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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

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

A Total
Career Package
In thinking about what NAA has to offer you, it is helpful to
look at t he educational programs as a complete career package.
The Continuing Education Program (CEP), which begins this
month, offers a wide variet y of courses on financial accounting
topics in major cities. The Local Education Activities Program
(LEAP) of courses and seminars, which is supplementary to CEP,
is designed to be held by chapt ers locally. The newly
inaugurated Cert ificat e in Management Accounting program will
serve as a measure of the capabilit ies of aspiring management
accountants. It will also serve, incidentally, as a catalyst for
change in all t he NAA educational programs.
Taking the analogy one step further, this
magazine— MANAGEMENT ACCOUNTING—is another important
component in t he t ot al career package developed by t he
Associat ion. As time goes on, you will see a continuing
integrat ion of all t he element s in this educational package. The
needs of indust ry will be considered in t he quest ions in t he
CMA examinat ion. At t he same time, new courses will be
introduced into the CEP and LEAP programs to reflect trends
and needs in financial management . The art icles In MANAGEMENT
ACCOUNTING will cont inue to be t opical and relate to other
educat ional programs.
The total career package is a concept that NAA is adopting in
order to serve more effectively it s membership. Aided by the
const ant feedback we get from indust ry, academia, members
and other sources, we plan t o continually revise, update and
improve this package.
As we progress, new educational techniques will be
introduced. They may include video cassettes, closed circuit
television and possibly educational technologies st ill in their
infancy now.
Career planning is a challenge for every businessman —and
hard work. The National Association of Accountants proposes to
make it easier for it s members to meet t he challenge.

ROBERT BEYER
President, 197273
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FINISHED GOODS MOVEMENT
By James ►. Gallia and Donald C. Anderson
A step -by -step procedure for documenting the transfer of goods so that accurate,
reliable, information can be obtained for use in effecting meaningful production
planning.

Cover:
As commercial
bakeries become more
and more automated,
the production line
manager plays an
even more critical
role. See page 53.

An award-winning article: Certificate of Recognition
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REPORTING CHANGES IN FINANCIAL POSITION
By D. Jacque Grinnell and Corine T. Norgaard
The development and interpretation of a Statement of Change in Financial Position,
as required by the Accounting Principles Board Opinion No. 19, is presented in this
article. The authors also discuss the implications this requirement will have for
management.
An award-winning article: Certificate of Merit

Photo courtesy ofBaker
Perkins Inc.

23

AUDITING COMPUTER SYSTEMS
By Harry L. Brown
What an auditor should look for in auditing computer systems is the theme of this
article. Written by an expert in auditing as well as data processing, this article reveal
many facets of the procedure which require special inquiry and observation.

27

SHADOW PRICES: A GRAPHICAL APPROACH
By Lanny G. Chasteen
Shadow prices are usually related to linear programming but are seldom understood.
Whereas linear programming maximizes the benefits from existing resources, shadow
prices relate to the costs of increasing those resources. An example presented here
illustrates this concept using space and time as the inseparable basic resources.

30

THE CAPITAL BUDGETING PROCESS
By

Charles M . Anderson, Jr.
Based on the concept that a corporation is a pool of resources, Johnson & Johnson
has developed a capital budgeting process, called a Resource Utilization Plan, which
places emphasis on the evaluation and review process.

33

DEVELOPING CAPITALIZATION RATES
By

John E. Green
The cost of capital method is the best approach for estimating a capitalization rate for
pipelines and most other properties. In this article, the author discusses the various
factors which must be considered in appraising a property and establishing the
capitalization rate.
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A PROFIT - ORIENTED MARKETING INFORMATION SYSTEM
By H. Virgil Stephens
This system was developed to emphasize selling for profit as opposed to some other
goal such as sales dollar volume. The system measures the profit contribution of each
sales area, customer, channel of distribution, product and combinations of each.

43

THE LINE MANAGER'S ROLE IN BAKERY OPERATIONS
By Dominic F. Pagano
The objectives, responsibilities, and functions of a bakery production line manager are
outlined in this article. The author believes that it is the line manager's duty to
initiate reforms that will improve production efficiency and enhance profit margins.
An award-winning article: Certificate of Recognition
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CONTROLLING SALES GOODS INVENTORY
By lames H. T oy

A comprehensive set of charts that indicate current levels of inventory from raw
material to finished fabrics is used by this company in its plan to squeeze out dollars
of excess investment in inventory for more productive uses.

57

PRODUCTIVITY IS NOT A DIRTY W ORD
By Peter G. Peterson, Secretary of Commerce
Secretary Peterson says the accounting profession can play a crucial role in the
improvement of productivity and help U.S. companies compete more effectively in
international business.

60

W YMA N P. FISKE (1900 -72)
Past NAA President and National Secretary is mourned by members; he led
Association after the death of the first secretary, Stuart C. McLeod.
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LETTERS to the editor
DATA SHEET item s of interest for the businessman
BOOKS for the m anagem ent accountant
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 availab l e f r om NAA 's S pec i al O rd er D ep ar tm en t.
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Minding Another's Business
In our Comment last month regarding the spirit of com petition within
the Association, the statem ent was m ade that "the one elem ent that
perm eates the Association, the one elem ent that has made it grow,
the secret of success, is 'the spirit of competition'." Affected perhaps
by the presence of this energy in the Association, a significant number
of our members are voluntarily helping small businessmen to compete
in the business world.

VOL. LIV NO.3

SEPTEMBER 1972

Published monthly, for members only, by the

NATIONAL ASSOCIATION
OF ACCO UNTANTS
919 Third Avenue, New York, N.Y. 10022

Ma ny
n small businessmen are disadvantaged
a taged by lack of formal buss
ness education, lack of resources necessary to afford com petent
business consultation services, or just lack of understanding of simple
business principles or governm ental regulation. More than 800 NAA
members no w a r e providing free consu lting and advisory services
to small businessmen in tr ou bl e or i n that critical start -up period.
Once the problems are solved, the advisor's role changes to providing
only moral support. The results generally are a going concern —plus
lasting friendships.
-
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These unselfish volunteers have not sought recognition; they have
been m ost modest in reporting their efforts and results— sometim es
to the point of anonymity. MANAGEMENT ACcoUNTING, however, would
like to recognize these volunteers of the NAA Socio- Economic Program for a jo b well d one!
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To cont inue the expansion of the NAA program of counseling
disadvantaged businessmen, the Association has contracted with the
Office of Minority Business Enterprise for additional funding in the
amount of $152,400 (see pp. 53, August MANAGEMENT ACCOUNTING).
The more the Association can do to see that everyone gets a "piece
of the action," the closer it will come to satisfying its socio- economic
responsibilities.
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W hy i5 it preferable to have an odd number of people on a comm ittee? Charles J. Trantanella, Jr., tells why i n "G r o u p Dynamics," as
he explores the interactions of group relationships ... As a follow -up
to his Lybrand Go ld Medal Award - winning article last year, Mi k e
Tyran discusses "Simulator Mo d el App lic at ion s'
. Considering
jumping into EDP? Hold off 'til you've read Thomas A. Sabol's article
on "Purchasing A Computer" (wherein he stresses that the purchase
decision should be b as ed o n m or e th an t he ob vi ou s co st figures)
Also, o ther m ajor a rticles on t opics rangin g from "Developing
W arehouse Costs" to "Estimating Property Taxes."
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Here's the kind of printing calculator your most efficient operators have been asking for. It has a buffered
keyboard that remembers figures and commands.
Whether adding, subtracting, multiplying or dividing,
your fastest operators can continue at their desired
speed without waiting for calculations to be completed and printed. They can even go on to the next
problem.
Of course, the 18 -36 is electronic and has the latest MOS / LSI circuitry. This makes it compact, quiet,
reliable. And it's a printer. That's what most businessmen prefer for the fastest, accurate way to complete
and check today's complex office problems.
Compare, also, these other features of the new
NCR 18 -36 with any other calculator you're now using
or considering—
• 14- column capacity.
• Can accumulate in add register and memory register simultaneously.
• Automatic constants for multiplication and division.
• Dual decimal system —full floating or floating in/
fixed out.
• Automatic round -off.
• % key — automatically points off percentages.
• Sign change key —gives correct answers when calculating minus factors.
• Exchange key— converts multiplier to multiplicand,
dividend to divisor, and vice versa.
• Direct access to memory —at any stage of
calculations.
• Overflow protection — prevents loss of accumulated
amounts when capacity is exceeded.
• Automatic back transfer —last printed figure available for additional calculations.
• Compact —takes little more space on a desk than a
business letter. Weighs only 12.8 lbs.

The
new
NCR
113M36
NCR

• Low profile keyboard —for ease of operation.
These features make the 18 -36 the ideal business
figuring machine —for straight adding, grand total
adding, selectiv e listing, and simple or complex
calculations.
For more information, call the nearest NCR
branch office or NCR Office Products dealer.

13
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Startyourclients
automated
accounting.
on
Thefirststepisf ree.
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Mortgage Loan Accounting
Automated Client Accounting
Automated Cycle /Route Billing
Automated Airline Ticket Writing
Automated Newspaper Accounting
Wholesaler's Automated Accounting
Automated Insurance Policy Accounting
Automated Wholesale Florist Accounting
Automated Accounting for Container Mfgrs.
Automated Accounting for Public Warehouses
Automated Receivables for Industrial Suppliers
Automated Accounting for Supplies Distributors
I'd also like to know about any automated accounting
system you have for the following:
S I N G E R Co n s um e r Pr o d u c t s , In d u s tr i a l P r o d uc t s ,
Ae ro s p a c e & Ma ri n e Sy s te m s , B us i ne s s Ma c h i ne s , Ed uc a ti on & Tr a in in g Pr o du c ts ,

The first step is a free booklet
that takes the mystery out of automated
accounting practices.
Each booklet features a separate
industry. So each booklet is specific as
well as easy to understand.
We'll take you step by step through
the basic procedures of the 5800 data
processing system and how it can simplify
paperwork for any —or all —of your clients.
For instance, the booklet on
wholesaler's automated accounting
� � 6 l l l l l l l i Ls t he preparat ion of
order /invoices,

commission reports, cash receipts journals,
accounts receivable ageing, and daily and
monthly reports. Complete with pictures
and diagrams of what the forms look like.
Each report is that detailed, that
specific. An honest "how -to"
approach to automated accounting
practices.
Best of all, each report is tree.
And if we don't show a report for
an industry you are interested in, just
tell us, and we'll try to work up a special
report for you.
Automated accounting. You can
finally show your clients all the cost - saving
benefits from it, simply, easily.

Business Machines that
hepyc u get downto business

SINGED

ED

%L

S
G SYSTEM
SYSIN
Singer Business Machines
San Leandro, Calif. 94577
Gentlemen:
Rush me the automated
accounting booklets I have indicated.
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Letters

TO THE EDITOR

Will Accounting Continue
To Be a Viable Profession?
Dudley Browne has done it againl In his article "Preserving the
Capability for Accounting Change," in the February 1972 issue
Of MANAGEMENT ACCOUNTING, he not only vividly points out those
areas in which the accounting profession must seek change but
concludes that it will also be necessary for the profession to study
and research the very nature of change itself.
Many individuals, admired as the knowledgeable leaders in
accounting, are also sounding the alarm to indicate that sweeping
changes may be necessary at all levels of the profession. Concern
is evidenced by their recent articles and addresses, and the selected
excerpts below show that there is a shared opinion concerning
the need for change.
Robert M. Trueblood in "Rising Expectations," Journal of
Accountancy, December 1970, wrote: "We must scrutinize the
whole structure of our profession in the framework of rising expectations, and in the milieu of a changing social environment."
John C. Burton in an address given at the 1970 Annual Partners
Meeting of Arthur Young and Company stated: "I have made
a number of observations about the dangers confronting the accounting profession today and some changes that might be effective in combatting them. I have serious doubts, however, whether
such changes will be made. I have sat on committees of individual
firms and Institute committees and observed reactions to change.
It is seldom rejected, but it is considered carefully and at length.
Careful consideration is the best -known defense against change."
John W. Buckley in "Accounting Principles and the Social
Ethic," Financial Executive, October 1971, wrote: "Indeed our
social ethic has changed, but our institutions have failed to keep
pace . . . The signals are clear. The accounting profession has
a great opportunity, not only to survive, but to strengthen its role
if it will respond now to the social ethic of our times."
This brings us back to Mr. Browne's excellent article or more
specifically his question, or is it his challenge, "How responsive
will accounting be to change ?" As Mr. Browne concludes, the stakes
are indeed high. The question may very well become "Will accounting continue to be a viable profession ?"
John Cerepak, Chairman
Department of Accounting
and Quantitative Analysis
Fairleigh Dickinson University

The article also pointed out that CPA's are less responsive to
individual clients than they are to shareholders. I do not consider
the audit, tax and management advisory services afforded to most
clients by the accounting firms as shareholder oriented. It is true,
though, that annual reports to shareholders have received a lot
of attention in recent years.
Perhaps the APB can be criticized for some of its Opinions
in attempting to standardize accounting rules for purposes of
uniformity and comparability. Without the APB, however, many
companies would be following rules responsive to their own needs.
It may be that too much emphasis has been placed on shareholder reporting, but I doubt it. After all, a corporation has the
ultimate responsibility to report to its shareholders.
Keith E. Grant
Providence Chapter
North Attleboro, Mass.

van Pelt vs. Kapnick?
I have read, with interest, two articles in the March 1972 issue
Of MANAGEMENT ACCOUNTING. They are John V. van Pelt's "The
Future of Accepted Accounting Principles" and Harvey Kapnick's
"Responsibilities of the Accounting Profession." While both authors are commenting on basically the same problem, their attitudes and conclusions seem to be quite different.
In his concluding paragraph Mr. van Pelt states that "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." Mr. Kapnick is much more critical in his assessment
of the Accounting Principles Board's past performance and suggests
a "... need for a new structure to establish accounting principles
that will be free from the misconceptions and errors of the past."
Both of these articles are excellent, but I tend to agree with
Mr. Kapnick.
Louis A. Burns
Stock Clerk
Jones 6 Laughlin Steel Corp.
New York Ore Division
Star Lake, N.Y.

Teaneck, N.J.

March 1972, History- Making Issue
An Excellent Summation —But?
The article entitled "Preserving the Capability for Accounting
Change" by Mr. Dudley E. Browne (February 1972) was an excellent summation of the many facets of today's society which
will require changes in the accounting professions. However, a
statement that the APB has been unresponsive or is "guilty of
cherishing the status quo" does not appear to be warranted. Evidence the two study groups appointed by the AICPA which have
been reviewing accounting objectives and the procedures for establishing accounting principles. Not only have they been studying
objectives applicable to current practice, but reviewing such issues
as social costs and benefits and the possible disclosure of their
impact on financial statements.

The March 1972 Issue Of MANAGEMENT ACCOUNTING Will, I
believe, become a history - making one. It will be long- remembered
for indicating that NAA became the vehicle for bringing about
the long overdue recognition of the management accountant. The
historic acts of creating the Institute of Management Accounting,
and at the same time the Certificate of Management Accounting,
will rank among the very best ever undertaken by NAA. This step
should have been taken 20 years ago and perhaps the tribulations
and problems besetting the accounting discipline today would be
somewhat alleviated.
Twenty years from now, after the fledgling has been nurtured
and reached maturity, I can visualize two important and significant
Continued on page 52
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do you have a new building going up?
Our Capital Cost Control services help assure corporate
management that:
• Speculative or investment developments will succeed
• Most favorable available financing is secured
• Building contractor with most reasonable bid is selected
• Construction is completed in orderly most
efficient manner
• Bills represent completed work and costs,
as paid, are posted in a single, versatile
property record.
For more information, write for Brochure 30.
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T h e Am er i c a n Ap p r a i s a l C o m p a n y , I n c. / An Am er ic an Apprai sal As s oc i at es C om pany • H eadquar t er s . 5 2 5 E. Mi c hi gan Str eet ,
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Newly Appointed Financial Accounting Foundation Trustees Include 4 NAA'ers
The American Institute of CPAs took the initial move of implementing the Wheat Committee
Report on a new structure to promulgate financial reporting standards by naming the nine
trustees for the Financial Accounting Foundation. Operating separately from all professional
organizations, the trustees will appoint a seven - member full -time Financial Accounting Standards
Board which will become the established authority for setting accounting standards. The trustees
are also responsible for funding the new program and for appointing an Advisory Council which
will assist the new Board. Those trustees who are NAA members are James Don Edwards,
distinguished professor of accounting, University of Georgia; William H. Franklin (who was
the Association's nominee for trustee), chairman of the board, Caterpillar Tractor Co.; Ralph
E. Kent, managing partner, Arthur Young & Co.; Walter J. Oliphant, senior partner, Arthur
Andersen & Co. Others named include John C. Biegler, senior partner, Price Waterhouse &
Co.; Ivan Bull, managing partner, McGladrey, Hansen, Dunn & Co.; Samuel A. Derieux, partner,
Derieux & Watson, and Thomas A. Murphy, vice chairman, General Motors Corp. The trustees
were drawn from nominees submitted by financial and accounting organizations, including
NAA. Mr. Kent was elected president of the Foundation. He said the full -time seven - member
Financial Accounting Standards Board would be selected in the next few months.
Synergistic Mergers Caused Hangovers for Some Corporations
Synergy was the magic word for many corporations in the Sixties, promising higher returns,
and greater economies of scale. But "today the bloom is off a number of these business marriages
after years of high costs, low profits and digestive ulcers." The reason why, according to Management Practice, a quarterly publication of the New York consulting firm of Coloney, Cannon,
Main & Pursell, Inc., was that in many cases parent and subsidiary found their businesses were
very different and there was very little synergy at all.
MAP Committee Promises Cooperation with Financial Accounting Standards Board
Meeting in Chicago the latter part of July, the NAA Committee on Management Accounting
Practices said it would cooperate with the new Financial Accounting Standards Board in the
study of problems and the formulating of approved practices. The chairman of the Committee
for 1972 -73 is Robert J. Donachie, executive vice president of Earth Resources Co., Dallas, Tex.
U.S. Chamber of Commerce Sets Up Fund to Ensure
Balanced Goals in Environmental Issues
A public interest environmental law fund has been created by the Chamber of Commerce of
the U.S. to bear expenses for presenting the "total environment" in judicial and administrative
actions. Chamber Executive Vice President Arch Booth noted that self - styled environmental
protectionist groups "represent only a portion of the total public interest. Yet, they have been
left largely unchallenged, with the result that the courts have become the real battlegrounds
for business in the field of environmental protection."
SEC Commissioner Needham Named Chief Executive of N.Y. Stock Exchange
James ►. Needham, the first CPA in public practice to be named to the Securities and Exchange
Commission in recent years, has been appointed the first, full -time salaried chairman and chief
executive officer of the New York Stock Exchange.
AICPA Names Wallace E. Olson Executive Vice President
Wallace E. Olson, executive partner of Alexander Grant & Co., Chicago, has been named executive
vice president of the American Institute of CPAs. Mr. Olson succeeds Leonard M. Savoie as
chief, full -time executive officer of the Institute.
DPMA Executive Director Steps Down
R. Calvin Elliott, who has headed the Data Processing Management Assn. for the past 12 years,
has resigned as executive director.
10
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FINISHED GOODS
MOVEMENT
Inventory Reductions, Customer Service, And Production
Planning Can Be Greatly Enhanced By This Procedure, Making
The Accountant's Life A Little Easier At Month -End And
Year -End Closing Times

MANAGEMENT ACCOUNTING/ SEPTEMBER 1972

Manager

and

Accounting

holds

and

Division

T RANSF ERS T O SHI PPING WARE HOUSE

At the manufacturing plant, the palletizer attaches
to each pallet load (board) of finished goods a copy
of the white Production /Receiving Ticket. He fills out
only the bottom portion, part A, with the exception
of the line marked "Total case count, end of product"
which will be filled in only at the end of the product
run. This information is used as a check figure for
total cases produced for Production Management.
Part A is initialled upon receipt by a shipping ware house employee. It is removed by production personnel before the pallet proceeds to the shipping ware hou se a rea . Pa rts B a nd C, both bla nk , rema in a tta ched

to the pallet load. At the end of each shift, part A
is forwarded to the Production Control Section and
forms the basis of that particular manufacturing plant's
shift production.
Pa r t B is completed by a shipping warehouseman.
He records the date the goods are received into the
shipping warehouse, the item description, size /pack,
and pallet board case count. At the end of each shift,
part B is removed and forwarded to the Production
Control Section. This part of the Production /Receiving Ticket is the basis for each plant transfer into

D. C. ANDERSON
Sea ttle Chapter 1968,

is Manager of
Manufacturing
Accounting, Nalley's
Fine Foods Division of
Co.,
W.R. Grace
Tacoma, Wash. Mr.
holds a B.s.
degree in
from the University of
Oregon. He was
a Certificate
of Recognition for this
and

A. Transfer of finished goods production from a manufacturing plant to a shipping warehouse
B. Transfer of finished goods productions (bright
stock and /or unlabeled) from a manufacturing
plant to a manufacturing plant warehouse (These
products are in- process and are not finished goods.)
C. Transfer of finished goods (bright stock and /or
unlabeled) from a manufacturing plant warehouse
back to a manufacturing plant for labeling (After
labeling, the finished goods move into the shipping
warehouse via the procedure for transaction A
above.)
D. Return of finished goods (damaged, spoiled, etc.)
from a customer to a shipping warehouse
E. Transfer of finished goods between any two shipping warehouses— return of finished goods to shipping warehouse from a route truck — transfer of
finished goods between route trucks— transfer of
finished goods from a shipping warehouse to a
route truck
F. Transfer of finished goods from a manufacturing
plant and /or manufacturing plant warehouse to
a dump
G. Receipt of finished goods for resale from a supplier
to a shipping warehouse

Seattle Chapter 1967,
of systems
is
Data Processing,
Nalley's Fine Foods
of W.R.
Grace
Co.,
Tacoma, Wash. Mr.
Gallia
a B.B.A.
degree in
and Finance from
Western Reserve
University. He was
a Certificate
of Recognition for this
article (1971 -72).

Accounting

Exhibit 1 is a flow chart of the movement of finished
goods. The detailed procedure covering all transactions
shown in Exhibit 1 is as follows:

The Production/ Receiving Ticket, Exhibit 2, is
basically a three -part tear -off form. Part A is completed
by the producing manufacturing plant, part B is co►npleted by the shipping warehouse receiving the finished goods, and part C serves as an identification
media for reconcilement of parts A and B, if necessary.
There are two kinds of tickets in use: a white copy
which is used to transfer finished goods from a manufacturing plant to a shipping warehouse and a red copy
which is used to transfer goods from a manufacturing
plant to a manufacturing plant warehouse (or back).

J. J. GALLIA

awarded

Production /Plant /Warehouse
Transfer Procedure

Production/ Receiving Ticket

Anderson

The movement of finished goods items following
through a maze of manufacturing plants, warehouses,
and sales outlets can be a perplexing challenge. In
developing controls for this complex movement of
goods, one may find himself buried in paper and faced
with the gigantic task of computerizing or processing
the required information. In this article, a procedure
for controlling the entire finished goods movement,
as applied by a food processing firm, will be described.
The procedure has been used for the past two years
to control four thousand finished goods items in
thirty -five warehouses and manufacturing facilities.

H. Sale of finished goods to customer
I. Return of unsalable (restricted) merchandise from
a shipping warehouse to a manufacturing plant
warehouse — transfer of unlabeled stock, currently
in the shipping warehouse inventory, back to the
manufacturing plant for labeling
J. Transfer of finished goods to a salesman (for samples) from a shipping warehouse

awarded

By James J. Gallia and Donald C. Anderson

article (1977 -72).
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Exhibit 1
FLOW CHART
FINISHED GOODS MOVEMENT
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Manufacturing
plant
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warehouse
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and /or
route truck
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route truck

E

D

H

J
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Supplier
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Exhibit 2
PRODUCTION /RECEIVING TICKET

r

NM
ALULM
EY'S FINE FOODS —
IMmmTIGN / RECEI VIRIG TICKET

No-34402

NNAUEYrTRNE FOODS—
PRODUCTI)N /RECEIVING TICKET

N0.34402

PALLET BOARD
CASE C OUNT

TOTAL C ASE C OUNT
END OP PRODUCT

W AREHOUSE NUMBER

DATE REC EIVED " H

NG W AREHOUSE

STOCK CLERK

NALLEY'S FINE FOODS— I M M UC TINI /RECEIVING TICKET
PLANT NR

T

AN

CDDE

No. 54402

Salesman

the shipping warehouse and represents finished salable
merchandise.
Parts A and B are matched in Production Control
for item description and case count and all discrepancies are rectified before the two tags are forwarded
to the EDP department for capture on tape.
TRANSFERS TO PLANT WAREHOUSE
The Production /Receiving Ticket is also used to
effect transfers of finished goods (bright stock and /or
unlabeled) from a manufacturing plant to a manufacturing plant warehouse. In this case a red ticket is
used. At the manufacturing plant a ticket is attached
to each pallet load (board) of "bright stock" or "unlabeled" merchandise. The palletizer fills out both parts
A and B as to item description and case count, part
A being removed by production personnel before the
pallet is moved to the plant warehouse and parts B
and C remaining attached to the pallet load as it moves
into the warehouse area. At the end of each shift,
part A is forwarded to the Production Control Section
and forms the basis of the manufacturing plant's shift
production. Part A of the red Production/ Receiving
Ticket serves the same purpose as its white counterpart, in that it is a production record for a manufacturing plant. The only difference is that a red part
A records production of an in- process item, not salable
to the trade, and the white part A records production
of finished goods. The red part B is a record of the
manufacturing plant's in- process inventory.
TRANSFERS BACK TO A MANUFACTURING PLANT
Transfers of finished goods (bright stock and /or
unlabeled) are sometimes made from a manufacturing
plant warehouse back to a manufacturing plant for
labeling. These transfers may involve full or only
partially full pallets. Also, since these are in- process
transfers, red Production /Receiving Tickets are used.
For a full pallet transfer to a manufacturing plant,
part B of the ticket is removed from pallet and at
the end of each shift is forwarded to the Production
Control Section. When processed through the Data
Processing Department, each part B will generate a
11minus" production record for the manufacturing
plant for the unlabeled item but will be offset by a
"plus" production record for the labeled finished item.
The dollar value of the labeled item will always exceed
the dollar value of the unlabeled item to cover the
additional labor and material expended to further
process the item. After labeling, the finished goods
are transferred to a shipping warehouse.
For a partial pallet transfer to a manufacturing
plant, a part B is filled out for the exact number of
cases transferred to the manufacturing plant. The
number on the ticket which is attached to the pallet
at time of manufacture is recorded on the new part
B. T h e ca se qu a n ti t y sho wn on th e origina l pa rt B
tick et is c ha n ged to reflec t a cor rec t pa lle t c a se cou nt.

Delivery Order Form
PA LL ET B OA RD
CA S E C OU N T

TO T A L C A S E C O U NT
EN D OE P RO DU CT

DA TE P RO D UC E D

12

CHE CK O UT C LE AR

T h e Delivery O r d e r fo r m , Ex h ib i t 3 , is a five -part
sna p -ou t form u sed to re cord recei pt of fini shed goods
by a sh ip p in g wa r e ho u se fr om a cu st o me r . It in vo l ve s
the retu rn of finished goo ds (d a m a g ed , spoiled or
resa l es) from a c u sto mer to a shi ppin g wa reho u se. T he
MANAGEMENT ACCOUNTING/ SEPTEMBER 1972

procedure followed is for the receiving shipping warehouse to prepare a Delivery Order form showing the
customer name, items returned, quantity, and date.
The Delivery Order form serves as back -up data for
the Order Department to issue the customer a credit

Exhibit 3
DELIVERY ORDER FORM

DEUVERY ORD R

No. „11. 7u
. M � c o M � N i � M � i KR i � �

memo.

NO.

Picking List and Transfer Docum ent
The Picking List and Transfer Document, Exhibit
4, is a four -part computer generated form which has
multiple uses. It is used by the warehouse shipping
the order as a picking list, as a packing list for the
shipment, and as a means of notifying Inventory Control that the order has been received by the warehouse.
Primarily, though, it is used to transfer finished goods
between any two shipping warehouses.
When an order for, merchandise is received by the
Order Department, it will specify both shipping and
receiving warehouses. This order is then processed
through the Data Processing Department which generates both a four -part picking list and a bill of lading.
The original of the Picking List and the first copy
are forwarded to the receiving warehouse together with
the bill of lading. After receipt of merchandise is
verified, the second copy is dated, signed and then
mailed to Production Control. After the order is
picked, the third copy is processed through the Order
Department and the Data Processing Department to
generate a four -part Transfer Document. The fourth
copy is retained as a file copy by the shipping warehou se.

The original of the Transfer Document is filed in
Accounts Receivable by sales district. The second copy
is mailed to the receiving warehouse location. The
third copy is matched to the original order together
with the third copy of the Picking List and is filed
in the Order Department. The fourth copy is forwarded to Production Control and is used to verify
actual receipt of transfer, by matching it with the
second copy of the Picking List. The matching of the
second copy with the fourth copy completes the warehouse transfer transaction.

INVOI CE I N
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Stock Transfer and Billing Form
The Stock Transfer and Billing form, Exhibit 5, is
a fou r -pa rt sna p -ou t form. It is u sed for the movement
of u nsa l a bl e or u n u sa b l e me rc h a n di se fr om t h e ma nu fa c tu r in g p l a n t wa re h ou se to a d ispo sa l a r ea (du mp)
or for m o v e m e n t of me rc ha nd ise fr om a ship ping
wa r e h o u se t o a ma n u fa c tu r i n g p la n t wa re h o u se .
W h e n a tra nsfer of finished go od s is m a d e from
a ma n u fa c tu ri ng pla nt and /or ma n u fa c tu ri ng pl a n t
wa reh ou se to a d u m p Pr od u ct io n C o n t r o l prepa res
a S t o c k T r a n sfe r a n d Bill ing form fo r t h e i t e m s dis-

posed. One copy is retained in the form book, and
the three remaining copies (1, 2 and 4) are forwarded
to the Cost Accounting Department. This department
is responsible for preparing the journal entry to relieve
the manufacturing plant inventory and to make the
appropriate charge for "dumped" merchandise.
When a return of unsalable (restricted) merchandise
is made from a shipping warehouse to a manufacturing
p l a n t wa r e h o u se , t h e sh i pp i n g wa r e h ou se prep a re s a
St o c k T r a nsfe r a n d Billing form for t h e i t e m s tra nsfer re d. After t he me rc ha n di se is r ece iv ed a n d che ck ed
MANAGEMENT ACCOUNTING /SEPTEMBER 1972
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Exhibit 5
STOCK TRANSFER AND BILLING FORM
■ s ua : r � n we � r o o w
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Basic Sales Invoice

:Kc,o

l a e I Ta . c o o t

as to quantities, the receiving warehouse will forward
the original copy to Production Control for snatching
with the second copy.
The same procedure is followed when a transfer of
finished goods is spade to a salesman (for samples)
from a shipping warehouse.

a Mr o wl. .

"Ica

A. * . . T

---------............................... ------------ -------------..

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

The driver /salesman prepares a basic Sales Invoice,
Exhibit 6, flagging it with the phrase "returns to stock"
when finished goods are to be returned to a shipping
warehouse from a route truck. This invoice is signed
by warehouse personnel when the finished goods are
received.

Salesman's Daily Loadout List
Exhibit 6
BASIC SALES INVOICE

^

°

I NVOI CE

..

2 9 6 6

u

1. To

an.

The salesman's daily loadout list (not shown) is a
single copy, manually prepared list used by the route
truck salesman to transfer merchandise from a shipping
warehouse. This list transfers the merchandise from
the warehouse inventory to the route truck inventory.
The loadout list is checked, signed and dated by the
receiving driver /salesman since it is his inventory that
will be charged.
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The benefits realized from implementing this procedure can be enumerated as follows:
1. Accurate, reliable information can be made available on a daily basis in the form of a daily stock
status report for each location by item.
2. Finished goods inventories can be reduced.
3. Finished goods inventory variances can be assigned
by area of responsibility on an accurate meaningful
basis.
4. Customer service can be substantially improved.
5. Production planning can be made extremely meaningful.
6. General ledger information can be summarized at
month -end automatically.
7. Implementation of the procedure can be accomplished without an increase in costs for gathering
inventory information.
In conclusion, with little or no additional cost, major
benefits are available from the proper implementation
of an accurate, reliable finished goods inventory procedure and system such as described above. Inventory
reductions, customer service and production planning
can be greatly enhanced by this procedure, making
the accountant's life a little easier at month -end and
year -end closing times.
❑

MANAGEMENT ACCOUNTING/ SEPTEMBER 1972

REPORTING CHANGES
IN FINANCIAL POSITION
The Statement of CFP Must Disclose Either Working Capital Or
Cash Provided By Operations

By D. Jacque Grinnell and Corine T. Norgaard
The March 1971 release of the Accounting Principles
Board Opinion No. 19, Reporting Changes in Financial Position, has substantially altered the reporting
requirements concerning the funds flow statement,
now to be called the Statement of Changes in Financial Position.' The reporting requirements associated
with the Statement of Changes in Financial Position
(hereafter referred to as the Statement of CFP), now
required as part of published financial reports, are
further affected by the July 1971, release of Opinion
No. 20, Accounting Changes.'
Opinion No. 19 requires that the Statement of CFP,
showing sources and applications of financial resources,
be presented in conformance with certain guidelines.
With respect to the generation of financial resources
and, more particularly, within that section showing
financial resources generated by operations, the inflow
of financial resources must be identified in a manner
consistent with the Income Statement classification
required by Opinions No. 9 and 20.
Financial resource flow may be measured in several
ways, most commonly in terms of working capital or
cash. However, two special notes should be made with
respect to working capital provided by operations.
First, certain transactions considered to be related to
prior periods, such as settlement of income taxes, may
be excluded from the determination of net income
for the current period and treated as prior period
adjustments. These transactions generally will have an
effect on the flow of financial resources such as working capital or cash. While it may be argued that such

D. 1. GRINNELL
Hartford Chapter 1971, is Associate
Professor and Acting Head,
Department of Accounting, School of
Business Administration, University of
Connecticut. He received his B.S. and
M.B.A. degrees from Cornell
University, and a D.B.A. degree from
Indiana University. Professor Grinnell
received a Certificate of Merit for this
article (1971 -72),
MANAGEMENT ACCOUNTING /SEPTEMBER 1972

transactions are properly considered as stemming from
operations, they are not related to current operations.
Therefore, the effect on financial resources of prior
period adjustments should not be included in the
determination of financial resources generated by current operations.
Second, the cumulative effect, if any, on the flow
of financial resources of changes in accounting principles must be considered in the determination of financial resources generated by operations. One may, however, argue that the cumulative effect of changes in
accounting principles is not related to current operations. Therefore, the cumulative effect on financial
resources of changes in accounting principles could
properly be excluded in determining the amount of
financial resources provided by current operations.
While this argument has merit, it is important for
the format of the Statement of CFP to relate closely
to that of the Income Statement. The cumulative
effect on prior years' income of changes in accounting
principles is considered by the Board to be a proper
ingredient in determining current income. It therefore
is consistent to consider the cumulative effect, if any,
on working capital of an accounting principle change
as an appropriate element in the determination of
financial resources generated by operations.

This article was
submitted through the
Hartford Chapter.

Development of the Statement of CFP
The objectives of the Statement of CFP, as stated
in Opinion No. 19, are (1) to summarize the financing
, Reporting Changes in Financial Position, Opinion No. 19 of the Accounting
Principles Board, AICPA. New York, March 1971.
'- Accounting Changes, Opinion No. 20 of the Accounting Principles Board,
AICPA. New York, lull 1971.
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Professor Norgaard received a
Certificate of Merit for this article
(1971 -72).
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"...

two
Statements of
CFP are
developed,
one . . . in
terms of
working
capital, the
other in terms
of cash."

and investing activities of the entity and (2) to complete the disclosure of changes in financial position
during the period.'
The concept of funds or financial resources as reflected by the Statement of CFP may vary. Normally,
such flows will be measured in terms of working capital
or cash. Exhibits 1 through 6 represent a set of financial statements which assist in clarifying the following
discussion of the Statement of CFP. The transactions
depicted in the illustrations exclude changes in accounting principles.
Exhibit 1 depicts an income statement, Exhibit 2
presents a statement of retained earnings, and Exhibit 3 presents comparative balance sheets for the
hypothetical APB Company. Based upon these financial statements, two Statements of CFP are developed,
one presenting financial resource flows in terms of
working capital (Exhibit 4), the other in terms of cash
(Exhibit 5).
The Statement of CFP must disclose either working
capital or cash provided by operations. Two alternative
approaches are available for treating income statement
items which are neither sources nor uses of working
capital or cash' The Statement of CFP may begin
with income or loss for the period before extraordinary
items. In this case, the statement should clearly designate the items which did not affect working capital
or cash and it should adjust for those items as shown
in Exhibit 4.
As an alternative, the entire income statement may
be restated, with items which did not affect working

Exhibit 1
THE APB COMPANY
STATEMENT OF INCOME
YEAR ENDED DECEMBER 31, 19X1

&

Net sales
Less expenses:
Cost of merchandise sold
Selling
administrative expense
Interest expense
Income tax expense

$1,000,000
$450,000
235,000
50,000
100,000

835,000

S 165,000

$(50,000)
(30,000)
20,000

(60,000)
105,000

$

Net income

Exhibit 2
THE APB COMPANY
STATEMENT OF RETAINED EARNINGS
YEAR ENDED DECEMBER 31, 19X1

16

$
$

30,000
100,000

514,000
105,000
619,000

130,000
$

Retained earnings balance, Dec. 31, 19x1

$

Retained earnings balance, Dec 31, 19x0
Add: Net income for 19x1
Total
Less, Prior period adjustment (Settlement
of income taxes)
Cash dividends

AD JUST ME N T S T O NE T I NC OM E

There are, of course, a number of items which affect
ordinary income but which do not result in a use of
working capital or cash. Depreciation is the most
common example. Other examples of items which
must be added to ordinary income include depletion,
amortization of intangibles and bond discount, increases in the provisions for deferred Federal income
taxes and for deferred investment tax credits, the
excess of cash dividends over the share of earnings
of partially -owned companies not consolidated (when
equity method is used), and minority interest in consolidated subsidiaries' net income.
Items that affect ordinary income but which do not
result in increases in working capital or cash generally
are less common. These items, which must be subtracted from ordinary income to determine working
capital or cash, include amortization of bond premium,
decreases in the provisions for deferred Federal income
taxes and for deferred investment tax credits and, for
partially -owned companies which are not consolidated,
the excess of the share of earnings over cash dividends
(when equity method is used).
To obtain working capital or cash resulting from
extraordinary transactions, an adjustment of the income statement total reflecting such transactions also
must be made. Losses (net of applicable income taxes)
arising from the sale or other disposition of non - current
assets and the retirement of bonds must be added
back while gains (net of applicable income taxes) must
be deducted.
OT H ER SOURCE S AND US ES OF
FINANCIAL RESOURCES

Income before extraordinary items
Extraordinary items net of applicable
income tax:
Settlement of patent infringement suit
Loss on sale of fixed assets
Gain on sale of investment in XYZ Company

capital or cash not included. Items such as depreciation
and amortization of intangibles and bond premium
would thus be omitted from the statement.

589,000

In addition to working capital or cash provided by
operations, the Statement of CFP must clearly disclose
other important sources and uses of financial resources.
Important sources may include proceeds from the sale
of non - current assets (net of applicable income taxes),
proceeds from the issuance of securities, increases in
long -term advances from customers, and prior period
adjustments which result in an inflow of financial
resources. Important uses of financial resources may
include purchases of non- current assets, the retirement
of long -term debt,' the conversion of long -term debt
or preferred stock to common stock, the repurchase
of capital stock, the declaration or payment of cash
dividends, decreases in long -term advances from customers, and prior period adjustments which result in
an outflow of financial resources.
It is considered inappropriate to offset financing
and investing activities resulting from a single transaction. For example, when fixed assets are acquired
through the issuance of stock or bonds, the acquisition
will be shown as a use of resources, while the issuance
' Ibid., Opinion No. 19, p. 372, paragraph 4.
4
Adjustments to income to determine working capital or cash generated from
normal operations do not have to be shown in the body of the statement. Rather.
thev may be shown in a footnote to the statement or in a separate schedule.
Ibid., p. 174 -5. paragraph 10
s When working capital flow is being measured, that portion of lougderm debt
reclassified as a current liability would also be considered as a nw of financial
resources.
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If the flow of financial resources is measured in
terms of cash, the effect on cash of changes in working
capital elements such as receivables, inventories, pre paids, and payables should be disclosed in the body
of the Statement of CFP.- Such disclosure is illustrated
in Exhibit 5.
If the flow of financial resources in the Statement
of CFP is measured in terms of working capital (Exhibit 4), Opinion No. 19 requires that a separate
schedule, showing changes in each element of working
capital for the current period, accompany the Statement.' Such a schedule is exemplified by Exhibit 6.

1

"Certain
requirements
of Opinion
No. 20 alter
the income
statement and
hence the
Statement of
CFP."

Exhibit 3

Effect of Opinion No. 20
on the Statement of CFP

THE APB CO MPANY
COMPARATIVE BALANCE SHEET
YEAR ENDINGS DECEMBER 31

Certain requirements of Opinion No. 20 alter the
income statement and hence the Statement of CFP.
Those requirements primarily relate to (1) a change
in an accounting principle and (2) a change in an
accounting estimate. Each type of change tnay affect
the Statement of CFP.

Assets
Current assets:
Cash
Accts. receivable (net)
Mdse. inventoni
Prepaid expenses
Total current assets

19x1
$

19x0

90,000
150,000
200,000
30,000

$ 100,000
200,000
180,000
20,000

470,000

500,000

$

ADD IT ION AL R EQUIR EME NT S FOR T HE
CF P ST AT EM EN T

method for the APB Company is shown in Exhibit 7.
Based upon the income statement in Exhibit 1 and
incorporating the effect of the change in accounting
principle from DDB depreciation to straight -line, the
income statement, prepared in condensed form, would
appear as shown in Exhibit 8. Comparing the income
statement in Exhibit 8 with that in Exhibit 1 three
differences are apparent. First, income from normal
operations has increased by $30,000 to $195,000 as a
result of the reduction in the current period's depreciation expense using straight -line depreciation. Second, the loss in the sale of fixed assets increased by
$20,000 to $50,000 as a result of the difference between
the amount received from the sale of the assets and
their book value using straight -line rather than DDB
depreciation; this $20,000 appears again as part of the
cumulative effect on prior years' earnings shown in
the current period's income statement. Finally, if
straight -line depreciation had been used for past
periods, depreciation charges would have been reduced

$

of the stock or bonds will appear as a source. Similarly
when either preferred stock or long -term debt is converted, the retirement of the stock or debt should be
shown as an application of financial resources while
the issuance of the new stock should be shown as a
source.' Such treatment provides the manager or analyst with more complete information concerning the
financing and investing activities of the entity.

Total current liabilities

$

$
$

$2,060,000

150,000
35,000

125,000
50,000

185,000

324,000
200,000
70,000

$

$2,128,000

175,000

306,000
350,000
50,000

Stockholders' equity:
Paid -in capital- preferred stock
Paid -in capital- common stock
Retained earnings
Less: Treasury stock at cost

300,000
650,000
489,000
(90,000)

$

594,000

$

Total long -term liabilities

$

_

Long -term liabilities:
Non convertible bonds
Convertible bonds
Deferred income tax liability

140,000

$

Equities
Current liabilities:
Accounts payable
Wages payable

180,000

$

Total all assets

400,000
600,000
(150,000)
700,000
(200,000)
70,000

$1,420,000

$

Investments in other companies

400,000
600,000
(160,000)
750,000
(175,000)
63,000

$1,478,000

$

Total fixed assets

$

Fixed assets.
Land
Building
Less: Accum. depreciation
Equipment
Less: Accum. depreciation
Goodwill

$

In general, when a change in accounting principle
is made, financial statements of prior periods are not
restated. Rather, the cumulative effect of the change
on retained earnings as of the beginning of the period
in which the change took place is included in the net
income of the period of change. There are exceptions
to this treatment; the general case described above
will be discussed first.
In terms of the Statement of CFP, the most common effect of an accounting change will be the inclusion of an item on the income statement which does
not represent a source or use of working capital or
cash. Examples of changes of this type include (1)
a change in depreciation method, (2) a change in
amortization method, and (3) a change in the method
of accounting for research and development costs.
While the cumulative effect of these changes on prior
years' earnings will be reflected in the income statement of the period of change, the changes do not
represent sources or uses of working capital or cash
in the Statement of CFP.
To illustrate, assume that the APB Company, which
had been depreciating previously recorded equipment
using the double declining balance (DDB) method,
decides that the use of straight -line depreciation would
be more representative and thus changes its depreciation method for equipment as of January 1, 19x1. A
summary of the effect of the change in depreciation

$

CHANGE IN ACCO UNT ING P RIN CIP LE

706,000
200,000
500,000
514,000
(35,000)

Total stockholders' equity

$1,349,000

$1,179,000

Total liab. 8 stockholders' equity

$2,128,000

$2,060,000

'Ib id ., Opinion No. 19, p. 374. paragraph S.
Ibid.
° Ibid., p. 176, paragraph 12
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by $60,000; this cumulative effect of the change in
accounting principle is reflected in current income as
required by Opinion No. 20.
The "Financial Resources from Operations" section
of the Statement of CFP which presents flows in terms
of working capital (Exhibit 4) would be revised as
shown in Exhibit 9. It may be noted that, while the
amounts shown within the Statement in Exhibit 9
differ from the a mounts in Exhibit 4, the final amount
shown as working capital provided by operations is
the same for Exhibit 9 and for Exhibit 4.
If a Statement of CFP based upon cash flows was
prepared, the change in depreciation method again
would not represent a source of cash; thus, the presentation would be similar to that shown in Exhibit 9.
Other types of changes in accounting principles do
affect working capital and therefore may be shown
as a source or use of working capital provided by
operations. Changes which affect working capital include a change in inventory costing method or a change
in the method of accounting for long -term construction -type contracts. However, the anticipated effect
on working capital does not materialize in the current
period's Statement of CFP since Opinion No. 20

affords special treatment to these changes. For an
inventory costing change from LIFO to any other
method, and for a change in accounting for long -term
construction contracts, financial statements of all affected prior periods should be restated.' As a result
of this treatment there will be no item in the income
statement of the current period reflecting the cumulative effect of these changes on prior periods' income.
Rather, each prior period's restated financial statements, including the Statements of CFP, will reflect
the changes as they relate to those periods."
Based upon the discussion and examples provided
by Opinion No. 20, it appears that important changes
in accounting principles which do affect working capital require that prior period financial statements, including Statements of CFP, be restated. Those changes
in accounting principles which may be accounted for
Ibid., Opinion No. 20, p. 495, paragraph 27.
0pinion No. 20 indicates that the cumulative effect of certain changes in
accounting principles cannot be determined. An example described by the opinion
is the change in inventory costing method from FIFO to LIFO. In this case,
disclosure is limited to showing the effect of the change in principle on the results
of operations for the period of change with an accompanying explanation of
the reason for omitting the measurement of the cumulative effect on prior years'
Cat
For a discussion of the difficulties of determining the cumulative effects
on net income of a change from FIFO to LIFO inventory costing see Opinion
No. 20, p. 399, paragraph 14d.

10

Exhibit 4
THE APB COMPANY
STATEMENT OF CHANGES IN FINANCIAL POSITION
(SOURCES AND APPLICATIONS OF WORKING CAPITAL)
YEAR ENDED DECEMBER 31, 19X1
Sources of working capital:
Operations:
Income before extraordinary items
Add: Income statement items not requiring outlay of working
capital in current period:
Depreciation
Amortization of goodwill
Provision for deferred Federal income tax

$165,000

$85,000
7,000
20,000

Less: Income statement items not providing inflow of working
capital in current period:
Amortization of bond premium

$112,000

(2,000)

W orking capital provided from operations of the period exclusive
of extraordinary items
Loss associated with extraordinary items (net of applicable income tax)
Add: Items not requiring outlay of working capital in current period:
Loss on sale of fixed assets
Less: Items not providing inflow of working capital in current period:
Gain on sale of investment in XYZ Co.

110,000
$275,000

$(60,000)
$30,000
(20,000)

10,000
$

W orking capital outlay associated with extraordinary items
W orking capital provided from operations
Proceeds from sale of fixed assets (net of applicable income tax)
Proceeds from sale of investment in XYZ Company (net
of applicable income tax)
Proceeds from issuance of bonds
Proceeds from issuance of preferred stock
Issuance of common stock through conversion of long -term debt

(50,000)

$225,000
70,000
60,000
200,000
100,000
150,000
$805,000

Applications of working capital:
Purchase of fixed assets
Purchase of common stock of UVW Company
Retirement of bonds
Conversion of long -term debt to common stock
Purchase of treasury stock
Payment of dividends
Settlement of income taxes related to prior years' earnings
Net decrease in working capital during year
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$250,000
80,000
180,000
150,000
55,000
100,000
30,000

845,000
$ 40,000
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by showing their cumulative effect on prior years'
earnings as part of the current year's income are exemplified in Opinion No. 20 by changes which do not
affect working capital. This is a desirable difference
in treatment since the current period's Statement of
CFP will not be distorted by the inclusion of any
cumulative effect on working capital of changes in
accounting principles. In turn, the comparability of
the current period's Statement of CFP with those of
prior periods, which have been restated for the working
capital effect of any changes, is enhanced."
CHANGES IN ACCOUNTING ESTIMATES
On occasion, a company may wish to revise certain
estimates, such as those pertaining to the remaining
useful life and salvage value of assets, or the amount
" It may be noted that Mule changes in accounting principles may affect working
capital, such changes never affect cash balances.

of accounts receivable which will become uncollectible. In these cases, no adjustment is made in the
statements of prior periods to reflect the application
of the new estimates; nor is any cumulative effect of
the revised estimates on prior period's earrings shown
on the current period's income statement. Rather, the
effect of new estimates will be incorporated in the
determination of the income from normal operations
for the period in which the revised estimates are made,
as well as for future periods. As a consequence, the
effect of the changes will also be considered in the
Statement of CFP to determine working capital or
cash provided by normal operations.
A problem uray arise in cases of this type when
comparing workilrg capital flows shown in past Statements of CFP with those of the current period, particularly when the effects of changing the accounting
estimates are material. To illustrate, assume that a

". . .

the effect

of the changes
will also be
considered in
the Statement
of CFP .

. ."

Exhibit 5
THE APB COMPANY
STATEMENT OF CHANGES IN FINANCIAL POSITION
(SOURCES AND APPLICATIONS OF CASH)
YEAR ENDED DECEMBER 31, 19X1
Sources of cash
Operations:
Income before extraordinary items
Add: Income statement items not requiring outlay of cash
in current period:
Depreciation
Amortization o f go o d w ill
Provision for deferred federal income tax
Changes in working capital elements which constitute
source of cash in current period:
Decrease in accounts receivable
Increase in accounts payable
Less: Income statement items not providing inflow of cash
in current period:
Amortization of bond premium
Changes in working capital elements which constitute
use of cash in current period:
Increase in merchandise inventory
Increase in prepaid expenses
Decrease in wages payable
Cash provided from operations of the period
exclusive of extraordinary items
Loss associated with extraordinary items
(net of applicable income tax)
Add: Items not requiring outlay of cash in current period:
Loss on sale of fixed assets
Less: Items not providing inflow of cash in current period:
Gain on sale of investment in XYZ Company

$165,000

$85,000
7, 00 0

20,000

$122,000

$50,000
25,000

75,000

$187,000

$(2,000)

$(20,000)
(10,000)
(15,000)

_

(45,000)

(47,000)

140,000
$305,000

$(60,000)
$ 30,000
(20,000)

10,000
(50,000)

Cash outlay associated with extraordinary items

$255,000
70,000
60,000
200,000
100,000
150,000

Cash provided from operations
Proceeds from sale of fixed assets (net of applicable income tax)
Proceeds from sale of investment in XYZ Co. (net of applicable income tax)
Proceeds from issuance of bonds
Proceeds from issuance of preferred stock
Issuance of common stock through conversion of long -term debt

$835,000
Applications of cash:
Purchase of fixed assets
Purchase of common stock of UVW Company
Retirement of bonds
Conversion of long -term debt to common stock
Purchase of treasury stock
Payment of dividends
Settlement of income taxes related to prior years' earnings
Net decrease in cash during year
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$250,000
80,000
180,000
150,000
55,000
100,000
30,000

845,000
$ 10,000
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company which had been estimating uncollectibles as
a percentage of credit sales decides to estimate uncollectibles as a percentage of the year -end receivables
balance. By applying the former procedure, assume
that the bad debts expense for the current period is
estimated at $10,000; using the new method, the estimate is $6,000. Comparative income statements
would of course show a difference of $4,000 in net
income.
In the Statement of CFP, regardless of the method
chosen for estimating bad debts, the cash flow is the
same. However, under the working capital format,
working capital changes as a result of the change in
the accounting estimate. While this accounting treatment of the effect of changes in accounting estimates
may make comparison of working capital flows of the
current period with those of prior periods difficult,
it does provide a valid basis for comparing working
capital flows of the current period with those of future
periods.

Management's Use of the Statement of CFP
While the Accounting Principles Board requires
that the Statement of Changes in Financial Position
be included as part of the total external reporting
package, this statement also is useful for internal accounting purposes. Some of its important uses are:
(1) to help management in determining a firm's ability
to pay its debts and ascertain the length of time which
any debt financing should cover; (2) to pinpoint prob-

Exhibit 6
THE APB COMPANY
SCHEDULE OF CHANGES IN WORKING CAPITAL
YEAR ENDED DECEMBER 31, 19X1
Changes in elements which increased working capital:
Merchandise inventory increase
Prepaid expense increase
Wages payable decrease

$20,000
10,000
15,000
$45,000

Changes in elements which decreased working capital:
Cash decrease
Accounts receivable decrease
Accounts payable increase

$10,000
50,000
25,000

Net increase in working capital

85,000
$40,000

lem areas related to unusual changes in working capital
accounts; (3) to assist management in evaluating and
coordinating the operations of autonomous or semiautonomous components of the organization; and (4)
to provide data regarding the major facets of the
financing and investing activities which have occurred
over a period of years.
DEBT PAYI NG AND F INANCING

There is a common misunderstanding regarding the
relationship of a firm's net income to its abilities to
retain solvency and carry on normal operations. Net
income represents the increase in total net assets resulting from operating activities. A substantial portion
of the net asset increase may be reflected by increases
in assets of a highly non - liquid nature. Thus an entity
may amass an outstanding record of profitability and
yet encounter financial difficulties because of the
composition of the asset structure. In addition, net
income includes both extraordinary items and the
cumulative effect on prior years' earnings of changes
in accounting principles, both of which tend to represent non - recurring events and neither of which may
represent a source or use of liquid assets.
If a series of current and projected Statements of
CFP are developed using the cash format, a direct
reading of the changes and the cause of changes in
cash are clearly disclosed. A feeling for the sufficiency
of cash resources in future periods to cover demands
for cash can be obtained from these statements. In
addition, an insight into the pattern which repayment
of credit obligations should take also can be gained
together with a facility fora better matching of this
pattern with that of projected cash inflows.
If a series of current and projected Statements of
CFP using the working capital format are prepared,
interpretation, in terms of debt paying ability, is less
direct; the statements disclose the projected changes
in the relationship between current assets and current
liabilities, as opposed to cash alone. These projected
Statements of CFP, revealing the coverage of current
liabilities by current assets, may be used in conjunction
with those Statements of CFP reflecting the current
and future cash positions.
Further, since the Statement of CFP shows either
working capital or cash provided by operations, by
creditors, and by owners, changes in the composition
of these various sources may provide important information relevant to planning for future operations. For

Exhibit 7
THE APB COMPANY
SUMMARY OF EFFECT OF CHANGE IN DEPRECIATION METHOD

Totals

20

500,000
250,000

Depreciation expense
for 19x1
DDB
Straight
Method
Line Method
0
0
$

$

Original
cost
$200,000

$

Asset description
Equipment sold during 19x1
Equipment owned prior to 19x1
and retained during 19x1
Equipment acquired during 19x1

Accumulated
depreciation to Jan. 1, 19x1
DDB
Straight Line
Method
Method
$100,000
80,000
100,000
0

60,000
0

35,000
40,000

25,000
20,000

$200,000

$140,000

$75,000

$45,000

MANAGEMENT ACCOUNTING /SEPTEMBER 1972

example, if current and projected Statements of CFP
indicate that working capital of cash provided from
operations is steadily declining, this trend may have
important implications concerning future viability of
the entity, particularly if new sources of funds from
creditors and stockholders are limited.
UNUS UAL CHAN GES IN WORKING
CAPIT AL ACCOUNT S

By reviewing comparative balance sheets, changes
in various elements of working capital can be obtained.
Nevertheless, a more direct and dramatic presentation
results from the Statement of CFP. Within the body
of a Statement of CFP presenting sources and uses
of cash (Exhibit 5), the change in each element of
working capital for the current period is shown. Referring to Exhibit 5, it can be seen that inventory increased by $20,000 during the current period. This
information may generate a series of related questions

concerning operating efficiencies. For example, is the
inventory increase justified in terms of future plans
or does it represent some basic problem in inventory
management and control? A series of historical Statements of CFP also can reveal trends in various working
capital elements; for example, a continuing increase
in accounts receivable. This build up may be consistent
with the plans and objectives of the company; on the
other hand it may be indicative of accounts receivable
management problems. If a series of projected Statements of CFP are prepared, problem areas in working
capital items may be revealed and, as a result, timely
corrective action taken.
A Statement of CFP, presenting sources and uses
of working capital (Exhibit 4) reflect total changes
in working capital; the associated schedule of changes
in working capital (Exhibit 6) details the increase or
decrease in each element. This type of Statement of
CFP, together with the supporting schedule of changes

"... problem
areas in
working
capital items
may be
revealed and,
as a result,
timely
corrective
action taken."

Exhibit 8
THE APB COMPANY
CONDENSED INCOME STATEMENT INCORPORATING CHANGE IN
DEPRECIATION METHOD
YEAR ENDED DECEMBER 31, 19X1
Income before extraordinary items and cumulative effect on prior years'
Income of change In depreciation method
Extraordinary Items net of applicable income tax:
Settlement of patent infringement suit
Loss on sale of fixed assets
Gain on sale of Investment in XYZ Company

$195,000'
$(50,000)
(50,000)
20,000

Cumulative effect on prior years' Income (to (Dec. 31, 19x0) of change
in depreciation method

(80,000)
$60,000

$175,000
Net Income
*For the sake of simplicity and to more clearly illustrate the point being made, it is assumed that Income tax expense
and the provision for deferred income taxes are not affected by the change in depreciation method.

Exhibit 9
THE APB COMPANY
REVISED STATEMENT OF CHANGES IN FINANCIAL POSITION
YEAR ENDED DECEMBER 31, 19X1
Sources of working capital:
Operations:
Income before extraordinary items
Add - Income statement items not requiring outlay of working capital
in current period:
Depreciation
Amortization of goodwill
Provision for deferred Federal income tax

82,000

_

$55,000
7,000
20,000

$

$195,000

Less - income statement items not providing inflow of working capital
in current period:
Amortization of bond premium
W orking capital provided from operations of the period exclusive of extraordinary items
Loss associated with extraordinary Items (net of applicable income tax)
Add -Items not requiring outlay of working capital in current period:
$50,000
Loss on sale of fixed assets
Less -items not providing inflow of working capital in current period:
(20,000)
Gain on sale of investment in XYZ Co.
Working capital outlay associated with extraordinary items
Cumulative effect on prior years' income of change in depreciation method
Less- Positive income effect of change which did not effect working capital
Cumulative effect on working capital of change
W orking capital provided by operations
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(2,000)

80,000
$275,000

$(80,000)

30,000
$(50,000)
$ 60,000
(60,000)
0
$225,000
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in working capital elements, may be used in the same
way as the Statement of CFP based upon the cash
format by highlighting troublesome or potentially
troublesome areas in working capital and cash management.
COORDINATING AND EVALUATING OPERATIONS
Another important use of a Statement of CFP
concerns the evaluation and coordination of operations
of autonomous or semi - autonomous divisions of an
organization. For example, two comparable divisions
may appear to have very dissimilar results of operations
based on divisional income statements. Yet, these
differences may be due not to differences in managerial efficiency but, for example, to different depreciation charges resulting from the use of different depreciation methods or from cost differences arising from
variations in the timing of purchases of depreciable
asse ts.
The prospects of future profitability and the wisdom
of financial management decisions also may be better
assessed through the use of Statements of CFP. For
example, in the Statements of CFP themselves, or in
the accompanying schedules of changes in working
capital, changes in various elements of working capital
are disclosed. If short run sales are being generated
through the liquidation of inventories, this fact will
be highlighted by the change in inventory level. If
working capital is being depleted through the increased
use of short term borrowing, this fact also will be
disclosed.
Through the preparation of current and projected
Statements of CFP, coordination of activities of
various organizational components will be facilitated.
As a case in point, a cash shortage may be projected
for one Division while another Division anticipates
a cash surplus to develop. Borrowing between the two
divisions may be arranged at a cost below that at which
outside funds could be obtained. Similarly, short term
inventory shortages might be covered through transfers
from one organizational component to another, resulting in cost savings to the total organization.
EVALUATING FINANCIAL PERFORMANCE
A fourth important use of the Statement of CFP

22

is to evaluate performance in a historical perspective
to determine if the goals which may have been set
for the organization have been achieved. The Statement of CFP discloses the manner in which working
capital or cash has been used. For example, amounts
which have or are being used for replacement or acquisitions of long -term assets, payments to stockholders,
retirement of long -term debt, and redemption of the
company's own stock are disclosed. These actual uses,
together with the sources of funds, may be compared
with prior projections to determine how well management's plans have been or are being achieved. Declining dividend payments and declining investment levels
in productive assets may, for example, be indicative
of financing and investing problems which exist.

Summary and Conclusions
Opinion No. 19 requires that a Statement of
Changes in Financial Position be prepared as part of
the periodic external financial report package. The
Statement of CFP summarizes the financing and in.
vesting activities of an entity and discloses the changes
in its financial position for the period. The most
common forms of the Statement of CFP are those
which show either working capital or cash generated
by operations and the effects of all other transactions
on these two How concepts. The effect of extraordinary
items and the effect of accounting principles changes
are included in the section of the Statement of CFP
which shows working capital or cash generated by
operations; the effect of such items are separated from
that of normal operations.
The information contained in this statement regarding financing and investing activities is equally
relevant for internal management purposes. The
Statement of CFP can aid management in determining
the firm's ability to pay its debts and in ascertaining
the length of time which any debt financing should
cover. It also highlights problern areas related to unusual changes in working capital elements. Another use
of the Statement of CFP concerns the evaluation and
coordination of the operations of various components
of the organization. Finally, the Statement of CFP
can provide important data regarding the financing
and investing history of the firm.
❑
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AUDITING COMPUTER
SYSTEMS
The Auditor Should Be Welcomed Into The Data Processing Family,
For He Has Many Things To Offer In Designing A System From
The Available Input Information To The Final Management Reports

By Harry L. Brown
Most of my experience has been in discussing with
accountants what to do when they meet computer
people. I warn them about this new breed of specialists, their aggressiveness and eagerness, their distaste
of things as they are, their dislike for current documentation and sometimes for controls that might
restrict a full - speed -ahead operation.
Now a warning for the data processors about the
breed of specialists known as auditors. What they do,
what they are looking for and how to warm up to
these people who have the ears of top management.
They have access to all company information. One
of their duties is to see that assets are protected. They
know the value of good controls as opposed to mediocre, poor or non - existent controls. It is true also
that the amount of work they do (and the cost) would
be somewhat in inverse proportion to the controls in

power, the auditor probably will not criticize the
equipment cost unless it is in excess of some of the
rule -of -thumb guidelines that are being developed.

Auditing the System

How does the auditor plan an audit? First, he reviews the system of internal control for all financial
areas. Next, he devises a plan to test each of the
subsystems of the company. Transactions are tested
according to the plan. It is in this phase of the audit
that problem areas are detected and additional audit
work is done. The auditor then makes his evaluation
based on the results of the tests and reports his conclusions to management. At the same time, the auditor
would report actual or potential problems to someone
who has authority to see that these problems are
corrected. Sometimes the auditor will criticize the
system, and if he does, he must suggest a solution
to each problem discussed.
What kind of review should the auditors make? A
use.
The auditor should be welcomed into the data questionnaire covering the principal problem areas,
processing family, for he has many things to offer in completed by inquiry and observation, is the most
designing a system from the available input informa- common way of reviewing the basic operations of data
tion to the final managements reports. Therefore, give processing. The answers should direct the auditor to
him time, time to discuss existing systems and how potential trouble areas. He should make an observathey operate to furnish information, time to discuss tion of the facility. Is it neat, clean, businesslike? This
the approaches to be used in designing new systems, observation may be some indication of the results that
and time to review the controls in effect to see if are being produced.
The auditor might look at some of the documenthey are acceptable.
The auditor will review, by inquiry, the organization tation for neatness, completeness, and accessibility. He
of the data processing operation, the documentation, would look at the data storage facilities to determine
the existence of good operating techniques, and the their adequacy and the control over cards, discs, and
basic framework of each of the applications being tapes. The operating instructions to the computer
handled by data processing. Later on in his review operators should be legible and should be near the
he will investigate user controls by direct communica- console. A review during working hours would indicate
whether the instructions are being used by the operation with each of the user departments.
He certainly will want to know the equipment being tors. Instructions that are full of pencil changes would
used, although he probably will never be an equipment indicate that they might not be complete at the time
expert. This information is necessary to determine the of initiating a new system or that there are significant
degree of sophistication that might be encountered changes in the system without an adequate updating
in the various applications. Although many installa- of the documentation.
How is the scheduling done? Is there a follow -up
tions have substituted computer power for systems
MANAGEMENT ACCOUNTING /SEPTEMBER 1972
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of the actual work produced versus the schedule that
shows what was planned to be produced? Is there some
kind of input- output control within the data processing
department? Is it independent of the operating staff?
A review by a trained EDP auditor will furnish him
with some impression that the EDP manager desires
or demands controls, or that he dislikes and avoids
external controls in his operation.
Although one of the primary rules of accounting
is that the employees doing the work should be competent, the auditor should not try to rate the data
processing employees. The rating of specialists as to
their job competence requires the service of a specialist
trained in this field. Such rating also takes much more
time than a simple review of internal control. Also,
the auditor should probably not rate the total system
as to its inefficiencies, particularly in machine utilization, unless the installation is so inefficient that most
results have proven to be unreliable.

as separation of duties, written job descriptions, prohibition of responsibilities in any other operating unit
of the organization, fidelity insurance coverage of data
processing employees, and management's involvement
as part of a steering committee. If the data processing
manager does not have a voice somewhere near the
top, data processing can be doomed to a life of massive
clerical calculations and printing, taking raw input data
and turning it into a semi - finished product so that
others can complete the cycle from semi - finished to
finished management information reports.
The auditor will investigate how program changes
are handled: whether they are requested in writing,
as they should be, or whether programmers and systems
analysts are allowed to tamper with the programs at
their whim. Some installations have adopted the rule
that the significance of program changes is somehow
related to the amount of programming time. Usually
the rule states that if the overall programming time
to make the change is less than one or two days, no
Auditing the Users
approval is needed but if the change would require
The next phase of the review is a visit with the more analysis or programming time than that, then
various users of the computer system. Here, the auditor several approvals would be needed in writing. This
would determine whether the user has adequate con- rule transfers the data processing manager's respontrols and what problems the user has had or is having. sibility down to the programmers who should not have
He would be interested in determining whether there that responsibility. Many programmers find their work
has been an out -of- balance condition recently and if so interesting that they will moonlight at their own
so, how did the system recover?
job without pay merely to get into a program to
He should determine whether users are really aware improve it, to make it sing instead of stutter.
of how their system works. He would also be interested
The review of operations covers scheduling, rotation
in whether the user is aware of changes being made of operators so that no one operator handles one
to the system, for even minor changes could affect application on an exclusive basis, the use of predeterthe quality and integrity of the reports being received. mined control totals established independently of the
Are the users generally happy with the kind of reports data processing department, and the review of input
they are getting? Every user should be getting the type and output for acceptability. It also covers the controls
of report he needs to perform his job properly, not over prenumbered forms such as checks or invoices,
the reports that a data processing specialist thinks are the use of specific edit routines in various programs,
useful. Does the data processing department meet its the direct supervision of console operators, and the
promised schedules? The delivery time of documents record and file retention procedures needed to reconto the data processing department must be carefully struct lost records.
scheduled and the return of information produced by
Many organizations like to live dangerously. I have
those documents, in useable form, should also be seen several that have absolutely no backup for the
scheduled.
company records, now concentrated into one small
The auditor will make specific tests of the com- area of the building. It would be embarrassing for a
puter- produced reports and will trace some details data processing manager to explain, after a catastherein back to the original source documents. He will trophe, that the organization no longer has any master
also trace the generated totals forward to the final file data and no operating programs available to profinancial statements. Primary audit tests are the obser- cess the data if it had such. Right after this explanation
vation of physical things in comparison with a final to management, he will probably be explaining to his
report, the support of completed transactions by ex- wife why he no longer has a job. The wise course to
amination of the underlying documentation, corre- follow, in lieu of updating off- premise copies of prospondence with customers, vendors, and banks, and grams, would be to periodically dump all of the existadherence to company policies. and procedures.
ing programs, in programmer language and not in
machine language, and store this copy off the premises.
Auditing the Organization
The off - premise copy, even if one or two months old,
Most of the CPA firms have developed some type will probably do the job and it is not too difficult
of questionnaire to evaluate internal controls in data to remember what changes have been made to the
processing. These questionnaires vary from simple major programs in the last few weeks.
checklists covering punched card controls to elaborate
inquiries into all areas of data processing. They are Auditing Procedures
written in a manner that assumes the auditor has some
The data processing manager should be prepared
background and training in current data processing to answer the following pertinent questions that might
hardware, software, operating systems, communica- be asked by users of computer - processed financial data:
tions, and systems applications techniques.
His review of the organization will cover such points 1. If the report belongs to me as a user and I have
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authorized the construction and maintenance of
the supporting master file, why should I not have
exclusive right to limit the distribution of the
reports prepared from that file?

In exchange, the user should designate one person in his department who will be authorized to
communicate with data processing should there be
problems with the data.

This exclusive right requires that a written form
be used to authorize additional copies of an existing report or any new reports which are to be
prepared from the same file. This formal authorization should be signed by the principal user.

Most of the above questions are related to improving people -to- people communications; still, one of the
major stumbling blocks to a good data processing
operation with happy users is control of user files.

2. If 1 guarantee the time of delivery of my source
documents to you for processing, why can't you
guarantee the delivery time of the report prepared
from those documents?
The receipt of current reports can be critical to
many operations and good computer scheduling
would provide that timely reports be distributed
to the proper users.
Could you discuss with me the quality and accuracy of the source documents that my people
are furnishing to data processing?
Sometimes a very minor change in a source
document can assist both key - punching and data
processing.
4. Would you help me eliminate the massive trial
balances and other lengthy computer reports which
are difficult to use manually?
There should be constant discussion between
data processing and users as to the relative merits
of obtaining a massive, detailed report when the
user is only interested in the exception items. There
should be some plan to clearly mark exception
items buried within such reports and, if possible,
report only the exception items which require the
attention of the user.
5. Whenever a change in the system occurs, would
data processing make an extra effort to determine
that the procedures manuals used by those outside
of data processing are updated to reflect the
changes?
The data processing system does not begin and
end at the computer room door. All procedure
changes should immediately be made available to
the people concerned.

Auditing Control
Once we have established the proper procedures,
we can begin to test the system from a control standpoint. One of the big weaknesses to watch for is the
lack of written, easily understood procedure manuals
for use by those who are outside of the data processing
department and who have little knowledge of how
data processing works. Ope method of providing enlightenment would be to decentralize the preparation
of the machine- readable input. Key - punching and
other data preparation functions can be in areas away
from the computer center. The major users could have
their own on- premise key -punch and other input devices as could the business office. In this way, most
of the data arriving at data processing is already in
machine- readable form and any problems with the
data itself can be referred back to the preparing department, the user. (See Exhibit 1.)
The proliferation of reports, once a computer system
has proved it can do a significant job for an organization, requires that some control be exercised over
what is published and the number of copies required
for good management. Exhibit 2 is a suggested report
questionnaire that could be used on some periodic
basis to determine a report's usefulness to the recipient. A "no" answer to any one of several questions
would indicate that the report is no longer useful and
that it should be changed or eliminated.
The questionnaire could be attached to every copy
of a computer - prepared report for one cycle and the
returned answers analyzed to see if a report has outlived its usefulness, in which case drastic data processing changes are indicated.

good
computer
scheduling
would provide
that timely
reports be
distributed to
the proper
users."

Exhibit 1
EDP SYSTEM CONTROL
USER DEPT.

CENTRAL SYSTEMS
GROUP

C O M M UN I C AT I O N

SYSTEM ANALYST

ANALYSTS
PROGRAMMERS

6. Could you furnish me with narrative descriptions
and simple flow charts of my data processing application so that my people have a general knowledge of how the data is processed?

MACHINE INPUT
PREPARATION
J
0

These descriptive items would also be useful
when training new employees.

Z

DATA PROCESSING
OPERATIONS

0
¢

0

P UNC HE D
C AR D S

z

KE Y P UNC H
RE P OR T $

0

T AB O P E R AT I O NS
CO M P UT E R O P E R AT I O NS

problems?

ancing

7. Could you assign one person in data processing
with whom we could communicate regarding desired changes in our system and with current bal-

MANUAL SYSTEMS
USERS OF DATA
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Auditing Security

Auditing the Sale of EDP Services

The day of the continuous stream of interested
visitors walking through the data processing areas
should be coming to an end. The use of a viewing
room, with securely locked doors between the viewing
room and the computer center and with break- resistant
glass is recommended. Any visitor that comes into the
data processing area should be accompanied at all
times by one of the data processing employees.

Many companies are also performing service bureau
operations for other organizations. In those cases
where services are sold to outsiders, documentation
of customer programs should be even better than
internal programs. Service bureau operations carelessly
documented or without written agreements covering
the responsibilities of both parties can expose the
organization to significant monetary losses should data
processing fail to exercise diligence in the handling
of outsiders' data. Such contracts should define the
control over movement of documents and reports,
service fee basis, and specific approvals required to
authorize changes to master files. There should be
some means of terminating the contract by either
party, and provision for a periodic review of fees should
an adjustment be necessary.

Exhibit 2
COMPUTER REPORTS QUESTIONNAIRE
Report title
Report number
Frequency of Issue:

Daily

W eekly

Semi-annually

Mont hl y

Quarterly

Annual ly

1. Do you wish to continue to receive this report?
Yes
If yes, answer all remaining questions.
No
If no, do not answer remaining questions.
2. W hat do you do with this report after you receive it?
Reed and use to make decisions Read and use for compiling other reports
Read for Information only
Other (explain)
3. Do you pass the report on to others?
If Yes,
For their information
Cl Yes
No
For them to take action
4. How often do you use the information in this report?
Daly
W eekly
Mont hl y
Quar terly
N ever
5. How do you rank this report as to relative Information in comparison to other
reports you receive?
T op one-third
Middle one -third
Bottom one -third
6. In view of the above ranking, should this report be issued:
More frequently?
Less frequently?
At sam e fr equency?
If change is indicated what frequency of Issue do you suggest?
7. Does this report reach you soon enough?
Yes
No
B. W ould control of your operations or planning of your res ponsi bil Kies be materially
Impaired without this report?
Yes
No
9. Is this report suitable in its present form?
Yes
No
Or should additional data be provided such as:
Percentages
Rat ios
Prior period figures
Other (explain)
10. If others who receive copies of this report agree to its discontinuance, would you
still want It for your use only?
Yes
No
11. Any other comments or suggestions as to form, scope, method of preparation,
etc.

Signed

26

Department

Auditing Costs
In manufacturing enterprises, most of the use of
the computer is directly related to the number of
employees, number of purchases, number of sales, and
number and type of facilities. This may be reduced
to a factor of recorded sales as a working guideline.
For example, total data processing costs should be
from one -half to one and one -half percent of sales
revenue, or an average of about one percent. Thus,
if a company has $20 million in sales, data processing
costs should be no more than $200,000 annually, or
about $7,000 a month for equipment, and $11,000 for
salaries and expenses. For sales of $100 million, equipment rental might increase to $20,000 to $30,000 a
month and salaries to $30,000 to $40,000 for an annual
cost of $600,000 to $800,000.

Conclusion
Give the auditor time. Give him time to review
your installation, time to understand your systems,
time to get involved in your operation, and time to
use your equipment to fulfill his needs as the auditor
and interpreter of information furnished by you to
management. In exchange, he will give you time: time
to explain the need for certain minimum controls, time
to explain what constitutes a good report rather than
just a report, time to assist you in dealing with the
users of your equipment, and finally, time to work
with you in explaining to management the need for
changes in equipment, in systems, and in
organization.
❑
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SHADOW PRICES:
A GRAPHICAL APPROACH
The Shadow Price Simply Shows The Additional Profit Generated By
Relaxing A Constraint And Thus Sets An Upper Limit On The Cost To
Acquire One More Unit Of A Constraining Factor

By Lanny G. Chasteen
The use of shadow prices provides relevant information for decisions concerning the acquisition of additional resources needed to meet some objective such
as maximizing profits. Through the use of shadow
prices, the "economic cost" or "value" of additional
resources can be compared to the actual cost of acquiring these resources and decisions can be made on the
basis of the comparisons. While the basic concept of
a shadow price is fairly easy to understand, the mechanics underlying the shadow price computation are
not so easily understood by those lacking a fairly strong
background in linear and matrix algebra. Thus, the
objective of this paper is to illustrate and discuss
shadow prices using a graphical approach.
Example
Growfast Nursery is considering the possibility of
adding imported fruit trees and oriental yard shrubs
to their line of nursery products. The fruit trees will
contribute $6, shrubs $7. There are 12 square feet
available for display. Each tree takes up two square
feet of space while each shrub takes up three square
feet. In addition, it takes two minutes each day to
prepare each tree for sale and one minute to prepare
each shrub. Due to the many jobs to be performed
in the nursery, only eight minutes are available each
day. How many trees and shrubs should be stocked
each day to maximize profits?
This problem may be set up as follows:
1. Find the maximum profit when ($6 per tree x no.
of trees) + ($7 per shrub x no. of shrubs) is optimized,
2. Subject to the space constraint where (2 sq. ft. x
no. of trees) + (3 sq. ft. x no. of shrubs) is equal
to or less than 12 sq. ft., and
3. Subject to the time constraint where (2 minutes
M A N A G E M E N T A C C O U N TIN G / S E P TE M B E R 1 9 7 2

x no. of trees) + (1 minute x no. of shrubs) is
equal to or less than eight minutes.
Mathematically, the above problem can be stated
as follows:
Maximize P — $6T
Subject to
2T
2T

I.

s-

+ $7S
+ 3S <_ 12
+
S < 8

T> 0 ,

S >_ C

The first equation represents the profit function
which is to be maximized. The second and third equations represent, respectively, the space and time constraints. A graphical representation of the above equations is given in Exhibit 1. The shaded area represents
the feasible region of product mix combinations.
To construct Exhibit 1, we use the space and time
constraint equations. For example, if the nursery were
to stock only trees and no shrubs, then the 12 square
feet would accommodate a maximum of six trees. If
the nursery were to stock only shrubs, then the 12
square feet would accommodate a maximum of four
shrubs. A line drawn between these two points (six
trees and four shrubs) outlines the space constraint
shown in Exhibit 1.
Likewise, if the nursery were to stock only trees,
the eight minutes would only suffice for the caring
of four trees. If the nursery were to stock only shrubs,
the eight minutes would only suffice for the caring
of eight shrubs. As before, a line drawn between these
two points (four trees and eight shrubs) outlines the
time constraint.
Note that the space constraint limits the time constraint and vice versa. Thus, the shaded area indicates
the various tree -shrub combinations possible with the
given conditions. The optimum condition is given by
the point where the two lines intersect.' The optimum
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While it is necessary to examine all corner Points to determine the optimum
combination, the optimum combination in this case is the point of intersection.
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"The shadow
price simply

combination is the number of discreet units closest
to the optimum condition, i.e., three trees and two
shrubs. Substituting in the profit equation, we get:

shows the

P = $6 (3) + $7 (2)
= $32

additional
profit
generated by
relaxing a
constraint

..."

The firm should stock three trees and two shrubs
which gives a profit of $32.
To approach the idea of shadow prices, the value
of additional space and time should be considered.
In other words, what is the worth of: (1) an additional
square foot of space and (2) an additional minute of
time? What will the firm pay to acquire more of one
or both of each? If the firm had more space or time,
profits could be increased by stocking more trees and/
or shrubs. Therefore, the "cost" of the constraints is
the additional profit that will be generated if one or
both constraints were relaxed. This cost is sometimes
referred to as the "shadow price" of a constraint.
The shadow price simply shows the additional
profit generated by relaxing a constraint and thus
sets an upper limit on the cost to acquire one more
unit of a constraining factor.
To show this graphically, consider the space constraint:
2T + 3S < 12
If an additional square foot of space is made available,
the space constraint will become:
2T + 3 S < 13
Graphically, this will shift the space constraint upward
and to the right as shown in Exhibit 2. The coordinates
of the space constraint will be (6'/z, 0), (0, 4'/ t ) , and
the line will be parallel to the original space constraint.
Exhibit 1
SPACE-TIME CONSTRAINTS

is)

Number
of
Shrubs
6

Optimum: 3T, 2S
Profit ° S6T + $7S
5613) +5712)
-$32

7
2T +S5.8
Time constraint

6
5

Value of one square foot
= New profit —old profit
= $34 —$32
= $2
The effect of increasing the time constraint by one
minute and the new product mix that maximizes
profits are shown in Exhibit 3. As illustrated in Exhibit
3, the time constraint line will shift upward and to
the right to coordinates of (4' /z, 0), (0, 9). The new
profit will be $33, and the shadow price for time will
be $1, computed as follows:
Value of one minute
= New profit —old profit
= $33 —$32
= $1
Having determined the shadow prices of the two
constraints, it is interesting to note over what range
of values for the constraints these prices are valid. In
other words, does an additional square foot of space
cost $2 per foot, regardless of the number of square
feet added? Does an additional minute of time cost
$1 per minute regardless of the number of minutes
added? Said another way, will profits continue to
increase indefinitely by $2 ($1) as more space (time)
is made available?
Consider the space constraint. Graphically, as more
square feet of space are made available, the space
constraint will continue shifting upward and to the
right as shown in Exhibit 4. With each additional
foot, profits will increase $2 per square foot because
each additional square foot will allow 'i of a shrub
with a $7 contribution to replace '/4 of a tree with
a $6 contribution (' /z x $7 — '/4 x $6 = $2) and still
maintain an optimum solution. Thus, additional
square feet will be worth $2 per foot until the time
constraint prevents additional shrubs from being
stocked. The maximum shift of the space constraint
is shown as the dotted line A in Exhibit 4. At that
point, the optimum solution will be eight shrubs and
zero trees. This will utilize 24 square feet of space
and thus 24 square feet is the upper limit over which
the shadow price of $2 per square foot will hold. Any
have no value since
further increases in square feet
the time constraint will allow no additional shrubs
to be stocked.
To determine the lower limit of the $2 shadow price,
it is necessary to shift the space constraint downward
and to the left to the point where further decreases
in square feet will cause profits to decrease by more
will

a

The feasible product mix is represented by the shaded
area. Examination of the graph gives an optimum
solution of 2 1/, trees and 2'Y2 shrubs and a profit of
$34.=
To determine the shadow price or value of the space
constraint, the new profit resulting from relaxing the
constraint one square foot is compared with the original profit. The difference between the two measures
the worth of increasing the space constraint one square
foot.

3
2

Optimum combination
t —

t

1

2

3

4

5

Number of trees IT)
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2T +3SS12
Space
constraint
8

7

8
'While part of a tree or shrub may appear unreasonable, the scale of the problem
can be changed to give "whole" solutions (i.e., 275 trees and 250 shrubs).
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than $2 per foot. The maximum leftward shift is shown
by the dotted line B in Exhibit 4. At that point, the
optimum solution will be four trees and no shrubs
which will utilize eight square feet.' Thus, the range
over which the $2 shadow price for the space constraint
will hold is from eight square feet to 24 square feet.
A similar analysis can be made for the time constraint. The maximum leftward and rightward shift
for the time constraint is shown in Exhibit 5. The
Maximum rightward shift, represented by line A will
be at 12 minutes (six trees, each requiring two minutes
of preparation time, and zero shrubs will be stocked).
The maximum leftward shift, represented by line B
will be at four minutes ( four shru bs, ea ch requ iring
one minute of preparation time, and zero trees will

be stocked). Thus, the range over which the $1 time
constra i nt sha d ow pric e wi ll hold is fro m fo u r minu tes

This approach

to 12 minutes.

s h o u l d pr o v e

Conclusion

us e f ul in

A gr a p hi ca l a pp ro a c h, whi l e li mi te d to two- d im en -

sional analysis, presents a clear and concise explanation
and interpretation of shadow prices or constraint costs.
This approach should prove useful in dispelling any
uncertainties about shadow price interpretation and
the logic underlying the determination of an economic
constraint cost.
❑

di s pe l l in g a n y
uncerta inties

about shadow
price
i n t e r p r e t a t i on . . . ''

Since no shrubs will be stocked in this solution, further decrease in square
feet will no t involve a trad eo6 b etween trees and sh ru bs. A o ne fo ot d ecrease
will cause profits to decline by $3.50 since one tree takes up two square feet
of space.

I

Exhibit 2
INCREASED SPACE CONSTRAINT

"

Exhibit 3
INCREASED TIME CONSTRAINT
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Exhibit 4
SPACE CONST RAINT LIMIT S

Exhibit 5
TIME CONSTRAINT LIMITS
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A corporation is a pool of resources; manpower resources, technological resources and capital resources.
The optimum use of these resources in achieving the
objectives of the corporation may be expressed through
a Resource Utilization Plan. This plan would consist
of a series of other major functional plans such as
a financial plan, a marketing plan, a production/
manufacturing/ purchasing plan, a research and development plan, and a personnel plan. It should be noted
that each plan has several sub - systems. Furthermore,
all these plans interact with one another and influence
each other on a continuous basis. Of these, the financial plan is perhaps the most important. It is the
connecting link for all the other plans. It is a common
denominator in the translation and interpolation of
the other plans.
The financial plan itself is divided into several subsystems which include a sales plan, a manufacturing
budget, a marketing /advertising budget, budgets for
engineering, research, administration, etc., a profit
plan, a capital plan, and a financing plan or cash flow.
Most of these sub - systems are detailed statements
of the projected performance of functional units
within a corporation. They are also discrete in the
sense that they can be segmented within time frames.
The capital plan and the financing plan, on the other
hand, are continuous plans and have interrelationships
between prior years and future years. As such, they
need more careful attention and thought than the
other sub - systems.

Capital Budgeting —A Theoretical Framework
The Resource Utilization Plan fundamentally lays
down the functional operations of a corporation
through the above mentioned series of plans. The
"capital plan" is the vehicle that translates these plans
into action in the form of a capital budget and in
the process evaluates, modifies and consolidates them.
Since management decisions for investment outlays
for future growth are best planned and implemented
30

by a capital budgeting process, the process has to be
part of a comprehensive planning system. Capital
investment must take place in advance of production
and sales because:
The time span for making and carrying out decisions often covers several years,
The long payoff period requires financing decisions which have to be carefully considered, and
Expenditures and outlays are large and can significantly alter a company's operating capability and
cost structure for several years.
There are, however, several aspects of the capital
budget which are not reflected within the budget itself.
Rather they are part of the pre- budget process and
exist outside the system. For example, the ramifications of investment decisions, as portrayed above,
require that the capital budgeting process incorporate
a creative search for investment opportunities by the
marketing and research departments.' This search involves intensive and unified market /consumer research
as well as coordinated technological development.
The capital budgeting process must also include a
realistic estimation of the economic worth of each
individual project along with an appropriate yardstick
for evaluating economic worth. It is in this area that
the financial manager's expertise is required. The financial evaluation of a project has to include a definition of the parameters in the following areas:
1.
2.
3.
4.

Market share
Revenue potential
Cost implications
Investment resources

Through a process of simulation, the financial manager can assist other functional areas to quantify the
ranges and limits of an investment. This quantification
' The Department of Commerce estimates that 80 percent of new products are
either failures or have an extremely short life span. Thus, wrong product decisions
can seriously penalize the company.
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might involve the use of decision tree analysis, PERT
methods, riskand probability techniques, Monte Carlo
simulation, linear programming or other statistical
techniques. Upon completion of parameter definition
of each variable from sales to items of cost, a simulation of several profitability and investment levels
can be performed to portray all viable alternatives.
This portrayal then can be translated into financial
yardsticks of return on sales, return on investment,
payback, etc.
An important part of the capital budgeting process
would be the long -range financial plan which, in its
initial form, incorporates all projects deemed economically justifiable. Upon further review, management
would select only those projects which are most in
line with corporate objectives. This sort of planning
allows management to seek the best fit in a situation
where the availability of funds are limited. The plan
is best expressed in a funds statement, and alerts the
treasurer regarding his short -term and long -term cash
position.
Finally, the capital budgeting process requires procedures that insure smooth operations, proper expenditures control, and candid and complete post audits
which not only control projects but collect invaluable
information for future projects.

Budgeting Procedure
A detailed capital budgeting process would entail
a formal statement of policies and procedures for the
submission of capital investment proposals, the analysis of investment proposals, the review and approval
of investment proposals, and follow -up of projects
approved. It would also require the coordination of
the activities of the various parties involved. This
would include production and marketing people, who
must forecast income and costs; engineers, who develop methods, review alternatives, determine equipment and forecast equipment costs; accountants, who
develop procedures, assemble and interpret data, and
coordinate programs; financial people, who relate capital needs to funds available; and managers, who have
the responsibility for making investment decisions. In
addition, there must be a familiarization by all individuals with their parts in the program. This is possible
only if management assigns responsibility for the originating of investment proposals, for developing the
basic data needed, for providing economic justification, for review and approval and projects, and for
granting final project approval. Management must also
specify company policy with respect to methods used
in developing basic data on investment and cash flow,
in developing economic justification for projects, in
describing and classifying projects, and in determining
the nature and amount of detail to support project
requests. Finally, management must specify the forms
and documentation to be used.

Budget Content
The' annual capital expenditure budget should be
a planning rather than an appropriation type budget.
Its purpose is to plan capital expenditures for a time
period. The emphasis is on timing, not on expenditure
control, which is obtained through appropriation procedures. It should include expenditures relating to
MANAGEMENT ACCOUNTING/ SEPTEMBER 1972

completion of projects for which appropriations were
made in the past and should include supplementary
appropriations on these projects. It should also include
new projects for which appropriations have already
been made and projects in process of review for which
no appropriation has been made. Of course, provisions
should be made for projects expected to develop and
which will receive approval during the current period.
Finally, blanket allowances should be made by division
and functions for capital expenditures not requiring
top management authorization. It is also wise to have
the capital expenditure budget broken down by shorter
time periods (quarters or months) for use in planning
cash flow.

"The annual
capital
expenditure
budget should
be a planning
rather than an
appropriations
type budget."

Budget Control
Capital expenditure control through project appropriation should incorporate a procedure to limit the
amount which can be committed without further review so as to encourage careful forecasting of capital
requirements and to provide a basis for reporting on
project progress. For appraisal and control purposes,
project investments should be broken down:
1. By major elements — equipment, inventories, installation
2. By accounting treatment — capitalized vs. expensed
3. By time periods for control —using charts and network analysis
Appropriation accounting and reporting should include procedures which provide a record of progress
for each capital investment, to help avoid making
commitments which exceed authorization, and to aid
in planning and scheduling cash disbursements. These
procedures should also include a method for accumulating data for periodic progress reports on the capital
budget —by projects and in total — showing:
1. Amounts appropriated
2. Amounts committed and expended
3. Percent completion or completion date
As each project is completed, project reports should
be prepared comparing in detail actual versus forecast
expenditures by major elements, with explanations for
significant variations from forecast.

Project Review
The review of projects for inclusion in the capital
budget should determine that they are accurately
described, properly classified, and rated as to risk
involved. Accurate descriptions assist management in
fitting projects into long -range objectives and programs
by providing for:
A statement of purpose of project
A location — plant, department, territory, etc.
A product line or lines affected
A review of how far the proposal is from final
approval

Capital Budgeting at Johnson & Johnson
The capital budgeting process described above is
theoretical framework. Most corporations follow
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"The planning
process begins
with the
market plan in
sales
dollars . . . "

parts or all of the process described. This naturally
is modified for a corporation's specific needs. Furthermore, the process is never stagnant if a corporation
is growing and dynamic. Our experience at Johnson
& Johnson is one which includes several of the facets
of the process described.
MARKET ING PL ANNING

Johnson & Johnson is a family of many companies
and market franchises. A product director is charged
with the responsibility of guiding, maintaining and
expanding these franchises and calls on the functional
expertise within the rest of the corporation to assist
him. He is the prime innovator in the search for new
products and the expansion of his current franchise.
Consequently, it is not unusual for a product director
to divide his function into two major areas:
1. Maintenance of his current franchises with normal
expansion predicated on population or market
growth
2. Development of new franchises or new business
opportunities
Maintenance of current franchises for each product
director is summed by major market divisions in a
sales forecast. This forecast; based on a combination
of market research statistics, prior sales trends, the
product director's own expertise, promotional and
advertising campaigns; are fed into a Computer Aided
Forecasting System (CAFS). Each product director's
plans are then reviewed and modified by the divisional
general manager. Upon completion of this review all
divisional plans are transmitted to the manufacturing
and purchasing groups in the form of a unit forecast.
Development of new business opportunities is more
complex and less structured. However, the basic pattern can be summarized by a market /product definition and a search for price /volume /cost and investment parameters. (This involves Marketing, Research,
Engineering, Finance and other functions as needed.)
Initial economic evaluation is then carried out by
generating P &L's, cash flow statements, and by
measuring return -on- investment. Product testing is
begun along with further product definition and research and engineering studies. If the product appears
viable from an economic and marketing point of view,
then the product is test marketed on a multiple city
or regional basis. Finally, if the product is successful
in the test markets, and is still feasible economically,
a full- fledged introduction is set.
The process described above can take from two to
five years and the financial analysis and planning passes
through several reviews. Appropriations have to be
made in this period, and consequently, economic valuation is vital. Every planning sub - system in the Resource Utilization Plan is called upon to interact in
the development of this process.
ENG IN EE RI NG , PR OD UC T I ON AND
PURCHASING PLANNING

Basic data generated for the capital plan is the
responsibility of (a) Engineering for equipment needs
(b) Purchasing for sub - contracting, and (c) the National Planning Group for space and facilities projec32

tions. However, prior to definition of these needs, the
interaction between the Operations Groups and Marketing are coordinated by a National Resources Planning Group and the National Planning Organization.
The Planning Group consists of top operations management and they meet frequently to view the translation of marketing needs into operational plans. The
Group in conjunction with specific engineering, research and manufacturing sub - groups develops the
manufacturing and capital plans.
The planning process begins with the market plan
in sales dollars and is translated into a unit forecast.
The unit forecast of all the products is then broken
down into its detailed component parts, i.e. machine
capacity plans or planning values; distribution and
freight data such as cube, density and pallet needs;
manufacturing shift levels required; manpower needs
and other factors. Critical manufacturing centers are
then reviewed and alternatives are considered. This
capacity review generates an equipment forecast, along
with space and manning needs. Engineering then
searches for the most feasible equipment at the lowest
cos t.
MAC HI NE R EP LACE ME NT

One key criterion used at Johnson & Johnson is
a percent of capacity loading feature. When a machine
is loaded to a pre - determined percent of capacity, the
purchase of new equipment is automatically considered. The rationale for this procedure is due to the
fact that normal lead time for purchase and installation of new equipment is one year, and that the
seasonality of production and normal waste, unless
budgeted for, can create critical shortages. However,
alternatives to equipment purchase are also considered. One of these alternatives is to determine
whether present equipment can be rebuilt to increase
its useful life. An analysis is made to consider the
economics of this alternative versus a replacement.
Another alternative appears when the market for a
specific product shifts with the passage of time, and
branch freight becomes a major consideration. Machines could be relocated as opposed to the purchase
of additional equipment. And, if a new product is
being developed, short term capacity can be created
by the purchase of the product from an outside company, or it could be sub - contracted for manufacture.
SUMMARIZIN G T HE SALE S FOR ECAST

Upon completion of these various alternatives, the
National Planning Group is then able to summarize
the sales forecast into:
1.
2.
3.
4.
5.

Production center data
Equipment needs and unit loads
Equipment capital forecast
Space forecast
Manpower forecast

Recent Innovations
Recent innovations are mainly in the accelerating
use of computer aided simulation techniques for predetermining as many possible outcomes for every
problem or investment decision. In the accountingarea
Continued on page 42
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DEVELOPING
CAPITALIZATION RATES
The First Area Of Concern Is To Estimate A Proper
Capitalization Rate And To Convert The Estimate Of Future
Income Into An Indication Of The Value Of The Property

By John E. Green
It is generally conceded by most appraisers that the
income approach is the most meaningful approach in
the appraisal of any income- producing property. The
basic theory of the income approach is that the value
of an income - producing property is the present worth
of the net income it will produce during the remainder
of its productive life. Another way of looking at it
is that the market value of the property is the present
worth of the future benefits to be derived from ownership of the property. This approach is almost universally used in the appraisal of public utility and public
service property. If it were possible to estimate with
absolute accuracy the future earnings of the property,
and to determine a completely accurate capitalization
rate, the resulting figure would be market value. However, it is impossible to achieve this standard of perfection. The first area of concern then is to estimate
a proper capitalization rate and to convert the estimate
of future income into an indication of the value of
the property.

SUMM AT I O N ME T HO D

This method builds up a rate by setting up the
component parts which are considered to constitute
the total interest rate and adding them together. This
means the taking of a safe rate (applicable to government bonds) and adding to this rate the appraiser's
estimate of the risks involved in the particular venture.
This method, however, is considered to be the least
reliable. The only fact which the appraiser knows in
deriving a capitalization rate by this method is the
so- called "safe" rate. The rerainder of the rate is based
solely upon the appraiser's judgment.
CO MP AR AT IVE ME T H OD

This method makes use of a comparison of market
transactions. If the appraiser has knowledge of a sufficient number of market transactions to measure the
reaction of people in the market, he can come up
with an understandable capitalization rate. However,
since pipeline properties seldom sell as units, there
are no actual market transactions which can be used.
COST OF CAPIT AL MET HOD

"Generally, the rate to use in an appraisal is
the rate which investors in that type or class
of property require as a condition for purchasing.
The rate which such investors require varies from
time to time depending upon economic conditions. Accordingly, the appraiser must carefully
consider competitive market conditions because
they influence the opinions and actions of investors."'

Methods for Developing Capitalization Rates
There are three basic methods available for developing capitalization rates. These methods are known
as the Summation Method, the Comparative Method,
and the Cost of Capital Method. A definition of each
of these methods, the procedure for their application,
and a discussion of the strengths and weaknesses of
each as applied to pipeline properties follows:
Th e Appraisal of Real Estate, the American Institute of Real Estate Appraisers,
fifth editmn , page 268.
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This method uses a combination of the rate applicable to the portion of the capital structure represented
by debt and the rate applicable to the portion of the
capital structure which is represented by equity. The
capitalization rate thus developed is a weighted
average which gives due consideration to the interests
of both the equity investors and the creditors. This
method is the most generally accepted method for
estimating a capitalization rate in the appraisal of
pipeline property.
The appraiser knows that the prospective purchaser
would not raise the entire amount of cash necessary
to purchase a pipeline property. He must therefore
consider the cost of financing the debt portion of the
acquisition plus the rate of return demanded by equity
capital. In arriving at the cost of financing, the appraiser must bear in mind the fact that if the purchaser
were buying an operating pipeline, he would also be
purchasing the right to the contracted indebtedness.
Since this contracted indebtedness would be at a rate
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substantially below the present cost of borrowing
money, the purchaser would have the advantage of
the low interest rate in the contracted debt. Therefore,
the capitalization rate must be based upon a combination of contracted debt at a lower rate, plus the cost
of the balance of the debt structure at the current
rate for borrowed money.
In addition, it is necessary to arrive at an estimate
of the return demanded by equity capital. A study
of the price- earnings ratio of pipeline properties will
give some indications of the rate of return demanded
by equity capital for this class of investment. One other
thing which must be kept in mind in estimating the
rate of return on equity capital is that the buyer of
capital stock is not only anticipating a dividend return
on his investment, but is also buying the right to share
in the future capital growth of these shares, and much
of the capital growth in the shares would be from
areas of activity other than pipeline operations. The
equity return indicated by the strict use of price -earnings ratios would therefore be low to the extent that
this rate fails to reflect such anticipated capital growth.

Developing a Capitalization Rate for Pipelines
The best method for developing a capitalization rate
for pipeline property is to use the cost of capital
method. This is the method used by the Federal Power
Commission in determining the allowable rate of return for natural gas pipelines. Since the allowable rate
of return places a limit on the amount of earnings
which a natural gas pipeline can receive, and since
this allowable rate of return is derived from the use
of the cost of capital method, it appears logical that
this method be used in estimating the capitalization
rate.
Normally, the components of the capitalization rate
consist of an interest rate on the investment and a
rate to provide for recapture of the investment in the
wasting asset over its remaining economic life. The
Federal Power Commission requires that depreciation
of investment in the property of a natural gas pipeline
be accrued on a straight line basis over the specified
life of the asset. It also requires that a natural gas
pipeline company earn its profits only on net investment. This eliminates the necessity of estimating the
remaining economic life of the investment in the
wasting asset of a natural gas pipeline or to provide
for recapture of this investment during such remaining
economic life.
When appraising pipelines which are not regulated
by the Federal Power Commission, it is sometimes
necessary to provide for recapture over the remaining
economic life of the asset in addition to the interest
rate which is to provide a return on the investment.
The recapture provision, however, is not intended to
be applied to anticipated net income after depreciation is deducted, but rather is to be applied to anticipated net income before depreciation.
The rate developed by the application of the cost
of capital method is thus a synthesis of mortgage and
equity rates which market data disclose are applicable
to the comparable properties. The rate developed is
a weighted average, the weighting being the percentages of the total value which are occupied by the
creditor and equity position, or bands of investment.
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In estimating a capitalization rate for a pipeline,
the appraiser must consider all of the factors which
a knowledgeable investor would consider before making an investment in the particular pipeline. It is
impossible to derive one capitalization rate which can
be properly applied to the estimated future income
of all pipelines. Each pipeline varies as to the cost
of its embedded debt and the maturity of such debt
issues. There are also many instances in which there
are conversion privileges attached to debt or preferred
issues which may tend to dilute the equity position.
It is also obvious that there are many variations as
to the risks involved in one pipeline as compared to
another. Some of this risk can be brought about by
differences in capital structure, growth pattern in areas
served by the pipeline, gas or oil reserves available
to the pipeline, and competition from other energy
sources. An informed investor would be aware of all
of these factors, before either lending money to the
pipeline on a debt issue, or investing in the common
shares or equity position of the pipeline.
There is no doubt that a prospective investor in
any pipeline or other public utility property would
consider other investment alternatives before deciding
to invest in any property. Certainly, if the investor
were a prudent person he would choose that investment which best suited his needs after considering all
of the alternatives available to him. There are several
factors which such an investor would carefully consider.
Some of these factors are as follows:
The prospective investor would be interested in
the capital structure of the corporation. He would
want to know the portion of the total capital which
is represented by funded or secured indebtedness,
the portion of the capital structure which is represented by the preferred stockholders, and the portion of the capital structure which is represented
by common stockholders' equity. This investor
would want to know how this capital structure
compared with certain other companies in this
particular industry and how it compared with the
industry in general. Such comparison would tend
to tell the investor very quickly whether or not
the company had an extremely thin equity position
with the corresponding risks which are inherent in
such a situation.
The prudent investor would want to know the type
of debt issue, the contracted interest rate, the
annual principal payment on this contracted debt,
the date of maturity of each of the debt issues,
and the weighted average interest rate for this
portion of the capital structure. He would be aware
of the fact that as debt issues with low interest
rates mature, the weighted average interest rate
will increase. It is obvious that an informed investor
would transfer the contracted debt rather than
borrow money at a much higher interest rate to
pay off obligations which carry a much lower rate.
Such an investor would obviously inform himself
of the cost of any additional debt financing which
would be necessary to make the acquisition of the
property which is being appraised. Thus, the portion of the capitalization rate which is represented
by funded debt would be slightly above the
MANAGEMENT ACCOUNTING/ SEPTEMBER 1972

weighted average cost of the contracted debt to
allow for the additional debt financing which
would be required at the higher current interest
rate.
The informed investor would be concerned with
the date of issue, dividend rate, number of shares,
par value, any conversion privileges, and the
weighted average dividend cost of the preferred
stock portion of the capital structure. The investor
would give consideration to the possibility of securing a portion of the funds to acquire the company by the issuance of additional preferred stock.
Thus, the portion of the capitalization rate which
is represented by preferred stock would be usually
higher than the weighted average dividend cost on
preferred stock to allow for the possible issuance
of additional preferred stock at the currently higher
dividend rate.
The informed investor would certainly be aware
of the fact that the portion of his investment
carrying the most risk would be the common stockholders' equity. The portion of the income which
flows to the benefit of the common shareholder
is that portion of the income which remains after
payment of principal and interest to the secured
creditors and dividends on the preferred stock.
Thus, the common shareholder has last claim on
any income earned by the corporation. He would
certainly be aware of any conversion privileges
which may be attached to the secured indebtedness
or preferred stock. In many instances these conversion privileges are at prices which tend to dilute
the common shareholders' equity. There are also
instances in which certain of the preferred stock
issues carry conversion privileges at prices which
tend to dilute the common shareholders' equity.
Thus, the investor in the common shares not only
assumes the risk inherent in having the last claim
on income, but also in many instances finds himself
in the position of having his equity diluted by
conversion privileges attached to debt or preferred
stock issues.
An informed investor would also be aware of the
fact that the rate of return indicated by the price earnings ratio would not truly reflect the rate of
return which would be demanded by the investors
in common shares if their portion of the earnings
and their possibility of capital gains were limited
to only the pipeline activities. In many instances,,
the income from sources outside the normal area
of activity has a greater influence on the price of
the common stock than does the income from
pipeline activities. When an investor buys a share
of common stock, he buys the right to participate
in all of the earnings of the corporation and the
ownership of the equity position in all of the
corporation's assets. When the appraiser is concerned only with the appraisal of the utility property, it is necessary to eliminate that portion of
the common stock price which would be represented by anticipated capital gains from diversification into non - utility activities, and it is also
necessary to eliminate that portion of the common
stock value which is attributable to income from
sources other than the operation of the utility. It
MANAGEMENT ACCOUNTING/ SEPTEMBER 1972

is obvious that an informed investor in the common
shareholders' equity portion of the corporation
would require a higher rate of return than that
which is indicated by the price - earnings ratio if he
were investing in only the pipeline portion of the
corporation with no right to the income earned
by or capital gains resulting from activities outside
the direct operation of the pipeline.
It is obvious that if the appraiser is to estimate a
proper capitalization rate, he must consider those
items which would be evaluated by an informed investor. The proper capitalization rate can be estimated
for each company if the following steps are taken:
1. Determine the capital structure of the corporation
by examining the liabilities side of the balance
sheet. Once the percentage of the total capital
structure which is occupied by secured debt, preferred stock, and common shareholders' equity has
been determined, this percentage should then be
compared to other similar companies and to the
industry in general. The Federal Power Commission publishes an annual summary of statistics for
natural gas pipelines which is of great assistance
in making this comparison. If the ratios for each
of the portions of the capital structure are comparable-to similar size companies within the industry or to the industry in general, it is very likely
that no adjustment will be required for an extremely thin equity position or for the opposite
extreme of having most of the capital structure
represented by common stock, thus eliminating any
advantage which may be inherent in leverage obtained from using borrowed money.
2. Prepare a list of the secured indebtedness showing
the date of issue, interest rate, date of maturity,
annual maturity, outstanding debt as of date of
the appraisal, and the annual amount of interest
at the contracted interest rate. This will then allow
the appraiser to arrive at the weighted average
interest rate for the secured indebtedness. It will
also be necessary to study the prevailing interest
rate for debt securities carrying the rating of those
of the company which is being appraised. Based
upon the determination of the present cost of
interest and perhaps giving consideration to the
trend in interest cost, it is then possible to estimate
the probable cost of additional financing which
would be required by a prospective purchaser. The
weighted average interest rate plus some adjustment for the probable interest cost for additional
secured indebtedness will allow the appraiser to
arrive at the proper rate for the funded debt portion of the capitalization rate. For example, if the
weighted average interest rate for a particular company is 5.74 percent and it is likely that a prospective buyer would require only a small amount of
additional funded debt at the current rate of eight
percent, it is probable that the portion of the
capital structure which is represented by funded
debt would be adjusted upward to six percent to
allow for this additional financing requirement.
This would then allow the portion of the capitalization rate represented by funded debt to pro-
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preferred stock. The calculation as to the corporation's
capital structure and its comparison to other similar
important to
corporations in the industry is very simple. The determination of the rate of return required by various
be aware of
classes of securities would be one calculation which
would be utilized in all capitalization rate studies.
any conversion
There are published statistics from which these rates
privileges . . . "
of return can be readily determined. These rates of
return tend to show the trend for each class of securities when several years are analyzed. One thing which
will be readily apparent when the rates are compared
is that the rates of return on short -term investments
react much more quickly in the money market than
the rates of return required by lenders of long -term
funds. This is due to the reluctance of lenders of
long -term funds to commit these funds to long -term
loans at fixed interest rates. When consideration is
given to the fact that the inflationary spiral is at a
rate of approximately five percent per year, it is obvious that a loan at six percent interest would provide
a true net yield of only one percent. In projecting
future trends of interest costs, it is necessary to allow
for this reluctance of long -term lenders to accept lower
interest rates until such time as the inflationary spiral
tends to cease entirely or at least slow dramatically
from its present pace. The erosion of principal which
is caused by the inflationary spiral will very likely cause
lenders of long -term funds to demand high interest
rates or a flexible rate tied to the consumer index.
The appraiser should always remember that the
utility industry requires tremendous amounts of capital investment. The debt coverage of many of these
utilities has become very poor in recent years. It is
obvious that the investors in common shares are expecting much more than dividend yields when making
their investment. If this were not a primary consideration by the investors in common shares, then it is
obvious that they would invest in government securities which carry much less risk. The poor debt coverage
is going to require that much of the needed capital
be obtained by issuing debentures with attractive conversion privileges, or selling additional common shares
at discounts. Any or all of these financing methods
will tend to dilute the common shareholders' equity
and will very likely bring about a much higher rate
from a price- earnings ratio in future years, particularly
if the income is to be limited to that which is realized
from utility operations.
An example of a capitalization rate derived from
the use of the cost of capital method is shown in
Exhibit 1. It is obvious that if the capital structure
Of all the procedures which have been outlined, percentage were different and if the applicable rate
the only ones which would be time - consuming for any were different, then the indicated capitalization rate
pipeline would be the listing of the funded debt and could vary from that shown in Exhibit 1. This is the
primary reason why each corporation should have an
estimate of its own capitalization rate. It is impossible
to estimate one rate which should be applied to all
Exhibit 1
pipelines, all railroads, or any other public utility. If
ESTABLISHING THE CAPITALIZATION RATE
the appraiser is sincerely interested in arriving at a
meaningful estimate of value, then it is necessary to
Applicable
Component part
Percentage of
of rate
capital structure
rate
take sufficient time to estimate the proper capitaliza6.00%
3.90%
65%
Funded debt
x
tion rate for the company which he is appraising.
6.50%
.65%
10%
Preferred stock
x
Summary
2.88%
11.50%
25%
Common stock
x
7.43%
Total
A brief summary of this presentation is that it is
Continued on page 42
vide for payment of interest on the contracted debt
at the specified rate and to allow some additional
financing to be acquired to provide sufficient coverage for this additional debt at the prevailing
rate of eight percent.
The preferred stock outstanding should be listed
showing date of issue, dividend rate, number of
shares outstanding, par value, annual dividend requirements, and the weighted average dividend
rate. Consideration should also be given to the
probability of issuing additional preferred stock at
current dividend rates. For example, if the
weighted average dividend rate of the preferred
stock outstanding at date of the appraisal were 6.25
percent, and if it were probable that a small
amount of additional preferred stock would be
issued by a prospective investor in making the
acquisition and that such preferred stock would
very likely carry a dividend rate of 8.75 percent,
then it would be reasonable to assign a rate of
6.50 percent to the portion of the capital structure
which is represented by preferred stock. This would
allow for dividend requirements on the preferred
stock outstanding as of the date of the appraisal
and provide for some additional preferred stock
financing at the current required rate.
Consideration should certainly be given to the
price- earnings ratio for the common stock of companies similar to the one which is being appraised.
In considering the price - earnings ratio it would also
be necessary to be aware of the portion of the
income which is generated by activities other than
that of the pipeline. It is very important to be
aware of any conversion privileges attached to the
funded debt or the preferred stock at prices which
would tend to dilute the common shareholders'
interest. For example, if the price- earnings ratio
indicated a return of 9 percent, it would be necessary to adjust this rate upward to perhaps 11.50
percent to eliminate the portion of the common
equity value which arises from activities other than
pipeline operations and to allow for possible dilution of the common shares by various conversion
privileges. This would then allow that portion of
the capital structure to reflect the rate of return
which would be demanded by an investor in the
common shares of the pipeline if the earnings and
capital gains to be derived from this investment
were limited to only those arising directly from
the pipeline operation.
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A PROFIT - ORIENTED
MARKETING INFORMATION
SYSTEM
The System Emphasizes The Profit Contribution Of Individual
Sales Areas Resulting From Those Variables Over Which The
Salesman Has Some Control

By H. Virgil Stephens
Management accountants have for many years worked
successfully in the development and implementation
of budgetary systems for production costs —down to
the point of classifying cost variances by cause and
responsibility. Such systems have generally proved
beneficial in controlling costs and measuring performance of responsible personnel. Now management accountants have begun to apply their techniques for
budgetary control and performance measurement to
the marketing side of the business. In our Company,
this was accomplished with the development of a
profit- oriented marketing information system. The
concept underlying our profit- oriented marketing information system is based on the creation of profit
centers for each sales area around which profit is
measured and compared to a predetermined plan
(budget) with variances from the plan being analyzed
as to cause.
Each sales area is treated like an individual business,
a business which purchases its products from the Company's plants at a predetermined cost (standard variable cost). To this cost is added the freight the Company must absorb to get the product from the factory
to the customer. The delivered cost is then subtracted
from the net sales price invoiced (after applicable
discounts) to determine the sales area's gross profit.
From the gross profit, deductions are made for the
direct expenses incurred in operating the sales area,
as well as any interest charges for delinquent accounts
receivable. The resulting profit contribution is then
compared to the predetermined plan and variances
in sales volume, sales price, sales mix, claims, sales
freight and sales expenses are reviewed.
No attempt is made to allocate general administrative overhead to each sales area. Only the direct sales
area expenses are charged to each sales profit center,
the reason being that the sales manager has little or
no control over such general expenses, and the emphaMANAGEMENT ACCOUNTING/ SEPTEMBER 1972

sis of the system is on the profit contribution of
individual sales areas resulting from those variables
over which the salesman has some control.
To reconcile the sum of individual sales -area profit
contributions to the Company's net profit, deductions
are made for fixed factory costs, general administrative
costs, general interest costs, income taxes, and modifications are made for plant cost variances.

The Plan

H. V. STEPHENS

Our Company sells its products to more than 1,000
active customer accounts located throughout the
United States. To service these accounts, the Company
has divided its sales force into six sales regions, each
of which is further divided into sales territories,
averaging about four per region. Each territory is
covered by a sales representative.
Every year each sales representative is asked to
prepare a sales forecast by product for each customer
in his area. The initial forecast is to be in physical
units (as opposed to sales dollars). The forecast covers
the next budget year as well as the four succeeding
years (the latter years forming one of the bases for
the Company's long -range plans).
To assist in this forecast, the Company's Market
Research Department annually prepares an economic
forecast in order to provide an economic environment
within which the sales representative is to make his
sales projections. This economic forecast is a national
forecast, and each sales representative must temper
it with knowledge about his own area's economic and
competitive conditions. The economic forecast emphasizes those segments of the economy from which
the Company has found that demand for its product
is derived.
The sales representatives are also furnished a computer- prepared sales forecast sheet (see Exhibit 1) for
each customer (as well as blank sheets for new customer targets). On each forecast sheet a customer's
actual purchases from the Company for each of the
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past two and one -half years are shown, and space is to furnish him necessary information to assist in the
provided for the sales forecast or goal for each of the collection of delinquent accounts, an accounts receivanext five years. Space is also provided for subjective ble aging analysis is prepared each month (see Exhibit
comments about the customer (e.g., his financial 5). To encourage the sales representative in the collechealth, long -term trend, and any special problems or tion of such accounts, an interest charge is levied
against the sales area for all account balances due
opportunities for the Company).
Each sales representative is asked to forecast what beyond the term -of -sale due date.
In order to keep from inundating all levels of sales
he believes can be sold with existing sales policy, but
without regard to overall Company capacity limita- management with reams of reports, summary reports
tions —the latter being a problem of general manage- are designed for applicable end use, with the appropriate detail report available for investigation of major
ment and not the individual sales representative.
After preparing the sales forecast for each of his areas of interest. An example of a summary report
customers, the sales representative reviews it with his available to regional sales managers is shown in Exhibit
regional manager. The regional manager evaluates and 6 (a similar report by product line is made available
modifies the forecast as to whether or not it is reason- to product managers), and data for Corporate management is shown in Exhibit 7.
able, attainable, and desirable.
All forecast sheets are sent to Corporate Data ProUt i l i za t i on of Re p or t In for ma t i on
cessing where pertinent information is keypunched and
With profit data available by product, customer,
summary forecast reports are prepared. Summary reports are sent to each product manager and the Budget channel of distribution, sales area and various comDepartment. The product manager evaluates such binations thereof, and with information about sales
forecast on the basis of his knowledge of the market expenses and delinquent accounts receivable, the reand program plans for the following year. The Budget source data is provided for sales management at all
Department checks to see if the sales goals are within levels to better understand and manage their areas
the capabilities of available manufacturing facilities. of responsibility.
With the knowledge obtained from this system, a
The Budget Department also prepares a rough prelimsalesman is better able to determine which products
inary profit projection based on such sales goals.
A general review of sales goals is then made by top to emphasize, which customer to cultivate, and what
sales management, and, with regional manager's con- customer classification offers the most rewarding pocurrence, modifications are made. A further review tential. In short, the salesman and his manager are
is made with a top Corporate Management Commit- better equipped to plan the overall marketing strategy
tee, at which time final approval is given to the sales within a sales area, and the emphasis is always on profit
volume budget after determining if such budget contribution.
The information system provides a means of meameshes with other Corporate objectives (including
suring
those variables over which the sales repreprofit objective).
sentative
has some control: Sales volume, mix, price,
Similar goal development and review procedures are
followed for the sales expense budget, estimate of sales freight (try to influence customer to receive goods by
least expensive means of transportation), claims and
prices, and distribution of sales by month.
allowances (make certain they are fully justified), own
Reports
expenses, and collectibility of accounts.
Product managers are given profit information
Once the overall profit plan has been developed
(including factory standard costs), a determination of about their product line by individual product, cuseach sales territory's profit contribution goal is made, tomer, channel of distribution and sales area. This data
using the approved sales forecast for each territory, assists them in planning profitable pricing and promoplanned sales prices, standard variable product costs, tion policies as well as in evaluating the effectiveness
of previous policies.
forecast freight costs, and planned sales expenses.
Top sales management is given an objective means
Each month, actual performance is compared to
planned performance. The data in Exhibit Z shows of evaluating performance of product managers and
one such report comparing actual product profitability regional sales managers. Profit contribution can be
with the plan. Notice that the emphasis is on gross compared to both the predetermined plan as well as
profit contribution and major causes of the gross profit previous year's performance.
The information system can provide the basis of
variation from plan.
Another report details gross profit by each customer a wage incentive plan for salesmen.
General management can evaluate the performance
within a sales area (see Exhibit 3), and a similar listing
is made grouping all customers by customer classifica- of the entire sales effort with the knowledge that the
goals of each sales area are equated with overall Cortion or channel of distribution.
The ultimate detail is a profit report showing profits porate objectives.
by product by customer (see Exhibit 4). Because of
Other Considerations
the voluminous nature of this report, it is printed only
The implementing of such a marketing information
be request (using accounting by exception) on a
system
requires the inclusion of a reliable standard
monthly basis, but is prepared routinely on a quarterly
cost
system,
adequate computer equipment, strong
basis for historical purposes.
support
and
continuing
follow -up by top sales manThe sale or profit isn't final, however, until the
collection is made. To acquaint the sales representative agement, and constant training of sales personnel in
with the payment habits of his customers, as well as the use of such system.
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Exhibit 1
SALES FORECAST SHEET

Territory 18
AC TUAL

UNIT S

SOLD

UNIT S

TO

BE

SOLD

CODE

DE S C R IP T ION

1111

19 99

19 70

J A N - J UN
1971

1112

Product A -1
Product A -2

9,580
250

10,000
500

4,000
100

2222
2223

Product B -1
Product B -2

1,050
0

2,100
100

2,000
3,000

3333
3334

Product C -1
Product C -2

4,000
6,000

2,000
6,000

0
3,000

GE NE RA L

COMM E NTS

AB OUT

CUS TOM ER

- -

FI NANCI AL

HE A L TH

19 72

LONG

- TE RM

19 73

TREND

1974

SPECI AL

19 75

PROBLEMS

OR

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

Classification: Distributor 2
FORECAST

-

-

-

-

-

-

-

-

-

-

-

-

-

-

PRODUCT

Customer: XYZ Company 1234

19 76

OPPORTUNI TI ES

Exhibit 2
PRODUCT PROFITABILITY ANALYSIS
T erri tory 18 — Louisville
March 1972 (also printed for Y —T —D)
GROSS

ACTUAL

PROFIT

VA R IANC E

FROM

PROFIT

PLAN

1- -

Un f a w. )
SAL ES
CL A IM S

AF T E R

UNI T S

DOL L A RS

DO L L AR S
PER UN I T

BEF ORE

PROD UCT

F RE IG H T

F R E I G HT

GROSS
PR OF IT
Variaroa

A

2,000

3,000

1.50

1,500

1,300

525

8

1,500

1,500

1.00

600

300

141

200—

19—

150

C

2,000

4,000

2.00

1,200

800

434 -

100 —

59—

300—

60—

15-

5,500

8,500

1.55

3,300

2,400

232

700

450—

35—

20

Sub -Total
Freight Variance
Total

10 05,500

8,500

1.55

GROSS PR OF IT = (Actual Units Sold @ Actual Prices) -

3,300

VO L UM E VA R I A NC E

PRICE

UNI T S

DO L L A R S

Vo la no a

Mix
VNia n ta

1,000

775

300—

25

697

Varlanea

25
10

—

SAL ES

100 -

2,300

132

(Standard Variable Cos t/Unit x Actual Units Sold) -

(Actual Freight) -

(Actual Claims)

EX P L A N A TIO N OF VAR IAN CES
(Actual Gross Profit by Product [at standard cost] I

(Planned Gross Profit by Product)
(Planned or Forecast Units Sold)
(Actual Units Sold)
(Standard Gross Profit /Unit) x (Units Volume Variance)
(Actual Quantity
Actual Prices)
(Ac tual Quantity
Standard Prices)
(Standard Gros s Profit /Unit for Planned Mixl x (Actual Units)
(Standard Gross Profit /Unit for Actual Mix)
-

@

-

@

Units
Dollars

-

Volum e Variance
Volum e Variance
Ric e Variance

-

-

Gross Profit Variance

-

Mix Variance

-

Sales Claims Variance

For reporting purposes, some products are grouped into one product category, thus creating
a Mix Variance when the Actual Mix w ithin a produc t category differs from the Planned Mix.
(Standard Claims Cost /Unit x Actual Units Sold)
(Actual Claims)
Claims are primarily for product defects.
(Actual Freight Costs)
(Standard Freight Cost/Unit x Actual Units Sold)
-

Freight Variance

M A N A G E M E N T A C C O U N TIN G / S E P TE M B E R 1 9 7 2
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Exhibit 3
SALES AND GROSS PROFIT
BY CUSTOMER
BY TERRITORY THROUGH MARCH 1972
CUS TOME R
NO.

S AL E S

TERRI TORY
NAME

MO NT H

NUM BER

DOL LARS

GR OS S P R O F I T

YE AR - TO - DATE

MO NT H

GR OS S P R O F I T
P E R C E N T OF S A L E S

DOL LARS

YEAR -T O - DATE

MO NT H

YE AR - T O -D AT E

20

25

0007

ABC Company

18

1,000

5,000

200

1,250

1234

Acme Hardware

18

5,000

10,000

1,100

3,000

22

30

2,500

10,000

1,000

3,500

40

35

8,500

25,000'

2,300

7,750'

27'

31'

6600

XYZ Company

TOTAL Territory 18 -

18

Louisville

1300

Al l Pu r p o s e S up p l y

19

2,000

11,000

900

5,100

45

46

5000

Metro Distributor

19

6,000

42,000

1,800

15,000

30

36

6000

Union Construction

19

23,000

60,000

4,300

17,400

19

29

31,000'

113,000'

7,000

37,500'

23'

33'

337,900"

1, 20 0 ,0 00 "

121,000"

400,000'

36"

33"

TOTAL Territory 19 - Nashville
TOTAL MID -SOUTH REGION

Exhibit 4
SALES STATISTICS FOR SPECIFIC CUSTOMER
Customer No. 6600 -

XYZ Company
GR OS S P R O F I T

Sh� ppinq

P R O D UC T

S AL E S
MON TH

UNI TS

-

-

DO L L ARS

DESCRI PTI ON

1

1111

A -1

1

1112

A -2

-

50

-

75

-

-

-

1

2222

B -1

-

100

-

125

-

-

1

2223

B -2

500

-

-

60

700

320

500

200

Y -T - D

Y -T - O

CODE

200

MON TH

MON TH

PL AN T

200

Y -T -O

1,050

Y -T -D

MO NT H

CL AI MS

S AL E S D O L L A R S

200

DO L L A RS

%

630

63

50

60
20
40

150

30

15

30

%

Exh ib it 5
ACC O U NT S R EC EIV AB LE AG IN G A N A L YS I S
Territory 18 NO.

Louisville -

As of 3/31/72
AC C OUN T

INVO ICE

CUSTOMER
NAME

NO.

DATE

TO T AL

0007

ABC Company

03262

3/15/72

1,000
1,000'

1234

Acme Hardware

02660
02787

12/1/71
1/15/72

2,500
3,000

05751

3/20/72

5,000
10,500

6600

XYZ Company

Territory 18 TOTAL

40

CURR ENT

B A L A NC E

31 -60 DAY S

61 -9 0 DAY S

OVER 90 DAY S

1,000
1,000'
2,500
3.000
5,000
5,000'

3,000'

2,5 00'

3,000"

2,500 -

400

11134

1/30/72

400

08044

3/15/72

1,000

1,000

01115

3/25/72

1,500
2,9 00'

1,500
2,500'

400'

14,4 00"

8,500"

400"
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It is also useful to emphasize that the system is
intended to be an aid to all levels of sales management
in the planning and directing of their responsibilities;
and, while it is also a control device, its role as policentan should be subordinated (particularly at first) to
its more positive roles.

Summary and Conclusions
While management accountants have devoted con siderable time to the development of effective systems
for production costs, their attention to the develop nlent of comparable marketing systems has, until re-

Exhibit 6
SUMMARY OF SALES AND PROFIT CONTRIBUTION BY TERRITORY
Y -T -D THROUGH MARCH 1972
MID -SOUTH REGION
SAL ES AREA

18

Louisville

S 25,000

19

Nashville

SAL ES

Sub -Total Territories

VO L UM E

$3,000

$2,000

113,000

37,500

33

1,000

500

1,200,000

400,000

33

9,000

6,000

(30,000)

(2)

1,000 -

(6,000)

(1)

5,000 -

$

31

Interest on Delinquent
Accounts Receivable

(1)

VA R I A N CE FR O M PL AN

T O T AL

7,750

Regional Sales Expenses (1)

TO TA L

PR O F I T

%

DOL L A RS

$1,200,000'

$36 4,0 00'

PRICE

1-

Unif-om blit1

MIX

500

CL A IMS

200

$

NO.

PRO FI T

$

GROSS

TE RRIT ORY

100

$20 0-

10 0-

1, 0 0 0 -

F R E I G HT

3,000

$500

300

200

400

600

$3 ,0 00 '

30

Detailed in Other Reports

Exhibit 7
PROFIT CONTRIBUTION BY SALES REGION
Y -T -D THROUGH MARCH 1972
(Do(lars in Thousands)
(2)

(3)

(4)

151

GROSS P R O F IT
BEF ORE F R E I G HT

AF T ER F R E I G H T _
DOL L A RS

EXPENSE

Contribution

(A)

(4)

161

(6)

19)

VARIANCE

Total Variance
191

I101

FROM

(10)
PLAN

SAL ES

EXPENSE

VA R IA NCE S

VA R I ANC E S

-

I

(71
PR OF I T

%

DOL L A RS

%

GROSS

161
SAL ES

*

(1)

SALES REG ION
Northern
Mid Atlantic
Mid South
South
Central

4,000
3,000
1,200
2,000
5,000

West Coast

1,520
990
400
700
1,650
630

38
33
33
35
33
30

75
70
36
50
100
45

1,445
920
364
650
1,550
585

10 035
3
20200
90-

105-

9
25200
95-

65

2,000
700

1,200
400

60
57

610
300

31
43

20
4

590
296

300 10

30 0 10

20,000

9,000

45

6,800

34

400

6,400

26 2 -

25 1-

-

45
40
40
50
39
45

9040

2,100

1,800
1,200
480
1,000
1,975
945

5

-

Specialty Products
Export Sales

-

HOUSE ACCOUNTS

TO TA L

&

Plant Cost Variances
Fixed Plant Costs
General
Adm inis trative Expense
General Interest Expense
Federal Income Taxes

NET PROFIT

(A)

11-

100
(3,000)
(1,000)
(500)
(1,000)

1,000

Includes Interest on Delinquent Accounts Receivable
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"... actual

results are
compared to a
plan... "

cently, been largely ignored. The result was that marketing management often lacked vital profit- oriented
information to assist in the management of their
all- important function.
Without profit- oriented information to assess his
own performance, the individual salesman was often
found emphasizing the one factor about which he did
have information —sales dollar volume. But the emphasis of sales volume was not enough, it did not
specify sales volume of what and to whom.
The need to emphasize selling for profits as opposed

to some other goal (e.g., sales dollar volume) launched
the development in our Company of a profit- oriented
marketing information system. This system measures
the profit contribution of each sales area, customer,
channel of distribution, product, and combination
thereof; actual results are compared to a plan with
variations being reported by cause.
This system in practice has proved to be successful
in redirecting the entire sales effort toward profit goals
which are equated with the overall Corporate profit
objective.

THE CAPITAL BUDGETING PROCESS
Continued from page 32
we have developed the Project Analysis Model (PAM) .
The theory of PAM is simple. It generates profit and
loss statements and cash flow statements for one to
twenty years. It then calculates a return on sales figure
for the project and a discounted cash flow return on
investment figure. Its flexibility is in the fact that any
given variable in sales, cost, spending or investment
can be varied automatically and a return on sales or
return on investment can be generated. By testing the
sensitivity of any variable (we have run up to 200 cases
in one analysis) we can define parameters for opera-

tions and marketing management. Consequently, investment decisions are now being extensively tested
instead of using the "best case" approach.

Conclusion
The major strengths of the capital budgeting process
at Johnson & Johnson are the great emphasis placed
on investment evaluations and the review procedures.
This exists in all functional areas of the company, from
marketing, to manufacturing, engineering, research,
purchasing, freight and distribution, finance and per
sonnel. The nature of our business demands this approach if we are to keep our competitive edge.

DEVELOPING CAPITALIZATION RATES
Continued from page 36
impossible for an appraiser to arrive at a single capitalization rate which is applicable to all of the pipelines. Each of the companies has its own peculiar
characteristics, and if the appraiser is to estimate a
proper capitalization rate, it is necessary to give consideration to these characteristics. It is the function
of the appraiser to attempt to arrive at a value estimate
which gives consideration to all of the items which
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would be known and considered by an informed investor. If he is to adequately perform this function, then,
of necessity, he must allow sufficient time to estimate
a capitalization rate for each individual company. The
cost of capital method is the best approach for estimating a capitalization rate for pipelines and most
other properties. The procedures which have been
furnished in this discussion are simple enough so that
they may be applied to each individual utility company
with which the appraiser is involved.
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THE LINE MANAGER'S ROLE
IN BAKERY OPERATIONS
The Selection And Training Of People, The Ability To Lead Them,
And A Solid Foundation Of Basic Technical Knowledge, Are Of
Paramount Importance To The Functioning Of A Line Manager

By Dominic F. Pagano
Through a management decision, a well trained line
manager is assigned the task of controlling production.
This line manager supervises the whole production
operation with full authority to carry out his responsibility and to employ all of his resources so that profit
margins are attained under any circumstances.

Production Objectives
Efficient production output and high quality of
merchandise are the primary objectives of the line
manager. He must be able to recognize problem areas
and to initiate programs that will reduce unproductive
operations. In addition, he should be acquainted with
all phases of production since a keen understanding
of each segment of production enables him to properly
allocate his time and supervision so as to reduce downtime and improve output.
Effective production can only be attained by a well
monitored process. Therefore the line manager must
be familiar with the following operations:
1. Time required to set up
2. Time required to change over from one shift to
another
3. Type of machine and die needed to form and
produce the product
4. Baking and cooling times for each of the various
products
5. Change times required for conveyers and other
operating equipment
To coordinate production, the line manager must
work closely with the Scheduling Department, because
the Scheduling Department requires a great deal of
information to schedule the manpower required. To
attain optimum production, a master manpower
schedule must be made listing all the line items and
crew sizes such as:
1. Forming, mixing and baking
MANAGEMENT ACCOUNTING/ SEPTEMBER 1972

2. Machine men, stockmen and others who are directly responsible for production
3. Packaging
4. Supervisory people who may not be charged directly to production
The line manager must also be concerned with raw
material costing to help the Cost Accounting Depart ment control costs. The Raw Materials Costing Flow
Chart (Exhibit 1) gives the line manager a way to
see that raw materials costs are properly reported. This
chart outlines what documents are to be filed, who
is to file them, and where; and gives detailed instructions as to what data are to be reported.

Production Process
A line manager must have complete control from
the beginning to end of each operation. He must have
authority to supervise all workers required to produce
the finished product. Moreover, he should review the
production schedule to check the items that will be
produced. While scanning the production schedule,
the line manager should be aware of the availability
of the required raw material and specific packaging
items. Production embraces many areas: mixing and
forming, ovens, conveyer system, packaging and wrap ping, works in process, and finished merchandise.

D. F. PAGANO
Alameda County
South Chapter
(Oakland -East Bay
1956), is an Analyst in
the Manufacturing
Department of
Mother's Cake &
Cookie Co., Oakland,
Calif. Mr. Pagano
holds a B.A. degree in
Accounting from San
lose State College. He
was awarded a
Certificate of
Recognition for this
article (1971 -72).

This article was
submitted through the
Alameda County
South Chapter.

MIX ING AN D F ORM ING

Uniformity of product is mandatory for productivity
and can be achieved by proper functioning of the
following mixing and forming operations:
1. Ingredients must be assembled and mixed as shown
on a formula.
2. Mixing sequence and time per sequence must be
uniform.
3. Dough temperature and lay time should be stated
and maintained.
4. Dies should be marked for easy identification and
ready for use.
5. The machine man should have:
43

"A line
manager must
have a
standard or
plan to serve
as a working
tool. . . '•

a. The number of cookies per so many ounces —for
example, 12 to each 7 ounces of dough weight.
b. The number of strokes per minute —for example,
150 times 12 rows equals 1800 cookies.
c. Samples should betaken as required to maintain
size and weight desired.
6. Dough feeders, automatic or by hand, should keep
the hoppers full so that gravity forces the dough
through in an even flow.
7. Bake time should be listed and checked to see that
it is correct on the oven band, and the oven band
should be checked by a stop watch to verify the
tachometer.
OVE NS

The oven chambers should be checked for each
section. Cookies must have specific temperatures set
per section, on top and bottom. When ovens are
utilized 24 hours per day, caution should be taken
when change -overs are made. The line manager should
consider the following:
1. How long is the change -over?
2. How much time will it take to decrease oven heat
or increase oven heat without affecting the quality
of cookies?
3. Is a sample made? If not —why?
CONVEYER SYST EM

Because production volume costs can run from a
low of $12 to a high of $50 per minute, each minute
down is too expensive to allow for controllable errors.
Therefore, the line manager must be abreast of his
conveyer system which extends up to 800 feet, and
including the palletizer, to about 1200 feet. It behooves him to see that all conveyers are operating
efficiently and that the product flows smoothly to the
desired packaging area.

Cellophane, plastic trays, kraft bags and other packaging materials represent 75 percent of the total package cost. Rewraps are costly. A line manager should
see that all equipment affecting wrapping is functional.
WORKS IN PRO CESS

Bakery products bulked as components for future
production should be weighed at the end of each shift
and listed on the production report. It is the responsibility of the line manager to see that all components
used in production are properly identified and that
the usage tags are routed to the accounting department.
Frequently, a component is partially used in a finished product and the balance is packed into containers. Since the used component is not weighed, a
standard shrinkage factor must be applied to get the
net yield from the input of raw materials. From this
application, a standard net weight baked poundage
is acquired. This net figure does not represent the
total weight of the component that was used. That
part that was placed into containers is weighed to
obtain a net figure which is deducted from the total
net standard weight or theoretical pounds produced.
The remainder of this calculation gives the pounds
used in the finished product.
No operation is fool - proof, and a line manager must
be aware of the problems that may arise from downtime of the various production equipments. Malfunctions occur quite frequently, and the line manager
must have alternate plans available to utilize his people efficiently. If he does not have a plan, then his
labor costs will be excessive. His total output will be
under standard.
Raw material and labor costs are prorated on a
poundage basis. Each component is charged directly,
or carried on inventory until used.
FINISHED M ERCHANDISE

PACKAGING AND WRAPPING

If bakery goods are not formed properly, packaging
will be more difficult. Time lost in re- packaging and
additional breakage add to raw material costs.
Since wrapping labor makes up two- thirds of production labor, bakery goods should be available at all
times in the quantities required, and the packers must
be well trained and supervised.
Efficient methods of packaging can result in processing on an average in most operations of 25 to 150
packages of bakery goods per minute. To enhance
productivity, production lines must be kept at peak
levels. Wrapping machines and other product moving
equipment should be in excellent condition to maintain the desired volume required to insure profit margins. Other operating parts should be available before
production begins.
Change - overs from one product to another decrease
production and are quite costly when figured on a
yearly basis. In some operations, as much as 17 percent
of production time is absorbed in change -over loss.
Although some of this loss is necessary from a product -mix aspect, nevertheless, the line manager should
investigate when interruptions take more time than
appears to be required. He should control non- production time to agree with the set standards.
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Regular packaging counters should be checked before and after each production run. If electronic
counters are not used, then palletized skids should
be numbered in sequence. Prior to a production run,
the line manager should have empty cases counted
and set aside. At the end of the shift, the line manager
should count the empty cases left; the difference
equals units produced.

Production Reports
A line manager must have a standard or plan to
serve as a working tool to compare his actual performance with daily production of products manufactured.
In addition, he needs a report that is timely and
records the actual performance on a daily basis, and
feeds back information that is required to correct or
improve on adverse trends. Some of the reports that
will enhance the efficiency of a line manager are: Daily
Production Control, Daily Production Graphs, Daily
Scrap, the Weekly Line Manager's Report, and Down.
time Report.
DAI LY PR ODUCT ION CO NT ROL R EPO RT

This report has three columns, listing the following
headings: Standard, Actual, and Variance and Comment. (See Exhibit 2.)
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Exh i bi t 1
RA W M A T E RI A L S C O ST I N G F L O W C H A R T
DOCUMENT

MIXING FOREMAN

D
C)
C7
O
C
Z

PACKAGING FORELADY

4 ............................
C
ff ,

1
Z

M
m

•

MIXER'S
ICMEDlAE

•

STOCK

MIXER ' S
SCHEDULE

MANUFACTURED
6 PACKED

M

M
K
m
M
J7

.. . . . . .. 0 « . .. . . . .
2

OO

•

•

DALLV
COOKS
PRODUCTI ON

STOCK
CONT ROL
SHEET

...... .....

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

ST CK
MANUF ACTUR ED 6
PACKED

... ". .. un .. .y . .. .. .. .. .. ..

COST CLERK

...t....

STOCK
o t ANI lF ACTUt E D d
PACKED

Copy

OO

=

. o . . . . o . . . . . . . . .. . . . . . . . . .. . . . . . . . .. . . . . . . . . .. . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . "'#

To Coat Clark
';
f r Labor CwNnp ?

DAIL Y
COOKI E
PRODUCTI ON

O

Record d a t e , nsm,ber o f b a rrels, v a rla ry a nd 6 —ge s i n mi : .
Forward d u p l l ca t o copy to Cost
Clark

©

:
Ap

Vri f y numbe r o f c a ws I nd i c -

are d an STOCK MANUF ACTURED
AND PACKED F orm wi t h phy si ca l
courts. I ni t i a l form an d f rwa rd to
Coat Clark.

'-

ARD VS. ACTUAL -PL AI N COOKI E
DEPARTMENT

z
:_

'

FILE

Match original and duplic at e copies of STOCK MANUF ACTURED AND
PACKED and t han de stroy ori ginal copy. Prove total cases by va ri ety pp r d q ,
Ilcate copy of STOCK MANUF ACTURED AND PACKED t o DAI L Y COOKI E
PRO DUC TI O N. Exte nd ro ta i c as a by "produc t io n va lue " pr ca se and Pop t o
DAL LY COOKIE PRODUCTI ON f o rm. Post total caws by verfety from this report to STOCK CONT ROL SHEET as part of book inventory calc ulat ion. F i b
STOCK MANUF ACTURED AND PACKED f orms and STOCK CONTROL SHEETS.

DAI L Y
COOKI E

MIXER'S
SCHEDULE

MAR G I N
ACC OR DI NG
TO ALLOW ABLE
RAW COSTS
BASED ON
PRODIICT I O N F OR
W EEKS SHOW N--

.. . .. 5
,+

DAI L Y
REPORT OF
ERFORMANCE
d YIEL D

PROD lCT I ON

Q
FILE

To Director of
Manufac toring
2

I ..... ....
To General Manager

PL AI N COOKI E
PROD UCTI ON B OOK

Q
FILE

Compute ra w ma terial c w t for each v r t a t y pro duce d ut lll. ing st anda rd Pla in

Cookie formula c wt a nd re c o rd o n MIXER'S SCHEDULE. Po s t raw ma t eri al ca t
h orn MIXER'S SCHEDULE to DAI L Y COOK S PR ODUCT I ON f o rm. Compute and
record 0 . pe rc enta ge o f raw mat eria l co s t t o pro duc t i o n o ra l". F i b dupl icate
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"Standards are
authorized by
the packaging
engineer ..."

STAN DA RD P E R F O R M A N C E . S t a n d a r d

performance

is a

predetermined base that relates to the various direct
cost components which are controllable. These are
input of raw and packaging materials and labor, which
are all under the direct supervision of the line manager.
Standards are authorized by the packaging engineer
and reviewed by the manufacturing analyst in conjunction with the production manager. Standards are
set for the following areas of responsibility:
1. Cases or units per hour
2. Raw materials and price variance
3. Shrinkage report which includes:

a. Water from the baking process which evaporates during the time it takes the product to travel
through the various oven chambers and over the
long cooling conveyers
b. Invisible shrinkage that adheres to the belts,
merging equipment, etc.
c. Total difference in weight from the total
pounds of input less the baking shrinkage and other
pre - determined shrinkages
d. Scrap percentage
e. Tolerance —the estimated factor which is required to produce and insure a uniform product
Bulk labor, which is that part of direct labor re-

Exhibit 2
DAILY PRODUCTION CONTROL REPORT
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For ming,Baki ng Cost
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i
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Total Labor

T

i

Ov er / I1nder
Percentage
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Perce ntage

M A N A G E M E N T A C C O U N TIN G / S E P TE M B E R 1 9 7 2

quired to produce a product but not under the
direct supervision of the line manager—Some examples are:
a. Critical ingredients that have to be pre- scaled
in order to have these ingredients available for
mixing
b. Scrap which is weighed during and after each
production run
5. Labor to mix the raw materials
6. Labor to form the product, and subsequently to
bake it
7. Wrapping labor, which is the final stage of placing
the finished product into a plastic tray or a preformed bag, and then into the shipping container
Actual performance is the activity as recorded by the production department on
a daily basis and by shift. Various daily forms and
reports are sent to the cost accounting department
for processing. These forms and reports consist of raw
and packaging materials expended, labor crews used,
and scrap pounds recorded. When discrepancies arise,
further checking will be made through the various
control channels that are maintained to minimize
faulty reporting. Through product inventory control,
production and shipments are listed daily, therefore,
a recount of the product affected can quickly determine the validity of recorded figures.
After completing the verification of daily products
manufactured, the Cost Accounting Department will
compute the production value; i.e., cost of raw materials for each product listed on a formula basis, and
money expended for packaging materials and labor.
With this information available, the Cost Accounting
Department is now ready to complete the third stage
of the Daily Production Control Report.
AC TUA L P E R F O R M A N C E .

Production variance is the
over and under in relation to standard versus actual
performance. Each standard is compared with the
actual and the difference is noted along with the
comment. This explanation pinpoints the primary
causes for variance. With this information, the line
manager will have the opportunity to see his adverse
areas, and quickly set up revisions to preclude further
occurrences.

in order to ascertain quickly the worst offenders. This
enables the line manager to make adjustments or ask
for service so that repairs may be scheduled for specific
equipment. From the Daily Scrap Report, a special
weekly report is made listing the scrap percentages
for all products. From this, the line manager examines
the strong and weak points of his productions and
can compare it with that of the others.

"Manpower is
one area that
challenges the
energies of the
line manager."

T H E WE EKLY L IN E MANAGE R'S RE PO RT

The performance of each line manager is recorded
on a separate report. At the end of each week a
recapitulation is made listing all the line managers.
A profile of each man's production is presented by
shift with the following information: total production
hours, cases or units manufactured, cases over or under
standard, bulk pounds produced, scrap pounds recorded, giveaway pounds, cost of giveaway pounds,
average pounds per case for scrap and giveaway and
the average cents per case. Also, percentages are calculated for each shift for all categories listed.
T HE DOWNT I ME REPORT

For line stoppage that lasts five minutes or more,
the line manager is asked to make out a downtime
report stating the causes he believes are the primary
reasons for the stoppage or breakdown. A mechanic
is summoned and he finishes the report by adding
his analysis of whether a slight adjustment was needed
or if further repairs should be scheduled. A copy of
the report is sent to the plant maintenance engineer.

Production Personnel
In addition to control of production, the line manager must also be concerned with production personnel. He needs to consider problems of manpower and
new techniques, and motivation of human resources.

VAR IAN CE AN D C O M M E N T .

PRODUCT IO N GR APHS

Production Graphs are extremely valuable to the
line manager in following the progress of daily activities. Graphs are maintained for all regular packaged
products, and the daily percentages recorded on the
Daily Production Control Report are plotted. To
distinguish the various shifts, different colors are employed and the line manager can examine his progress
as well as that of other supervisors. Graphing is tedious
and laborious, but the value gained from a graphic
presentation should never be underestimated. New
line managers are quick to express their appreciation
for visual aids that explain daily production in a way
that shows them where they stand in relation to the
performance expected of them.
T HE DAILY SCRAP REPORT

Scrap pounds are categorized by production area
MANAGEMENT ACCOUNTING/SEPTEMBER 1972

MAN P O W E R AN D N E W T EC H N I Q UE S

Manpower is one area that challenges the energies
of the line manager. Labor rates have been increasing
and demands of workers are more forceful when negotiating new labor contracts. Therefore, it is important
that the line manager budget some time to read and
study technical magazines. This time could give him
the insight to find or try new ways in packaging a
product, or machinery and other allied equipment that
may be available to perform the same functions as
a worker or workers at much lower costs.
It is the primary responsibility of the Engineering
Department, or the packaging engineer to suggest
proposals for new machinery and equipment. In small
companies, the engineers are burdened with many
responsibilities; so some areas of production can be
overlooked. To strengthen this area, the line manager
should heed employee suggestions. Important ideas
and improvements germinate from all levels. The line
manager should be receptive to these suggestions, as
the savings could be substantial.
People may be replaced by machines but all jobs
would not necessarily be eliminated. It is up to the
line manager to pass on to his workers the thinking
behind the program to purchase and install new equipment. Although this is the responsibility of manage Continued on page 51
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CONTROLLING SALES
GOODS INVENTORY
The President, Division Presidents and Business General Managers
Each Have Units of Swinging Panels Mounted In Their Offices
On Which The Charts Are Displayed For Easy Access And Study

By James H. Toy

J. H. T O Y
Western Carolinas
Chapter (Atlanta 1950)
is Manager of
Corporate Planning for
Deering Milliken, Inc.,
Spartanburg, S. C. Mr.
Toy holds a B.S.
degree in Commerce
from the University of
North Carolina.

This article was
submitted through the
Western Carolinas
Chapter.

Several years ago our top management decided that
there existed a sizeable excess investment in inventory
which could be squeezed out of present operations
and put into more productive uses. Plant and equipment, accounts receivable and prepayments were also
considered, but it was believed the potential reductions in those cases would be a relatively small part
of our total goal. The bulk of the potential benefits
appeared to lie in better control over our investment
in inventories. Since our Company is one of the large
elements in the textile industry, an industry plagued
by boom - and -bust cycles, with uncontrolled buildup
in inventories followed by the inevitable inventory
dumping and depressed prices, we had the additional
incentive of trying to avoid this cycle at least as far
as our own inventories were concerned.
Our total inventory investment consisted of relatively large amounts in raw materials, work -in- process,
and sales goods and relatively small amounts in saleable waste, indirect materials and operating supplies.
Among the three large elements, sales goods were
judged to be the most critical type of inventory since
most of our options had been used up. At the same
time, this area was the most difficult to control because
of its wide variety. Raw materials inventory was considered the easiest to control and also the safest since
many options for its use are still open. Work -in- process
was considered the most inflexible.

Use of Dollar Control
Since our object was to release dollars for other uses,
our first approach to the problem was to try to monitor
inventory dollars. We did all the normal things in
order to effect control such as:
1. Charting the dollar investment by accounting
period over several fiscal years —for history
2. Calculating inventory turnover ratios for the same
time periods
3. Comparing the charts by plant and marketing areas
48

to try to establish "best in the company" for possible use as goals
Setting of goals for subsequent inventory reductions and plotting these on the charts
Posting actual performance for each subsequent
time period and comparing it to history and to
goal
This method of control was followed for several
months and, on the surface, some progress was evident.
However, top management felt that it was entitled
to more details about the sales goods inventory at
a given plant or for a given division than just the
overall dollar investment. Furthermore, the dollar
figures were developed only at the end of each accounting period and were not available until eight to ten
days after the closing. Our sales goods inventory on
average turned faster than that. In addition, other
disadvantages began showing up:
A write -down for quality or obsolescence had the
same appearance on the charts as a sale of good —
but there is quite a bit of difference.
A reduction in standard inventory values left the
impression that some goods had been sold —but
the same physical inventory existed as before.
An increase in standard inventory value for products made the investment line rise —but the plant
manager was not at fault in the same sense as if
he had increased the quantity of inventory in his
warehouse.

Units Control
As a result of the above problems and dissatisfaction,
top management agreed to supplement the overall
dollar control with a series of charts which used physical units as the means of measurement. (See Exhibit
1.) These have proved to be eminently satisfactory,
through several generations of change, and they are
now almost our exclusive method for controlling sales
goods inventory. These "unit charts" have performed
well for the following reasons:
MANAGEMENT ACCOUNTING/ SEPTEMBER 1972

1. They can be posted weekly. Information on physical activity is available more frequently than costed
da ta.
2. They can be very current. Activity through the
preceding Sunday midnight is posted no later than
Tuesday afternoon . There is no delay while the
Accounting Department values the inventory.
3. They cover products from the first point in the
production process at which the product is measured in the appropriate physical units. This moves
the control back into the final stages of production
in some instances. For example, cloth which is in
storage waiting to be dved is covered by the chart,

even though it must go through dyeing and some
additional processes before it becomes sales goods
in the strictest sense of the term.
The use of physical units allows us to relate inventory levels very easily with a week's production or
a week's billing. Thus we can say with a high degree
of certainty that our inventory represents two
weeks' production or two weeks' billings. This is
more difficult and less certain when you are dealing
in terms of dollars.
In a similar fashion we can very easily relate our
inventory on hand to our unfilled order backlog
as of the same point in time, since both data files

"This is more
difficult and
less certain
when you are
dealing in
terms of
dollars."

Exhibit 1
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"Finer
breakdowns
are available
when using
yards and
poun ds. .."

are in yards or pounds. This is more difficult when
using dollars.
6. We have developed techniques on our computers
for matching, as of every week -end, the details of
our inventory with the details of our unfilled order
backlog. The result is a printout of "unsold inventory" —that is any item of inventory which cannot
be applied at some future time to an order we
already have in the files. While a degree of inprecision creeps in here as a result of the inclusion of
cloth not yet completely processed, this has been
a most useful tool for discouraging plant managers
from making excessive goods for stock and for
encouraging them and the sales departments to
obtain customers' orders for any such goods on
hand.
Changes in the standard unit values of products
resulting from changes in raw material or other
costs have no effect on the chart. A plant manager
is not penalized because raw cotton moves up from
$.25 per pound to $30 per pound. Conversely, he
is not complimented and rewarded when cotton
costs happen to drop from $30 to $.25 per pound.
8. Accounting reserves (for an anticipated inventory
shortage, or for an anticipated market write -down,
or for any of the other items accountants feel
compelled to reserve for) cannot affect the chart.
An actual physical shortage or overage does affect
the inventory curve during the week after the
physical count is taken.
Finer breakdowns are available when dealing in
yards and pounds than are practical when using
dollars. Thus we have nearly five times as many
"units charts" as we have "dollar charts."

Description of the Chart
The chart consists of a piece of white cardboard
measuring 30 inches by 40 inches upon which we have
printed the form. Our President, Division Presidents
and Business General Managers each have units of
swinging panels mounted in their offices on which the
charts are displayed for easy access and study. The
typical panel unit will accommodate up to 35 charts.
The higher levels of management have summary charts
while the lower levels have detailed charts. Information is entered on the charts principally by use of
colored tapes, although captions, scales and certain
other data utilize paste -on letters and numbers. Some
of the characteristics of a typical chart would be as
follows:
1. The tapes are color coded for significance:
a. For balances at week's end —
Yellow— Unfilled orders.
Green —Firm unfilled orders.
Black — Inventory.
Red — Unsold inventory.
b. For activity for the week —
Blue— Production.
Gold — Billings.
2. All six lines have both actual and forecast data
shown by tapes —solid tape indicates the actual
while a tape showing alternating sections of white
and the appropriate color code (dashed line) indicates a forecast.
50

The scaling is always arithmetic. Logarithmic scales
may be fine for economists, but they deemphasize
the crime of piling yet another million yards of
inventory on top of an already excessive inventory.
Besides, they are hard to read and cannot show
a zero, which is our objective on some lines.
We never change or break the scale on any single
chart. The scales always start with zero and proceed
in regular gradations to the top in such a way as
to contain all elements to be charted. To do otherwise is to destroy the ability to "eyeball" the relationship between two or more trend lines. This
is one of the great strengths of these charts.
The scales are selected so as to minimize the possibilities of wide fluctuations within a short period
of time. If wide fluctuations are allowed to occur,
the chart soon becomes unreadable and it has to
be rescaled and replotted.

Special Comments
Certain peculiarities or the exhibit which relate to
our industry or company practices probably should be
discussed briefly at this point.
1. Our Company operates on the basis of thirteen
four -week accounting periods in its fiscal year. This
accounts for the numbers 1 through 13 at the
bottom of the chart. Once every five or six years
we have five weeks in the 13th period and this
contingency is also provided for on the chart. Our
weeks end on Sunday at midnight.
2. When our Company talks of "firm" orders we are
not thinking in legal terms but in respect to production planning. A "firm" order is one upon which
there are no open questions which will keep us
from producing, shipping and billing. We know
style, color, finish, price, shipping date, destination,
method of shipment, etc. Any uncertainty makes
an order "not firm."
3. In our industry it is not unusual for the agreed
upon billing date to arrive before the customer
decides where he wants the goods shipped. When
this occurs, the billing is made but the goods are
held, thus creating a "billed and held inventory."
The billing will affect all the lines on the chart
just as if shipment had occurred. However, billed
and held inventory creates two problems. First, it
is using up a part of our storage facilities. Second,
and more importantly, the presence of a large billed
and held inventory may indicate that our customers
have overbought already and are now less willing
to sign additional orders for subsequent shipments.
For this reason, we watch the level of billed and
held inventories on each chart but only as of the
end of each accounting period.
4. The exhibit shows a standard of six weeks. This
is as high as we ever go on any product line. Some
product lines which do not require finishing will
be as low as one week. The standard for each
product line is agreed upon in a discussion between
top management and the manager responsible for
that segment of the business. In some instances
where severe seasonality in shipping dates occur,
we even have a standard that floats up or down
depending upon the accounting period.
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Managem ent's Use of the Chart
Members of our management team through the top
four levels use these charts on a weekly basis to help
them make current business decisions. Each segment
of our business has an understanding as to what constitutes an acceptable inventory level in relation to forecasted billings. Whenever inventories exceed this level,
the business manager knows he has three choices and
he had better take one of them. Sell the goods and
get them billed. Stop producing. Switch production
to another product line which is not in trouble. Within
two or three weeks the chart will begin to show the
results of actions taken or of actions not taken —in
which case he hears from "upstairs."
The charts may also disclose unfavorable trends
which require management attention although, at the
time, the inventory may be within the agreed -upon
limits. For example, the unfilled order backlog may
have been falling steadily for several months in a

manner that is threatening the continued existence
of a particular product line. The proportion of unsold
goods in inventory may be rising constantly without
having yet pushed the total inventory over its limits.
The relation of "firm orders" to total orders may be
deteriorating. "Firm orders" may be even less than
total inventory.
Conclusion
Units charts have tremendous advantages for controlling inventory levels and watching the general
health of a business. There are many relationships that
show vividly on these charts once one has had experience in reading them. Almost without exception a
healthy business or product line will have a good
looking "unit chart." A "unit chart" with poor trends
and relationship is probably indicative of a poor income statement. The two are intimately related but
the "units chart" shows it faster, more frequently, and
in a more understandable manner.
El

"Within two
or three weeks
the chart will
begin to show
the results of
actions
taken. .

THE LINE MANAGER'S ROLE IN BAKERY OPERATIONS

Continued from page 47
ment, the line manager must be aware that information does not always filter down to the lower levels
of production people.
EXAMPLE

The Cost Accounting Department made an analysis
to determine the production line priority in terms of
the most efficient utilization and payback for the
installation of a new automatic wrapping machine.
Schedules were made presenting information comparing two recommended methods, Method A and
Method B. Method A would continue the method
of putting labels on all packages, and for the increased
production involved, the gross savings before taxes
were figured at $8,000 per year. Method B would
eliminate the use of labels by printing the ingredients
on the cellophane wrapper. A gross savings before taxes
was estimated at $41,000: $20,000 in label costs and
$21,000 in reduced labor costs. The Engineering Department estimated that the new automatic wrapping
machine would cost $18,000 installed, so management
made a decision to accept Method B, and with the
savings to be generated from this method, to explore
new avenues for similar applications to other product
packaging lines.
HUMAN RESOURCES

Today, more than ever, the human element is a
big factor to be managed effectively. The line manager
must have the ability to be a doctor, a lawyer and
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a labor relations specialist to motivate his people to
optimum productivity. Technical ability is not in itself
the line manager's greatest asset, although it does help
solve technical problems. Public relations is a great
equalizer in production. People wish to be respected
and judged fairly, and to be treated as human beings,
not as machines. If employees are respected and judged
fairly, then technical problems seem to disappear and
unproductive machines suddenly become productive.
Conclusion
A line manager is a responsible member of the
Production Department. He understands product costs
and how various component costs affect and influence
profit margins, and that some items have high component costs whereas others do not. It is the line
manager's duty to initiate any reforms that will improve production efficiency to enhance profit margins.
It is often said that every organization either rises
or falls with management. Nevertheless, it is important
to remember that the title line manager, does not
guarantee success. The selection and training of people, the ability to lead them, and a solid foundation
of basic technical knowledge are of paramount importance to the functioning of a line manager. But it
must also be remembered that the above attributes,
coupled with a desire to pursue a continuing education
program through the reading of technical matter on
job related subjects and the attendance at various
seminars will help make him a member of an effective
management team.
F]
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LETTERS to the editor

segments of the accounting profession —the private or management
accountants and those of the practicing public sector —
complementing and sustaining each other. It may well be the
needed solution to the crisis toward which the accounting profession appears to be moving.
Robert A. Kane
East Bergen - Rockland Chapter
Ridgefield Park, N. f.

In ch i n g T o wa r d a M e t r i c Wo r l d
Our insistence on retaining our present system of weights and
measures, so opposed to the usual logical American approach,
would be ludicrous if the costs were not so great. We are too
intelligent a people to continue to support such inefficiency and
to handicap ourselves in relation to the rest of the world.
The situation is even more surprising when the article titled
"America Inches (7) Toward A Metric World" in the December
1971 issue Of MANAGEMENT ACCOUNTING Informs us that the United
States officially adopted the metric system in 1893. Further, the
fact that the United States and Canada are the only countries
in the world that are not using the metric system should cause
us to question the validity of our position. It is just possible that
we shall one day be completely alone if Canada decides to implement legislation already enacted.
Today is none too soon for us to start to change our posture.
A detailed study with appropriate recommendations for a national
program designed to facilitate our changing to the metric system
is available. It appears that we only need an educational program
to arouse our citizens to demand action now. It does seem inevitable that we change. Perhaps a compulsory course of study for all
students in every facet of our educational system would be advisable at this time. Thoroughly indoctrinated with the workings and
advantages of the metric system, our graduates could be added
immediately to the pool of knowledgeable persons required to
effect the change.
It is encouraging to note that we do have a sizeable group of
informed people already operating metric system applications in
a number of industries, i.e., the pharmaceutical firms, the closure
manufacturers, the container companies, the jute processors, etc.
It is unfortunate there are not more.
Installation of the metric system is basically an engineering
problem; however, we accountants are well qualified to evaluate
the benefits and to advocate its acceptance.
Miller F. Hughes
Controller
Bernardin, Inc.
Evansville, Ill.

Ea rn i ngs p er S h ar e
The article "Accounting System for Earnings per Share," by
Ronald 1. Huefner in the March 1972 issue Of MANAGEMENT
ACCOUNTING, should be read by every accountant involved in
earnings per share calculations.
Although I do not believe that most companies need provide
52

a set of "accounts" to keep track of earnings per share calculation
data, I do believe that those companies with a complex situation
would find application of the principles and accumulation of data
as set forth in this article very helpful, particularly in light of
the necessity of presenting earnings per share in most companies'
financial statements.
There is a recurring need for earnings per share computations,
usually on a quarterly basis, for most of the companies whose
stock is publicly traded. Also, calculations of earnings per share
are used in many special reports and are required to be submitted
in summary form in connection with many SEC filings. One point
which should be brought out is that the SEC has been requiring
the submission of a summary showing the calculations of fully
diluted earnings per share even where it is obvious that such
calculations would result in an antidilutive situation.
The author specifically points out that he has not tried to cover
all specific situations and that certain areas are still subject to
interpretation. However, the keeping of records indicated by the
article would readily provide the information necessary to answer
any question relating to the methods used in earnings per share
calculations and would also be of substantial help whenever recalculation is required, such as upon acquisition of another business
in a pooling of interests transaction.
Einar S. Ross, CPA
St. Paul Chapter
St. Paul, Minn.

Each Situa tion Re qu ir es a Car eful Ana lysi s
Mr. Keith E. Grant, in his article "Accounting for Deferred
Income Tax Debits," in the February 1972 issue of MANAGEMENT
ACCOUNTING, covers some interesting points in connection with
the recording of deferred income taxes.
T o me the most significant objective of APB #I I is the
matching concept— recording the income tax effect in the same
period the related income or expense is recognized in the financial
statements. Consequently, I believe it would be proper in Mr.
Grant's examples (2), (3) and (4) for the current year to record
as a deferred debit the $100,000 tax effect of the deferred compensation.
This conclusion is based in part on the nature of the expense
generating the deferred income tax. If future operations are profitbe paid and deducted for
able, the deferred compensation
tax purposes and the deferred tax debit will be offset against the
current tax liability based on book income. If future operations
deteriorate so no tax benefit could be realized from the deferred
compensation deduction, it is likely the deferred compensation
would not be paid. The deferred liability would be restored to
income, the deferred tax debit would be charged to expense and
once again there would be a proper matching of income tax expense
to book income before taxes.
As a general rule, I think it is proper to record deferred income
tax debits, unless the company is in the position of having an
unused net operating loss for tax purposes. But I certainly agree
with Mr. Grant that each situation requires a careful analysis of
all the pertinent facts to arrive at the correct decision.
will

Continued from page 8

W. E. Larson
Minneapolis Chapter
Minneapolis, Minn.
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FINANCIAL REPORTING
BY DIVERSIFIED COMPANIES

I. Recommendation
The Management Accounting Practices Committee
of the National Association of Accountants recommends that all diversified companies include financial
information by segments of the business in their annual reports to stockholders.
A publicly held company reporting on SEC Form
10K should include in its report to stockholders all
of the information as to revenues and profit or loss
by lines of business which it reports on Form 10K.
Where appropriate and feasible a company may also
publish statements of changes in financial position and
balance sheets by lines of business.
The objective of reporting information by segments
of a business is to assist investors in appraising the
past performance and future risks and prospects of
diversified companies. The comparison of data for a
segment of one company with those of a segment of
another company is not an objective of reporting by
segments.

II. Guidelines for Reporting
A. Determination of what is a segment
1. A segment should be broadly defined, as designated by management. There should be disclosure
of the criteria used for determining a segment
MANAGEMENT ACCOUNTING/ SEPTEMBER 1972

and of the composition of segments.-These should
be consistent from year to year. If significant
changes are made in the criteria, or are made or
occur in the composition, they should be disclosed.
Factors which may aid management in identifying
a segment:
a. It should comprise an activity on which the
securities market would attach a separate
price- earnings ratio. That is, it should possess
its own rate of profitability, degree of risk and
need for continuing investment. While "opportunity for growth" should be considered
this must be conditioned by probable different
rates of growth of revenues and of profit. Also,
because of the normal life cycle of individual
products, present "growth rate" should not be
a primary consideration in constituting a segment.
b. Size tests based upon revenues or earnings are
not necessarily meaningful. However, if an
activity accounts for 10 percent or more of a
company's volume there is substantive evidence that it is a reportable segment.
c. The Standard Industrial Classification is useful
as a guide but should not be restrictive.
d. Where material amounts of products or services are transferred from one line of business
to another, the receiving and transferring lines
may be considered a single line of business for
the purpose of reporting the operating results
thereof.
e. Independent production and marketing functions as well as internal management control
reports are useful but not necessarily determining.

"The object ive
to assist
...
in v es t or s in
is

The Committee on Management Accounting Practices (MAP) presents the following as a position paper
on "Financial Reporting by Diversified Companies."
It reflects the opinion of the Committee in relation
to present thinking on the subject. The paper 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 areas
of financial reporting by diversified companies.
The MAP Committee appointed a subcommittee
in late 1969 to study financial reporting by diversified
companies. Members of the subcommittee (Robert
Beyer, Chairman; Morton Backer, Arthur H. Smith,
and Earl f. Wipfter) had their first meeting on February 16, 1970.
The subcommittee developed a discussion draft
which was the topic for forum meetings in March
of 1972. Following these, the MAP Commit tee finalized this official statement at its meeting on June
28, 1972.

appraising t h e
past
performance
and future
risks a n d
prospects."

B. Measurement of segment profitability
Instructions for SEC Form 10K call for reporting
"(i) total sales and revenues, and (ii) income (or loss)
before income taxes and extraordinary items,, attributable to each line of business...."
In such reporting, segment information will be of
greater value to many users if it is reported as follows:
1. Sales and revenues.
2. Costs and expenses specific to the segment.
Continued on page 59
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Books

FOR THE MANAGEMENT ACCOUNTANT

MANAGERIAL ACCOUNTING:
AN INTRODUCTION

Series. It emphasizes the postulates, principles, concepts, and himtations of accounting information and suggests various applications
of the information.

Second Edition
Harold Bierman, Jr. and Allan R. Drebin

INCOME THEORY AND RATE OF RETURN

The Macmillan Co., 866 Third Ave., New York, N.Y. 10022, 1972,
426 pp., clothbound, 59.50.

1. Leslie Livingstone and Thomas 1. Burns, Editors

The author focuses on cost determination, cost control, performance evaluation and financial information for planning and
special decisions of internal management.

MANAGERIAL ACCOUNTING FOR THE
HOSPITALITY SERVICE INDUSTRIES

College of Administrative Science, The Ohio State University,
1775 S. College Road, Columbus, Ohio 43210, 1971, 389 pp.,
paperback $6.00.
The editors provide a book on Financial Accounting with more
stress on the conceptual foundations and uses and less on the
purely how- to -do -it mechanics. It deals with major types of decisions faced by investors (performance appraisal) and managers
(capital budgeting) and their mutual interaction.

Clifford T. Fay, Jr., Richard C. Rhoads, and Robert L. Rosenblatt
W m . C. Brown Co., 135 S. Locust St., Dubuque, Iowa 52001,
1971, 588 pp., clothbound, $12.95.
A first endeavor at organizing managerial accounting for the hospitality industries. It goes beyond the bookkeeping stage and incorporates accounting information needed for managerial decisions.

PUBLIC UTILITY ACCOUNTING: MODELS,
MERGERS, AND INFORMATION SYSTEMS
Roland F. Salmonson, Editor
Michigan State University, East Lansing, Mich. 48823, 1971, 237
pp., paperbound, $6.50.
A compilation of papers presented at the 4th Annual Conference
of the Institute of Public Utilities in 1970. It covers such areas
as uniform accounting systems, mergers and consolidations, accounting data for decision making, and the building of mathematical models.

ACCOUNTING GUIDE FOR
DEFENSE CONTRACTS
Sixth Edition

Paul M. Trueger

Commerce Clearing House, Inc., 4025 W. Peterson Ave., Chicago,
ill. 60646, 1971, 1231 pp., clothbound, $29.50.
This sixth edition provides a five -year update of its broad reference
coverage. It reviews the changes in procurement policy ushered
in by the Laird- Packard era. Also treated is the increase in contract
costs resulting from Government actions not contemplated by the

BANK COSTS FOR PLANNING AND CONTROL
Haskins 6 Sells, CPAs
Bank Administration institute, 303 S. Northwest Highway, Park
Ridge, 111. 60068, 1972, 375 pp., clothbound, 515.00.
A successor to Bank Costs and Successful Profit Planning for
Banks, this book is concerned with the core of the planning process,
namely, having all the cost facts before, during, and after the
decision - making process.

LAWYER'S HANDBOOK OF ACCOUNTING
THEORY AND PRACTICE
Kenneth Ira Solomon
Commerce Clearing House, Inc., 4025 W. Peterson Ave., Chicago,
111. 60646, 1971, 431 pp., clothbound, $17.50.
The author's purpose in writing this book was to compile a useful
and up -to -date reference manual on accounting theory and practice
for lawyers.

BUSINESS PLANNING AND POLICY
FORMULATION
Robert 1. Mockler
Appleton Century Crofts 440 Park Ave. South, New York, N.Y.
10016, 1972, 424 pp., clothbound, $8.95
The author provides a step by step approach to all levels and
kinds of business planning, the methods for applying the approach
in various business situations, and guidelines for developing policies
within the planning framework.

contract.

THE MANAGEMENT CONTROL PROCESS
ACCOUNTING FOR THE FINANCIAL ANALYST
Revised Edition

1. A. Mauriello
Richard D. Irwin, Inc., 1818 Ridge Road, Homewood, 111. 60430,
1971, 158 pp., paperbound, $5.35.
An addition to The Chartered Financial Analyst Monograph
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Robert 1. Mockler
Appleton- Century- Crofts, 440 Park Ave., South, New York, N.Y.
10016, 1972, 357 pp., clothbound, $7.95.
In this book the author explains what management control is and
how it is performed in the light of changes resulting from the
computer revolution and the new tools made available through
operations research.
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NAA INSURANCE TRUST
RATES WERE REDUCED ANOTHER 5% ON JULY 1, 1972

The inst ant success of NAA's G roup Lif e In surance Plan f or members has made it
possi bl e to reduce premi um s by an addit ional 5% f or the third ti me in f our years!
Over 17,000 NAA members and their f amilies hav e subscribed since NAA's low-cost
insurance program first began in July, 1968, and total protecti on now exceeds
$132,000,000 of i nsurance.
Exclusively for t he benef it of eligible NAA members and their families, the plan
off ers up to $30,000 prot ect ion f or only 75% of t he original low group costs.

WHAT ARE THE ADVANTAGES
OF THE NAA LIFE INSURANCE PROGRAM?
1. For new members, no medical examination is necessary for enrollment under
Option A (which offers up to $10,000 coverage).
2. Group purchasing power of NAA membership, elimination of any personal solicitation, and economies of group administration make possible the present
low cost.
3. Costs may be further reduced or benefits
improved as participation and future
claims experience warrant.
4. The program is designed to provide
higher amounts of protection during the

Years when the need for protection is
usually greatest.
5. No matter how much life insurance the
member may own, the program provides
low -cost supplemental security.
If you haven't already done so, you'll have
another chance to sign up. So watch for the
next brochure from the Connecticut General
Life Insurance Company, which details the
program ... and don't miss this opportunity
to secure up to $30,000 worth of life insurance for yourself and additional coverage
for your entire family.

REPORT FOR THE PERIOD JULY 1, 1968, TO JANUARY 1, 1972

I .

. .

. . . .

. . . .

.

.

.

.

.

.

Member

Dependent

$1,823,925
126,293
1,697,632

$345,821
23,549
322,272
255,000

30,000
8 7, 139
2,301
964,040
52.9

—

Contract Premium ................. ...............................
Less Total Discounts ..........................
Member Contributions ........... ...............................
Paid Claims ........................................................
Pending Total and Permanent Disability ............
Accrued Claim Liability ......... ...............................
Conversion Charges ............. ...............................
Incurred Claims ..................... ...............................
Percentage of Contract Premium. .......................

16,311
839
272,150
78.7

Total

$2,169,746
149,84_2
2,019,904
1,099,600
30,000
103,450
3,140
1,236,190
57.0

Insurance Committee
National Association of Accountants Insurance Trust
George D. Gee, Chairman
Robert W. Arnold
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Russell W. Hardy, Secretary
James C. Stephenson
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MO T I VAT I O N AND MANAG EMENT
DEVELOPMENT

THE REPURCHASE OF COMMON STOCK

Robert E. Tannehill

The Ronald Press Co., 79 Madison Ave., New York, N.Y. 10016,
1971, 212 pp., clothbound, $12.00.

Auerbach Publishers, Inc., 1101 State Rd., Princeton, N.J. 08540,
1970, 207 pp., clothbound, $9.50.
This book covers the personnel area, dealing with such matters
as how to create a motivational climate, how to improve communications and how to develop a more constructive attitude
towards learning among staff.

SUPERVISION: CONCEPTS AND PRACTICES OF
MANAGEMENT
Theo Haimann and Raymond L. Hilgert
South - Western Publishing Co., 5101 Madison Rd., Cincinnati,
Ohio 45227, 1972, 429 pp., paperbound, $4.75.
Directed primarily toward those in middle management positions,
the book focuses on the managerial process; examining the managerial functions of planning, organizing, staffing, directing and
controlling.

Charles D. Ellis and Allan E. Young

This book provides an analysis of repurchasing techniques and
procedures, the legal and regulatory constraints which bear on the
repurchase decision, and the accounting aspects of repurchase.

REAL ESTATE INVESTMENTS AND HOW TO
MAKE THEM
Fourth Edition
William J. Casey and the IBP Research and Editorial Staff
Institute for Business Planning, Inc., 2 New York Plaza, New York,
N.Y. 10004, 1972, 329 pp., clothbound, $19.95.
An explanation in plain language of the why and how of real
estate investment, the cycle of depreciation, high leverage financing
and taxation for residential as well as business real estate.

DATA PROCESSING SYSTEMS DESIGN
PRODUCTI ON MANAGEMENT:
SYSTEMS & SYNTHESIS
Second Edition
Martin K. Starr
Prentice -Hall Inc., Englewood Cliffs, N.J. 07632, 1972, 525 pp.,
clothbound, $11.95.
This edition provides an up -to -date systems- oriented view of the
production management field. The task of constructing a useful
analog has been accomplished by means of a generalized input (process)- output model of systems.

READINGS IN MICROECONOMICS
Second Edition
William Breit and Harold M. Hochman, Editors
Holt, Rinehart and Winston, Inc., 383 Madison Ave., New York,
N.Y. 10017, 1971, clothbound, $9.95, paperbound, $6.95.
A review of price theory focusing on the logics, methodology and
applications of microeconomics.

H. D. Clifton
Auerbach Publishers, Inc., 1101 State Rd., Princeton, N.J. 08540,
1971, 154 pp., paperbound, $6.00, clothbound, $9.95.
The author provides a number of practical case studies for learning
how to approach the overall design of systems and how to select
and apply the appropriate methods to individual circumstances.
Cases cover production planning, stock control, standard costing,
sales control and analysis, and information retrieval.

OPERATING SYSTEMS SURVEY
Anthony Sayers, Editor
Auerbach Publishers, Inc., 1101 State Rd., Princeton, N.J. 08540,
1971, 344 pp., paperbound, $14.95.
Provides both the student and the professional a broad background
for the concepts, facilities and characteristics of contemporary
operating systems. Part II is a comprehensive survey of more than
15 operating systems.

OPERATIONS MANAGEMENT:

ANALYSIS FOR DECISIONS
DECISI O N MAKI NG AND
THE THEORY OF THE FIRM
Ira Horowitz
Holt, Rinehart and Winston, Inc., 383 Madison Ave., New York,
N.Y. 10017, 1970, 468 pp., clothbound, $15.75.
The author provides a discussion of some of the decision - making
tools that operations research can offer management.

DECI SIO N MAKI NG I N A CHANG I NG W O RLD
Auerbach Publishers, Inc., 1101 State Rd., Princeton, N.J. 08540,
1971, 256 pp., clothbound, $9.95.
Selected essays from the magazine, "Innovation."
56

Gene K. Groff and John F. Muth
Richard D. Irwin, Inc., 1818 Ridge Rd., Homewood, 111. 60430,
1972, 572 pp., clothbound, $15.95.
The authors provide an understanding of operations management
with emphasis on topics such as design of management control
systems and the formulation and analysis of mathematical models.

FLOW CHARTING
James D. McQuigg and Alta M. Harness
Houghton Mifflin Co., 2 Park St., Boston, Mass. 02107, 1970, 43
pp., paperbound $1.60.
A short text explaining the basis of flowcharting in problem and
answer form.
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PRODUCTIVITY
IS NOT
A DIRTY WORD
Secretary Of Commerce Peter G. Peterson Says Accounting
Profession Can Play A Crucial Role In The Improvement Of
Productivity And Help U.S. Companies Compete More
Effectively In International Business

By Peter G. Peterson, Secretary of U.S. Department of Commerce
The melancholy facts are that during the last half of
the Sixties we increased our total productivity about
ten percent; most of the European countries, 40 to
50 percent; and the Japanese 91 percent during the
same period of time. Now I think talking to this group
about productivity is a little bit like preaching to the
choir. However, I think it is extremely important that
those of us with business backgrounds understand the
incredible lack of understanding in the country at the
present time about not only the role of productivity
but the role of the enterprise system.
For example, if you haven't read the recent study
of public attitudes toward business, please read it. One
of the facts in there, just to show you the degree of
misinformation, is that on profit. Did you know that
the typical American today believes that the typical
American corporation makes 28 percent after taxes
on sales?
We're going to have to create the sense of understanding about several key points. For example, in the
Seventies, there are going to be more people added
to the work force than any decade in the history of
this country. The baby boom of the Fifties is now
on the job market. New jobs in this kind of society
are going to require more capital than they've ever
required. Therefore, productivity creates that investment capital.
There's a lot of talk these days about finding money
for more quality of life programs, on education and
health and environment and so forth. I asked the
Office of Management and Budget how much the
This article is adapted from the keynote address delivered by Secretary Peterson at the NAA Annual International Conference in Philadephia last June.
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existing programs in this area would cost by '76, which
is only a few years away. The estimate I got was: we'll
need $25 billion more just to pay for what's already
on the books.
Many of the same people who look at productivity
and output in a rather negative way would say to us,
we must do something to aid the underdeveloped
countries of the world —and they're right we must; this
is two thirds of the world's population. But where's
this money coming from if not from healthy gains
in productivity?
There are others who say we must improve our
standard of living, our real standard of living. It doesn't
take a statistical genius to understand what happened
in the latter half of the Sixties. Real wages hardly
went up at all. Why? Because wages went up much
more than output did.
And finally if we're going to compete in this competitive world, we're going to have to, I think, come
to the conclusion that productivity is not a twelve letter dirty word, as many people think it is. It's not
a dirty word in which you just work harder rather than
smarter, and let somebody else get the rewards. We,
as business people, are going to have to do a better
job at communicating with the public on why productivity is so essential.

Human Aspect of Productivity
There are many things that could be said about
productivity, but today I'd like to focus briefly on
just one aspect of it: the human aspect of it. I don't
like grandiose generalizations, but I think there is a
new thing here that we as business people are going
to have to come to grips with.
There are people who are asking basic questions
about man and his relation to his work. I think as
business people we have not spent enough time on
this critical matter, and we're going to have to find
57

"Workers are
no longer
'barefooted,
scared and
hungry.' "

new, viable productive relationships between man,
work and the effect on the lives of our citizens.
I think I know as well as anyone that when a business
organization is under competitive pressures and stockholders want to increase earnings this quarter —
stockholders saying what have you done for me lately
and so forth —it's hard for the best brains in the company to spend time on what must sound like a kind
of a fuzzy long -term issue, like human motivation. And
yet it was a businessman who said, "What will happen
if we do not find a way to let our employees meet
their psychological needs on the job? How long will
we be permitted to keep the present industrial system
if we do not ?"
These are frightening questions. And I think the
first place to start is to understand that this situation
is really a part of a massive change that's taking place
in our society, with a sharp upheaval in many aspects
of our national life.
Let's take the young worker, for example. Many say
that the changes in the young worker are characterized
by indifference and alienation. They say that loyalty
to firms is almost non - existent. Others say that there
will be, or is, a widespread revolt among our younger
workers against mindless drudgery. They say there is
contempt among the rank and file toward authority.
In case you're wondering, that's you. More and more
workers, they say, view management as an adversary,
as a win -lose relationship, as a we -they relationship.
Our problem as management people is to get at
the truth and to try to understand what lies behind
these attitudes. Workers, it is pointed out, are no
longer "barefooted, scared and hungry." Unemployment benefits are substantial, and the threat of being
fired is no longer what it once was. Others say we've
rejected the Puritan ethic, the work ethic; they say
work has lost its sanctification, that man in America
no longer believes in work for work's sake, and that
he no longer believes, if he ever did, that tightening
a thousand bolts a day is good for his soul, or tightening an additional hundred will assure him a place in
heaven.
Whatever lies behind these changing attitudes, they
are said to be the factors that are accounting for
shoddy workmanship, product defects, pilferage, excessive spoilage, turnover, etc. Now what are some
of the answers?
First, I think I can tell you with great assurance
that only a few are going to come from government.
If there is anything in industrial life that ]ends itself
less to central planning, it is working out these human
problems. The reason of course is obvious. No industry
or company is the same, and what may work out well
in one set of circumstances will not work out well
elsewhere. So this is going to be custom work, this
very important issue of human motivation, and it's
going to be done largely by management.
This isn't to say that we in government won't try
to create a helpful environment, which we think we
are doing. For example, we have just been successful,
I believe, in convincing the Advertising Council to
help us mount what we call a national crusade on
productivity and competitiveness, to create some of
this understanding that I think is absolutely essential.
4
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Secretary of Commerce Peter G. Peterson
addresses Annual Conference
On e O ut of Tw o
Let's look at the educational framework, so that
we can get a better idea of how much the world has
changed since you and I entered the workforce. When
I was in elementary school, about one out of seven
high school students went to college. By 1950 it was
three out of ten. We are now approaching one out
of two.
Now this enormous increase in education undoubtedly has changed people's expectations and their
perceptions. For example, my father used to tell me
religiously that he was very anxious to get me to go
to college, and his main reason was that "I don't want
you to have to work as hard as I did."
We shouldn't be surprised if some of the new people
coming on the workforce do have a different set of
attitudes than we did. At the present time, 26 percent
of the workforce in America was born after World
War II. By 1976, only four years from now, it's going
to be approaching 40 percent. And by 1980, only eight
years away, about 50 percent of the workforce will
be young people who have been brought up in this
postwar, nuclear, television, affluent age.
Those of you in finance and accounting will certainly remember the enormous contribution that
Frederick Taylor made. He might be called the father
of phase one of productivity. You remember he was
the one who would define the best method and break
it down into smaller units of work that took much
less skill than it did previously. As a result, production
techniques could be standardized, measured, mechanMANAGEMENT ACCOUNTING/ SEPTEMBER 1972
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ized, so that unit costs were reduced and volume went
up. So this standardization, this degree of specialization, brought with it some enormously important
economic benefits. But I think, increasingly, it is going
to raise questions in the minds of the new workers.
In Charlie Chaplin's classic movie called "Modern
Times," you may remember the sequence in which
Charlie is doing a rather simple task: as I recall, he
is tightening a bolt on some gadget and that's all he
does all day long. And the machine gets faster and
faster and faster and finally two things happen to
Charlie, neither of which is very desirable. One, he
goes psychotic. The second is, he ends up in the middle
of the gears of this machine. Do you recall that sequence?
I think it illustrates the attitude that some of our
people have toward repetitive work. And therefore I
think it's extremely important that we as business
people do spend some of the most creative energy
of our top people looking at work through the eyes
of these new workers. I think we're going to have to
adopt new approaches, new techniques, if we are going
to get this added productivity that we desperately
need. And it's perhaps too simple, however essential,
to just install new equipment and new technology.
Those are necessary. I'm simply raising with you the
obvious possibility today that they may not be sufficient.

Companies across America are adopting various
approaches in this attempt to get at this very important problem. Profit - sharing plans, stock ownership
plans, people exploring how the worker should participate more in decisions. Another area is this whole area
of work enlargement, job enrichment, aimed at the
twin objectives of making work more meaningful on
the one hand and more productive on the other. Job
rotation is being looked at in various places.
I would like to suggest that this whole area
of productivity is worthy of greatly increased study
by the National Association of Accountants, for I think
you could have a critical role to play in it. For example,
how do we measure productivity more accurately? In
many companies, we aren't keeping the productivity
score very well at all. And in top competition, if you
don't keep the score, you aren't likely to excel. Again,
can you help us come up with some new incentive
approaches in your companies and for U.S. industries
as a whole? How do we share the fruits of increased
productivity so that our stockholders, our employees
and indeed our country are better off?
I challenge you to help us think through the motivational aspects of getting increased productivity. If we
can somehow make the workplace challenge the
human potential, we will have done more for productivity, perhaps, than anything else we can do. It would
mean a new partnership among people, management
and workers with a single goal.
❑

" . . . how do

we measure
productivity
more
accurately ?"

FINANCIAL REPORTING BY DIVERSIFIED COMPANIES
Continued from page 53
3. Costs and expenses allocated to the segment.
4. Income (or loss) before income taxes and extraordinary items.
C. Treatment of Inter - segment revenues and costs
The amount of sales of one segment of an enterprise
to other segments of the same enterprise may vary
from zero to substantial portions of the total. Such
sales may be of services, raw materials, component
parts, semi - processed materials, etc.
Usually segment information will be more useful
if the effects of inter - segment transactions are not
eliminated from the segments. However, there should
be full disclosure as to whether inter - segment revenues
and related costs are included in the segment data
and, if they are included, the transfer pricing method
used.
III. Ot h e r Con s i d e r a t i on s
A. Sales and Revenue details
Sales and revenues generated largely by sales to one
customer or one class of customer should be disclosed. However, such customer or customers should
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not be construed to be a segment for reporting
purposes.
B. Periods Reported
As a minimum, information by segments should be
shown annually for the current and preceding year.
When the composition of a segment is changed and
the change has material effect, the prior year's data
should be adjusted where possible with appropriate
disclosure.
C. Consultation with Independent
Public Accountants
The company's independent public accountants
should be consulted as to the reasonableness and
consistency of the methods used to compile data
for segments. Attestation is not recommended. ❑
Management Accounting Practices Committee

1971 -1972
1. WAYNE KELLER, Chairman
ROBERT N. ANTHONY
DUDLEY E. BROWNE
ROBERT BEYER
R. LEE BRUMMET
JOSEPH F. BOND
E. W. KELLEY
DONALD C. BRABSTON
R. WAYNE OATES
BERNARD H.SEMLER
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Wyman P. Fiske (1900 -72)
He led
Association
during critical
postwar years.
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Wyman P. Fiske, a past President
and former Secretary of the National Association of Accountants,
died July 13 at the age of 72.
Mr. Fiske, a retired management
consultant, had been professor of
accounting at the Massachusetts
Institute of Technology from
1929 -44. He lived in Greenwich,
Conn., at the time of his death.
When Mr. Fiske started his term
(1942 -43) as president, Stuart C.
McLeod, the first secretary of the
Association, introduced him in this
fashion: "You are going to like his
gentle New England humor which
I envy. You are going to respect his
sincerity and his earnest devotion to the educational
ideals of N.A.C.A." He added, "Mr. Fiske has the
calm and dignity of Mount Olympus without the snow
on the peak," pointing out that the new president,
at 42, was one of the youngest ever elected by the
Association.
Born in Somerville, Mass., Mr. Fiske was introduced
to business at the early age of 12 when his brother
and he tried a brief stint in chicken and egg raising.
He was a graduate, cum laude, of Harvard College
and also earned an M.B.A. at Harvard Business School
"where I got my introduction to accounting by keeping
a double -entry bookkeeping record of the cost of
courting my wife." He earned a law degree from Suffolk Law School in Boston in 1927.
He taught accounting at the Graduate School of
Business Administration of Harvard and later joined
the faculty of the M.I.T. where he served as director
of the Alfred P. Sloan Foundation Sponsored Fellowship Program. His business experience also included
a position in a manufacturing company, as well as
extensive consulting work.
Mr. Fiske joined the then National Association of
Cost Accountants in 1930, affiliating with Boston
Chapter. He was elected chapter president, 1932 -33,
and later went on to serve the Association as a director,
vice president, and then president. After Dr. McLeod
died in 1944, Mr. Fiske was named national secretary
of the Association which he directed for two years.
First as president, then as secretary, Mr. Fiske led
the Association during critical war and postwar years.
In his President's report in the N.A.C.A. Bulletin,
December 15, 1943, he alluded to such problems as
scarce transportation, gasoline rationing and food rationing. "Dinners have been called off because no food
was available." Despite all these problems, President
Fiske was able to report a successful year in which
he managed to visit 32 chapters.
Mr. Fiske played a significant role in the develop-

ment of cost and managerial accounting. He wrote numerous articles which appeared in the NAA
BULLETIN and other accounting
publications. His books include Organization and Management of a
Business Enterprise which he coauthored, and a well -known handbook,
Industrial
Accountant's
Handbook, which he edited with
John A. Beckett. He gave strong
support to the Association's publications program, both in official and
unofficial capacities. He also addressed many chapters on accounting problems.
A member of the Stuart Cameron
McLeod Society, he retired in 1966, becoming an
Emeritus Life Associate. Before his retirement, Mr.
Fiske liked to retreat to an old farm in New Hampshire
where he grew his own potatoes. He also enjoyed his
hobby of color photography.
In his final report to the membership in 1946, Secretary Fiske described some of t he highlights of his
administration and then went on to express his opinion
about the future of the Association and management
accountants. "There is no question as to the importance of the industrial accounting tool to American
business management. Our research report on "The
Uses and Classifications of Costs" pointed to broadened use of the cost tool in industry. The opportunity
for industrial accountants is great. The opportunity
for a great organization of industrial accountants is
equally great and the responsibility is heavy. Fortunately we are prepared for it."
' ... For two years it has been my privilege to serve
you as your National Secretary, but I now feel I cannot
continue.... With mixed feelings of pride in having
shared in the accomplishments of the past two years
and of regret that the close working associations of
those years cannot be continued, I take my leave."
He promised to cherish and nurture "the multitude
of personal associations" developed through his Association activities.
One of the leaders in the Association and in the
accounting field, Mr. Fiske typified the early energetic,
enterprising men who built and disseminated the
emerging industrial accounting discipline. His support
of the Association through 40 years of membership
never flagged. NAA members will mourn the passing
of an outstanding man, educator and accounting pioneer.
Mr. Fiske is survived by his widow, Ruth, a son and
a daughter, and five grandchildren.
❑
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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.

Detroit members Marlin Hemphill (left) and Charles E. Stilec escort
Miss Ruth Hudson at the chapter's 50th Anniversary celebration last
yea r.
at the time, past chapter President Harvey
Ruth Hudson Retires
E. Stonehouse. She began her chapter
(well . . . almost)
service by handing out tickets at the
monthly meeting. After that introduction
For ten years, from 1958 -68, Miss Ruth in 1936, "It just carried on and on."
Hudson served as secretary of the Detroit
When she retired, Miss Hudson was
Chapter —one of the most demanding and assistant vice president of Kelly Services,
important positions on the chapter board. Inc. Not completely retired, she's still
Prior to that, she served on many commit- doing consulting work and is also active
tees of this chapter.
in the Zonta Club, a women's service
Upon her retirement last year from organization, and the Women's Economic
active business, the chapter accorded her Club in Detroit. She likes to play golf
the honor of naming her an honorary, when she can take time out from her busy
life -time member of the board of direc- life.
tors. As the chapter's newsletter noted,
One of the things she is proudest of
"That such a signal honor be bestowed is digging up some of the chapter's old
upon a woman was most unusual; but then record"nd putting them into shape for
everyone who knows her (and who doesn't)
the 50th Anniversary. After she completed
is most aware that this vivacious and this arduous task, she vowed no one should
charming lady is no ordinary mortal."
have to do the job again. The records were
The chapter went on to list her record donated to the Burton Historical Division
of service, climaxed by her masterful han- of the Detroit Public Library so "When
dling, as chairman, of Detroit's 50th anni- they get to the 75th Anniversary, they can
versary celebration last year. The results go up to the library and pull them out."
of the celebration were described this way:
Summing up her experiences as an NAA
"Ruth wanted everything to be first class member, Miss Hudson, who is Mrs. Carl
and indeed it was."
L. Samuelson in private life, says, "I have
As she assumed Emeritus Life Associate made many lasting, deep, beautiful
status in the Association, Miss Hudson friendships. It has definitely enriched my
reminisced about some of the early years. life." She believes her exposure "to people
One of the first women to join the of integrity, business acumen and intelchapter, she was brought in by her boss lect" has been priceless.
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HIRAM R. ANEWALT, Reading.
LESLIE I. ASHER, past national president
from Fort Wayne; Phoenix.
JACK 1. BARASH, Philadelphia.
ELMER G. BEAMER, Cleveland.
SAMUEL C. BRANDON, Houston.
RAYMOND E. CARPENTER, Massachusetts
North Shore.
PHARES B. CHARLES, Lancaster.
CHARLES L. CLAPP, N e w Yo rk .
EPHRAIM COLE, Trenton.
NORMAN L. DAVIS, Sangamon Valley past
president.
A. LEONARD ENGWALL, Baltimore.
JOSEPH G. ERCHICK, Cleveland.
JOSEPH H. EVERSMANN, Cincinnati.
CHESTER F. FARROW, Wichita.
H. G. FILBY, Erie.
ELWYN D. GILLIS, Nashville.
JOHN S. GLENN, JR., Nashville.
CHARLES W. GREENWOOD, JR., Shreveport
past president.
EDWARD GUION, JR., Philadelphia.
JOSEPH J. HARTNETT, New Haven past
president.
HARVEY 1. HEFFLEY, Lancaster,
GEORGE C. HENDERSON, Youngstown.
RICHARD T. HORNER, Hartford.
RUTH HUDSON, Detroit.
ARTHUR J. JOHNSON, Waterbury.
WILLARD O. JOHNSON, Tri- Cities.
JOHN L. KAYE, New Haven.
STANLEY J. KIDDER, Bridgeport past president.
WILLIAM E. KINCAID, Youngstown.
EVERT A. KINSLER, Tri- Cities past president.
EDWARD P. KLINCENMEIER, Buffalo past
president.
ELLSWORTH A. KROGER, Cape Canaveral.
WILLIAM LANGENBERG, Essex County past
president.
H. WILLIAM LARSON, Boston.
JAMES J. LOVE, Worcester.
HOWARD E. LUCAS, Rockford.
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HOWACCOUNTANTS
ARECUTTINGCOST
OfTHEWORK,YET
IMPROVINGQUALITY.
ALL MATERIAL BY FREDERICK STAPLES, C.P.A.
(California and Wisconsin)
Member of American Institute of C.P.A.s, National Association of Accountants
and American Accounting Association
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WADE T. Fox, Charlotte Blue, has been
elected to assistant vice president, CresTimber Corp. He is also
cent Land
treasurer.
ROBERT J.ASHMORE, Charlotte Gold, has
been named assistant vice pres
ident — financial administration for Duke
Power Co., and KENNETH C. STONEBRAKER
was named assistant controller at Duke.

di
REGNER

SUTTON

Milwaukee

Pawls

Two Chattanooga members have been
named at Chattanooga Coca -Cola Bottling Co. O. L. SEYMOUR was promoted
to treasurer, and DAVID TRUNDLE to con MILFORD ROBERTSON was retroller.
cently promoted to assistant controller of
the Standard - Coosa - Thatcher Co.
.

9

All prices F.O.B. Thiensville, and subject to changewithout notice
Quantity discounts: 10% on 10, 15% on50, and 25% on 100or moreof anyoneof theabove.
Add 50t, if order is for less than $5, and 4% tax, if shipment to Wisconsin.
Regular surfacemail postagepaidoncashorders. Full payment shouldaccompanyforeignorders.
If you wish air mail shipment, add 10% if to U.S. Canada, Mexico, Central America or West Indies, 25% to
SouthAmerica, Europeor North Africa and45% to any other country.

THIENSVILLE, WISCONSIN, U. S. A. 53092

THEODORE DRAGICH, Baltimore, was
elected vice president, finance, at Cam bridge Wire Cloth Co.

.

51 1.50

WhatOthersSay:
THEMONTHLYFINANCIALSTATEMENTS:
ACCOUNTANCY,LONDON:"Shouldbeinthepossessionof allaccountants.Eminentlysensible.Amustfor most
accountants."
THECALIFORNIAC.P.A.: "Verypractical. Alsouseful tocontrollersandofficemanagers."
THEINVENTORIES:
THEACCOUNTANTS'DIGEST:(U.S.A.):"Excellentbook."

THECOUNTINGHOUSEPUBLISHINGCO.

Promotions and New Positions

&

9

$17.30
_

_

GROUP B COMBINATION PRICE (a saving of $3.05):
C811 One of each

139 $3.95

.

_

_

C117S THEMONTHLYFINANCIALSTATEMENTS. For the accountants responsible for
devising or preparing monthly financial statements for business concerns ........
CI 16 MONTHLYFINANCIALSTATEMENTFORMS. In full size. Most appear in reduced
sizein C117S............................................................................. ...............................
F201 MASTERCHARTOFACCOUNTS. Harmonized with C116, and C117S ..................
C113 THEINVENTORIES.Inventory taking, valuation and testing by the outside auditors,
including activity analysis which is rapidly coming to be regarded as just as
necessary as the aging of the customers' receivables........... ...............................
C114 INVENTORYTAKINGINSTRUCTIONS.May be used in many cases as is after filling
ina few spaces ......................................................................... ...............................
C132 COSTLEDGEREXAMPLEANDENTRIES.Tied in with C117S. Keeps cost accounts
off, but tied with, the general ledger ..................................... ...............................
C139 BOOKKEEPINGFUNDAMENTALS. Good record keeping by client is good for the
client's business and reduces audit costs............................... ...............................
C119 THEFINANCIALBUDGET. The necessary forms, with detailed concise preparation
instructions (including sequence of the work)........................ ...............................
C140 CHARTING THE BUSINESS. The chart paper to be used. The information to be
charted and how to chart it, with 13 charts illustrated ....... ...............................
F202A THE SHORT CUT GENERAL LEDGER. 11 x 17 columnar sheets for each month,
with instructions. Per set
_ ...... __ ................................ ...............................
C150 COST ESTIMATING. A longtime needed cost guide, including sample cost sheet
C105 PREPARING FOR THE AUDITORS. What the client can do to prepare for the audit
and help reduce cost ................ __
...............................................................
C107 SPECIMENWORKSHEETSFORTHEAUDITORS. Showingsomeschedulestheclient
ordinarily can prepare ............................................................... ...............................
CHIA SUPPLEMENTAL INTERNALCONTROLQUESTIONNAIRE.Deals largely with matters
beyond the usual audit engagement but within the scope of the practising
accountant. the management E.MIsuItant and the company controller ................

CHARLES P. CLARKE, Chicago, was named
financial vice president of Bankers Utilities Corp.... JOSEPHD. LYNCH was elected
vice president — finance, Golden Cycle
WILLIAM R. SUTTON has been
Corp.
named director of corporate planning for
Int erl ake, I nc. ... THEOBALD V. WOLF
was recently appointed executive vice
president of the Suburban Bank Group.
.

CORPORATEACCOUNTING

.

GROUP B

.

Stock
No,

ROGER S. MAKEPEACE, Waterbury past
president.
ARTHUR J. MULL, New
ELIZABETH
H J. MULRANEY, West Bergen Passaic County.
ROY W OISON, Tulsa past president.
LAWRENCE C. PESCHEL, Salt Lake Area.
JOHN PUGSLEY, Birmingham past president.
EDWARD T. REILLY, Youngstown.
JAMES W. REYNOLDS, Milwaukee.
WILLIAM P. RYAN, Peoria.
MORRIS SANOW, Rochester.
ALBERT L. SCHULTZ, Akron.
RUDOLPH H. SJOGREN, Worcester.
EDWARD STRAKA, West Bergen- Passaic
County.
HAROLD SWIHART, Kalamazoo.
NELSON S. TEEPLE, Dallas.
JAMES J.TREANOR, Albany.
NORMAN T. WHITE, North Penn.
EDWARD S. WILLIAMS, Baltimore.
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Here's a better way of
sending out statements,
paying people, or
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.

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.
......... ...............................
Automatic Data Processing, Inc.
405 Route 3
• Clifton, N. J. 07015
ADP -118C
Tel: (201) 472 -1000
Gentlemen: Please send me the booklet(s) I have
• checked below:
❑

Payroll
Accounts Receivable
General Ledger

Ia s
R
utomatic
Data Processing, Inc.
m

0 1 9 7 2 B Y A U T O M A T I C D A TA

P R OC E S S I NG . I N C

:

Name

Tel. No.

• Title
Firm
AddresG
City—

State

Zip

Y ou'11 never find
a butcher, a baker or
candlestick maker at
Robert Half.

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

Professionals for Financial & EDP Personnel exclusively
K A N S A S C ITY MO .
CLE VE LA ND
127 W es t 10th 9t .
1367 E. 6th St.
(816) 474 -4583
(216) 621 -0670
DA L LA S
LONG IS LA ND
Br an Tow er
585 Stew art Ave.
(214 742 .91 71
Garden City
DENVER
(516) 248 -1234
1612 Court Place
(303) 244 -2925
LOS A NG EL ES
3600 W ils ire Blvd.
D E TR O I T
( 2 1 3 ) 3 8 1-7974
140 Honeyw ell Center
Southfield
MEMPHIS
(313) 354 -1535
12 S. Main St.
HA R TF O R D
(901) 527 -7324
111 Pearl St.
(203) 278. 7170
M IA M I
1190 N.E. 163 St.
H O U S TO N
1200 Central Nat'l. Bank Bldg. North Miam i Beac h
(305) 947 -0684
(713) 228 -0056
IN D IA N A P O L IS
M IL W A U K E E
9 North Illinois St.
The Clark Bidg.
(317) 636 -5441
(414)27 1-9 380
)

A L L E N TO W N
Hotel Tra ylor Buil ding
(215) 439 -1506
A TL A N TA
235 Peachtree St., N.E.
(404) 688 -2300
B A L T IM O R E
The Quadrangle—Cross Keys
(301) 323- 7770
BOS TON
140 Federal St.
(617) 423 -6440
C H A R L O TT E
907 Baugh Building
(704) 333 -5173
CH IC A G O
333 N. Michigan Ave.
(312) 782 -6930
CIN CIN NA TI
606 Terrace Hilton
(513) 621 -7711

PR O V ID E N C E
M IN N E A P O L IS
400 Turk s Head Bldg.
822 Marquette Ave.
(401) 274 -8700
(612) 336 -8636
ST L OU IS
NE W A R K
1015 Loc us t St.
1180 Raym ond B lvd.
(314) 231 -0114
(201) 623 -3661
SA N F RA NC ISC O
NE W YOR K
111 Pine St.
330 Madis on Ave.
(415) 434 -1900
(212) 986 -1300
SAN
J OSE
OR A N G E , C A L .
675 N orth Firs t St.
500 Sou th Min
(408) 293 -9040
( 7 1 4 ) 8 3 5 - 4 103
STA M F O R D , C O N N .
P H I L A D E L P H IA
111 Prospect St.
2 Penn Center Plaza
(203) 325 -4158
(215) 568 -4580
W A SH IN GTO N, D .C .
PH O EN IX
7316 W is cons in Ave. N.W .
1517 Del W ebb Towne House (301) 654 -1850
(602) 279 -1688
P ITTS B U R G H
Gatew ay Towers
(412) 471 -5946
o M
P O R TL A N D , O R E .
610 S.W . Alder St.
(503) 222 -9778

ROBERT
N E <
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