals and groups, rise to the
challenge of familiarizing ourselves with new developments, of
studying these and becoming competent in their application, and
of adapting them to fit the nature of our own specific operations.
Only after we have overcome these obstacles will we be successful
in convincing top management that these techniques warrant some
merit and deserve application.
In today's fast - paced, technological society, we must not allow
ourselves as professional accountants to become lax. We have
already become the subject of some amount of criticism in recent
months directed towards this same problem. If we are to prevent
this from occurring in the future, and if we are to maintain our
image as a competent, forward- thinking professional group, we
must continually strive for implementation of improved accounting
techniques.
Marvin L. Morse
Tulsa Chapter
Tulsa, Okla.
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"firsts" than perhaps any other annual conference. As
As usual, NAA members and their wives had nuExecutive birector William M. Young, Jr., pointed merous anecdotes to exchange and friendships to
out, "It is the first time we had two speakers of cabinet renew. One new director and his wife told of driving
rank give important and timely messages to our group. from St. Louis to Philadelphia, just ahead of the storm.
It was also the first conference ever to hold a technical Even though his plant was under four feet of water,
session for the ladies."
President J. G. Underwood and his wife were there,
There were many warm and colorful memories that pleasantly greeting convention- goers.
NAA members would take back with them. As registration began on Sunday, Southern accents mingled Rodin at Reception
with Midwestern twangs, emphasizing the national and
Buses drove through the narrow, sun- dappled streets
international complexion of the Association.
of Philadelphia to the Philadelphia Museum of Art
Even before the Conference began, officers and on Sunday evening, when the receiving line of 1971 -72
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officers greeted NAA'ers in the gigantic lobby of the
Museum, dominated by a great stairway leading to
the upper galleries. A monumental sculpture by Auguste Rodin — "The Walking Man" —and a graceful
Diana lent a tone of elegance to this annual function.
The magnificent Academy of Music, ]ionic of the
Philadelphia Symphony, offered an unusual setting for
the opening session. Program Chairman Arthur P.
Bartholomew (who also demonstrated a talent for
playing the washtub bass during the convention) introduced the first speaker, Dr. Wayne J. Holman, Jr.,
member of the Executive Committee, Johnson &
Johnson.
Dr. Holman urged members to always strive for
excellence. He pointed out that "The difference between the mediocre worker and the good worker is
almost always greater than the differential in their
pay.„
As an illustration of the type of individual lie was
talking about, Dr. Holman cited General George C.
Patton, who tried constantly to improve himself. "A
man will never reach higher echelons unless he puts
his company first," Dr. Holman told his audience.
The opening address was followed by the annual
meeting when the Membership Achievement, Certificates of Merit, Certificates of Recognition and
Public Relations Recognition awards were presented.
The 1972 -73 nominees for officers and directors were
elected by unanimous vote of the membership, even
though President -elect Robert Beyer was not able to
attend and respond to his election because of illness.
(See story on Competition awards page 59)
Prior to his luncheon address, Secretary of Commerce Peter G. Peterson announced that contract
arrangements have now been completed and NAA will
receive $152,400 from the Department's Office of
Minority Business Enterprise (OMBE) to fund its
volunteer counseling program. In his address, lie
praised the Association for its program offering free
counseling services to minority businessmen.
"Some 120 NAA chapters have participated, with
over 800 members serving as counselors in the handling
of 680 cases. This is an impressive record, and reflects
hours of dedicated effort. One of the most important
barriers to the advancement of minority business is
a serious lack of technical knowhow and trained professionals, and your effort is doing something practical
about the problem."
Secretary Peterson challenged the businessmen to
help make the U.S, more competitive through increased productivity. He called for new incentives to
humanize work so that today's workers would not see
labor as "mindless drudgery" and productivity as "a
12- letter dirty word."
He challenged accountants to assume a major task
in the competitive environment of today. "If we are
to do a better job of increasing productivity, the
accounting profession must play a crucial role. First,
we must learn how to measure productivity better.
Too many companies do not keep the productivity
score very well. And in a game as competitive as
international business, we aren't going to do well if
we don't keep score on ourselves —as well as our competitors. Second, we need help in devising new ways
to share in the rewards of productivity so that we help
M A N A G E M E N T A C C O U N TI N G /AUGUST 1972

Above, members and wives are greeted by
NAA officers at Philadelphia Museum of
Art. At right, HUD Secretary George
Romney addresses convention.
our stockholders, our employees, and indeed, our
whole country."

Wage -Price Controls
The overall economy received a thorough analysis
in the Monday afternoon technical session. Chaired
by E. W. Kelley, chairman of Consolidated Cigar
Corporation, the session featured Yale Professor of
Economics Henry G. Wallich and George Cline
Smith, chairman and chief executive of MacKay Shields Economics, Inc., New York, N.Y.
Dr. Wallich said that the wage -price controls established by President Nixon over the economy "have
had some positive effect, but not enough. They must
do better if they are to succeed, and they must do
so soon, because, as the economy expands, the pressure
on wages and prices surely is going to mount."
Dr. Wallich also emphasized that businesses generally did not think in terms of productivity. "The
request by the control agencies to supply productivity
data has apparently produced great difficulties for
many managements. One result of this has been an
underestimate by many firms of their true productivity
gains, and a corresponding over - allowance of price
increases on the part of the Commission, followed by
resort on the part of the Commission to productivity
data supplied by the government on an industry -wide
basis."
He was not optimistic about complete decontrol.
"Some kind of public intervention in wage and prices,
which hopefully, will be mild but which could also
be of a severe kind, and which could even work through
the tax system, seems the most likely long tern outcome."
Dr. Smith thought economic mismanagement of the
Vietnam War had a lot to do with where we are now.
He compared the so- called fine tuning of the economy
by three groups —the White House, Congress and the
Federal Reserve Board to "a little like inviting three
blind men wearing mittens to fine tune your TV set."
He described the recession as shaped like a dinner
plate to illustrate the gradual recovery. Ile predicted
increased consumer spending in 1973 but also saw tax
increases as a "virtual certainty " — either a value -added
tax or some type of national sales tax —in the next
couple of years. Housing might turn out to be a disaster area in 1973 or 1974, he suggested, because of a
glut on the market. The accounting and legal professions are going to be booming fields in the years ahead,
lie summed up, as the country tries to figure it all
out.
A review of the current status of the profession's
work to revise its rules - making body and to develop
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my remarks as to the ultimate conclusions of the
committee would be improper." He pointed out that
on every important issue the Accounting Principles
Board considered there was a difference in views involving applicable conceptual considerations.
During the question- and - answer period, past President Ettore Barbatelli revealed that the NAA Board
of Directors had appropriated funds in support of the
body. Mr. Barbatelli served as chairman of the session,
while S. Alden Pendleton of PittsburghChapter served
as associate chairman.

The Accountable Society

Bagpipers stop off at Texas hospitality
suite, above, just before leading in Stuart
Cameron McLeod Society head table.
Below, Past NAA President Ettore
Barbatelli (right) presents plaque to
President 1. G. Underwood at Annual Dinner.
and refine accounting objectives was given on Tuesday
morning by John C. Biegler, senior partner of Price
Waterhouse & Co., New York, N.Y., and Oscar S.
Gellein, partner, Haskins & Sells, New York, N.Y.
Sketching in the events which led to the establishment
of the new Financial Accounting Standards Board, Mr.
Biegler said, "I think the Accounting Principles Board
became the lightning rod for all the dissatisfactions
felt by the public about accounting and financial
reporting."
Mr. Biegler, who was a member of the Wheat
Committee which proposed the new structure, said
they had estimated that financing of the new body
would require at least $15 million over a period of
five years. Of this amount, CPA firms pledged to
support the structure with contributions of $10 million. The three -tier structure — Financial Accounting
Foundation, Financial Accounting Standards Board
and Financial Accounting Standards Advisory Council
— should be in business on January 1, 1973, lie said.
Mr. Gellein, a member of the Trueblood Committee whose purpose is to refine the objectives of financial reporting, said "We've almost moved from one
accounting culture to another in our own lifetime."
He described the work of the committee thus far but
dryly cautioned that "Drawing any conclusions from
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A standing- room -only audience greeted George
Romney, U.S. Secretary of Housing and Urban Development (HUD) later in the day. Like Mr. Peterson
earlier, Mr. Romney said the accounting profession
had an important role to play in today's economy.
"The importance of your profession in the financial
field for business anti industry was established long
ago. Now, government at all levels — local, state, and
Federal —are showing greater awareness that accounting information can provide basic insight into the
operation of public service delivery systems. Throughout government, there is a drive for the creation of
Management Information Systems. And while we have
always had some form of accounting systems to report
on the expenditure of public tax dollars, now we are
trying to learn to extract and utilize a far greater
amount of information available from the basic record.
We are trying to apply accounting principles to the
measurement of nonfinancial information —and to
correlate financial and non- financial data to give us
qualitatively more realistic insights into the complex
reality we confront."
Mr. Romney said that one of the reasons why so
much corruption involving FHA - secured loans had
occurred was because "our information system in
1969 -70 was unable to alert me to the growing crisis
in the two new areas mandated by the 1968 Housing
Act — mortgage insurance in high risk inner city neighborhoods and low -to- moderate- income housing subsidy
programs."
"The future of your profession in our society is
assured," Secretary Romney told NAA members and
guests. "The task before us will increase our need of
your services. For you must help us think through and
develop new ways to measure, to account for the
complex processes that are at work in our society.
Financial accounting of greater sophistication is but
one element." In conclusion, Mr. Romney said lie was
describing "the Accountable Society" and that the
accounting profession could help measure, audit and
relate a complex set of changing variables and thus
reduce the complexity of modern society to dimensions that can be grasped and acted upon by the public.
"Big D in '7 3 "
On Wednesday morning five concurrent sessions
were held and five during the afternoon. Two of the
morning sessions were repeated.
An innovation at this Annual Conference was enthusiastically received by the ladies. This was a session
on "Family Financial Planning." Two Ernst & Ernst
partners made the presentation —P. Thomas Austin
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For Host Chapters It's Hard Work

. . .

But Fun

The host chapters for all NAA conference always
contribute enormous time and effort to make a conference successful. But the Philadelphia hosts and
hostesses drawn from chapters in Pennsylvania, New
Jersey and Delaware outdid themselves to produce a
successful week for convention - goers.
A remark by Joseph Krallinger, general chairman
of the Operations Committee for the Conference, said
in jest, nevertheless serves to illustrate the scope of
the planning. At the opening session, Mr. Krallinger
noted that the host chapters had tried to anticipate
all contingencies, including Tropical Storm Agnes.
"The Committee even built a large ark —just in case,"
he told members.
York (Pa.) Chapter members and wives did an exceptional job. Starting last Easter, members, wives,
friends and relatives pitched in to create more than
120 mugs which were used as centerpieces at the ladies'
functions. The mugs were fired in the home of Walter
Rohrbaugh, chairman of the Gifts Committee and
past president of the chapter.
Walter and his wife, Betty, and Leon A. Salerno,
1972 -73 president of York Chapter, and his wife,
Marion, led an effort which consumed 500 -600 man
hours of labor and cost more than $250. Most of the
work was accomplished by the York Women's Auxiliary of the NAA chapter, a recently organized and
highly motivated group of NAA wives, who furnish
enthusiastic support to their husbands in the chapter.
Indeed, President Salerno said that the attendance
at chapter meetings had increased markedly as a result
of the support of the women's auxiliary.
The mugs, featuring a Liberty Bell pattern and the
initials NAA, were handpainted. Chairman Rohrbaugh
said each had seven different coats of paint and had
been fired twice in the kilns. In order to complete
the gifts in time for the convention, York Chapter
members and wives found themselves working against

t i m e . . . and water. "We just finished the project
in time," says Mr. Rohrbaugh, noting that water from
the tropical storm was beginning to come in on the
basement floor as they painted the last of the mugs.
Flowers for the centerpieces were donated by the
York Chamber of Commerce and the mugs were given
away as door prizes at the ladies' functions. In addition, mugs were presented to President Underwood's
wife, Helen; Executive Director Young's wife, Nancy;
and to the wives of the outgoing and incoming presidents of the Stuart Cameron McLeod Society, Mrs.
Donald Hoffman and Mrs. Doren Vest, as well as to
the ladies' speaker, Lisa Richette, and Mrs. Hilde
Krallinger, chairman of the Ladies' Activities, and
other members of that committee.
11

from the Detroit office and Robert S. Skinner from
the Cleveland office. The speakers used a slide projector to illustrate the talks which ranged from trust funds
to wills.
The balance of the ladies' program met with an
equally enthusiastic reception. The ladies' luncheon
on Wednesday, with Judge Lisa Richette the guest
of honor, attracted a full house to the Benjamin
Franklin Hotel ballroom. A package of gifts contributed by area firms was given to each lady.
When the teen - agers and children were not in their
headquarters rooms in the Bellevue Stratford hotel,
furnished with jukeboxes, refreshments and games,
they were out ogling some of the sights of Philadelphia
and vicinity.
It was a grand week. The badges were everywhere:
"Virginia Is for Lovers "; "All Steps Lead to Columbia"; "Big D in '73." The costumes indicated the pride
of NAA members in their chapters and areas. Members
from host chapters wore red jackets, while those from
Texas wore specially -made suede vests.
The thrilling skirl of the bagpipe band leading in
the head table signaled the event that everyone had

been waiting for —the traditional Annual Dinner. This
year it was held in the Latin Casino in Cherry Hill,
N.J.
President J. G. Underwood closed his teen in office
with a review of the year's activities. He said he was
proud of the achievements of the NAA officers and
directors. Turning to the issue of inflation, which lie
had discussed in his inaugural address a year ago, he
said, "I believe the fight against inflation is being
successfully waged at this time." He reiterated his
original call for participation by NAA members in
public life. Past President Ettore Barbatelli presented
the outgoing president with a plaque, commending
him for his service to the Association.
Flags and napkins were waved as the audience
greeted the presentation of the banners and trophies
to the smiling victors. As the Texas chapter representatives stepped up to accept their banners, a huge
Texas flag was lowered into view. It was an omen of
great things to come, according to David F. Robertson,
chairman of the Operations Committee for the 1973
Conference, who predicted (no exaggeration) the best
conference ever in Dallas, next year.
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Women from the York Chapter and other
members of Ladies' Committee show
ceramic mug specially created by the
chapter for distribution as gifts and
awards at the Conference.
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The three Lybrand Award winners pose with their medals at the Annual Dinner in
Philadelphia. L. to r., John V. van Pelt, 111, Gold Medal, Willis R. Greer, Jr., Silver Medal, and
Floyd A. Beams, Bronze Medal.

AUTHORS HONORED
FOR TOP PAPERS
Lybrand Awards Are Presented to van Pelt, Greer
And Beams; 27 Other Authors Get Certificates of Merit;
Ten Writers Awarded Certificates of Recognition

John V. van Pelt, III, Birmingham, was awarded the
Lybrand Gold Medal at the Annual International
Conference in Philadelphia for his article, "The Future
of Accepted Accounting Principles." This marks the
second time Mr. van Pelt has won the top award in
the Association's annual manuscript competition. (See
page 11 of this issue.)
Willis R. Greer, Jr., Eugene, was presented the
Lybrand Silver Medal for his article, "Better Motivation for Time - Constrained Sequential Production
Processes." The article is published on page 15.
Floyd A. Beams, Roanoke, was presented the Lybrand Bronze Medal for his article, "Income Reporting— Continuity With Change." This article is published on page 23.
The Gold and Silver Medals were established in
1949 -50 by the partners of Lybrand, Ross Bros. &
Montgomery to honor William M. Lybrand, a founder
of the firm and a charter member of the Association,
as well as its second president. The two medals are
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presented each year to the NAA member - authors who
place first and second place in the manuscript competition.
Beginning in 1971 -72, the firm established a third
medal —the Lybrand Bronze Medal —to be awarded to
the author of the manuscript which places third in
the manuscript competition. This award was won for
the first time by Mr. Beams.
The Lybrand Medal winners were chosen by the
Lybrand Awards Committee consisting of Dr. James
McFadden, Jr., chairman; Dr. G. Kenneth Nelson, and
Donald F. Stanhope. The top papers are chosen from
the ten best manuscripts submitted during the year
as determined by the grades given each paper. More
than 800 manuscripts were submitted during 1971 -72.
The winning authors are listed below, with the titles
of their articles, chapters that submitted each manuscript, and the issue Of MANAGEMENT ACCOUNTING In
which the article was published or in which it is tentatively scheduled to be published.
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Certificates of Merit
DONALD R. BRINKMAN, Chicago Chapter,
"Optimizing Investment Tax Credits on
New Buildings," (To be published, January 1973).

"The New Statement of Changes in Financial Position and Its Implications for
Management," Co- authored with D.
Jacque Grinnell, (To be published,
September 1972).

A. DONALD BRINTON, Catawba Valley
Chapter, "Marginal Income and the Pricing Structure," (Published, June 1972).

GEORGE D. PERNA, SR., Mass. Route 128
Chapter, "Performance Measurement
Control System," (To be published, November 1972).

JOHN M. CASPOLE, Columbus Chapter,
"Costing from a Data Bank," (Published,
July 1972).

ENRICO PETRI, Albany Chapter, "Capacity
Variance: Responsibility and Control,"
(Published, April 1972).

LYNWOOD J. DIXON,Philadelphia Chapter,
"The Hidden Costs of Cleaning Up Pollution," (To be published, November
1972).

MICHAEL SCHIFF, New York Chapter,
"Physical Distribution: A Cost Analysis,"
(Published, February 1972).

JAMES BENJAMIN EDWARDS, Columbia
Chapter, "Discounted Cash Flow Rate of
Return
Adjusted
for
Price -Level
Changes," (To be published, January
1973).
FRANK A. FORTUNATO, Youngstown
Chapter, "The Quest for Fairness in Accounting," (Published, January 1972).

ROBERT H. STRAWSER, Roanoke Chapter,
"Attitudes of Management Accountants
on the State of the Art," Co- authored with
Arthur J. Francia, (Published, May
1972) — "Professional Football and Information System," Co- authored with Arthur
J. Francia and Frank Ryan (nonmember),
(To be published, February 1970. (These
articles were submitted through the Central Pennsylvania Chapter.)

ARTHUR J. FRANCIA, Central Pennsylvania
Chapter, "Attitudes of Management Accountants on the State of the Art," Coauthored with Robert H. Strawser, (Published, May 1972) — "Professional Football
and Information System," Co- authored
with Robert H. Strawser and Frank Ryan
(nonmember), (To be published, February
1973).

THOMAS H. VERNON, Miami Chapter,
"Capital Budgeting and the Evaluation
Process," (To be published, October
1972).

L. VINSON FREEMAN, JR., St. Louis
Chapter, "Planning a Retirement or Pension Program," (See page 35).

WILLIAM H. F. WARTHEN, JR., Baltimore
Chapter, "Mix Variances in Profit Rate
Analysis," (Published, June 1972).

D. JACQUE GRINNELL, Hartford Chapter,
"The New Statement of Changes in Financial Position and Its Implications for
Management," Co- authored with Corine
T. Norgaard, (To be published, September 1972).
RAYMOND L. LARSON, Denver Chapter,
"Transfer Pricing in a Commercial
Bank —A Differing Viewpoint," (Published, December 1971).
ANDREW J. MICHAELS, Morristown
Chapter, "Establishing a PERT System,"
(Published, October 1971).
KENNETH S. MOST, Central Texas Chapter,
"O i l a n d Ga s D ep l e ti o n —T h e C o st C e n ter P r o b l e m , " ( T o b e pu bl ish ed, Decemb er 1 9 7 2 ).
CORINE T. NORGAARD, Hartford Chapter,
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MICHAEL R. TYRAN, San Fernando Valley
Chapter, "Applications in the Computerized Simulator Model," (To be published, October 1972).

GEORGE WEINSTEIN, New Haven Chapter,
"Tax Aspects of Professional Corporations," (Published, January 1972).
Ce r ti fica te s of Re cogni t ion
ACCOUNT ING PRACT ICES

Case Studies:
WALTER JAMES THRUN, SR., Orange
County Chapter, "Determining the Relevant Cash Flow for an Investment Decision: A Systems Approach," (To be published, February 1973).
GEORGE C. WHEAT, Tulsa Chapter, "A
Case for Electronic Business Machines,"
Co- authored with W. Paul Woodson (To
be published, December 1972).
W. PAUL WOODSON, Tulsa Chapter, "A
Continued on page 64
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One of the most frustrating experiences is to find that you have
reached a plateau in your career
and you can go no further.
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and still have the ambition to go
higher, then we can help you.
Acme Personnel Service, Inc. is in
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About the Lvbrand Award Winners

GOLD MEDAL W INNER,
MAN OF MANY INTERESTS
Winning awards for his articles is getting to be a habit
with John V. van Pelt, III, who won the Lybrand
Gold Medal for the second time in 1971 -72. The article
which won him the second gold medal is titled "The
Future of Accepted Accounting Principles," and was
published in March 1972.
Mr. vale Pelt, a past president of Birmingham
Chapter, is no amateur when it comes to writing papers
in the field of accounting. In the NAA library author
index, his name is listed at least eight times as the
author of articles published in MANAGEMENT ACCOUNTING or its forerunner, NAA Bulletin. Moreover, he
has won the Birmingham Chapter's John Pugsley
Award seven times. This award is presented annually
by the chapter to the individual or group making the
greatest contribution in the chapter's manuscript endeavor in the inter - chapter competition.
In 1969 -70, he won his second Certificate and his
first Gold Medal for all article titled "Interim Reporting of Financial Statements."
'
Mr. van Pelt enjoys writing as long as it is not
"under the point of the gun," a humorous phrase he
uses to refer to the fact that his chapter urges him
to write at least one article a year. The paper on
accounting principles was easy, he says, because he
accumulated quite a bit of material at a special accounting conference held at Northwestern University

to discuss the work of the AICPA Committees on
accounting standards and objectives.
The topic of accounting theory is the one he is most
interested in currently. He submitted some of his
thoughts to the Trueblood Committee but was unable
to attend the public hearing held last May. (See July
issue Of MANAGEMENT ACCOUNTING.)
As vice president, finance, for Vulcan Materials Co.,
Mr. van Pelt is oriented toward corporate management philosophy, but he says he is somewhat a heretic
in that he believes corporations will naturally try to
express financial figures in ways which reflect upon
the company most favorably. The essential questions,
he believes, are what rules should be set for financial
reporting that will limit the alternatives available in
a particular situation and who will set them.
A financial executive with broad interests, Mr. van
Pelt served as chairman of the NAA Committee on
Research this year, taught a course at the University
of Alabama in Birmingham, served as president of the
local Financial Executives Institute chapter, is a
member of the editorial board of the Journal of
Accountancy, and still managed to write his paper on
weekends and at nights. He is also the author of a
paper that will be presented before the 10th International Congress of Accountants in Sydney, Australia,
this Fall.
❑

TIGHTENING UP ON PRODUCTION
PROCESSES
When Willis R. Greer, Jr., Eugene Chapter, submitted
his manuscript on "Better Motivation for Time Constrained Sequential Production Processes," he had
no idea it would qualify for a Certificate of Merit,
much less the Lybrand Silver Medal.
Dr. Greer, who is assistant professor of accounting,
College of Business Administration, University of
Oregon, joined the Association in 1970. His article,
published in this issue on page 15, marks the first time
lie has had an article in MANAGEMENT ACCOUNTING.
Dr. Greer, who is the co- author of a book, Consultants and Consulting Organizations, has published in
the Accounting Review.

His main interest is in managerial accounting, says
Dr. Greer. He teaches courses in cost accounting and
cost analysis and regularly urges his students to write
papers in the accounting field.
The article which won the Silver Medal in the
1971 -72 competition concerns time limitations on production processes and the costs of such limitations.
Dr. Greer proposes a system which would motivate
managers and supervisors to comply with optimum
schedules and help the firm avoid excessive costs.
Dr. Greer holds a B.S. from Cornell University, an
M.B.A. with distinction from the same university, and
a Ph.D. from the University of Michigan.
❑

CHANGES IN INCOME REPORTING PREDICTED
The winner of the Lybrand Bronze Medal, Floyd A.
Beams, is an associate professor of accounting at the
College of Business, Virginia Polytech Institute and
State University, Blacksburg, Va. His winning article,
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"Income❑Reporting—❑Continuity❑With❑Change,"❑is❑on
page 23.
Dr. Beams, who holds a Ph.D. from the University
Continued on page 64
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The coveted Stevenson Trophy goes to
lack L. Hamelryck (center), president of
Columbia Chapter. President 1. G.
Underwood (left) and Wade B. Salisbury,
chairman of the Committee on Chapter
Operations, present the trophies.

Mason L. Wood, president of Montgomery
Chapter, proudly displays Warner Trophy.
He is flanked on the left by NAA
President i. G. Underwood and on the
right by Wade B. Salisbury.

COLUMBIA, MONTGOMERY
TAKE TOP TROPHIES
Austin Area Is Remington Rand Winner;
Cuyahoga Valley Wins J. Lee Nicholson Award;
Stuart Cameron McLeod Society Trophy Goes To Birmingham;
Carter Trophy Awarded To Merrimack Valley;
Keller Trophy Is Won By Savannah Chapter

Columbia Chapter put it all together during 1971 -72
under the direction of President Jack L. Hamelryck
and brought home the Stevenson Trophy for the first
time.
Another first -time winner in the chapter competitions was Montgomery Chapter which won the Warner
Trophy, with President Mason L. Wood leading the
victorious chapter.
Austin Area won the Remington Rand Trophy in
the competition for the Stevenson Trophy. Cuyahoga
Valley under President Robert J. Scharnott finished
second in the Warner Trophy competition and took
the J. Lee Nicholson Award the first year it was presented.
A chapter which knows a lot about winning trophies
was presented the third -place Stuart Cameron McLeod
Society Trophy awarded in the Stevenson competition
for the first time. Birmingham Chapter, which has
won the Stevenson Trophy six times, this year took
home the new trophy sponsored by the Stuart
Cameron McLeod Society.
MANAGEMENT ACCOUNTING/AUGUST 1972

Merrimack Valley under the administration of President James W. McLeod advanced 142 places in the
competition to win the coveted Carter Trophy and
sixteenth place in the competition for the Stevenson
Trophy. Savannah Chapter advanced 60 places in the
competition for the Warner Trophy to win the Keller
Trophy and third place banner. Both of these trophies
are awarded to the chapter in each of the competitions
which makes the most improvement in standings during the competition year, as determined by its standings at the end of the three previous years.
In the international chapter competition, Mexico
Chapter led by President Miguel Tanjian Bernal won
the Arthur B. Gunnarson Award, while Frankfurt
Chapter led by Elmer F. Fisher as president won the
Rawn Brinkley Award. These awards, which honor past
secretaries of the Association, were presented for the
first time at the Annual Conference in Philadelphia
in June. They were established to recognize outstanding achievement in the two divisions —based on
size of membership —of the international competition.
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'Everything Jelled'

Remington Rand Trophy is displayed by
Jim A. Smith, president of Austin Area
Chapter. President Underwood and Mr.
Salisbury make the award.

Robert J. Scharnott, president of Cuyahoga
Valley, holds the J. Lee Nicholson Award.

On behalf of Birmingham Chapter, NAA
Director John L. Rhoads accepts Stuart
Cameron McLeod Society Trophy.
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It wasn't magic by any means that propelled the
chapters into the winners' circle. It was just plain hard
work, according to the presidents of these chapters.
President Hamelryck of Columbia said, "Everything
seemed to jell." He mentioned the chapter's "real
strong board" and the fact that the South Carolina
chapter had set its sights on the top award at the
beginning of the competition year. There was no single
major factor accounting for the chapter's finish but
82 new members and a 24`1'o net membership growth
helped.
"We're quite proud," Mason L. Wood, president
of Montgomery Chapter, said about its feat in winning
the Warner Trophy. "We started out to win it and
we set up all the programs at the beginning of the
year to achieve that." He said the board of directors
strove to generate interest in the programs to improve
membership attendance. As a result, membership attendance improved dramatically.
Although President Jim A. Smith and other Austin
Area members were delighted to be at the Annual
Dinner to accept the Remington Rand Trophy, their
happiness was not unmixed. The chapter had come
within a few points of pulling off a consecutive "Grand
Slam" sweep of the major trophies. Formed only four
years ago, Austin Area won the Warner Trophy in
1970 -71, joined the competition for the Stevenson
Trophy in June 1971, and almost carried off the major
prize.
Mr. Smith credits the outstanding success of the
young Texas chapter to a large amount of enthusiasm
on the part of officers, directors and chapter members.
"It all hinges around a broad -based enthusiasm in the
board of directors."
In its first full year of competition, Cuyahoga Valley
(Ohio) finished a strong second in the competition
for the Warner Trophy. President Scharnott attributed the victory to team spirit. He said that every
director was assigned the objective of gaining the
maximum points in his area. To keep enthusiasm high,
the chapter also sponsored some extra events which
it didn't really need to hold.
Stars fell on Birmingham but this vigorous chapter

James W. McLeod, winning president of
Merrimack Valley, accepts Carter Trophy
for greatest improvement in Stevenson
Trophy competition.
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is used to success, having won numerous banners and
trophies in its 37 years of existence. It meant "a lot
of hard work from good officers and directors," said
President Charles W. Adair. "It was almost an insurmountable job," he said, referring to staggering membership losses. He believes that much of the credit
for the chapter's record this year and in past years
goes to the chapter's past presidents, who continue
vigorous participation in chapter activities after their
terms are over.
There are two footnotes to the Birmingham story.
One is that their manuscript activity is supported by
one of the best writers in the Association -John V.
van Pelt, III, a past president, who won the Lybrand
Gold Medal for the second time this year. The second
is that the chapter managed to compile an outstanding
record despite its membership losses and despite the
fact it was engaged in spinning off a new chapter,
South Birmingham.
In addition to the trophies, 26 banners were presented to chapters competing for the Stevenson
Trophy and 10 banners to chapters competing for the
Warner Trophy. This Fall NAA officers and directors
will visit the winning chapters to make the presentations at special chapter meetings. Following is a list
of the banner winning chapters and their presidents.

Herbert A. O'Keefe, Jr., w in n in g president
of Savannah Chapter, displays 1. Wayne
Keller Trophy presented for making the
most improvement in the Warner Trophy
competition.

Stevenson Trophy
1.
2.
3.
4.
5.
6.
7.
8.
9.
10.

Columbia, Jack L. Hamelryck
Austin Area, Jim A. Smith
Birmingham, Charles W. Adair
Columbus, Donald C. Jensen
Piedmont, Hilliard M. Eure III
Fort Worth, Gerald D. Huck
San Diego, George E. Peek
Knoxville, Ralph W. Harness
Mobile, John D. McAlister
(tie) Cincinnati, William G. Dorna
Florida West Central, Tim W. Humphrey
11. Ann Arbor, Zadok B. St. John
12. Orange Coast California, Robert W. Vernon
13. St. Louis, John E. Buelt
14. Western Wayne, Richard W. Taepke
15. Western Carolinas, John J. Brausch
16. Merrimack Valley, James W. McLeod (Carter
Trophy)
17. Elkhart Area, Donald T. Glick
18. Mohawk Valley, Ernest J. McMurray
19. Miami, Robert L. Rawls
20. Olean- Bradford Area, Daniel M. Zinsner
21. Elmira Area, William S. Hafleigh
22. New Haven, Robert A. Haversat
23. Jamestown - Warren, Felix J. Mira
24. Akron, Charles E. Stonebraker
25. Fort Wayne, John E. Overmyer
Warner Trophy
1. Montgomery, Mason L. Wood
2. Cuyahoga Valley, Robert J. Schamott
3. Savannah, Herbert A. O'Keefe, Jr. (Keller
Trophy)
4. Indiana East, William B. May
5. Central Texas, A. Mel Cunningham
6. Alameda County- South, Dominic F. Pagano
7. Muscle Shoals, William M. Rose
8. Central Pennsylvania, Harvey C. Eckert
9. Owensboro Area, Leland G. Ayer
10. North Central Ohio, Dennis J. Atkeson
Continued on page 64
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Elias Bessudo accepts Arthur B. Gunnarson
Award on behalf of Mexico Chapter, as
President Underwood and Mr. Salisbury
make presentation in the in t er n at i on al
chapters' competition.

Former Executive Director Rawn Brinkley
(center) is on hand to personally present
the first Rawn Brinkley Award to Elmer F.
Fisher, winning president of the Frankfurt
(Germany) chapter.
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Chapter /Member News
Emeritus Life Associates
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.
ROBERT M. ANDERSON, Mu sk e g o n .
MARIO BALDINI, New Haven.

THOMAS A. BASS, Richmond.
DOUGLAS L. BRENNEN, Worcester past
president.
KENNETH E. BROOK, To l e d o .
MAURICE H. BUCKLEY, Norwich past presid e n t .
FRANK 1. COOK, D e t r o i t p a st p r e si d e n t .
WILLIS B. DAVIS,Ho u st on p a st p r e sid e n t .
L. PAUL DELONG, Alba ny pa st president.
CHARLES A. DURRA, New York.
GEORGE 1. FINI.AY, Southern Ma in e pa st
pre si den t.
GERALD W. FOSSIECK,SR., Richmond past
president.
JAMES G. GARITTY, Ne w Orle a n s.

JOHN VOCE was recently a p p o i n t e d vice
pre sid ent a n d con tro lle r o f Jer nbe rg For gings Co., a division of U.S. Indu stries, Inc.
T h r e e Cl e v el a n d m e m b e r s ha ve be e n
n a m e d a t Cleveland -Cliffs Iron C o . M .
THOMAS MOORE was elected vice president
a n d c o nt r ol l er ; PAUL F. MANNECHEK was
elected a ssista nt controller— corpora te a cco u n ti ng , a n d A. STANLEY WEST was
elec ted a ssista nt c ont roll er— ma n a gem ent
services.
DAVID G . STING, Co l u mb u s, ha s be en
ele ct ed assista nt treasu rer of th e Ja eger
Mach ine Co.

VITO A. CARDACE, Essex County, has been
elected treasurer of Jamesway Corp. He
is also controller.

RAYMOND A. NELSON, Chicago.
FREDERICK L. PATTON, Boston.
GLENN E. RANDALL, Buffalo.
WILLARD F. SLIFER, Ha g erstown .
EDWARD L. SMITH, C a l u m e t pa st presid e nt .

FRANKLIN C. VANDEN BOSCH, Detroit.
RUIEL WALKER, Louisville.
PETER P. WARDO, Brid gepo rt.

Promotions and New Positions
JOSEPH CIARAMETARO, Bost on, ha s be e n
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In Memoriam
KEITH M. ANDERSEN, 43, Dallas, 1961.
LAWRENCE C. ANTONELLIs, 72, Bo st on ,

1953.
MICHAEL J. BAK, 49, Sprin gfield, 1955.
L. ARTHUR BRYAN, 53, Member -at- Large,

1969.
WILLIAM M . BURKE, SR., 69, Piedmont
past president, 1943. ELA.
JAMES E. BUTLER, 75, San Francisco, 1946.
OSCAR L. BYRD, 63, Chattanooga, 1943.
JOHN C. COOK, 79, Charlotte, ELA,
1944.
CHARLES C . CROGGON, 85, Ba lt im or e,
1926.
FRANK J. FALSONE, Florida West Central.
BERYL L. FLEMING, St. Lou is, 1970.
JOHN W . HARLAN, 56, E a st Bergen Ro c k l a n d , 1955.
JOEL D. HARVEY, 71, Boston, 1941. ELA.
VIRL R. HOLTSCLAW, 46, Evansville, 1959.
ROBERT R. HUGHES, 62, Ora ng e C o u n t y ,

1967.

Two Los Ange les m e m b e r s ha ve be e n

DONALD F. IRVING, 70, Brooklyn, 1955.
FRANCIS A. KANE, 55, Mil wa u k e e , 1963.
HENRY M. KuLACH, 59, South Jersey, 1960.
JAMES D. LEATHERMAN, 48, Northwestern

(lamed at Royal Industries. JERRY H. BUR NETT wa s el ec te d secreta ry, su cce eding

THOMAS A. MCCARTHY, 79, Essex County,

T . M . FREEDMAN wh o is vice pr esid en t

1930.

WERNER W. GHOLSON, Cincinnati.
RALPH L. GLOSSNER, Akron.
LYNDON A. HAIGHT, Syrac use.
WILLIAM D. HAMILTON, Birmingham past
pre si den t.
HILLIARD H. HULSCHER, Ba tt le Cre e k .
HAROLD F. KEEHL, Niagara.
JOHN R. KIESSLING, Phila de lp hia.
PAUL C. KOLVES, San Ga b ri e l Va l le y .
WILLIAM W. KOOLAGE, Member -at- Large.
HOWARD C. KUHNLE, Columbus past presid e nt .
RUSSELL K. MACKENZIE, Saginaw Va ll e y .
WILLIAM H. MCCARTHY, Ea st Bergen Ro c k la n d .
RAY 1. MESSENGER, Jo hn st own.

vice pr esid en t a n d chief a d mi ni st ra ti ve
offi c er , W o od sid e Div., Da n River, Inc.

of fin a n c e a n d tr e a su r e r . . . . GORDON F.

REID has been appointed controller of
Ceramichrome.
EMANUELE M. GABBINI, Member -at- Large,
ha s been named ma na ger — fina ncia l pla nn i n g a t H . J. Heinz Co.

Indiana, 1967.

ARTHUR J. MCDONALD, 68, Boston, 1927.
ROBERT A. MACKIN, 45, Detroit, 1960.
JOHN R. MARTIN, 43, New Haven, 1959.
JOHN B. MURRAY, 55, Da y t o n pa st presid e nt , 1941.
JOHN C . NOYER, 28, Oa k la nd -Ea st Bay,

1971.

BERNARD M. MCMANUS, Ph ila de lp h ia , has

GEORGE A. REDINBAUGH, 48, Sioux City,

been a ppoin ted t o the new p ositi on of vice
presid ent, pla nn ing a nd fi na nce , con su mer
pr o d u c t s, fo r S m i t h Kl i n e & Fr e nc h Labora to ries.

1969.

CONWAY H. SPIERS, Richmond, has been

JAMES R. RICHARDS, JR., 54, Coosa Va l l e y ,

1964.
HEARD L. ROGERS, 65, Sh rev e po rt pa st

president, 1951.
DONALD A. ROSS, 46, Northern Wisconsin,

named to the newly created position of
controller of Blue Cross of Virginia and
Blue Shield of Virginia.

1965.

WAYNE K. GILMAN, Ro c h e ste r, ha s been

1969.

a p p o i n t e d co m p t ro l l e r of
Div., Ea st m a n Ko d a k C o .

1968.

Koda k

Pa rk

a p p o i n t ed d i r e ct o r o f g e n e r a l a c co u n ti ng
a t t h e h o m e o f fi c e o f N e w E n g l a n d M u tu al Life In su r a n ce Co .

CHARLES TRUZINSKI, St. Pa u l, ha s be en
n a m e d vice pre si den t, con tro lle r, of the
Cr o sb y G r o u p , T u l sa , O k l a .

JAMES E. BURK, Chicago, has been elected
tr e a su r e r o f St a n ra y Co r p . . . . WILLIAM
R. SUTTON ha s be e n n a m e d dir ect or of
co r po r a t e p l a n n in g fo r I nt e rl a k e , Inc. .. .

DONALD D. ADAMS, Tulsa, wa s p r o m o t e d
to fina ncia l vice president, T he Fa dler Co.
DONALD G . KERN, N AA di re ct or from
W e st e r n Caro lin as, has be en a p p o i n t e d

FRED H. RUFF, 68, Pittsburgh, 1945.
RAYMOND J. SCHMUCK, 35, Cle v e la n d ,
ORVILLE E . SHARNBORG, Los Angeles,
Rocco A. SILEO, 6 1 , Essex Cou nty, 1966.
DIRK SLOTHOWER, Bogota.

DONALD C. STOLZ, 43, Evansville, 1955.
EDWARD L. STREBE, 67, Buffalo, 1969.
STACEY STULTZ, 49, Indi a na pol is, 1971.
MILTON W. TAYLOR, 62, St. Jo se ph Are a
president- elect, 1969.
G. W. WELSCH, 6 1 , Dallas, 1954.
MANAGEMENT ACCOUNTING/ AUGUST 1972

ADVERTISEMENT

WHAT -IF there were an eas y way for you
to compute your Break -Even Point, Fixed
Cost and Variable Cost?

Time Off

WHAT -IF you could easily estimate the effect
on your profit of changes in volume or
changes in price?
WHAT -IF you wanted to test a suspected
relationship such as "overtime hours increase in proportion (what proportion ?) to
increases in units sold "?
The W HAT -IF BREAK -EVEN KIT is the easy
way to accomplish the above tasks. The kit
consists of an easy to read "how -to -do-it"
booklet called "Profit Forecasting in the
Short- Run," a pad of specially designed
Regression Forms for plotting and collecting
values, and a Plastic Slope Indicator for
direct reading of the slope of the line. These
items come pac kaged in a transparent file
pouch which fits in a standard letter size file
(the kit will be handy when you need it! )

J
�

A

This revolutionary approach to Break -Even
& Regression Analysis may be yours by
sending your check for $8.25 per kit to:
WHAT -IF, INC.
3661 Grand Ave.
Oakland, Cal if . 94610

-

W#,r

"Today's meeting will concern absenteeism in management."

How big
should your

Recycling Research
A $23,000 -study to determine why tots
fall off their tricvdes has been proposed by the Department of Health,
Education and Welfare, according to
the Tax Foundation. Congressional
sources say the title of the proposed
study is: "The Evaluation and Parameterization of Stability and Safety Performance Characteristics of Two -andThree Wheeled Vehicular Toys for
Riding." We wonder if it will be published on recycled paper.

Card - Carrying Members?
As a former president and chief executive officer of Bell & Howell, Secretary
of Commerce Peter G. Peterson knows
all about the myths and nlisconcep-

tions that surround business and businessmen. In his keynote address at the
Annual Conference in Philadelphia, he
illustrated the knowledge gap lying
between the business world and the
public with this anecdote. It seems one
of his sons fired this question at him:
"Are businessmen members of the
human race ?" Caught aback, the Secretary cautiously asked him where 11e
had heard anything leading him to ask
that question. Replied his son, "Well,
the teacher says there's some doubt
about that."
Another Peterson quip: Being boss of
a widely, diversified "conglomerate"
like the Department of Commerce "is
roughly analogous to being a construction foreman on the Tower of Babel."

factor be?
Big enough to
support your
capital demands

r
Z
Y

—small enough
to give you

0

z
--

the personal
attention of
- - atop-level
Decision Maker.

u

f
x
u.

0

RUSCH Factors, Inc.
Old -line factoring and
commercial financing.
An affiliate of
VIRGINIA

Z

u1

COMMONWEALTH
BANKSHARES
V/,

6
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Say "Roosh "!

63

COLUMBIA, MONTGOMERY TAKE TOP TROPHIES
Continued from page 61

Membership Achievement
Twenty chapters were presented awards for outstanding membership achievement during 1971 -72.
Illinois Northeast headed the list with a net gain in
membership of 46%. San Diego was presented the
Membership Round -Up Award for the greatest
number of new members: 83. Frankfurt Chapter won
the membership Achievement Award for international
chapters, achieving a 17% net gain in membership.
The other chapters winning membership Achievement
Awards are listed below, with their Presidents and Vice
Presidents for Membership.
Chapter
1. Illinois
Northeast
2. Redwood
Empire
3. Savannah
4. Austin Area
5. Sioux Falls
Area
6. Columbia
7. Muscle
Shoals
8. Fort Worth
9. Piedmont
10. Orange Coast
Calif.

Membership
Director
P.R. Walsh

Vice President Membership
H.H. Lutzke

K.G. Mills
R.A. Rigg
H.A. O'Keefe, Jr.
J.A. Smith
S.J. Peterman
E.M. Reinholt
J.L. Hamelryck

C.H. Fischer
B.B. Blanks

W.M. Rose
G.D. Huck
H.M. Eure III

B.D. Anderson
A.P. Stephens
A.C. May

R.W. Vernon

11. San Diego
12. Knoxville
13. West Los
Angeles
14. Cincinnati
15. Merrimack
Valley
16. Mobile
17. Florida West
Central
18. Birmingham
19. Columbus
20. Western
Wayne

George E. Peek
R.W. Harness

R.B. Storjohann
W.J. Pugh

R.A. Bartosh
W.G. Dorna

C. Rodriguez
R.J. Cutter

J.W. McLeod
J.D. McAlister

A.H. Carbone
W.J. Russell

T.W. Humphrey R.R. Swigart
M.S. Crowley
C.W. Adair
R.S. McCoy, Jr.
D.C. Jensen
R.W. Taepke

L.A. Schwartz

Public Relations Awards
During the Annual Conference, five chapters were
presented Public Relations Recognition Awards in
recognition of outstanding achievements in public
relations activities during the year. The winners were
chosen by a panel composed of members of the New
York Chapter of the Public Relations Society of
America.
The winning chapters, their Presidents, and Public
Relations Directors are, respectively, Cleveland, Stevan J. Habel, Ronald J. Bulanda; Florida West Central, T i m W. Humphrey, Troy A. Chapin, Jr.; Los
Angeles, R. W. Harris, Kenneth B. Roath; Reading,
Charles E. Tothero, Anthony Pietrovito; Worcester,
Edward S. Bilzerian, A. Evelyn Moller.
❑

ABOUT THE LYBRAND AWARD WINNERS
Continued from page 58
of Illinois, has the distinction of being the first winner
of a new award in the manuscript competition. The
Lybrand Bronze Medal, like the Gold and Silver
Medals, is sponsored by the partners of Lybrand, Ross
Bros. & Montgomery. The three medals are presented
each year to the NAA member- authors who place first,
second and third in the manuscript competition.
A member of the Roanoke Chapter, Dr. Beams
joined the Association in 1970. Although he has written and published articles in other accounting and
business journals, this marks the first time he has been
published In MANAGEMENT ACCOUNTING.

Dr. Beams believes it is just a matter of time before
there are substantial changes in the reporting of income in financial statements. "Significant changes in
income reporting will be forthcoming within a decade," he concludes in his article. Because of this belief,
he outlines a compromise position between completely
throwing out time- tested techniques and adopting a
totally new approach to income reporting.
Change is coming, lie is sure, and he urges accountants to meet it half way. "Accountants will need to
recognize that the days of the revenue less expense
concept of income are gone and that the simplicity
of such a concept is no longer a virtue."
❑

AUTHORS HONORED FOR TOP PAPERS
Continued from page 57
Case for Electronic Business Machines," Co- authored
with George C. Wheat (To be published, Dec. '72.)
Descriptions:
DONALD C. ANDERSON, Seattle Chapter, "Pandemonium in Finished Goods Movement? No!," Coauthored with James J. Gallia (To be published, September 1972).
JAMES J. GALLIA, Seattle Chapter, "Pandemonium in
Finished Goods Movement? No!," Co- authored with
Donald C. Anderson (To be published, Sept. 1972).
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DOMINIC F. PAGANO, Alameda County -South Chapter,
"Bakery Operations and the Line Managers," (To be
published, September 1972).
RICHARD A. REED, Dallas Chapter, "Consolidated Accounting," (See page 33.)
ERNST H. SCHREINER, Akron Chapter, "Contracted
EDP in a Small Business," (Published, July 1972).
Reports:
JACQUE E. KAERCHER, Beaver Valley Chapter, "General Retrieval System," (To be published, Dec. '72.)
ROBERT B. OAKLEAF, Olean- Bradford Chapter, "ROI:
It Tells It Like It Is," (To be published, Oct. 72). ❑
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H ¢re's a better way of
sending out statements,
0 people, or
paying
keeping your books...
send for our books.
ACCOUNTS RECEIVABLE SERVICE
ADP's Accounts Receivable Service
means prompt preparation of monthly
statements; timely generation of
management analyses & reports;
pick -up and delivery of data;
elimination of overtime; revers al of a

fixed overhead to a variable cost;
computer speed & accuracy; no
investment in equipment; no
contract; flexibility to accommodate
growth; improved sales and financial
management.
Invoices, cash receipts and credit
memos�—as�is�—are�good�input�to�the
system. No machine preparation
by you is necessary.
PAYROLL SERVICE
ADP's Payroll Service is the
largest, most experienced in
the world. It means immediate
time and money savings; no
investment in equipment; free
tax report preparation;
elimination of pay - period crises;
more constructive use of key
personnel; valuable
management reports;
confidential payroll; reduction in overhead; simplicity of
operation; no contract.

lmlmM� ,
Rutomatic

Oata Processing, Inc.

0 1 9 7 2 B Y A U T O M A T I C D A TA P R O C E S S I N G , I N C .

GENERAL LEDGER SERVICE
ADP's General Ledger Service is the most comprehensive
financial reporting system available today. Among other
things, it insures prompt availability of financial reports; fast
turn - around time; elimination of overtime; alphabetic journal
entries for clear audit trail; computer speed and accuracy;
no investment in equipment; variable cost based on actual
work done; complete confidentiality; flexibility to
accommodate growth.
..
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Automatic Data Processing, Inc.
• 405 Route 3
Clifton, N. J. 07015
Tel: (201) 472 -1000

ADP -118C

Gentlemen: Please send me the booklet(s) I have
• checked below:
�

Payroll

�

Accounts Receivable

�

General Ledger

Name

Tel. No.

Title
Firm
Address
City

State

Zip

You 11 never find

a butcher, a baker or
candlestick maker at
Robert Half.

YouIl find competent
Financial and
Data Processing
personnel only.
A SPECIALIST DOES A BETTER JOB. Robert Half is the largest,
oldest and most respected Financial & EDP placement specialist.

Profe ssi onal s for Fi nanci al & E D P Pe rsonne l ex c l u si v e l y
ALLENTOWN
Ho t e l Tr a y lor Bu ild in g
(215) 439 -1506
ATLANTA
23 5 P e a c h t r e e S t . , N . E .
(404) 688 -2300
BALTIMORE
Th e Q u a d r a n gle —Cro ss Ke ys
(301) 323 -7770
BOSTON
140 Fed eral St.
(617) 423 -6440
CHARLOTTE
907 Bau` h Building
(704) 333. 5173
CHICAGO
3 3 3 N . Mic higa n Ave.
(312) 782 -6930
C I N C I N N A TI
606 Terrace Hilton
(513) 621 -7711

CL EV EL AN D
K A N S A S C I TY M O
127 W es t 10th §t.
1367 E. 6th St.
(216) 621 -0670
(816) 474 -4583
DA LL AS
LO
L
O NG ISL AND
2001 Br y an Tow er
Stew art Ave.
(214) 742 -9171
Garden City
DE NV ER
( 516) 24 8 - 1 2 3 4
1612 Court Place
( 3 03 ) 24 4 -2 9 2 5
LOS ANGE LES
3600 Wilsh ir e Blvd .
DE TR O I T
(213) 381 -7974
140 Honeyw ell Center
So u t h fie ld
ME M PH I S
(313) 354 -1635
12 S. Main St.
H A R TF O R D
( 901) 527 - 7 3 2 4
111 P e a r l S t .
( 2 0 3) 27 8 -7 1 7 0
MI AM I
119 0 N . E . 1 6 3 S t .
H O US TO N
1200 C e n t r a l N a t 'l . Ban k Bldg. No r t h M iam i Be a c h
(305) 947 -0684
(713) 228 -0056
INDI ANAP OLIS
M I L W A UK E E
9 N o rt h Illino is S t .
Th e C la rk Bld g .
(317) 636 -5441
(414 ) 2 71.9 380

MINNEA POLIS
822 Marq u ette Ave.
(612) 336 -8636
NEWARK
1 1 8 0 R a y m o n d Blvd.
(201) 623 -3661
NEW YORK
330 Madis on Ave.
(212) 986 -1300
ORA NGE , C AL.
5 0 0 S o u t h M a in
(714) 835 -4103
PHIL ADEL PHIA
2 Penn Center Plaza
(215) 568 -4580
PHOENIX
1 5 1 7 D e l W e b b To w n e H o u s e
(602) 279 -1688
P I T TS B UR G H
G a t e w a y To w e r s
(412) 471 -5946
PO RTLA N D, O RE .
6 1 0 S .W. A ld er S t.
(503) 222 -9778

PROVIDENCE
400 Turks Head Bldg.
(401) 274 -8700
ST L OUIS
1015 Loc us t St.
(314) 231 -0114
SAN FRA NCISCO
111 Pine St.
(415) 434 -1900
SAN JOSE
6 7 5 N o r t h F ir s t S t .
(408) 293 -9040
S TA M F O R D , C O N N .
111 Prospect St.
(203) 325 -4158
W A S H I N G TO N , D . C .
7316 W is consin Ave. N.W .
(301) 654 -1850

®
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ROBERT
L
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PERSONNEL
AGIMICIES

