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PRESIDENT'S PERSPECTIVE

How You
Can Help
Last mont h we spelled out our membership goals and
concluded t hat we are a lo ng way from our membership
pot ent ial. How t hen do we begin to approach it ?
The Associat ion staff does not have salesmen t o go out int o
the field and describe NAA services and "sell" memberships.
Traditionally, we have left t his up to the chapt er organizat ion.
Enthusiast ic volunteer members have done, and are doing, an
outst anding job —but they need additional help.
You can help by referring names of colleagues and friends t o
your chapter Member Acquisit ion Direct or. If you are a member
unaffiliat ed wit h a chapt er, you can help by referring names
directly to the NAA office. Chapter officers or directors and
members of t he st aff will follow up by sending out membership
kit s and making contact.
Most of us are not salesmen, although even a lit tle
knowledge of personal salesmanship is an asset t o everyone.
The Association's benefits and services are so valuable, however,
that very lit tle salesmanship is required. Exposure to what the
Association is and what it offers will serve as sufficient
incent ive for many potential members t o join. That is why we
are asking your help in compiling a list of initial referrals.
If you really believe in the Association —as I do —then you
must know that not only are you helping your Associat ion by
such referrals, but also you are helping prospective members.
And here's t he clincher: in t he long run you are helping
yourself, for whatever st rengthens the Associat ion adds to the
contributions t hat NAA can offer t o your own career
advancement .

ROBERT BEYER

President, 1972 -73
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Standards Board Moves Toward Reality
Sound standards of financial accounting and reporting are needed
to maintain a com petitive enterprise system. Developing and issuing
such standards for industrial and comm ercial corporations, partnerships, proprietorships, institutions, not - for - profit organizations and
other entities utilizing financial data is the proposed job of the
newly- created Financial Accounting Standards Board.
The Board and Financial Accounting Standards Advisory Council
com prise the Financial Accounting Foundation established July 1,
1972.The Foundation oversees general operations of the Board, while
the Council advises the Board on special projects. The Board, acting
independently and alone, is responsible for issuing and interpreting
those financial standards which it issues. After it has identified specific
problem s in financial accounting, the Board seeks inform ation on
the subject through research, public hearings and public exposure
of proposed statements. The Board then designs standards concerning
the topic and m akes its pronouncem ents.
The present paper- drafted mission of the Board is about to become
a reality. The Foundation's Com m i ttee on Rules of Procedure has
released for public com m ent the Certificate of Incorporation, the
By -Laws of the Financial Accounting Foundation and the Proposed
Rules of Procedure of the Financial Accounting Standards Board.
NAA members are invited to comment on these statements. Copies
of the exposure draft may be obtained from the Financial Accounting
Foundation, 666 Fifth Ave., New York, N.Y. 10019. Letters commenting
on the documents should be submitted there no later than December

15, 1972.
The Com m it tee als o will sponsor a public hearing on the three
documents at 9 a.m. December 15 in the Beekman Room of the New
York Hilton Hotel. Persons who wish to give oral testim ony before
the Com m ittee should notify the Foundation and subm it a position
paper or outline of their com m ents by Novem ber 20.
❑

Coming Up in MANAGEMENT ACCOUNTING
James C. Norris, Jr., tells how interdisciplinary interests must be linked,
in "Acco unta nts and Engineers: Closing the Comm unications Gap"
.. . Seek in g new wa ys t o repo rt d at a to m an ag em en t? Kevin Riley
explains how in "A Small Manufacturer's Productive Hours Analysis"
. . . Having trouble calculating depreciation? Harold W yman shows
an easy method in his article "Form ulas for Depreciation."
❑

Published monthly, for members only, by the
NATIONAL ASSOCIATION
OF ACCOUNTANTS
919 Third Avenue, New York, N.Y. 10022
h

\ATIOk OF.

L1 .1919.5

EXECUTIVE DIRECTOR
William M. Young, Jr.
DIRECTOR OF PUBLICATIONS
James D. Collier
MANAGING EDITOR
Erwin S. Koval
SENIOR TECHNICAL EDITOR
Albert Cohen
FEATURE EDITOR
Robert F. Randall
ASSOCIATE EDITOR
Donald Stabile
EDITORIAL ASSISTANTS
Debbie Rienzi
Lucile Lawrence
CIRCULATION MANAGER
Raymond Goldstein

W
Second class postage paid at New York, N.Y.,
and at additional mailing offices. To ensure
uninterrupted mail service, please notify us
immediately of any change of address. Send
present address label and new address, including Zip number, to Member Relations
Dept., NAA, 919 Third Ave., New York, N.Y.
10022.Allow six weeks for change. Price $1.25
per copy. Single subscriptions available only
to NAA members, libraries, and college -level
accounting students. Subscription rates, per
year: NAA members, $10.00 (included in annual dues); libraries, $9.00; college students,
$5.00.
ADVERTISING REPRESENTATIVES
Mead Irwin Associates, 520Fifth Avenue, New
York, N. Y. 10036, (212) 986 -9781.
E. W. Carlson, Union Trust Building, Pitts-

burgh, Pa. 15219, (412) 471 -1410.
James K. Millhouse, 919 N. Michigan Avenue,
Chicago, Ill. 60611, (312) 642 -6625.
David Heidersbach, Roy McDonald Associates, Inc., 1313 W. 8th St., Los Angeles,Calif.
90017, (213) 483 -1304.
Tom Carter, Roy McDonald Associates, Inc.,
625 Market St., San Francisco, Calif. 94105,
(415) 397 -5377.
Copyright © 1972 by the
National Association of Accountants

4

MANAGEMENT ACCOUNTING/ NOVEMBER 1972

Howto
choose aiid use
the values
that give you
the edge.
"How much is it worth ?" is a tough business question.
Incomplete too. You have to add refinements. "When ?"
"To whom ?" "Under what terms and conditions ?" Even
then, you still have to dig for the right kind of value to
serve your current plans. You must select from Fair Market,
Book,Actual Cash, Tax Basis —or dozens of others. Makirg
the right choice can make a big difference in your company's tax and profit position. And you should be aware
that your values are changing with the changing environment. Rapid changes in technology and markets cemand an always- current answer to that "simple" question.

We have some helpful facts and a guide:
"How to tell value from value from value"
No obligation. Write or call
any Marshall and Stevens office.

appraisals by
Marshall and Stevens1645 Beverly Blvd. • Los Angeles, Calif. 90026 • (213) 624 -3661
Fully staffed offices in: Boston, Chicago, Dallas, Detroit,
Houston, Los Angeles, Minneapolis, New York, Philadelph a,
Pittsburgh, St. Louis, San Francisco.

W

A Unionamerica Company
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Letters

TO THE EDITOR

The Role of the Accountant in the 70's

However, I am disturbed by the fact that the article could well
have appeared ten years ago (only the APB Opinion numbers
I read with great interest in the April 1972 issue of MANAGEMENT change), and have been equally valid. The fact that the profession
ACCOUNTING, the article, "The Role of the Accountant in the 70's" has avoided direct government regulation over that period of time
by Elmer B. Staats.
does not promise future immunity from that paralytic disease.
Mr. Staats has underlined some very important points in our
Since the appearance of this article, the report of the Wheat
future, the need for creative accounting and program analysis and Committee has been made public, and the speed with which it
evaluation. His statement that the accountant should take a lead- has embarked on the approval A d implementation route has
ing role in the design of these systems is true in both business been gratifying to behold. However much an improvement the
and government. Traditionally, many accountants have overlooked new process will be, it does not promise to be a panacea. In addition
their full responsibility not only to the management of their to the basic work of seeking to identify, communicate, and obtain
company but also to the management of their Government.
agreement from all concerned sectors about the objectives of
As accountants, we must recognize that in this age of high taxes accounting, there is another more significant challenge facing the
and high costs, we must be willing to offer not just advice, but, Financial Accounting Standards Board. This challenge relates to
even more important, our services to both management and Gov- the corporate officers who are using quantitative data to inform
ernment. NAA's Socio- Economic Program is an excellent example their various publics, and their response to the new Board's efforts.
Of our awareness of the needs in the business community. We There are going to have to be changes, and these changes will
must continue to contribute our time to assist the small businesses affect many companies, but certainly not with equal impact. The
in this country.
challenge to each corporate officer is to put his "rights" and
William R. Wiebe, Sr. "responsibilities" into a perspective that will mean the greatest
Controller benefit for the most users of financial reports, and this means
Air New England, Inc. social statesmanship afld social stewardship rather than company
or industry selfishness. When called to similar responses in other
East Boston, Mass.
areas, corporate officers have met the test. Now they must do
it again.

Economic Expansion in 1972
I thought that Mr. Robert P. Mayo's article, "Economic Expansion in 1972," in the May 1972 issue was an excellent summarization of the impact that the President's "New Economic Policy"
has had on the United States economy.
However, I question Mr. Mayo's statement that the basic policies
of the Price Commission, et al, are "intended to create an economic
framework that approximates free market conditions." Both theo
retically and factually, it seems implausible that promulgated price
rate increases and wage rate increases could approximate free
market conditions, in which these elements are based upon a
demand situation. By the very fact that the indices are "promulgated" rather than negotiated, free market conditions cannot exist.
A key factor, not considered by Mr. Mayo, is: how will the
all- important consumer choose to spend his available funds? While
the article deals with automobile production (controlled as to price
and wage) and market impacts, no consideration is given to the
fact that the consumer is paying more each day for food (prices
not controlled) with the potential result that he will have less
to spend for, let us say, an automobile.
Possibly this is the reason that Mr. Mayo couched his conclusion
in the middle of the road as between the optimistic and the
pessimistic outlook!
Joseph W. Malyska
Union County Chapter
Colonia, N.J.

No Promise of Future Immunity
This is a letter to support the general thrust of Mr. Harvey
Kapnick's article in the March 1972 issue Of MANAGEMENT
ACCOUNTING, "Responsibilities of the Accounting Profession."

0

David H. Marshall
Sangamon Valley Chapter
Decatur, Ill.

Breaking Ground for the
Foundation of a Theoretical Structure
Larry N. Killough's article in the April 1972 issue, "Does Management Accounting Have a Theoretical Structure ?" seems to
relate to managerial accounting rather like Accounting Research
Study No. 1 (The Basic Postulates of Accounting by Maurice
Moonitz) related to financial accounting some eleven years ago.
Mr. Killough's conceptualization of management accounting
theory deserves a better reception than was given the concepts
of his illustrious predecessor.
Admittedly, Mr. Killough's approach is abstract; and admittedly,
the excellent down -to -earth concepts suggested by George A. Raw cliffe in the immediately following article "Accounting Concepts
for Managerial Decision - Making" may have much greater immediate appeal; but it is Mr. Killough who has chosen to break ground
for the foundation on which the more accessible concepts may
rest. There's to be no "muddling through with the APB" ( Journal
of Accountancy, May 1972) for him. From him, managerial accountants may hope to have more fully developed concepts in
the future.
I would like to make two suggestions for his consideration in
furthering his formulation of managerial accounting theory. First,
a concept of revenue behavior seems as relevant as a concept of
cost behavior. Otherwise, how does one deal with contribution
margin, etc? The economics of supply and demand surely indicate
that revenue behavior is not so simple a concept as to justify being
taken for granted. Second, following the steps of Moonitz a bit
MANAGEMENT ACCOUNTING /NOVEMBER 1972
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SOME REVIEWERS'
COMMENTS
ON EARLIER EDITIONS
This book, although it extends to less than
70 pages, should be in the possession of all
accountants, whether in practice or in industry. It could easily have been expanded
to become a sizeable volume, but the author
has wisely refrained from "padding," and in
consequence has produced a book of small
compass which requires to be studied closely
page by page.
Briefly, the author traces through the form
of statements, pointing out that: "The monthly
financial statement is among the most important tools of management, guiding management in its financial policy, showing the volume and operating results of the business, and
the trend, assisting in the control of costs and
expenses, and is of value in making decisions
with reference to lines of product and selling
price."
This volume is practical in that it gives
guidance, not only to large concerns, but also
to medium and smaller ones. The suggestions
in which it abounds are eminently sensible.
For example, the author discusses the position
in which comparative figures should appear,
so as to be readily comprehensible by anyone
whether accustomed to the study of figures
or not, and the items which should be omitted
so that correct inferences may be made from
the figures displayed.
The author points out that "four- weekly"
statements are not necessarily of greater advantage than monthly ones, as most business
concerns still use the calendar month for salary
payments, statements to customers, etc.
Finally, when reading this work one is reminded of the words used by Sir Geoffrey
Heyworth in his presidential address to the
Royal Statistical Society, in which he pointed
out that people go on producing figures long
after they can be of use as a guide to action,
simply because those for whom they are produced have become accustomed to them, and
would be lost without them. Every figure
which is produced costs money, and figures
performing no useful function lower the productivity of an organisation. Mr. Staples' book
guards one against this. His book is a "must"
D. S.
for most accountants.

THE MONTHLY
FINANCIAL
STATEMENTS
B'f FREDERICK STAPLES, CPA

(California and Wisconsin)
Me mb e r o f Ame r i c a n I ns t i t ut e o f C. P . A. s ,
Na t i o n a l As s o c i a t i o n o f Ac c o un t a n t s a nd Ame r i c a n Ac c o u n t i n g As s o c i a t i o n

A BOOK for the accountant responsible for devising or preparing monthly
financial statem ents for business concerns.
The bo ok in cl udes:
A set of m onthly financial statem ent form s, in reduced size, filled out
as fo r a t ypica l con cern.
Explanations regarding the form of the statem ents, including the com parisons, etc.
Su gg es t io ns ho w t o m o s t exp ed it i ou sl y p repa r e th e s ta t em en t s an d
h o w t o k eep t h e cost ac co un ts off, but tied in with, the regular
accounts, yet with the im portant cost variances shown on the statements.
A Ma s t er Ch a r t o f Ac co u n t s us ab le b y a lm os t an y bus iness and in
harm ony with the m onthly financial statem ent form s.
Stock No. C117, 139 pages, Clothbound. Price $5.35
Shipped on 10 day approval.
All prices F.O.B. Thiensville, Wis., and subject to change withou t notice.
Add 4% sales tax, if shipmem: to Wisconsin. Cash orders postpaid. Full payment should accompany foreign orders.
If you wish air shipment, add 10% for shipment to U.S., Canada, Mexico and Central America,
25% to South America, Europe and North Africa, and 45% to any other country.

Published by
THE COUNTING HOUSE PUBLISHING CO.
Thiensville, Wisconsin 53092

Ac c o un t an c y , Lo nd on

The booklet The Monthly Financial Statements, by Frederick Staples, consists of a
summary of certain very practical suggestions
for the preparation of monthly financial statements. This booklet will be of greatest value
to anyone not having extensive experience in
preparing monthly financial reports as most
of the suggestions will be familiar to experienced accountants. However, even the veteran
will find some useful ideas. The information
appears to have been compiled for the instruction of the public accountant who is to
prepare monthly statements or is to advise
his client as to their preparation. However,
it would also prove useful to controllers and
office managers.
The whole book is very easy to read and
a few minutes spent in going over it will be
profitable to most practitioners.

THE COUNTING HOUSE PUBLISHING CO.
T H I E N S V I L L E , W I S C O N S I N 53092

Pleas e s end C117, c l ot h b ou n d . C h ec k f or $ _

_ en c los ed.
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closer might be in order. I miss the "B" concepts, those that
indicate actions that follow from earlier concepts.
William H. Culp
Western Wayne Chapter
Dearborn, Mich.

Methods Are Means to Ends
"Accounting Concepts for Managerial Decision- Making" by
George A. Rawcliffe in the April 1972 issue Of MANAGEMENT
ACCOUNTING concludes that the objective of management accounting must be to use all methods which permit us to be sensitive
to the realities of the business environment. While I agree that
we ought to perform our appraisals in the most efficient manner,
all methods are not equally sensitive to the realities of the environment. It is important to remember not to confuse means with
ends. Methods are means to ends. Like all tools, they must be
selected and used with care.
We should review the assumptions implicit in alternative
methods and not use methods where the assumptions of the
methods violate the environmental realities. Therefore, an important step for the accountant is to know management's objectives.
Do you really understand the problem and the goals that management seeks to attain? Quite often, multiple, intermediate goals
are created as an approximation for a single "real" goal that cannot
be measured in practice. What the accountant should bear in mind
is that management is primarily interested in long -run profits and
that short -run methods and objectives may be inconsistent with
those long -run goals.

meeting when his car collided with another. Upon exchanging the
necessary information with the other driver, Mr. Martin explained
that he was on his way to the NAA meeting and used the opportunity to convince Mr. Edward St. Mary, who is an accountant,
of the benefits which could be derived from NAA membership.
Mr. Martin invited Mr. St. Mary to the March meeting and
eventually sponsored him as a new member.
It goes to show that, in building our NAA chapter, one should
"never leave a stone unturned."
Robert E. Prois
Minneapolis Chapter
Minneapolis, Minn.

Under Control— Through NAA

I recently attended a workshop seminar in Carnegie, Pennsylvania. There I was fortunate to attend a meeting where someone
spoke on "The Race Between Obsolescence and Retirement." As
I listened, I realized that I was very much involved in this race.
It has been more years than I want to admit since I graduated
from college. I had what you might call my book learning and
I was in the habit of doing my job one way because that was
the way I was taught to do it. I, therefore, must admit that I
was becoming part of the obsolescence.
In the past years, since I joined NAA, I have rekindled a desire
for new Ideas in accounting. Through MANAGEMENT ACCOUNTING,
I have been able to keep abreast with the many changes that
have been taking place; and I have become acquainted with different techniques in the various fields of accounting. The speakers
at our technical sessions have been enlightening on both accounting
Donald Rogoff, CPA topics and current events, and NAA has also provided a social
Associate Professor of Finance outlet.
University of Missouri -St. Louis
Through NAA, my own personal race between obsolescence and
St. Louis, Mo.
retirement is more under control. Where I was looking to retirement, I am now, through my membership in NAA, looking for
many more years of enlightened enjoyment in the field of acNo Genera tion Gap Here
counting.
Joseph J. Fedevich
I read with much interest and pleasure, the letter from Dale
President
C. Reed in the April 1972 issue Of MANAGEMENT ACCOUNTING.
The Canton Tool Manufacturing Co.
Mr. Reed describes himself as a recent (1970) college graduate, Canton, Ohio
and is disillusioned to find that "in the business world, non- productive people are not fired or demoted; productive employees are
not promoted to additional tasks; pay practices for all are more MANAGEMENT ACCOUNTING —A Valuable Tool
method- oriented than performance- oriented." As a college graduate of a generation earlier, I share his dismay, and fervently hope
After being in industrial accounting management positions for
that Mr. Reed and others like him will be able to overcome these many years I became manager of a data processing service company
problems.
for several years, and am now in the hospital accounting field
William J. Sullivan as a controller. In each of these fields, articles in MANAGEMENT
Youngstown Chapter ACCOUNTING have been valuable tools.
Youngstown, Ohio
Reference to back Issues of MANAGEMENT ACCOUNTING, which
is a major source of articles and comments on many and varied
aspects of accounting, now gives me information on various hospiNever Leave a Stone Unturned
tal problern areas which were only academic before entering this
field.
The competition for membership in professional organizations,
The Topical Index included in each July issue is of great value
and NAA in particular, is very brisk. It is each member's respon- in locating pertinent articles. In addition, I find it helpful to scan
sibility to encourage business and social colleagues to share common past issues occasionally because a particular article may apply to
interests through a particular organization. However, one member a new problem or situation.
of the Minneapolis Chapter did not stop at contacting close
associates in obtaining new members.
Charles J. Appel
It is my pleasure to relate the efforts of one of our loyal
Sangamon Valley Chapter
members, Charles Martin. Mr. Martin was enroute to our February Mattoon, Ill.
M A N A G E M E N T A C C O U N T IN G / N O V E M B E R 1 9 7 2

Nov NCR 18 -22
Designed for the business office, with features for business problems.
Now, NCR brings you a new, low- priced
one - memory calculator especially designed for office
figure work. The new NCR 18 -22 has all the features
to do the kind of jobs you encounter every day in
business.
Two MOS /LSI chips make it tick. It has 12 -digit
display for your big problems. True memory with
direct access from plus, minus, equals /plus and
equals /minus. Overflow protection. Automatic
constants. Selection of automatic round -off or no
round -off. Floating /in, fixed /out decimal system. 0 -9
decimal selection. Convenient signals for minus
factor, overflow, and amount in memory.
The keyboard is not cramped. Extra long "zero"
bar extends to the left of amount keys for natural hand
positioning. Arithmetic function keys and memory
keys are spaced so anyone can operate the 18 -22
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wi:h ease. Yet its compact size -8.8" x 11.2" —
takes no more space than a business letter, and its
light weight —only 3 lbs. —makes it easy to move
from desk to desk, or even take it home if you like.
When you see the NCR 18 -22, we're sure you'll
agree it's the ideal display calculator for your business
nE!eds at a price you can afford. Only $279.
For more information call your nearest NCR Branch
Office or NCR Office Products Dealer. Or write Office
Products Division, Dayton, Ohio 45409.
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Office Products Division

Start your clients
on automated accounting.
The first step is free.

AM
D
A
M
W
C
Mortgage�Loan�Accounting��
Automated�Client�Accounting��

i
1

,

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: _
SINGER Consumer Products, Industrial Products.
Aerospace & Marine Systems, Business Machines, Education & Training Products.

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
hows the preparation of
order /invoices,

W06

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
-.pecific. An honest "how -to"
<<pproach to automated accounting
practices.
Best of all, each report is free.
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
IDenefits from it, simply, easily.

BusinessMachinesthat

#I

help you get down to b- siness.

SINGER

RS

ING SYSTEM

Gentlemen:
Rush me the automated

r s

accounting booklets I have indicated.

TIT
COMPANY.
ADQRESS
CITY.

t.

TA

ZIP.

Bu s i n e s s M a c h i n e s Di vi s io n— pr od u ce r s of ca lc u la to r s, m a il i ng e qui pm e nt ,
c o m p u t e r s y s t e m s , da t a t r a n s a c t i o n s y s t e m s , bi lli n g ) a c c o u n t i n g s y s t e m s , g r a p h i c a r t s e q u i p m e n t .
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SEC Will Exercise More 'Vigorous Oversight; Chairman Casey Tells AICP A
Even though CPAs are moving very fast to counter criticisms of the accounting profession and
the formation of accounting principles, it may not be fast enough for the Securities & Exchange
Commission. Chairman William J. Casey told the annual meeting of the American Institute of
CPAs that "I find myself virtually forced to the view that the Commission should exercise more
vigorous oversight and undertake to force the pace at which the profession meets the multiplicity
of demands made upon it and generates reports which are more comparable, more revealing
and more meaningful." The SEC will cooperate with the new Financial Accounting Standards
Board, he told the CPAs, but "we feel in this area that we can identify problem areas
rapidly and require disclosure that in many cases will go beyond the financial statements alone."
He urged the auditors to feel responsible for all phases of public reporting of their clients,
including interim reporting and the adequacy of internal controls.... AICPA members elected
LeRoy Layton, senior partner of Main Lafrentz & Co., president of the Institute.
Strong Demand for Account ing Gr aduate s Through 19 80 P re dicted
Still another indication that accounting will be a bull market for graduates in most of the next
decade comes from the latest job market predictions of the Bureau of Labor Statistics. According
to the BLS, there will be 31,200 annual openings to 1980 for accounting graduates. "Graduates
of business and other schools offering accounting should have good prospects," the government
agency said, noting there were approximately 491,000 people now employed as accountants.
Some F l ee But Most Corpor ations Are S taying in Ne w York
Almost all the large companies headquartered in New York City have considered leaving but
the vast majority have decided to remain, according to a Conference Board study. One trend
is evident: companies are retaining their headquarters in the city but transferring large segments
of their operations —such as accounting, research and development, and computer operations —to
outlying areas. Based on confidential data from 80 companies, the survey revealed that most
companies which have moved to suburban locations are generally satisfied with their moves.
NAA Charters First

Two Chapters

in Asia; One More in Italy

For the first time in the Far East, the National Association of Accountants has chartered chapters
in Tokyo, Japan, and in the Philippines. In addition, NAA chartered a second chapter in Italy.
The three chapters — Philippine International, Tokyo and Turin —have a charter date of October
1, 1972.
Teen -agers in J.A. Program Have Realistic View of Profit Averages
An indication that junior Achievement programs do help young people understand business
better comes from a j.A. survey of 2,152 teen -agers attending a ).A. business and youth conference.
The median estimate of profits by the teen -agers was seven cents on the dollar, as compared
to a recently published Opinion Research Corp. survey showing a median adult estimate of
profits as 28 cents on a dollar of sales. Actual manufacturing profit after taxes is four cents.
Ads for Annual Reports Are Effective
Newspaper and magazine advertisements offering readers free corporate annual reports do
achieve their objectives of broadening investor interest among individuals and the financial
community, a study by The Corporate Communications Report shows. Asked if annual report
advertising helped increase the number of shareowners, 41% of the responding companies said
yes; 83% agreed that annual report advertising helped make the company better known.
P aying Attenti on to Details of Computer Operati ons Can Improve D.P . P roduc tivity
The te n mos t common indicators of poor operations activities in data processing centers are
listed in a newsletter by ADL Systems, Inc., computer software subsidiary of Arthur D. Little,
Inc. By paying attention to these indicators, and correcting the problems, computer centers
can improve productivity by 30 %, says the company.
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THE COSTS OF
CLEANING UP POLLUTION
The Failure To Make The Right Decision Can Have An
Important Bearing On A Company's Competitive Edge
And Thus Its Long -Run Survival

By Lyn wood J . Di x on a n d
Joh n M . T hor nt on, Jr .
At one time most companies paid someone to haul
away and dump their liquid and solid wastes. Others
dumped their wastes onto the ground, into waterways
at the plant site, or barged them to sea. Now, our
social conscience and growing governmental legislation
have brought about a curtailment of these practices,
and companies everywhere are considering large capital
expenditures to install equipment to treat their waste
products. Also, as interest in pollution abatement
increases, we must use a new approach for making
a variety of decisions —e.g., what products to produce,
what price to charge, whether to expand plants, where
to locate facilities? The financial community is scrutinizing industries which face severe problems in reducing their pollution and is adjusting borrowing rates
and stock prices accordingly. Thus, the need to install
waste treatment facilities is increasing the cost of
capital for many companies.
Quite often companies that are considering the
purchase and operation of equipment to clean up
pollutants often overlook hidden investment and
operating costs. For some companies, the purchase and
installation of equipment to treat liquid and solid
waste may be the best choice — particularly those with
large volumes of wastes that can be "cleaned -up"
relatively inexpensively. For others, the alternative of
purchasing a waste treatment service from privately
owned central waste treatment and disposal facilities
will be the lowest cost alternative when all items are
considered. However, the failure to make the right
decision can have an important bearing on a company's
competitive edge and thus its long -run survival.

Cos t of In s t al l i n g Wa s t e
T r e a t me n t E q u i p me n t
Before the cost of installing waste treatment equipment can be estimated, many questions must be answered. These include:
What waste will be produced?
What current and future environmental standards
must be met for disposal of the waste material?
What type of process and equipment is needed
to effectively transport, treat and dispose of the
waste material?
What is the annual volume of waste material?
The most important question to be answered is:
"Can the waste be treated more economically by our
own facility than by a service company ?" Because
pollution abatement costs are not profit generating
costs, it pays to examine all the alternatives and to
make a thorough evaluation of all costs involved before
committing to the installation of a waste treatment
system.
The costs of such a system can be readily classified
as fixed —i.e., those costs which occur annually regardless of thruput, and variable —i.e., those costs which
vary in proportion to the volume of waste material
treated. The fixed costs are typically a large portion
of the overall treatment and disposal expense. Therefore, an accurate estimate of annual volume is critical;
yet, the task of estimating the volume of waste to
be treated in the future is a task of considerable
complexity—vien with accurate current data at hand.
An interesting insight to this problem may be obtained
from the following case history.

L. J. DIXON

J. M. THORNTON, JR.

Philadelphia Chapter 1970, is
Treasurer and Controller of
Rollins- Purle, Inc., of Wilmington,
Del., and also Treasurer and
Controller of its Rollins
Environmental Services division. He
holds an A.B.A. degree and a
Certificate of Proficiency in Business
Administration from the University of
Pennsylvania Wharton School.

is Vice President — Finance of
Rollins - Purle, Inc., of Wilmington,
Del., and also Managing Director of
its Rollins Environmental Services
division. He holds a B.A. degree from
Princeton University and an M.B.A.
degree from Harvard Graduate
School of Business Administration.
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Some years ago a leading chemical company carefully measured the current volume of waste on which
it based its projection of future volume. It proceeded
to build a large waste treatment facility to treat projected future waste. To this day, the volume of waste
to be treated has never exceeded 50 percent of the
projected volume. What the company failed to consider was that it decided to install an accounting
procedure at the same time the facility was built. This
procedure charged the waste treatment costs back to
the major producing departments in its multi - product
chemical plant. When faced with costly charges for
waste treatment, department managers found ways to
halve the waste they produced.

Considerations in Installing a Waste
Treatment Facility
Let us assume that the difficulties of estimating the
annual volume of waste to be treated can be surmounted by careful measurement and planning for
future contingencies. We shall use an example taken
from an actual analysis of fixed and variable costs to
demonstrate the evaluation of all costs involved in
installing a waste treatment facility. The volumes and
costs in the example have been modified for illustrative purposes, but the magnitudes involved have not
been significantly altered.
DET ER MINI NG HO URLY CAPACIT Y

Exhibit 1
COST PER UNIT OF POLLUTION CONTROL
Fixed costa
Plant cost $270,000
To be depreciated
over 7 years

Known cost

Hidden cost'

$ 38,500

$ 38,500

15% contingency $40,000
To be depreciated
over 7 years
Average capital investment
over period $135,000:
Interest at 7%
Average contingency
cost $20,000:
Interest at 7%
Average working
capital $5,000:
Interest at 7%
Compensation of
treatment operators:
Wages (4) operators
Fringes, taxes at 30%

$5,800

1,400

350

350

52,000

1,000

1,000

1. Will the unit be operated on a 24 -hour a day basis?
2. Will the unit be operated during weekends and
holidays?
3. What is the expected downtime on the unit?
4. Has sufficient storage been provided to smooth
out variation in the volume of waste produced?
In the example, the facility is to be operated seven
days per week, 24 hours per day. The anticipated
downtime is 20 percent. (Incidentally, we have found
that manufacturers' claims for downtime over a wide
spectrum of equipment are invariably optimistic.)
Ample storage is provided to meet most conceivable
variations in volume and to store waste during periods
when the treatment facility is down for repairs. The
computation of hourly capacity required is then:
Actual working days =

$101,000

6.70

Variable costa per gallon
Processing material

1.3

1,000

1,000

$9,550

$110,550

0.66

=
Capacity per working day =

1,500,000 gallons
292 days

=

5,140 gallons per day

Hourly capacity =

5,140 gallons per day
24 hours per day

&

1.3

0.9

1.0

1.0

1.0

Outside services

0.4

0.4

Overtime

0.1

0.1

=

0.2

0.2
0.4

0.4

Total variable cost per gallon

2.46

2.05

4.4C

Total fixed A variable
coat per gallon

9.1

2.62

11.76

¢

Ultimate disposal

*Hidden cost as a percent of known cost is equal to 29%
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292 days

7.36

0.1

Utilities

80% x 365 days

1,000

1,000

Fixed cost per gallon
(based on 1,500,000 gallons)

Repairs
maintenance:
Normal at 5% of capital cost
1,500,000 gallons
Unusual at 5% of capital cost
1,500,000 gallons

1,400

40,000
12,000

Marginal overhead burden
Total fixed cost

5,800

9,500

9,500

Operating permit
Insurance (fire, liability,
business interruption)

Total cost

The annual volume of waste to be treated in the
example is 1,500,000 gallons and the type of treatment
facility required has been determined. The first step
is to determine the hourly capacity required; this is
the most reliable starting point for determining the
size and cost of the facility required. The factors to
consider are:

214 gallons per hour

With hourly capacity requirements in hand, the next
step is to identify the fixed and variable costs. In this
example, the initial cost estimate of constructing a
facility with a capacity of 200 -220 gallons per hour
was estimated to be $270,000.
FIXED COST S

Once the capital cost has been established, the fixed
costs can be converted into cents per unit of thruput
(gallons). The typical fixed costs, both those usually
foreseen and hidden, are shown in Exhibit 1.
MANAGEMENT ACCOUNTING/ NOVEMBER 1972

Aerial view of a regional waste treatment service facility.
In this case we use a seven -year life.
The life of treatment facilities is typically short because of corrosion, general wear and tear caused by
industrial waste on equipment and parts, and the
danger of early obsolescence —for either regulatory or
technological reasons. Often hidden and omitted from
investment calculations is a contingency reserve. We
suggest a 15 percent reserve in the example. Such
contingencies are invariably needed for a variety of
reasons. For example:
DEPRE CIATION.

ment facility. Generally, the payroll and fringes required for treatment operators are easily estimated
in advance. In this example, they are classified as a
fixed cost because treatment facilities are position manned; that is, as long as a treatment facility is
operating the operator(s) must be at the controls,
regardless of volume variation. Moreover, when treatment equipment is "down" for a short period, management is unable to lay the operators off or use them
elsewhere in the plant. Operators are usually deployed
to aid the contractors and the maintenance department in getting the treatment facility back on stream.
This is done so that the capacity of waste storage
vessels is not exceeded and management is not faced
with the unpleasant choices of illegally dumping raw
waste, locating expensive temporary storage, or shutting down the manufacturing plant.

1. Items may be omitted from the original design,
such as storage for waste material prior to treatment, materials handling equipment, or fencing
and safety equipment.
2. Unforeseen additions may be required to make a
treatment process work — either because the design
is inadequate from the outset or rendered obsolete
by subsequent changes in pollution abatement
regulations.
3. Modifications may be needed to cope with changes
in the make -up of the waste stream brought about
by modifications in the manufacturing process or
materials.

Because of unfamiliarity with the
frequently cho.nging regulations, many manufacturers
fail to anticipate the cost of obtaining permits, including local, state, multi -state and Federal. These take
a variety of forms and vary widely in annual cost fEOm
state to state.

CO ST O F M O N E Y .

The cost of money to a corporation
can be factored into capital decisions in a variety of
ways. Here we suggest use of a seven percent interest
charge on the average capital employed (i.e., the total
capital required divided by two). The hidden costs
are interest on (1) the contingency reserve described
above, and (2) working capital. Pollution abatement
systems generate no revenue unless they involve recycling; thus, working capital is required to pay the bills
and cover payroll.

The insurance, generally written with a
deductible clause, is usually considered in an analysis
of fixed costs A close examination should be made
of potential liability due to the improper operation
of the equipment or to interruptions caused by the
need to reduce or stop plant thruput as a result of
a major breakdown at the treatment facility. Experience shows, however, that insurance companies are
unwilling to cover all contingencies —e.g., top management liability in pollution litigation.

O F TR E A TM E N T OP E R A TO R S . Full -time
treatment operators are needed to run the waste treat-

M A R G I N A L OV E R HE A D BU R D E N .

CO M P E N S A TI O N
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"A close
examination
should be
made of
potential
liability due to
improper
operation . . . "

O P E R A TI N G P E R M I T .

I N S UR A N C E .

This fixed expense is
frequentiv overlooked, because overhead is usually
15

"...

tightening of
regulatory
requirements

may
generate more
frequent and
...

more expensive
maintenance . . . ",

allocated over the products produced by the plant.
However, a new waste treatment facility does generate
increased overhead. Although a second plant manager
may not be needed, the workload does go up in such
areas as accounting, personnel, purchasing, governmental liaison, engineering, supervision and management.
VARIABLE COSTS

There are numerous variable costs which may be
attributed to a waste treatment plant. The cost of
these items are in direct relation to the thruput (in
gallons) of the waste being treated in the plant. Let
us now take a look at some of these items.
This one item is the largest
variable cost in most processes. The factors which must
be considered to determine this cost are as follows:

PROC ESS ING M A TE R I A L .

1. The volume of material to be treated
2. The concentration of the waste
3. The kind of material or chemical needed to react
with the waste to render it harmless
4. The amount required to do the job
5. The cost of the material
When these factors are known, we can determine
the cost per gallon of waste to be treated.

be replaced from time to time because of waste stream
changes due to a modification in the manufacturing
process or improper operation.
This category includes a variety of
items often overlooked. For example, the waste inaterial may need to be transported from the manufacturing plant to the treatment plant for handling. Security guards may be needed to protect the plant equipment. Laboratory testing is required to check materials
before treatment to make sure the equipment can
handle the material, and after it is treated to make
sure the effluent or discharge meets the requirement
of regulatory agencies.

O UT S I D E SERVI CES.

Another element of variable costs frequently overlooked is overtime. An allowance should
be made to cover such items as vacation and sick time,
relief, weekend and shift premiums, and extra work
involved in correcting plant deficiencies and meeting
equipment failure emergencies.
OVE RTIM E.

Utilities are a small portion of the variable
costs. They will vary with the equipment used in the
process. Utility costs are readily calculated by engineers with a high degree of accuracy, but rates will
change and this should be considered.
UT I L I T I E S .

The importance of this cost In the
overall cost per gallon will vary with the type of treatment process and the applicable regulations. Most
processes have a residue requiring ultimate disposal.
Disposal charges include such items as sewer charges,
container rental, hauling expense, barging costs, deep
well costs and landfill costs.
UL TI M A TE D I S P O S A L .

The second largest item
in variable costs is repairs and maintenance. In this
cost we must consider both normal and unusual maintenance requirements. Experience has shown that normal maintenance of capital equipment in typical waste
treatment plants averages five percent of the capital
cost of the system. This factor can increase because
of corrosion and wear and tear on the equipment from
the waste and processing material. Moreover, the general tightening of regulatory requirements in turn may
generate more frequent and more expensive maintenance to ensure that the effluent from the waste
treatment facility meets standards. in addition to
regular maintenance, we must consider unusual items,
which typically run another five percent of the capital
cost. For example, major pieces of equipment may
REPA IRS AND M A I N TE N A N C E .

Waste collection —in this case from a
lagoon —and transportation are among
services furnished by a regional facility.

OT HE R HI DD EN C OS T S

The fixed and variable costs described above highlight those expenses that one can readily put a price
tag on in a typical "make or buy" analysis, even though
many items are generally overlooked. There are, however, other significant economic costs involved in the
decision to construct and operate a waste treatment
facility, which are less readily priced out before the
decision is made. These include:
A waste treatment facility ties up land that
might otherwise be used for revenue - producing facility.
Unless the land is leased, its cost is not easily computed
in standard accounting terms even though it often
constitutes a scarce resource.

LAND.

In a dynamically developing technology,
the risk of obsolescence is great. Pollution abatement
technology has been dormant for centuries but it is
now growing exponentially —just like the computer
industry in the late 50's and early 60's. The risk is
that a company may commit itself to a waste treatment process that fails, either because its competitors
utilize a breakthrough in technology to cut their waste
treatment costs or because it cannot be modified to
meet increasingly stringent regulatory criteria.

OBS OLE SC ENC E.

The Optimum design of a waste treatment facility depends upon the type of waste to be

I N F L E X I BI L I TY.
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treated, which in turn is a function of the products
produced by a manufacturing plant, and the methods
of production. Changes in product mix or quality, or
in the production process will all affect treatment
costs. The result is often to render the waste treatment
plant unusable, to require costly modifications, or, at
the very least, to saddle the plant manager with an
inherently uneconomical waste treatment process.
DIVERSION OF MAN AG EME NT EF F ORT. Perhaps the most
significant but also the most hidden cost of all arises
from the fact that the manufacturing company is not
in the business of designing, building and operating
a waste treatment facility. To engage in such activities
is to divert management effort and attention from
profit producing endeavors. Such waste treatment
facilities are not glamorous. Instead, they represent
headaches that soak up far more time and effort than
is indicated by their size or cost.

The Alternative: A Waste Treatment Service
Once the full cost of installing and operating a waste
treatment facility is known, the next step is to determine the cost of utilizing alternative methods, particularly a waste treatment service from a regional facility. A new breed of such service company is emerging.
Unlike the waste hauler, it can offer a variety of
sophisticated waste treatment services that do more
than move the waste problem from one location to
a nother. T his type of service inclu des: wa ste collection
a nd tr a nspor ta t ion , t rea tme nt of wa ste s a t t he reg ion a l
fa cility, waste recycling, disposa l of residu e from wa ste
t r e a t m e n t i n c o n fo r m a n c e wi t h e n v i r o n m e n t a l regula ti ons, design of pre - t rea tme nt fa cil iti es a t the cu sto m er 's p l a n t , a n d e v en o pe r a t i o n o f t r ea t m en t fa c il i ties on th e c u st om e r 's p l a n t si t e .
T h e r e a r e fo u r fu n d a m e n t a l r e a so ns wh y t r e a t m e n t
of all or th e m o st difficult to tre a t se g m e n t of a
compa ny's wa ste a t a regiona l fa cility ca n be the lowest
cost a l te rn a t iv e:
AVOIDANCE OF OVER - DESIGN

The design of optimum treatment processes and
selection of treatment equipment is difficult at best,
especially in areas where technology is developing
rapidly and standard treatment equipment is not
available. Because service companies are in the business and have a staff thoroughly familiar with the state
of the art, they can make better process design and
equipment decisions in the face of uncertainty. These
lead to lower capital costs, and a need for less working
capital. In the example shown in Exhibit 1, the total
of depreciation and interest cost was $55,200 per year
or 3.7 cents per gallon. If the cost of equipment
required could be cut by 25 percent, the cost per gallon
would be reduced by 8 percent.

root of X squared, where X equals the size multiple.
In other words, the cost of a plant to handle twice
the thruput would be approximately $443,000; a plant
of three times the capacity would cost $562,000. Regional facilities, which treat many millions of gallons
of waste each year, can take advantage of economies
of scale. As shown above, a•facility twice the size would
cost 18 percent less per gallon of thruput. If a regional
facility were only twice the size of our example, the
savings in depreciation and interest would be 0.7 cents
or 6 percent of the total treatment cost per gallon.
OFF SET T I NG WAS T E

The harmful characteristics of one waste can frequently be offset by others. For example, an acid waste
can be neutralized with an alkaline waste. Sophisticated service companies are constantly on the lookout for such situations and can pass the savings in
treatment material on to their customers. In the example, treatment material was 1.3 cents or 11 percent
of the total treatment cost. If 75 percent of this cost
can be eliminated by using other waste material, the
result is a savings of 8 percent of the total treatment
cost per gallon.

"I f

... waste
treatment
service
companies .. .
are constantly
discovering
new and
better
treatment
processes."

ADVANCE D T ECH NOL OGY

The new breed of waste treatment service companies
are in the waste treatment business for the long haul;
they are constantly discovering new and better treatment processes. They often obtain licenses to utilize
the results of waste treatment research carried on by
other companies. Regular breakthroughs occur in development of better treatment or recycling techniques.
Such development can lower treatment costs.
Installed Facility Versus W aste Treatment
Service
The inherent advantages of utilizing a waste treatment service are significant, particularly when all the
hidden costs of installing a waste treatment facility
are taken into account. For many companies, they
more than offset the expense of transporting the waste
from their plants to a regional facility. There is no
Continued on page 22
Sludge feed tank and tank farm at a waste treatment plant.

ECONOMIES OF SCALE

The economies of scale vary widely with the kind
and amount of waste to be treated. For example, the
treatment plant in our example has a capacity of 214
gallons per hour and will cost $270,000. If we double
the size of most kinds of treatment plants, the cost
will not go up proportionally. In fact, the relationship
of cost to size is roughly proportional to the cube
MANAGEMENT ACCOUNTING /NOVEMBER 1972

17

MEASURING
MANAGEMENT
PERFORMANCE
Revenues Per Customer, Expenditures Per Employee, And Profit
Per Invested Dollar Can Be Used As Meaningful Indicators Of
How Well An Enterprise Is Managed

By Frank DeWitt

F. DEW ITT
is an Industrial
Engineer in the Plans
and Management
Office of the Air Force
Contract Management
Division. Mr. DeW itt
studied engineering at
Rose Polytechnic
Institute, Terre Haute,
Ind. and holds a B.A.
degree in Economics
from the University of
Louisville.

The management of costs is an ever - present problem
for managers. Operational, functional and staff managers are required to deliver products or services within
the constraints of allocated resources. General managers must guide corporate activities between revenue
achievements and profit goals. Intrinsic to the cost
management problem are the many compromises between management's purpose and practice in adjusting
the expenditure of resources to provide maximum
profits, within the reality of actual revenue achievements.
Management capabilities are revealed in the accomplishments of the enterprise it manages. The goals
of management are high dollar profits and high levels
of revenue dollars which contribute to maximum profit
achievements. Each of these goals is impacted by the
effective practice of cost discipline within the enterprise. Management's effectiveness in creating cost consciousness in all employees of the managed enterprise
and maintaining cost discipline in all operations is
tempered by the goals of maximum profits from high
revenues based on low customer costs.
The effectiveness of cost management can be quantitatively measured by the position of several meaningful indicators found in a competitive environment.
These cost management indicators may be obtained
by relating selected cost elements to operational factors.

Meaningful Management Indicators
The elements pertinent to the measurement of
management effectiveness are revenues, expenditures
and profits. The factors related to each of these elements are customers, employees and investors. Revenues are derived from sales to customers, expenditures
are incurred by employees, and profits attract investors. An estimate of the allocation of resources can
be achieved by dividing each cost element by its related factor, i.e., by dividing: the dollar value of total
18

revenue by the number of customers, total expenditures by the the number of employees, and profits
by the dollar value of stockholders' equity. This will
provide the following ratios: revenue per customer,
expenditures per employee, and profit per invested
dollar, which can be used as meaningful indicators of
how well an enterprise is managed.
The ratio of revenue per customer relates to product
or service prices, which must be kept competitive.
Proper pricing is not only necessary to maintain a
competitive position in the market place, it also seeks
levels of revenue which may be translated to maximum
profits. Price determinations and adjustments are
direct management responsibilities.
The ratio of expenditures per employee measures
management's ability to inspire or impose cost discipline throughout the enterprise. Expenditures are
the cost of revenues and they are incurred by employees to obtain the most profitable level of revenues.
Management, therefore, is responsible for containing
expenditures within the limits imposed by actual revenues and profit goals.
The ratio of net earnings (profits) per dollar of
invested capital (shareholders' equity) provides a
meaningful indicator of management's ability to retain
and attract invested capital. When management efficiently uses its capital resources, it does not require
excessive amounts of invested interests which would
lower the profit per capital ratio. Good cost management provides good profit margins, which when related
to efficiently utilized capital measures management's
ability to manage enterprise costs in terms of employed
capital.
Cost discipline is the means by which management
translates revenues to profits. A low ratio of revenue
per customer is obtained by good cost discipline measured by low expenditures per employee. A low revenue per customer ratio (price) also provides for an
expanding market and more customers. This in turn
builds higher dollar volumes of revenue which require
more employees and snake for higher dollar expendiMANAGEMENT ACCOUNTING/ NOVEMBER 1972

tu res. It mu st be u n de r st o od , however, tha t a low
ex p en d it u r es pe r em p lo y ee r a t i o d o es no t m e a n a l o w
ra te of pay, even tho u gh payroll costs are inclu ded
in this co n c e p t of ex pe nd it u r es i.e., the difference
be t we e n revenu es a nd ne t ea rnings. Pa y ra tes mu st
be high en ou gh to a tt ra ct emp lo yee s, just as prices
m u st b e l o w e n o u g h to a t tr a c t c u st om e rs.
Exhibit 1 ill u stra tes a m ethod by whic h ma na gement
a ch ie vem en ts ca n be qu a n ti ta t iv ely m ea su r ed i n t er ms
of c o st . Re ve nu es a re costs to ent er pri se cu st ome rs.
Enter prise ex pend itu re s a r e th e co st of rev enu e s. P rof-

its a re th e co st of ca p ita l. Prop er m a na ge ment of t hese
th re e costs insu res the survival of th e ma na ged ente r p ri se a n d fu l fi l l s t h e p u rp o se o f m a n a g e m en t . T h e
two ra tios which directly mea su re th e ability of the
ente rpr ise to survive are revenu e per cu st o me r a nd
pr ofi t p er in v est ed d o ll a r. Bo t h a re i n fl u en c ed by th e
m a n a g e m e n t of costs which is reflected in the cost
di sc ip l in e r a t io i. e. , e xp en d it u r e s pe r e mp l oy ee .
All of the c ompa ni es listed i n Exhi bit 1 a re en ga ged
in a simila r bu siness. T hey a ll produ ce a nd sell electric
power. If e a ch were co mpeting fo r the sa me cu stomers,

"Cost

discipline is
the means by
which
management
translates
revenues to
profits. "

Exh ib i t 1
CO M P A R A T I V E R A N K O F M A N A G E M E N T A C H I E V E M E N T S

**Total
expenditures
per employee

* Revenue
per customer
U�

R

Company

Good Earth Power Co.
Uranus Electric Co.
Pluto Power and Light
Jupiter Electric Co.
Saturn Utilities Corp.
Venus Lighting Co.

Profit per
invested dollar

U�

R

N
K

Dollars

D

2

$35,120

D

4

S303.87 I D
S316.38
D
S320.13
D
S359.53
M
S385.69
U

8
1

$49,882
S34,660

U
D

3
2

3
5
9

S40,917
S45,473
566,404

D

9
5
6

S0.014

Dollars

1
2
3
4
5
6

S259.96

U�

R

M
D

N
K

M

�D

M
U

N

Dollars

M

K

D

D

$0.091
50.093

D
D

SO.095

U
M

S0.080
$0.072

U

Mercury Power Co.

7

$395.93

U

6

S47,619

U

7

$0.043

U

Neptune Nuclear Electric

8

$433.26

U

7

S48,116

U

8

$0.041

U

Mars Hydroelectric

9

S447.13

U

4

S43,240

D

1

50.138

D

U-- Undesirable M -- Median D-- Desirable
Source: Although the names of the companies are fictitous, the
above data were developed from actual stockholders' reports.
"Survivability ratios

**Cost discipline ratio.

Exhibit 2
COMPARATIVE RANK OF PERFORMANCE FACTORS
Profit per
invested dollar
A

Company

N
K

Mars Hydroelectric

1

Dollars
S0.138

Expenditures per
invested dollar

U M

N
D

D

Doll ars

U� M�
D

K

8

Revenue per
invested dollar
N

Dol lars

U /M
/D

K

S0.587

U

1

S0.725

D
U

Pluto Power and Light

2

$0.095

D

2

$0.402

D

8

S0.497

Uranus Electric Co.

3

S0.093

D

3

S0.447

D

7

S0.540

U

Good Earth Power Co.

4

S0.091

D

4

S0.476

D

6

S0.567

U

Saturn Utilities Corp.

5
6

S0.080
S0.072

M

5

4

S0.610

D

U

6

S0.530
S0.559

M

Venus Lighting Co.

U

3

S0.631

D

Mercury Power Co.

7

S0.043

U

1

S0.329

D

9

$0.372

U

Neptune Nuclear Electric

8

S0.041

U

9

S0.591

U

2

S0.632

D

Jupiter Electric Co.

9

S0.014

U

7

S0.563

U

5

S0.577

M

See Exhibit 1 for legend and source.
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"The
competitive
environment
provides a
rationale
which
supports the
evaluation
decision."

the company with the price advantage could be easily
identified. Similarly the company providing the best
return on invested capital can be noticed.
A low revenue per customer ratio (buyer's cost), a
high profit per invested dollar ratio (capital cost), and
a low expenditures per employee ratio (cost discipline
ratio) are the hallmarks of good management. Revenues may be high but if the revenue per customer ratio
is low, the customer will be receiving the goods or
services at a low price. Profits may be high, dollar -wise,
but if these are supporting a large capital investment,
the ratio of profits per shareholders' equity will be
low. These two ratios are indicators of the ability of
an enterprise to survive. High rates to customers price
a company out of its market. Low returns to investors
dry up sources of capital funding. These are undesirable conditions. Low rates to customers and high returns
to investors — desirable conditions —are achieved by
management directed cost discipline, i.e., the ability
of management to obtain employee frugality in all
operations of the managed enterprise. These management achievements can be measured by the position
of the enterprise in its competitive environment.

The Competitive Environment
The list of companies shown in Exhibit 1 also provides a vehicle by which any single company of the
group may be compared with all other companies in
the same group. This group is a competitive environment. A group of public utilities are not competitive
in the usual sense that they compete for the same
customers. However, for the purpose of analyzing
management capabilities, similarities in products, services, operations, regulatory constraints and other
comparable management challenges and situations in
all companies selected do provide for equitable comparisons.
The competitive environment provides a rationale
which supports the evaluation decision. It may be
comprised of two or more companies depending upon
the extent to which the evaluation can be considered
acceptable within the judgement of the decision maker. The purpose of the competitive environment
"is to limit and quantify continuums. When the criteria
depicting the achievements of the companies are set
in array— ranked from the "most desirable" to the
"most undesirable" positions in the environment —the
mid -point of the array becomes the point of separation
between the two conditions. This mid -point or median
then, is the standard against which the achievements
of any one of the companies in the environment may
be measured.' A further look at Exhibit 1 shows that
it ranks the ratios of each company from the most
desirable position (1) to the most undesirable position
(9) in a competitive environment. The continuum is
shown in the first column headed, "Revenue per customer." The dividing point is the median (M), which
is the number five (5) position in the arrays.
It can be easily seen that two of the top four companies, Good Earth Power Co. and Pluto Power and
Light, are in desirable positions in all three categories.
' Unlike engineered standards which m ay never change because of unchanging
conditions under which the standards were set, the standard of the co mpetitive
environment always changes. This standard is impacted by ever - changing and
fluctuating social, economic, political and scientific influ ences. Th ese impacts
produce a new standard for each passing point in time. It is th e pro b lem o f
management to meet or exceed this variable standard, at all times.

20

Uranus Electric Co. is the only one of the top four
showing an undesirable position in the cost discipline
ratio. The othe r compan y in the top four, Jupiter
Electric, has an undesirable profit position. This requires further examination, to determine whether or
not this is due to expenditure or revenue deficiencies.
Such a determination can be made by relating the
same resource factor (dollar value of shareholders'
equity) to the other two performance factors — revenues
and expenditures.
It can be seen in Exhibit 2 that the expenditures
of Jupiter Electric, as they relate to capital (invested
dollars), are excessive compared to the other companies in this competitive environment. The revenue
ratio, with its position at the median, appears well
able to provide for a translation to a higher profit
level. The ranking of revenue per invested dollar in
Exhibit 2 is the reverse of that shown for the revenue
per customer ratio in Exhibit 1. While a low revenue
per customer relationship is desirable from the customer viewpoint, the investor prefers to see a high
revenue to capital ratio from which high profits may
be derived. It is interesting to note, though, that three
of the top four profit positions were derived from an
undesirable revenue base, in terms of capital utilization.

Measuring Cost Discipline
The cost discipline ratio (expenditures per employee) may be further explored by dividing it into
inside and outside costs. Outside costs are purchased
materials and services and inside costs are the difference between total expenditures and outside costs.
Data included in the annual stockholder reports from
which the ratios are developed for this illustration did
not show all outside costs. They did show, however,
the costs of purchased energy and fuel used for the
generation of power. These costs were considered
satisfactory for this illustration, and are the data used
to develop the outside cost ratios. Exhibit 3 ranks cost
discipline in terms of total expenditures per employee,
then compares this ranking to the comparative positions of inside and outside costs per employee in the
competitive environment.
Exhibit 3 separates the procurement expenditures
from in -plant expenditures, in terms of the cost discipline ratio. The outside cost ratio provides some
insight into management's make or buy decisions and
the negotiating expertise contained in the buying
operations. It can be noted here that, except for two,
all companies which reflect a desirable competitive
position in the total expenditure ratio do not reflect
undesirable positions in the two component (inside
and outside) ratios. Undesirable positions in the outside ratio reflect excess purchases or purchases made
at excessive rates. This indicates a lack of cost discipline in the procurement function.
Cost discipline is better perceived by the comparison
in Exhibit 3 of the total expenditure per employee
ratio and the inside costs per employee ratio. In this
case, the top five positions are all ranked above the
bottom four positions in both ratios. The inside ratio
can be further examined by breaking it into payroll
and non - payroll expenditures as in Exhibit 4.
Exhibit 4 raises questions as to how the payroll ratio
MANAGEMENT ACCOUNTING /NOVEMBER 1972

should be considered. Should a low payroll be considered desirable, as in Exhibit 3, or is a low payroll an
undesirable condition? The latter consideration would
reverse the continuum of the payroll ratio as it is
shown. There are valid arguments for both treatments,
particularly when the survivability and cost discipline
ratios are all in desirable positions. Under those conditions it can be argued that the positions are obtained
because of the high productivity of the better paid
employees. On the other hand this argument cannot
be supported if the cost discipline ratio is high and
in an undesirable position, regardless of the positions
of the survivability ratios, as in the case of Uranus
Electric Co. The payroll ratio is arrayed from low
(desirable) to high (undesirable) in Exhibit 4 because
it is the whole payroll, direct and indirect. Thus,
productivity need not be considered except as it relates

to the direct payroll, which is generated and governed
by production requirements and the market demand.
Contained within the inside non - payroll cost are the
costs of depreciation, taxes, supplies and many other
elements of cost not directly assignable to products
or services. These too are costs which may be changed
by direct management action and the influence of
management on the spending characteristics of some
areas of operations. For example: equipment may be
depreciated by excessive rates, bill paying systems may
cause substantial discount losses, or the advantages
of some tax stipulation may not be used. Correction
may be direct. Management must deliberately and
openly aim at reducing these costs.
There is no cost area more difficult to manage than
this inside non - payroll area. It is in this area, more
than any other, that the ability of management to

"There is no
cost area more
difficult to
manage than
the inside
non - payroll
area."

Exhibit 3
BREAKDOWN AND COMPARATIVE RANK OF COST DISCIPLINE RATIOS
Outside costs
per employee

Total expenditures
per employee
R

R

Inside costs
per employee
R

U

U

Dollars

U/M/
D

N

Dollars

Company

N
K

D o N
l l
/M
D K

Pluto Power and Light

1

S34,660

D

1

S 7,667

D

1

S26,993

D

Good Earth Power Co.

2

S35,120

D

2

S 7,872

D

2

S27,248

D

Jupiter Electric Co.

3

S40,917

D

7

$11,738

U

4

S29,179

D

Mars Hydroelectric

4

S43,240

D

5

S10,624

M

5

$32,616

M

Saturn Utilities Corp.

5

S45,473

M

8

S17,990

U

3

S27,483

D

Mercury Power Co.

6

S47,619

U

4

S10,441

D

7

S37,178

U

Neptune Nuclear Electric

7

S48,116

U

6

S11,701

U

6

S36,415

U

Uranus Electric Co.

8

S49,882

U

3

S10,293

D

9

S39,589

U

9

S66,404

U

9

S27,088

U

8

S39,316

U

Venus Lighti.ng Co.

K
M
D

a r s

See Exhibit 1 for legend and source.

Exhibit 4
BREAKDOWN AND COMPARATIVE RANK OF INSIDE COST DISCIPLINE RATIOS

R

Non - payroll cost
per employee

Payroll cost
per employee

Inside cost per
employee

U

R

U

M/ D N
K

M'D

Pluto Power and Light

1

S26,993

D

4

S 7,985

Good Earth Power Co.

2

S27,248

D

5

9,200

$

Company

N
K

U/

R

Dollars

Dollars

N
K

Dollars

MD

D

3

$19,014

D

M

2

$18,048

D

S27,483

D

7

$10,300

U

1

$17,183

Jupiter Electric Co.

4

$29,179

D

2

S 7,238

D

4

$21,941

D

Mars Hydroelectric

5

$32,616

M

6

9,631

U

5

$22,985

M

Neptune Nuclear Electric

6

S36,415

U

3

S 7,542

D

8

$28,891

U

Mercury Power Co.

7

$37,178

U

9

$13,296

U

6

$23,882

U

Venus Lighting Co.

8

$39,316

U

1

S 7,029

D

9

$32,287

U

Uranus Electric Co.

9

1$39,589

U

8

S11,953

U

7

$27,636

U

Saturn Utilities Corp.

1

$

3

D

See Exhibit 1 for legend and source.
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". . . management

performance
can be

Exhibit 5
COMPARATIVE RANKING OF
COMPANIES BY CONTROLLABLE COSTS
PER EMPLOYEE

measured by
the position of
Total

its firm in a
Company

expenditures

Pluto Power and Light
Good Earth Power Co.
Jupiter Electric Co.
Mars Hydroelectric
Saturn Utilities Corp.
Mercury Power Co.
Neptune Nuclear Electric
Uranus Electric Co.
Venus Lighting Co.

1
2
3
4
5
6
7
8
9

Total Non - payroll
inside
inside
costs
costs

competitive
environment."

1
2
4
5
3
7
6
9
8

3
2
4
5
1
6
8
7
9

impart a sense of cost consciousness throughout the
enterprise becomes apparent.

Evaluating the Management of Costs
The analysis of cost management is placed in better
perspective in Exhibit 5. This display arrays the companies of the selected competitive environment in
order of the cost discipline ratio and compares that
array with the arrays of other ratios pertinent to management. This comparison reveals the nature of cost
management in each company. Exhibit 5 excludes all
quantitative considerations except that of the position
of the enterprise in the competitive environment. It
does not provide the data by which future goals may
be calculated, nor does it include considerations of
the survivability ratios. The focus here is on the management of costs.
The outside and payroll cost ratios are not displayed
in Exhibit 5, because these costs are not as sensitive
to management regulation and influence as are the
inside non - payroll costs. Outside costs are largely in-

fluenced by engineering, material and manufacturing
changes. The purchaser has the flexibility to change
his sources of supply. A large segment of the payroll
cost is influenced by outside economic conditions
beyond management control, i.e. labor market, inflation, politics, etc.
Exhibit 5 clearly depicts the influence of the controllable inside non - payroll cost on the total inside
cost, which does contain the payroll cost, and on the
cost discipline ratio which contains both the payroll
and outside costs. These three arrays show clearly that
the same five companies are in top positions in all
three arrays. The same five companies are also contained in one of the two survivability ratios, with three
of these top five in desirable positions in both survivability ratios (see Exhibit 1).

Summary and Conclusion
The objective of management is crystal clear. It
strives to insure the survival of the enterprise it manages. In a competitive economy, a firm must grow
to survive. Growth is achieved by out - performing competition. Thus, management performance can be measured by the position of the firm in a competitive environment.
Customers provide revenues. Investors 'supply capital. These involve costs. Revenues per customer are
costs to the customer. Profits per dollar of shareholders' equity are the costs of capital. When these
two ratios are in favorable competitive positions, management is fulfilling its enterprise survival responsibility. It cannot achieve or maintain such a position
by disregarding its cost discipline responsibilities,
which are to minimize the cost of revenues by permeating the enterprise with a cost consciousness.
Revenues are purchased with expenditures. Expenditures are incurred -by employees. Expenditures per
employee is the ratio that measures cost discipline.
The competitive position of the cost discipline ratio
reveals the strengths and weaknesses of cost management in competing firms.
❑

THE COSTS OF CLEANING UP POLLUTION
Continued from page 17

pat answer to the question "Under what conditions
is use of a regional waste treatment facility the lowest
cost alternative ?" We have found, however, that two
conditions are often present:
The regional waste treatment facility is within
several hundred miles of the manufacturing plant.
The total cost per gallon of treating the waste
produced at the manufacturing plant site in accordance with regulatory standards is three cents per
gallon or more.
There are, of course, exceptions to these rules of
thumb. Thus management, in deciding whether to
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install and operate a waste treatment system, should
always consider the alternative of utilizing a regional
waste treatment facility before it commits the company to a course of action.

Conclusion
The growth of companies furnishing pollution abatement services from regional facilities has been
brought about by increased concern over the health
of our environment and regulatory action to back -up
that concern. Such companies are similar to computer
utilities in that they are in an industry that is undergoing rapid technological advance. Like computer utilities, they can provide the lowest cost methods of
meeting a need where distances do not offset the
inherent❑advantages❑of❑utilizing❑a❑regional❑service.❑❑
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CONTRACTOR
PERFORMANCE
MEASUREMENT
Performance Measurement Is Accomplished At The Cost
Account Level To Preclude Any Masking Of Problems That
Could Occur At Summary Levels

By George D. Perna, Sr.
In past years a number of techniques have been developed within the Department of Defense (DOD) specifically designed to provide some measure of contractor performance, particularly in the area of costs and
scheduling. While the basic concepts and objectives
of most of the techniques developed were very similar,
they usually resulted in additional reports being required from the contractor. The techniques, like
PERT COST, were often indiscriminately implemented— sometimes on top of perfectly valid existing
contractor systems —and the end result was a redundant
reporting system developed solely to satisfy the specific
technique.
For various reasons, reports were generally not tied
into the contractor's actual operating systems. Consequently, the reports, generated solely to satisfy the
Government's reporting requirements, did not really
reflect the true status of the program being reported
on. Now, we have come to realize that any valid
measurement of contractor performance must derive
directly from the contractor's internal planning and
control system. Further, where valid planning and
control systems exist, we should use them and not
try to impose another system on top of them. This
article represents such an approach to the control of
costs, scheduling and performance measurement.
The new approach to this problem is to outline the
basic criteria which a contractor's internal planning
and control system must meet to satisfy most contractual requirements. These criteria, which are also based
on the way a well- managed contractor conducts his
business, are embodied in a specification. The major
point here is that the contractor is being given the
basic criteria that his internal system must meet, and
not the mechanical detail of an externally designed
and rigidly imposed system. Since many management
functions must be served by information derived from
the contractor's management control system, and preMANAGEMENT ACCOUNTING /NOVEMBER 1972

serving the contractor's flexibility in deciding how
most effectively to manage his activities, a specification approach is considered essential. In general,
the specification requires that the contractor operate
one integrated planning and control system to support
both his internal management of the program and for
reporting cost and workscope information to the Government. This information can then be progressively
summarized for higher levels of management. A joint
evaluation team could then assure that the mutual
understanding and acceptance of the system is meeting
the needs of both the contractor and the Government.

Work Breakdown Structure
Planning for the performance measurement control
system begins with the generation of a work breakdown
structure (WBS). This structure provides the framework and integration for all program /project planning,
implementation, measurement and reporting. It is a
progressive breakdown of the contract requirements
subdivided and presented in a format defined by military standards. It is a product- oriented, family tree
subdivision of all contract work tasks covering hardware, software and services. Each task is successively
subdivided until it reflects the specific group actually
doing the work at the lowest level of supervision. The
key to establishing the cost account is then determined
by the company organization structure and to the
contract tasks defined as WBS elements.
The WBS elements used to define specific contract
requirements are subdivided into cost accounts based
on the work to be performed by each functional organization, assigned to accomplish those elements. A cost
account is thus derived from one and only one WBS
element. Each cost account is specifically identified
so that all cost elements budgeted, committed, or used
can be traced to one and only one WBS element.
Each WBS element is uniquely identified to provide
traceability and summation from the lowest levels to
the top level of the work breakdown structure. Also,
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"Performance
measurement
is accomplished
at the cost
account level..."

all elements in the structure are identified by cross
index to be traced to the related contract statement
of work.
In organizing the work breakdown structure, we
begin by defining the authorized work and related
resources to fulfill contract requirements. It is necessary to identify authorized work: (1) within discrete
work packages with defined end results, or (2) within
level -of -effort or apportioned effort work packages. It
is also necessary to identify organizational elements
or subcontractors responsible for accomplishing the
work. In addition it is necessary to identify management positions responsible for controlling overhead,
and to identify overhead and allocation methods.
Cos t , S ch e d u l e , a n d P e r fo r ma n ce
M e a s u r e me n t S ys t e m
The implementation of the Cost, Schedule, and
Performance Measurement System, using the work
breakdown structure defined above, will involve a
number of the contractor's functional activities. These
are:
1.
2.
3.
4.

Planning and budgeting
Accounting
Reporting
Revisions

PLAN NING AN D BUDGET ING

In the planning and budgeting phase the contractor
will describe, plan and schedule the work. He must
identify products, milestones, goals, or indicators used
to measure output. He must establish budgets for all
work; establish budgets for work packages in terms
of dollars, hours, or other acceptable units; and, establish overhead budgets which reflect the allocations
at the appropriate levels. He must identify management reserves. He must provide for reconciliation from
contract price plus estimated undefinitized but authorized changes and work to the summation of all
internal budgets and management reserves. And, he
must retain original budgets for priced line items and
elements at the lowest level of the DOD project
summary work breakdown structure against which the
contract performance can be compared.
ACC OUNT I NG

The next phase in planning the Cost, Schedule, and
Performance Measurement System concerns the accounting activity. Here the contractor must be sure
to record applied direct costs consistent with the budgets. He must be sure to record indirect costs, all or
part of which will be allocated to the contract. Formal
records should be maintained which will make it possible to determine unit or lot costs for priced line items.
These should summarize applied direct costs and overhead allocations in the accounting records for: (1)
elements identified as priced line items, and (2) elements at the lowest level of the DOD project summary
work breakdown structure. The accounting activity
must also identify the bases for allocation of cost of
level -of -effort or apportioned effort work packages to
cost accounts, and must provide a basis for auditing
records of incurred costs, applied direct costs, and
overhead (indirect costs).
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REP ORT ING

In reporting these activities the contractor must
identify, at least monthly, in detail for effective con trol, using data from or reconcilable with the accounting system, each of the following:
Applied and budgeted direct costs for work performed
Actual and budgeted indirect costs
Budgeted costs for work performed and scheduled
Significant variances from plan in terms of labor,
material, overhead, etc., with an explanation of
causes for variances
Significant differences between actual and planned
schedule and technical performance, together with
the reasons for differences
Managerial action that would be necessitated by
the above indications.
REVISIONS

The final activity concerns provisions for revisions
which may need to be implemented. The contractor
will have to estimate the effect of authorized changes
and replanning actions on provisions of the contract
and record the effects in schedules and budgets. He
must then reconcile the original budgets with the
current budgets in terms of changes to authorized work
and to internal replanning for effective control. Retroactive changes to records must be prohibited except
for normal accounting adjustments or for reasons
agreed to by the contracting parties. Based on performance to date and on estimates of future conditions,
he will have to develop revised estimates of cost at
completion reconciled with the following:
Original budgets for priced line items
Original budgets for those elements at the lowest
level of the DOD project summary work breakdown structure
Current budgets
Contract price
Latest statement of fund requirements
Pe rformance Me a sure ment
We have discussed the work breakdown structure
and activities involved in implementing the Cost,
Schedule, and Performance Measurement System.
Now we will look at how performance measurement
is accomplished.
Data is maintained in the depth required to track
the planned value of work scheduled, planned value
of work accomplished, actual cost of work accomplished, and where the actual work is performed, so
that detailed comparisons of plans versus accomplishments and analysis by management can be routine.
Each cost account task is summarized by work packages
to a cost account level, and all cost accounts in each
function are summarized at each level for functional
analysis and measurement. Also, these cost accounts
are summarized upward in the WBS elements for
project - program analysis. The top summary of these
task elements is used for the customer reports.
Performance measurement is accomplished at the
cost account level to preclude any masking of problems

Continued on page 28
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GROUP DYNAMICS
The Greater The Attraction A Group Has For Its Members, The
Greater Its Power To Change, Motivate, And Control Its Members

A group may be defined as two or more people, interacting and interdependent, who have the ability
to behave in a unified manner with a shared purpose.
However, the group is not simply the sum of the
individual members; it is a structure that results from
the interactions of these individuals. It is both the
result of individual personalities and behavior, as well
as a conditioner of that behavior. Most people tend
to act differently as members of a group than as
individuals. It would be a fallacy, however, to conclude
that a group mind exists or that the group as such
can think. The study of these group relationships is
a specialty field of human relations known as group
dynamics. As the term group dynamics suggests, this
process is not a static one, involving as it does a
continuous change and adjustment of relationships
within the group. This article focuses on the dynamics
of the small, "face -to- face" groups which are basic to
large organizations. It concentrates on facets of group
dynamics that the modern manager should be familiar
with to effectively utilize groups in the decision -making area and to better understand their role in today's
business world.

Group Goals
All group goals are based on organizational objectives and are given to the group as tasks to perform.
Therefore, the opportunity for groups to participate
in the establishment of goals is unusually restricted.
This is unfortunate because group members are more
dedicated to goals they have helped to establish. A
common application of this principle is the extension
of budget requests to the worker level.
In addition to the task objective, the group must
have a secondary goal, that of self - maintenance, if it
is to endure. This secondary goal is equally important
for a valid reason: excessive pursuit of the task objective may injure the cohesiveness and effectiveness of
group action. Intellectual consideration of the task
objective will be facilitated by the release of emotional
pressures within the group. The leader must allow the
time and means to accomplish this, possibly through
idle chatter and irrelevant discussion, which are activities essential to the secondary goal. However, if this
pursuit of a secondary goal should reach disruptive
MANAGEMENT ACCOUNTING/ NOVEMBER 1972

proportions, the effective group must recognize and
deal with it.
Gr ou p S i ze
The size of the group should be large enough to
obtain sufficient ideas, yet small enough to encourage
free communication and active participation.
The two - person group (dyad) represents the minimum group size but contains an inherent danger —
without complete agreement, such a group risks eventual dissolution. Each person in a dyad is under pressure to behave in a manner that will not cause the
withdrawal of the other. Unlike groups of other sizes,
a dyad has no "group norms" or expected behavior
patterns, except those that develop between the participants. There is no public or majority opinion to
appeal to for validation of a position. Each person
in this group therefore possesses a potential veto
(withdrawal) which, if exercised, can preclude task
completion.
The interaction in two- person groups is highly personalized. While the participant can speak for and
be identified with a "position" in a larger group, thus
separating "self' from an intellectual point of view,
the participant in a two - person group who can separate
his position from himself is rare. This lack of separation between participant and any position or opinion
he may hold, leads to a highly charged emotional
atmosphere where the social - emotional tone is inseparably related to the verbal communications of each
member.
As a result of this atmosphere, two - person groups
deliberately avoid emotionally charged disagreement.
They restrict communication to areas where a cautious
exploration of the other's viewpoint indicates probable
consensus. When disagreement does occur however,
there exists a high rate of tension and an inability
to develop alternative or compromise strategies. In
the long run, a dyad must either develop a shared
frame of reference or repress disagreement by a mutually respected truce.
The three - person group (triad) also contains inherent dangers. This group size often results in a two -person vs. one - person situation with the resultant undue
balance of power. The minority in this group is a single
person, isolated without the support of any other
group member. The basic strategy for solution of
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"As the size of
the group
Increases, so
does the need
for leadership
increase .
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conflict ceases to be sensitive analysis but becomes
one of coalition formation — divide and conquer —
isolating and intimidating the minority member. The
problem of reconciling the needs of the third person
in triads of long duration can be handled by means
of shifting coalitions from one disagreement to another, so as to prevent any one member from becoming
a permanent isolate.
Two - person and three - person groups possess the
following characteristics:
High rates of tension and anxiety
High rate of disagreement and antagonism or deliberate attempts to avoid disagreement and antagonism
High rate of asking for opinion
Low rates of giving opinion
Concentratidn on exchange of information and
agreement
Groups of even size (four or six) are shown to have
higher rates of displaying disagreement and antagonism and lower rates of asking for suggestions, than
do groups of three, five, or seven. These effects are
attributed to the fact that in even sizes a division of
the group into two subparts of equal size (an extended
dyad) is possible. These effects are less marked as group
size increases, since the possibility of an even split
of opinion decreases.
According to research by Bales,' five members is
considered optimum for discussion groups. The participants feel more comfortable at this group size. There
is sufficient time for adequate discussion. Bales also
reports that seven - member groups represent the maximum membership for a discussion group. Anything
larger causes personnel to discontinue talking to each
other and to center their remarks on a few top men.
Other research suggests that six to ten persons offer
maximum conditions for interaction in problem solving. Although no precise optimum size can be specified, most researchers agree that the ideal group size
is reached when every member has an opportunity to
contribute according to his maximum ability.
Managerial decision groups of five or seven possess
these special advantages:
1. A strict deadlock is not possible, given the odd
number of participants.
2. The group tends to split into a majority of three
(four) and a minority of two (three) so that a
minority position does not isolate an individual
participant.
3. The group is large enough for participants to shift
roles, withdraw from embarrassing positions and
shift coalitions, thus minimizing problems of
smaller groups.
4. The group is small enough to allow even the more
reticent participant to play an active role in the
discussion.
As the size of the group increases, it becomes more
difficult to keep other members in mind as individuals.
This inability to relate occurs once the group size
' Robert F. Bales, "In Conference," Harvard Business Review, March - April, 1954.
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exceeds six or seven. In addition, the time available
to each person decreases as the size of the group
increases. This results in a more complicated social
relationship with correspondingly less time for interaction. The tendency, therefore, is to resort to a fundamental psychological defense mechanism, that of
simplifying the situation. One way in which the situation is reduced to a less complicated one is to classify
or regroup the membership along rather broad lines.
Individuals tend to be thought of as members
of subgroups or factions such as new -old, or
supporters - opponents. A second mechanism is to rely
heavily on the leader. The presence of a dominant
individual, acting as a focal point, can limit the psychological complexity by reducing the patterns of
interaction to paired relationships.

Group Leadership
As the size of the group increases, so does the need
for leadership increase, as well as member tolerance
to leadership. One obvious implication is that enlarged
meetings or conferences require a superordinate group
leader.
Clearly, size is one important variable that the
successful executive must understand as he administers
the decision- making process within his organization.
The responsible executive usually controls the size of
his meetings since he selects those in attendance.
Unless he is aware of the dynamics of group size and
its implications, he may inadvertently select too few
or too many participants for the decision- making process only to complain later that "committees just don't
work out." The executive who is aware of the impact
of group size on decision - making is forewarned that:
1. Large groups (more than seven) and very small
groups (fewer than five) have special characteristics
that impede full communication, problem solving,
and resolution of conflict.
2. Two - person groups are problematic vehicles for
handling conflicts or for eliciting innovative solutions, often intensifying rather than reducing tensions.
3. For purposes of both compromise and problem solving, five, six, and seven member groups have
characteristics favoring open communication and
innovative solution strategies.
4. Dominance by a Machiavellian senior manager is
facilitated in both the very small or the relatively
large group situation; his domination is less acceptable in the intermediate size group.
In those instances where the executive is unable to
control the size of the group, he is at least alerted
to the special dynamics of groups of varied size so
that he can seek to compensate for whatever dysfunctional features are likely to emerge.
Bales suggests that since the group has two goals,
task performance and group maintenance, each requires a leader. The task leader concentrates on the
formal goal, often resulting in low popularity, while
the social leader restores unity and congeniality to the
group. Although both leadership functions could be
performed by the same person, Bales feels it is more
likely that they will be different. A broader view
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suggests that in an effective group all participants
should perform the leadership function at least once.
Such a degree of participation is desirable; however,
this does not reduce the need for unifying and controlling leadership.
Although the qualities required by a good leader
vary greatly from one situation to another, it has been
found that most leaders are distinguished by three
important characteristics: an awareness of group attitudes (social perception), an ability to think abstractly,
and good emotional adjustment. Awareness of group
attitudes includes an awareness of the feelings, opinions, and attitudes of others in the group. Studies have
shown that leaders exceed nonleaders in their ability
to judge group opinion on relevant issues, to estimate
the popularity of group members, and to perceive the
hierarchy of group preferences. Abstract thinking enables a leader to visualize tasks and emphasizes the
importance of the leader's intelligence in achieving
group goals. Good emotional adjustment in leaders
includes a high degree of self- esteem and more experience of anxiety under stress than in nonleaders.
In the committees or work groups he develops, the
successful business executive (task leader) should recognize the need for group leadership, should stimulate tension - relieving interaction, and encourage the
development of a social leader.

Group Cohesiveness
The use of leadership in assuring effective group
performance depends to a large extent on the cohesiveness of the group. Among more cohesive groups,
those with highly intelligent leaders are more proficient. Among uncohesive groups however, the leader's
intelligence had little relation to group performance.
Investigators attribute this to the leader's inability to
contribute to the actual task when he is trying to hold
the group together and obtain cooperation.
Group cohesiveness is loyalty to the group resulting
from individual responsibilities for group endeavors.
The cohesive group defends itself from outside attack
and its members tend to think in terms of we rather
than I. If a group is to act in a unified manner, some
cohesion must be present. The degree of cohesiveness
is determined by the extent to which the group goals
satisfy individual needs. It is therefore management's
constant problem to relate task objectives of the group
to the needs of its members. Cohesiveness results in
greater cooperation and motivation. The greater the
attraction a group has for its members, the greater
its power to change, motivate, and control its
members.
The most common symptoms of weak group cohesiveness are the formation of subgroups, the emergence
of cliques or factions, and the presence of "loners"
or "lonewolves." Informal subgroups start because of
the inability of official groups to meet all human
needs. Abolition of informal groups is neither possible
nor desirable since their cohesiveness is usually much
higher than in formal, official groups. Although any
manager would like such cohesiveness in officially
constituted groups, the presence of task objectives
sometimes makes it impossible.
Recommended methods to improve group cohesiveness arc:
MANAGEMENT ACCOUNTING /NOVEMBER 1972

1. Demonstrate interdependence of task objectives
and individual needs.
2. Enhance the status of official groups.
3. Stimulate participation through participative leadership techniques.
4. Devote greater attention to group maintenance.

Group Structure
Group structure may be formal or informal. Since
the business organization always needs leaders and
standard rules to accomplish its objective, the tendency is to mold the organization into a formal structure. Formal task - oriented groups produce greater
personality and behavioral changes than do free
groups. Predetermined group structure fosters increased member participation; whereas in unrestricted
groups, participants tend to be irritated and frustrated
by the indefinite and excessively irrelevant social conversation.
Although the leader and formal procedur s are visible, there is also an informal and less d cernable
structure in any group. The job held, ascribed status,
and interpersonal relationships are all structural elements in influencing the outcome of the group process.
Each member has other functions which he performs
on a continuing basis, and which management, in
structuring a group, must take into account. The impact of a senior man in the group will be materially
different from that of a lower - echelon employee.
Friendship is a factor. Research indicates that people
tend to agree with those they like, while rejecting the
same idea expressed by those they dislike. Friendship
along with other factors such as power, status, and
cliques constitute a secondary and equally important
structure.

"Group
members must
hold common
values,
attitudes, and
opinions if
they are to
function in a
unified
manner.
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Group Conformity
Group members must hold common values, attitudes, and opinions if they are to function in a unified
manner. This often leads to the dilemma of the individual's needs conflicting with the needs of the group.
But this dilemma may be resolved by the presence
of forces which contribute to group conformity.
Members tend to conform to group norms (standards of behavior) for at least two main reasons, a
strong belief the group is correct and the need for
approval. In a situation where the truth is unknown,
an individual can judge the validity of his opinion
only by comparison with other opinions. The desire
for social approval is so inherent in group members
that this also becomes a strong conforming force.
If a member is strongly attracted to the group, either
because of likes or needs, he is more inclined to conform to it than if he is not attracted to it. The greater
the attraction to the group, the more likely the
member is to agree with the opinions of the other
members. If a group member sees that the others about
him are unanimously agreed on a certain opinion or
course of action, he is more likely to conform to their
views than if he believes the group members are not
in complete accord.
Feelings of acceptance or rejection by the group
are important because they determine whether a
member's conformity is real or only something professed in public. The person primarily motivated by
27
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the desire to avoid disapproval may conform only
publicly to keep from being rejected. Individual conformity motivated by fear of disapproval is only superficial and does not contribute to group unity.

Group Agreement
Pressures towards group norms tend to produce
agreement. Such agreement may be registered formally
by vote or merely as a general consensus. Under optimum conditions for group agreement, participation
is active and the leader knows everyone's position.
Each member feels the group understands his position
and agrees that the group should proceed even though
lie may not. All members think both as individuals
and as a group.
Failure to arrive at group agreement may be traced
to some obstacle. One solution to an impasse is to
have the leader dictate an answer or solution. However,
this is not always done because most leaders desire
consensus support. Since many impasses are due to
misunderstandings and poor communication, the
leader should call on a member of the proposing.side
to state his case fully without interruption or counter
statement. After this presentation three types of inquiries should be made:
1. Questions of clarification
2. Requests for information concerning unique
aspects of the proposal in comparison with past
experience
3. Questions concerning means required or available
to test the validity of the proposal

Use of this method has been found to result in a fuller
understanding of the issues and has tended to relieve
the tensions of an impasse.

Group Participation
Each member of a group can aid the achievement
of the group task by actively researching, clarifying,
orienting, testing, and summarizing information. The
group maintenance may be promoted by encouraging,
mediating, and providing everyone with a chance to
speak. Conversely, certain behavior tends to block task
and social objectives. Pigeonholers, hairsplitters, fence
sitters, orators, yes -men, sulkers, and needlers personify
such behavior.
To be a good participant each member should: listen
with understanding, exhibit a desire to know the views
and feelings of others, operate as part of a group rather
than attempt to dominate, provide facts, suggest possible solutions, support or oppose others, ask clarifying
questions, give others a chance to speak, avoid personal
attacks and exhibit self - control in conflict.

Conclusion
Getting group agreement is no small task. Generally,
it is accomplished in three steps: assembly of facts,
interpretation of facts, and decision on the basis of
the situation. Disregard of this sequence tends to upset
group cohesion and effectiveness. Agreement is encouraged by reasonable group size, effective task and
social leadership, a permissive environment, activities
which are task- oriented, and mutual participation
through communication.
❑

CONTRACTOR PERFORMANCE MEASUREMENT
Continued from page 24
that could occur at summary levels. Cost performance
is made by comparing actual labor, material, and other
cost elements with the plan. Schedule performance
is tracked by comparing the planned value of work
scheduled with the planned value of work accomplished and by schedule milestone status. The perform-

A practical contractor performance measurement
system will help to set up reasonable standards against
which to analyze performance in widely diverse functional areas, and alert management to potential and

Conclusion

a nc e a na ly si s wil l sho w th e spe ci fic c ost a nd sche du le

a c tu a l pr o bl em s i n a t im e ly m a nn er . I t wil l h el p m a n -

status. It will provide a comparison of current status
to plans, both for the current report period and the
cumulative to date, and it will provide performance

agement to analyze cost and workscope performance
separately, and to take corrective action in a timely
manner.
❑

ERRATA

In the September 1972 issue, in "Reporting Changes
in Financial Position," by D. Jacque Grinnell and
Corine T. Norgaard the total balance in Exhibit 2
on p. 16 should be $489,000 (instead of $589,000) and
in Exhibit 4 on p. 18, the Provision for deferred Federal income tax should be $122,000 rather than
$112,000.

In the October 1972 issue, in Michael R. Tyran's
article, "Simulator Model Applications," the flowchart
illustrations for Exhibit 4 on p. 15 and Exhibit 8 on
p. 17 were inadvertently transposed.
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trends and a more realistic basis for projections of
schedule and cost at completion.
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DIVISIONAL
CONTROLLERSHIP
The Divisional Controller Would Be Expected To Report Directly
To The Division Manager And Would Look To The Corporate
Controller For Functional Guidance

By Al J. Pr eng er

This article outlines the controllership function for
divisions of large decentralized and diversified corporations. The divisions are usually separate profit and
loss centers and their managers are normally responsible for division performance. In most cases, division
management is self sufficient and depends only on
a minimal amount of corporate staff help. Thus, the
divisional controllers would be expected to report
directly to the division manager and would look to
the corporate controller for functional guidance.
A typical organizational chart making up the controllership function of a division is shown in Exhibit
1. From the chart, we can see that it is the divisional
controller's responsibility to make sure that the accounting reflects the true results of the division. It
is his responsibility to make sure that the systems and
procedures established provide the controls required
to protect the assets of the corporation and that they
are in accordance with company policy and procedures.
Under these circumstances, what is the role of the
divisional controller? Perhaps we should start by taking
a look at what controllership is and, rather than define
it, we may find that a review of its purposes, aims,
and organizations may be more meaningful.
The divisional controller's responsibilities are divided into two major parts, divisional and corporate.
The divisional controller is first and foremost responsible for carrying out his duties as outlined by the
division manager. However, he also serves as an extension of the corporate controller's office to ensure that
the division meets minimal corporate standards, and
that corporate policies and procedures are being followed.
Let us first look at his divisional responsibility. This
may differ from division to division, not only because
different division managers expect different things,
but, also the size and type of business, necessarily
dictate different responsibilities. In most divisions the
minimum responsibility can be categorized into four
major classifications.
M A N A G E M E N T A C C O U N TI N G /NOVEMBER 1972

1.
2.
3.
4.

Planning and forecasting
Control
Analysis
General

In addition, depending on the size, type and location
of the business, one or more of the following general
categories may also be within the divisional controller's
area of responsibility.
1.
2.
3.
4.
5.
6.

Credit and collection
Data processing
Systems and procedures
Accounting
Payroll preparation
Tax reporting

Planning and Forecasting
In a typical division it is the responsibility of the
controller to coordinate the planning process, from
beginning to end, to make sure: (1) that each phase
is done thoroughly, (2) that specific objectives and
responsibilities are set for all areas, (3) that these
objectives are defined so they can be managed and
measured, and (4) that the various plans are compatible with each other. As an example: if the marketing
plan calls for a major model change or additional
volume, then the engineering plan should also reflect
the model change engineering that is necessary and
the manufacturing plan must spell out how the added
volume will be produced. Once all phases have been
coordinated, it is the controller's responsibility to tally
the end result in terms of return on assets, or other
predetermined yardsticks, and compare these results
within the established goals set by the general manager, both short term, as well as long term.
It is important to call attention to the fact that
the controller's responsibility is to coordinate planning,
rather than do the planning. It is like a wheel (Exhibit
2) that continues to revolve and whose hub must
constantly be lubricated if it is to roll toward the
established goals. There are many lubricants available:
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supervisors to help him judge plans and actions, subordinates to aid him in planning and action, and staffs
(both at the divisional and corporate level) to lend
advice —all dependent on communications and follow-up. It is in this area that the divisional controller
must assist the entire organization if he is to take his
share of responsibility. He must supply much of the
communications and follow -up by coordinating the
planning— measuring and analyzing the actions and
providing the information that will permit others to
react constructively and maintain control over their
individual responsibility. This is important because a
plan, or forecast, that is merely a financial exercise,
is not worth the paper it is written on regardless of
how fancy the trimmings may be. If a plan is to be
attained, it must come from the individuals who can
make it happen. All the divisional controller can do
is to make sure that the plan is thought out thoroughly,
and that each phase ties in with those presented from
other areas. Only then can he evaluate what the attainment of the plans will yield.
Cont rol
A plan that cannot be measured or is not measured
and controlled is, of course, useless in today's complex
business. This leads to the next general area of responsibility, that of control and measurement. It is
the controller's responsibility to provide yardsticks that
can be used to measure and control each facet of a
plan, not only in the income and expense areas, but
also the investment used in the business. The following
paragraphs are representative of various types of control.

SALES
This is one area where measurement and control
should be tailored to the particular type of business.
For example, in a large long -term contract type of
business, as contrasted to a many product consumer
products type business, little if any control can be
exercised in the short term over volume and mix
because such a business is at the mercy of its large
contract customers. However, the profitability of each
customer and /or product line can and should be measured, and to a certain extent, controlled, if for no
other reason than to guide future contract pricing
considerations and pinpoint where management
should concentrate its efforts.
This measurement and control can be through a
customer and /or product line profit or loss statement.
For a real meaningful customer and /or product line
P & L, such items as labor excess, scrap, setup, etc.,
should be pinpointed to a particular part number
which can in turn go into the particular customer
and /or product line P & L.
In divisions which handle proprietory products,
measurements on volume, price, mix, etc., become
extremely important. Sales and /or promotional efforts
of such divisions can influence both volume and mix.
Unit selling prices can also have a direct bearing on
volume and mix. In this type of business the total
divisional profitability is closely interrelated with
customer, product and /or product line profitability,
volume, price and mix.
MATERIAL COST
In general, material cost is measured against con-
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trolled standards established from bills of material.
Controllers, however, must strive constantly to arrive
at better ways to measure excess cost by cause, that
is, offal, gage, purchase price, material preparation
department variances, etc., as well as on what particular part or operation such excesses occur.

"Controllers

Exhibit 2
THE PLANNING PROCESS
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constantly to
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DIRECT LABOR
Measurement here is usually made against predetermined engineering standards and direct labor utilization percentages. Here, too, the effort must be to
continually strive for ways to make these controls more
effective by highlighting specific areas and concentrating on a few at a time rather than totals. Even though
a division or department percentages in total are on
the upswing, they can, perhaps, still be improved
substantially if one operation or other were concentrated on. Efforts must be made towards improving
the tree rather than trying to improve the entire forest
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BURDE N AN D OP ERAT ING EXPE NSES

Budgets are, of course, the mainstay for this area
in most companies. Here the aim should be to obtain
control by specific areas of responsibility. Budgets may
indicate a labor excess, and unless someone processes
a personnel transaction to effectively use the labor
available, it will continue to be high. Supplies will
continue to be high, unless individuals stop signing

plus security measures on the actual inventory, production counts, recording of scrap, and misuse of
manufacturing orders.
In the area of capital, a division must constantly
strive for an efficient shop. It should not overburden
itself with investments on unneeded equipment. The
use of a discounted cash flow method can be an impor-

stores or pu rcha se requ isitions. T h e u l t i ma t e a im

ta n t tool in this area . In th e ca se o f s o m e fo r m o f

should be to institute methods whereby these expen-

discounted cash flow method, it is the controller's

dit u r es ca n be co nt ro lle d a t th e po int o f a ct io n, ra th er

re sp o n si b i l i t y t o b e a ssu r ed t h a t t h e sa v i n g s cl a i m e d

than by budget review. It is the controller's responsibility to refine the measurements and controls used
so they can become important tools for each area of
the division.

can be met and are so documented so he can fulfill

ASSET S EMPLOYED
In mo st d iv i si o n s o f m o st c o m pa n i e s th i s i s a n e g le c te d a rea . Howeve r, a d e q u a t e " r e t u r n on a sse ts"
me a su r e m en t s a re just as i m p o r t a n t as th e profits
ge n e ra t e d. Assu m in g a c o m p a n y h a s a s i t s g o a l a 2 5
pe r ce n t r e t u r n on n et a sse t s, a p a st d u e r ec e i va b l e o f
$100,000 requ ires it to ea rn mo re th a n $2,000 per
mo nt h to m ee t th e mi ni mu m re tu rn . A $ 5 0 , 0 0 0 ex ce ss
inve nto ry, requ ires a dd it ion a l profits in excess of
$ 1 , 0 0 0 p e r mo n t h . In th e ca se o f fi xe d a sse ts c osti ng
$1,000,000, t h e c o m p a n y mu st im p ro v e its profits
be y o n d $20,000 per m o n t h n e t o f d e p r e c i a t i o n a n d
pro per ty taxes, etc. H e r e again, ca re mu st be ta ken
t o m e a su r e t h e l o n g t e r m , a s we l l a s, t he sh o r t t e r m
ga ins.
W h i l e t h e p u r c h a se of c a p it a l e q u i p m e n t ma y redu ce t he r et u r n o n a sse ts t h is y ea r, wha t e ffec t it wil l
h a v e o n fu t u r e y e a r s m u st a l so b e d e t e r m i n e d . Likewi se , a n ex t r e me l y l i g h t i n v en t o r y p o si t i o n m a y h e l p
the im media te re tu rn, bu t wha t a bou t c u stom er se rvice
in the long term?
T he t ota l resp onsib ilit y, th en, i n th e a re a of cont rol,
mu st be gea r ed t owa r d re a li zing the u lt ima t e in ret u rn
on assets. Co nt r ol s mu st also be pro vid ed th a t wil l
sa fegu a rd a sse ts. T h is is espec ia l ly tru e in the ca se of
in v e nt o r y a n d fixed assets. In th e ca se of i nv e n to r y ,
the re mu st be tight su pervision ov er sta nd a r ds, consta nt su r ve il la n ce o f in pu t a nd r el ea se fr om i nv en to ry
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hi s a d d it i o na l re sp on si bi l i ty of m ea su ri n g t h e a t t a i n ment of these savings after the project has been insta lled.
Aga in, as in pla nni ng, th e cont rol ler ca n directly
control few ite ms of a ssets o r cost, bu t it is his responsi b il i ty to pr o v id e t h e t oo l s a n d sti m u l u s t o a i d o th e r
ma na ge r s in o n e of th ei r m or e im p or ta n t ma na g em en t
roles, th a t of e sta b l i sh i n g m e a n in g fu l sta n da r ds, a nd
th en c on t ro ll in g t he m o nc e th ey a r e est a b li sh e d. C on trollers ha ve th e responsibility of pi np o in t in g area s
of variances —in a way tha t will in fo r m pe o pl e as to
resu lts tha t a re a tt a ina ble thr ou gh the a cc ompl ishm ent
of t he ir g oa ls.

Analysis
This then, leads to analysis, which covers another
one of the more important aspects of the controller's
responsibilities. Through analysis, the controller can
assist his managers to determine what happened, how
it happened, what they can expect to have happen
and why; thereby permitting them to weigh all the
alternatives before reaching a decision. The major
areas where analyses can and should be made are listed
below:
1.
2.
3.
4.
5.
6.
7.

Pricing
Customer and product line profitability
Variance from plan and forecast
Capital investment analysis
Make or buy
Labor packages at negotiation time
Volume impacts
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the
analyst's

"...

primary
responsibility
is to serve his
area's
management."

It is not only which analysis is made that is important but how it is presented as well. To better illustrate
this, we should, perhaps, consider what an analysis is.
Webster defines it as "separation of anything into
constituent parts or elements," also, "an examination
of anything to distinguish its component parts or
elements separately or in their relation to the whole."
Notwithstanding the way it is defined, analysis may
mean different things to different people; to a chemist
it may mean the elements contained in a solution;
to an industrial engineer, the various elements of a
timestudy; to a planner, the various operations required to produce a particular part; to the president
of a corporation, the aspects that relate to a good
return to the stockholders; to a division manager, the
aspects of the operation that contribute to a proper
return on assets.
•
Analysis may also take on a different appearance
in varying situations. The analysis that may be very
helpful to a marketing oriented division may be useless
to a division that is heavily manufacturing oriented.
Analysis that may be meaningful to a business having a high material content is different from that
which is needed by a business that is primarily conversion oriented. An expanding business requires different
analysis than a static business, and so on. Therefore,
in order to make any analysis meaningful, the controller must consider three important aspects:
1. He must know his boss.
2. He must know his division.
3. He must know the situation.
In order for an analysis to be meaningful and productive, it must be:
1.
2.
3.
4.

Selective
Meaningful
Useful
Varied in approach

In other words, it is not only important that an
analysis is made, but, also, that it be suitably presented.
If the analysis is not meaningful to the recipient, he
cannot use it and an analysis that is not understandable
to the recipient will, of course, only confuse him.
Experience has taught us that if we have a stereotype
form of analysis, month after month, year after year,
it may lose some of its value because it is accepted
as routine, and does not receive the close scrutiny it
deserves. Therefore, the analyses should be varied in
approach and should make liberal use of illustrations
and graphs.
A few other important considerations should be
taken into account in preparing an analysis. Relationships should be established in the analysis. Whenever
possible it should relate to a forward plan, a budget,
another inventory item, or some other bench mark.
Also, it should suggest alternatives and point out a
purpose that could be useful. It should be geared to
meet the situation.
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An important consideration is that the analysts of
the divisional controller's staff be assigned office space
adjacent to the work areas of plant superintendents
and general foremen. Put them "where the action is."
They should be placed where they can serve the plant
management people. The plant superintendent should
look to the analyst as his individual controller. The
superintendents are the people the analysts must primarily serve. To do this, the analysts should be given
a great deal of latitude in their day to day operations.
Direction by the controller should be limited primarily
to coordinating their efforts, reviewing the progress
made towards specific goals established for the year,
and to helping solve any problems that may arise. Also,
any new or unusual approaches to analyses should be
reviewed in the hope that all members of the organization can learn from each other.
It should be repeatedly stressed that the analyst's
primary responsibility is to serve his area's management. Plant management also must know that no
"dirty linen" is carried to the controller's office from
any plant meeting. Each analyst must earn and retain
the utmost confidence of the people he serves, if he
is to continue to be effective.
Ge n e r a l
In addition to specific responsibilities already mentioned, the controller must have sufficient stature to
be a member of top management within the division,
and should attend all top meetings. He must be given
the responsibility to man his department with competent personnel and the responsibility for enforcing
corporate policies and procedures.
As mentioned earlier, in addition to his divisional
responsibility, the divisional controller is also responsible to the corporate controller in matters relating to
adherence to established corporate policies and procedures, safeguarding corporate assets, timeliness and
format of financial reporting, etc.

Conclusion
The divisional controllership responsibility can be
summarized by relating it with the beginning and end
of any business, namely, planning. The planning function appears like a fairly straightforward process; but
its complexities manifest themselves through an analysis of each aspect, and the necessary steps included
in each, if it is to be successful.
Once a plan is conceived, action must be taken to
implement it so that the desired results will be reached.
Once action has been taken, it must be measured.
The result of any action must be measured to determine if, in fact, it will accomplish the desired effect.
The road signs must constantly be read to know where
the action is and where the road of the action is taking
us. Like highway signs, the signs resulting from the
measurement of any action are only useful if reacted
to. The "road closed" sign, whether in business or on
the highway, will only help if a change in action or
route, or perhaps even a re -plan of the action or route
results.
❑
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AUDITING PROJECTED
FINANCIAL STATEMENTS
Using A Separate Forecast Audit Report Approach,
Consideration Is Given To Unqualified, Qualified, Adverse,
Disclaimer, And Piecemeal Forecast Opinions

By Dan M. Guy
Joseph L. Roth, past chairman of the AICPA's Committee on Auditing Procedure recently stated:
"The public demand for more accountability
by management may lead inevitably but reluctan tl y .. . to the practice of furnishing profit
forecasts for future periods. Certainly this information would be extremely useful to credit
grantors, investors, potential investors and other
users of financial reports. T o a considerable
degree any interest these users may have in
present and past performance is only to provide
a means of guessing at future earnings prospects.
Wouldn't it be better to have management's
well - considered plans ? "'

These proposals may be classified into five major
divisions:
1. Delayed reporting of projected financial statements,
2. Comparative historical and projected financial
statements,
3. Interim reporting of projected financial statements,
4. Probabilistic projected financial statements, and
5. Long form projected financial statements.

is an Assistant
DEL AYE D R EP ORT ING OF P ROJ ECT ED
FINANCIAL ST AT EMENT S

1. What report formats should be employed in disclosing projected financial statements and /or data
to external parties?
2. What form should the auditor's report on projected data take?

To allow external assessment of the current performance of management and, at the same time, to
avoid possible competitive harm arising from disclosure of managerial plans or budgets, Edward L. Summers advanced the delayed budget disclosure concept.'
He suggested that a given year's budgetary data be
disclosed only after actual results for the same year
are available. In other words, management's 1972 budget (original, not revised) would be disclosed at the
end of 1972 but not before actual results were released.
In rationalizing delayed budget disclosure, Summers
stated:

The purpose of this article is to discuss various
statement formats and suggested audit forecast opinions. Obviously, assertions about financial report format relevance and about terminology of the auditor's
forecast opinion are highly tentative. Different variations must ultimately stand the test of practical
acceptance. The following discussion is intended to
show the kind of information which can be presented
and the type of comparisons which can be trade.

.. since it is not more about future expectations, but more about the correlation between
past expectations and past realization that is to
be presented to statement users, publication of
budgets in advance of the comparable financial
statements would be meaningless. What are
wanted are budget and statements for the same
period —and an analysis of their differences.
(Emphasis added) "'

Two interesting questions to pose at this point are:

Published Financial Reports
In accordance with providing informative disclosure,
the independent auditor must be concerned with the
form, arrangement, and content of projected financial
statements. Various writers have proposed certain
report formats which might be useful for disclosure
of projected or budgetary data to external parties.
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Along similar lines, William A. Peterson proposed,
in order to improve corporate reports, that actual net
income should be reported as prospective net income
' Joseph L Roth, "What's Ahead for the Auditors?" Journal
of Accountancv.
August 1969, p. 62.
1
Edward L. summers, "Opportunity Costs for Planning, Control, and Financial
Reporting," Budgeting, January- February 1967.
' Ibid., p. 8.
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"Delayed
reporting of
projected
financial
statements
provides a
more suitable
disclosure
framework
than is
presently
used."

plus or minus favorable or unfavorable deviations from
expectations.'
Delayed reporting of projected financial statements
provides a more suitable disclosure framework than
is presently used. However, since external users desire
not only data pertaining to managerial planning ability, but also information about management expectations, delayed reporting fails to satisfy user needs for
timely disclosure of future oriented data before
planned events take place.
COMPARAT I VE HIST OR ICAL AND
PROJ ECT E D FI NAN CIAL ST AT EME NT S

Sidney Davidson, Yuji Ijiri and Morton Backer'
recommended the integration of projected financial
statements with historical financial data on a comparative basis. Davidson, for instance, suggested that
comparative financial statements be converted into
three columns: last year's results, the current year's
results, and the budget for next year. In addition, he
suggested that the budget should be at least as detailed
as the historical financial statements. Ijiri, on the other
hand, advocated a slightly more refined comparative
statement. He proposed that the reporting format
include, for example: headings representing the first
year actuals, second year estimates, second year actuals,
and third year estimates.
Ijiri indicated that the reporting format affords two
advantages over other methods: (1) budgets are directly
tied in with historical financial statements, which
should help management explain the material differences between estimated and actual results, and (2)
investors can determine the reliability of past estimated and actual results.
Backer, one of the first to advocate disclosure of
managerial plans, recommended disclosure of short term profit plans by presenting in comparative form:
(1) the ensuing year's profit plan, (2) the current year's
profit plan, (3) the current year's actual results, and
(4) the prior two years' actual results. In addition,
Backer's proposed reporting format was prepared on
a direct cost basis which has the major advantage of
permitting financial analysts and others external to
the business to calculate breakeven points and to trace
the effect of expected changes in revenue and costs.
To increase the usefulness of profit plan disclosure,
Backer also advocated that profit plan deviations be
explained in a supporting schedule.
In summary, a combination of the proposals on
comparative projected statements would seem to meet
the needs of external users better than any single
approach. Ijiri's four column format accompanied by
a schedule explaining deviations (between prior year's
projected data and current actual results) could provide a suitable framework for projected financial statement disclosure. The comparative format could be
made even more useful if an index of forecasting bias,
average deviation, or range deviation were added.
External statement users would then be able to see
that projected data are characterized by uncertainty.
IN T E R IM R E PO RT I NG O F
PROJECT ED FIN ANCIAL
ST AT EM EN T S

David Green, Jr.; suggested that a firm's projected
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profit goal and movements toward projected profit
be disclosed in both interim reports and annual reports. The "profitometer concept" was proposed to
provide a means by which projected profit for the year,
actual results to date, and budgetary revision to date
could be disclosed to external parties.
In his profitometer graph, contribution is defined
as the difference between sales and variable expenses;
hence, to achieve the annual contribution goal of say
$2,800,000, assuming that 65 percent of each dollar
of revenue is expected to represent variable expense,
the sales goal would have to be $8,000,000 (i.e.,
$8,000,000 times 35% = $2,800,000).
The profitometer concept is useful in permitting
the shareholder to gauge management's goal achievement ability quarterly instead of having to wait
for the release of annual report data. The proposal,
however, has shortcomings since nothing is presented
pertaining to actual and forecasted return on investment or expected dividends —two factors of primary
importance to shareholders.
PROBABILIST IC PROJECT ED
FINAN CIAL ST AT E MENT S

One criticism of the typical presentation of budgetary data is that projected amounts are treated as point
values or deterministic measures. Budgets, however,
are subjective estimates of most likely values, i.e.,
estimates of what is most probable in terms of revenues, costs, profits, assets, and equities. In order to
indicate the variability of budgeted items, probabilistic
projected financial statements may be employed.
Presently, probabilistic budget concepts are in the
formative stage of development and are being applied,
mainly in a small number of cases, to budgets meant
solely for experimental internal use. Their potential
value, however, should accrue to external users when
they are sufficiently developed internally. Probabilistic
budgets vividly demonstrate the tentative nature of
projected items.
Two types of probabilistic financial statements appear to provide useful vehicles for future disclosure
of projected financial statements: (1) the three -level
concept and, (2) the probability -tree concept.
TH R E E - L E V E L

PR O BA BIL I S TI C

FINANCIAL

S TA TE M E N TS .

Budgetary data is subjective, uncertain, and highly
dependent upon the future. To convey this to statement users (internal and external) some writers have
suggested that projected statements present (1) optimistic, (2) pessimistic, and (3) most likely values for
each projected item.'
Three -level estimates may be more informative than
projected statements based on only most likely data.
For example, in the 1968 Annual Report of Micro -Tol
Engineering Corporation, when projected sales (by
'William A. Peterso n, "Significan ce of Prospective Income Data," Accoun ting
Review, April 1966, p. 276.
s Sidney Davidson,"As 1 See It." Forbes,April 1970, p.42; Yuji ljiri. "On Budgeting
Principles and Budget - Auditing Standards," Accounting Review, October 1968;
Morton Backer, "Accoun ting Theory and Mu ltiple Reporting Objectives," in
Modem Accounting Theory, ed. by Morton Backer, Prentice Hall, Inc., Englewood
Cliffs. N.J.. 1966, pp . 452.453; Morton Backer "Accoun tis Theory, Objectives
and Measurements, Journal of Acco u ntan cy. Octo ber 196.
David Green, Jr., "Interim Rep orts," in Handb ook of Modem Accounting, ed.
by Sidney Davidson, McGraw -Hill Book Company, New York, 1970.
Th om as L. Ho lto n, Ch airm an of th e Aud iting Proced u res Com mittee o f th e
AICPA, has advocated the three -level approach. See "Possible Extensions of the
Attest Function Are Outlined fo r Co uncil," The CPA, Ju ne 1970, AICPA, New
York.
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product line) and projected profit after taxes for the
fiscal years ending in 1969, 1970, and 1971 were presented, the profit potential for fiscal year 1970 ranged
from an optimistic estimate of $137,700 to a pessimistic estimate of $40,650, with $73,700 being the median.
Obviously, the lone use of $73,700, the median value,
could be misleading."
Three -level statements demonstrate that projected
data are subjective and dependent upon future happenings. In addition, three -level probabilistic projected
financial statements facilitate comparisons between
actual results and projected results since most likely
values (median values) may be considered equivalent
to single value projected results.
The major limitation preventing external disclosure
of three -level probabilistic statements is simply that
firms are just beginning to develop such statements
internally; hence, a considerable amount of refinement
will be necessary before any attempt should be made
to incorporate them into an external financial report
framework.
According to
William L. Ferrara and Jack C. Hayya,' a more informative approach to probabilistic financial statements is probability -tree analysis, whereby (1) an expected value, (2) the standard deviation, and (3) a
coefficient of variation are presented for each projected item. The expected value of revenue is calculated by multiplying each level of revenue by its
expected probability of occurrence. For example:
PR O BA BI L I TY - TR E E F I N A NC I A L S TA TE ME N TS .

Expected value = x p(x)
where:
x
= revenue
p(x) = probability of occurrence of a given x.
The standard deviation of revenue is calculated
according to the following formula:
Standard deviation

(x — expected value) ' p(x)

And, to express the potential variability of a projected item, the coefficient of variation is calculated.
The coefficient of variation is based on the percentage
relationship between the standard deviation and the
expected value.
When the expected value, standard deviation, and
coefficient of variation are calculated for each projected item in both the income statement and the
balance sheet, comparisons of past forecasting accuracy
and past trends would be facilitated by adding current
and prior years' actual and expected data to the reporting format.
Two significant barriers to external disclosure of
probability -tree based financial statements are: (1) a
firm's budgetary system must be extremely sophisticated, and (2) external users might not understand
the variability measures, the standard deviation and
the coefficient of variation. To offset the latter, Ferrara and Hayya constructed a less rigorous statement
illustrating ranges for each projected item instead of
using the standard deviation and coefficient of variation. 10
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LON G FO RM P RO JE CT ED
FINANCIAL ST AT EMENT S

Two articles in the literature have advocated the
framing of a long form report by management which
would include a detailed analysis of expectations and
performance. One article, co- authored by Jacob G.
Birnberg and Nicholas Dopuch," suggested a reporting
framework should follow a classification and measurement scheme based upon: (1) the goals adopted by
the enterprise, (2) the expectations underlying the
acquisition and utilization of means of accomplishing
these goals, and (3) a comparison of results anticipated
to results actually achieved.
Birnberg and Dopuch criticized the current disclosure framework (balance sheet, income statement,
funds statement) stating that it is based on classical
economics which places undue emphasis on the periodic income stream. Corporate goals are much more
complex than maximization of an income stream, and
accountants should recognize that ?managers have other
goals, e.g., market share, position in the industry, and
public and employee welfare.
In a second article, written by Wilkinson and Doney,
projected financial data disclosure via a long form
report was again proposed. They suggested disclosure
and independent audit of:

"Three -level
statements
demonstrate
that projected
data are
subjective and
dependent on
future
happenings."

1. An analysis of management's expectations for the
coming year in the form of an anticipated statement of revenues and expenses, a pro -forma balance sheet, and a statement of expected sources
and applications of funds.
2. A comparison of the audited financial statements
for the current period with the anticipated statements prepared at the beginning of the period,
indicating to some extent how well management
has met its short -run objectives.
3. The use of a long -form type of report in which
an analysis of the differences between expectations
and realizations might be explained and evaluated."
Theoretically, the long -form disclosure concept,
especially as outlined by Birnberg and Dopuch, represents the most lucid treatment of the reporting of
expectations found in the literature. Although
abounding with implementative problems, the framework's desirability seems unquestionable.

Summary of Reporting Formats
Considering the long -form reporting format, as proposed by Birnberg and Dopuch, as an ultimate goal,
the four other proposals discussed above represent
evolutionary steps to a conceptually sounder disclosure
model. A first step in developing this model might
begin with delayed reporting of projected data. External users would be partially satisfied with this framework since they could intelligently assess managerial
' John J. Willingharrr, et. al., "Should the CPA's Opinion be Extended to Include
Forecasts ?" Financial Executive, September 1970, citing Micro -Tol Engineering
Corporation, Annual Report, Fiscal Year 1967 -1968.
William L Ferrara and Jack C. Hay ya, "To ward Probabilistic Profit Bu dgets,"
Management Accounting. October 1970.
ro Ibid.
Jaco b C. Birnberg and Nicholas Dopuch, "A Con ceptual Approach to th e
Framework for Disclosure," Journal of Accountancy. February 1963.
1'
James R. Wilkinson and Lloyd D. Don cy, "Extend in g Audit and Repo rting
Boundaries," Accounting Review, October 1965.
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"Shareholders
...would
also more
likely
understand
that
projections for
the ensuing
year are
tentative . . . "

planning ability. Likewise, management should not
hamstring delayed disclosure since there is little competitive disadvantage involved therein, real or imaginary. Also, auditors would least likely resist this proposal since no audit responsibility is assumed for the
ensuing year's forecast. Auditing procedures could be
easily extended to include verification of deviations
between past plans and actual performance.
Moving to level two, comparative projected financial statement disclosure would serve to furnish external parties with both data upon which to assess planning ability and data indicative of management's best
estimate of the future. Shareholders and other external
users would also more likely understand that the projections for the ensuing year are tentative since they
could have before them a statement of past forecasting
bias, average deviation, and range deviation.
Once the major flaws have been eliminated from
the comparative framework, it seems desirable to provide for interim reporting of management progress
toward budgetary goals. Along with reporting progress,
the interim reports may be employed to disclose projected financial data modification.
Disclosure of probabilistic projected financial statements must await widespread internal usage and debugging before incorporating them into an external
disclosure model will be feasible. Once developed,
their potential usefulness as effective conveyors of
relevant information to both internal and external
users is clearly evident.
Delayed, comparative, interim, and probabilistic
projected financial statements all have one major
deficiency —they report only financial goals. Obviously,
since managerial goals are not restricted to financial
and income goals, a reporting framework which considers only these factors to the exclusion of nonfinancial and non - income goals is not in accordance with
corporate reality. Hence, a long -form projected financial statement disclosure is a worthwhile goal the
accounting professions should pursue.

Forecast Audit Reports
Two alternatives should be considered in developing
an audit report on projected financial statements.
These are: (1) an audit report on projected statements
may be integrated with the traditional audit report,
or (2) an audit report on projected statements may
be clearly distinct from the traditional audit report.
In support of the integrated forecast audit report,
it alight be noted that since the projected financial
statements will be incorporated with the historical
financial statements on a comparative basis, one audit
report would help avoid reader misunderstanding of
which opinion applies to which set of statements. In
time, therefore, as users more clearly understand the
basic concepts of audit responsibility, it may be possible to combine the historical opinion with the forecast
opinion and employ an integrated report such as follows:
"We have examined with due audit care the
actual and projected data found in the statements of financial position for December 31,
1972 and 1973 and the statements of operations,
changes in financial resources, and retained
36

earnings for the years ending December 31, 1972
and 1973. We find that they present fairly the
actual and projected position and operations of
the XYZ Corporation."
On the other hand, there are two advantages in
selecting the separate report alternative. First, forecast
audits will be sufficiently different from historical
audits so report integration could confuse statement
users. Second, the auditor should, until users understand the nature of the responsibility assumed, include
more detailed comments in the forecast audit report
than are presented in the historical audit report.
Assuming a separate forecast audit opinion should
be used in reporting on projected financial statements,
the forecast opinion, similar to the historical audit
opinion, may be divided into a scope paragraph and
an opinion paragraph. The scope paragraph, which
contains the nature of the audit work performed,
should identify and indicate:
1. The projected financial statements which were
examined
2. Whether the assumptions underlying the projected
financial statements were examined
3. Whether the schedule of deviations between the
prior year's projected financial statements and actual results was examined
4. Adherence or nonadherence to forecast auditing
standards
Similarly, the opinion paragraph, which contains the
independent auditor's conclusions, should indicate:
Whether projected financial statements for the
ensuing year are reasonable inferences based on
realistic assumptions and sound forecasting techniques
Whether the projected financial statements are in
accordance with generally accepted accounting
principles (consistent with those employed in historical financial statements)
Not only should the forecast audit report contain
a scope and an opinion paragraph, but also a third
Paragraph should be included. Until external users
understand the responsibility assumed by the auditor
when expressing an opinion on projected financial
statements, the report should contain a separate third
paragraph pointing out the uncertainty inherent in
the projected statements, and a statement indicating
that the auditor does not guarantee actual results will
be equal to the projected results.
TYPES OF FORECAST AUDIT REPORTS
Using the aforementioned as guidelines, the following sections consider forecast audit reports for unqualified, qualified, adverse, disclaimer, and piecemeal
opinions. The comparative projected financial statement reporting format is assumed in each of the following opinions.
The unqualified opinion
should be used when the projected statements taken
as a whole represent reasonable inferences as to future

TH E U N QU A LI F IE D O P IN I ON .
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expectations and when management's explanation of
the deviations between projected and actual is considered adequate. It should include scope, opinion, and
uncertainty paragraphs.
The qualified forecast audit
report should be employed when the projected financial statements are reasonable except for some material
assumption or when management's explanation of past
deviations is inadequate in some material respect. To
convey the nature of the exception to statement users,
the auditor may modify the unqualified forecast audit
report by inserting an exception paragraph between
the scope and opinion paragraphs. For instance, if the
projected financial statements hinged upon the client
being awarded a sizable government contract involving
material expected profits, this uncertainty should be
disclosed to statement users. If the client does not
present both projected statements based on getting
the contract and projected statements based on not
getting the contract, the auditor should indicate the
possible financial impact.

T H E Q UA L I F I E D O P I N I O N .

When the auditor finds that
the projected financial statements do not represent
reasonable expectations for the coming year, an adverse audit report should be issued. The adverse opinion should indicate the auditor's reasoning as to wily
the projected financial statements fail to represent
acceptable inferences. Adverse opinions would be required when projected statements are based on unrealistic assumptions, unsound forecasting techniques,
unattainable goals, or inadequate budgetary controls.

T H E ADVERSE O P I N I O N .

The auditor should use
a disclaimer audit report when the forecast audit
provides an insufficient basis for an opinion on the
projected financial statements taken as a whole. For
example, the disclaimer should be used when the client
restricts the examination or refuses to disclose projected statements, and in situations where the client
does not have a budget system.
T H E DI SC LA IM ER O F O P I N I O N .

In conjunction with certain
adverse or disclaimed opinions, the auditor may wish
to render a piecemeal audit report stating the certain
items included in the projected statements are reasonable inferences for the coming year. The piecemeal
opinion should be worded so as to avoid contradiction
of the adverse or disclaimer of opinion concerning the
reasonableness of the projected statements taken as
a whole.
T H E PI E C E M E A L O P I N I O N .

SUMM ARY OF F OREC AST AUD IT O PINI ONS

Forecast audit opinions, similar to historical audit
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opinions, pertain to the reasonableness and fairness
of projected financial statements, not their accuracy.
Until external users understand that the auditor rendering a forecast opinion is not guaranteeing tine projection, it is necessary to segregate opinions into two
classes: (1) historical audit opinions, and (2) forecast
audit opinions. Moreover, until forecast auditing standards and historical auditing standards can be integrated, separate opinions will be required.
In rendering an opinion on projected financial
statements, the auditor should include: (1) a scope
paragraph, (2) an opinion paragraph, and (3) an uncertainty paragraph. The latter serves to remind the
reader of the tentative nature of projections and to
inform the reader that the auditor does not guarantee
projected results will be equal to actual results.

"... delayed
reporting
minimizes
implementation
and audit
verification
problems . . ."

Summary
In considering formats for disclosure of projected
financial statements, five reporting configurations appear to be worthy of study. These are: (1) delayed
reporting, (2) comparative historical and projected
statements, (3) interim reporting, (4) probabilistic
projected statements, and (5) long -form projected
statements. This order of presentation may be viewed
as a step -by -step process by which projected financial
statement disclosure can be made operational in moving toward a sound disclosure model. In other words,
delayed reporting minimizes implementation and
audit verification problems while long -form projected
statement disclosure is inherently more difficult to
implement and audit, but more in accordance with
reporting corporate reality.
Based on the analysis of tine five divisions of reporting formats and assuming attainment of the second
level of reporting (comparative projected financial
statements), the second section of this article considered the problem of forecast audit reports. Two audit
reporting alternatives to be considered are: (1) all audit
report separate from the historical audit opinion and,
(2) an integrated audit report including both historical
and projected financial statements. At the present
time, employing separate audit reports seems advisable, at least until there is some understanding as to
the nature of the auditor's responsibility for forecast
audits.
Using the separate forecast audit report approach,
various suggested reporting formats for unqualified,
qualified, adverse, disclaimer, and piecemeal opinions
were developed. As auditors are called on to review
projected financial statements, the standard short -form
opinion must of necessity undergo change. It will
become increasingly difficult to find acceptable
phrases to describe the scope of the auditor's work
and the nature of his conclusion.
❑
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A system of travel expense reimbursement must as
a minimum requirement accomplish two things: (1)
reimburse the employee as promptly as possible for
all cash outlays which are properly payable as an
expense of the company, and (2) accurately record and
allocate these expenses to provide for timely recognition of expense and allow for the preparation of meaningful financial reports. Although meeting these requirenrents should not be difficult, a company which
regularly reimburses its employees for out -of -town
travel and living expenses often encounters problems.
T h e P r ob l e ms
If travel expense reimbursement is integrated with
the payroll system, the hours spent preparing and
mailing expense checks are often excessive in relation
to the demands of other payroll functions which must
be performed; if handled separately, in an expense
reimbursement or auditing department, problems still
arise from the lag between the incurrence of expense
and receipt by the employee of the corresponding
reimbursement.
At The American Appraisal Company, each employee who travels submits, weekly, a time and expense
report, including on it his expected address for the
coining week. As soon as the report is received in the
office, payroll department personnel review it for
arithmetical accuracy, supporting explanations of unusual expenditures and required receipts. A three -part
check is then prepared in the amount of the total
reimbursable expense and a check is mailed to the
address given on the time and expense report. If the
employee prefers, his reimbursement can be sent directly to his bank; in this case, payroll forwards him
a copy of the check advising the amount deposited.
A third copy remains in payroll and is the source
document for the credit to cash.
Despite the simplicity of this procedure, prompt
reimbursement to the man in the field is still difficult.
As a matter of policy, checks go out the same day
the expense report is received in the office. Under

this system, a man working outside the home office
generally experiences a one -week lag between submission of his expense report and receipt of his check.
This delay can, at times, create financial hardship.
Even providing the employee with a permanent travel
advance does not resolve the problem of higher than
normal expenses in a given week.
Still greater problems are encountered in the area
of record keeping and accumulation of data for reporting purposes. As a result of using the same form for
reporting both time and expenses (which is inherently
more economical) the same document is processed
several times. In an attempt to keep the delay in
reimbursement to a minimum, paying of expenses is
handled as a priority item before processing the payroll
portion of the time report. Preparation of time reports
for keypunching, and subsequent actual processing of
the time sheet data, is held up for any employee who
submits expenses until his reimbursement check has
been written. Under our system, both time and expense portions of the single report are keypunched —
the former for payroll purposes and the latter for
detailed expense records.
We pay employees every two weeks. This means
that in a payroll week, the delays from writing travel
expense reimbursement checks result in constant
problems as we fight bottlenecks due to late time sheets. Dummy time reports can be processed for
payroll purposes when the actual report is late —with
any adjustment to hours picked up the following week
along with all expenses. But it is difficult to accrue,
accurately, reimbursable expenses.
Some of these problems could be circumvented by
isolating the travel expense reimbursement function
in a separate department and preparing checks after
processing the time information. Time lag, however,
remains a problem. If expense reports were submitted
by employees on schedule, but the accounting department delayed preparation and mailing of checks until
the time and expense report was keypunched, the
present one -week lag experienced by out -of -town employees would increase by a day or even two because
of the week -end mail situation.
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"The draft

number and department number (see Exhibit 2). At
the end of each week, the employee writes a draft
for the total amount of his expenses shown on his
time and expense report. Upon presentation of the
company identification card, the original draft is negotiable anywhere a check would be.
A copy of the draft is attached to the employee's
time and expense report and forwarded to the home
office for processing and reconciliation while the remaining copy is retained by the employee. If expenses
for any one week exceed the dollar limit per draft,
the difference is carried into the next week, increasing
the following week's draft. Conversely, if any expenses
are subsequently disallowed by the home office, the
employee is notified and instructed to reduce the
following week's draft by the appropriate amount.
Under no circumstances may an employee write more
than one draft per week. Since the drafts are prenumbered control can be exercised on this point.

The Solution
We have found that a very effective solution to
the problem cited above is to transfer the reimbursement responsibility from the company to the employee. The system we have evolved is one whereby
the employee writes a draft (see Exhibit 1) on the
company's bank account for the dollar amount of his
reimbursable expenses. The draft system is a form of
self - reimbursement whereby the employee reimburses
himself in the field without prior processing of his
expense report in the home office. As such it provides
the employee with "instant money" and relieves the
payroll or auditing department of preparing and mailing expense checks.
Each employee is issued a block of prenumbered,
three -part drafts for which he is accountable. These
drafts have a maximum dollar limit consistent with
average weekly expenses. Along with the block of
drafts, the employee also receives from the company
an identification card bearing his picture, employee

system . . .
provides the
employee with
'instant
money' . . . "

Office pro ce du r es u n de r the ex p en se dr a ft system

Continued on page 52

Exhibit 1
EMPLOYEE REIMBURSEMENT DRAFT
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The Idea Is To Separate Costs In Such A Fashion That
Management Can See Clearly What The Various Products Or
Segments Of The Business Are Contributing To The Overall
Profit Of The Company
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Contribution reporting is an accounting system which
involves the assignment to a responsibility area only
those costs that are specific to that particular area
of the business. We recognize that we have no problem
with direct costs since these automatically go to the
product or area responsible for them, but we have
a different ball game when we get into period costs
in the form of manufacturing, selling, and administrative, and it is these latter costs that will be emphasized
in this article.
In a plant that manufactures more than one product,
we should assign to each of those products only the
specific manufacturing period costs that we can identify or trace directly to a particular product. For example, we can easily assign operational period costs that
are specific to a product directly to that product, but
costs such as the plant manager's salary, staff department expenses, and mechanical overhead cannot be
assigned specifically to a particular product. To put
this another way, we should assign specifically to products only those costs which might be expected to
disappear if the product were eliminated. The idea
is to separate costs in such a fashion that management
can see clearly what the various products or segments
of the business are contributing to the overall profit
of the company.

The Contribution Reporting System
Exhibit 1 is a flow diagram to illustrate basically
how the system operates. This exhibit shows various
product groups for three separate divisions, each labeled "Statement of operating results." To arrive at
the contribution for each product, we assign to each
product only those costs that are traceable specifically
to the product. There are division expenses which are
not specific to products, but which are specific to a
particular division; by adding these division items to
the total of the division products we can arrive at
a "Statement of operating results" for each division.
At this point, the three divisions can be summarized
40

and after considering items that are not specific to
each division such as president's office expense, general
company staff expense, general company research, etc.,
we can arrive at the total company earnings statement
where we can then develop return on sales ratios,
return on capital employed, return on stockholders'
equity, and earnings per share. These contribution
statements are not designed to be control reports —
rather they serve as informational reports where a
product manager working in conjunction with a plant
manager can determine where to look to improve the
profits of the company.
Supporting control reports and analytical data can
be provided by analyzing sales for price, volume, and
mix deviations. Cost summary reports provide manufacturing, selling, and administrative expense deviations that can be analyzed and used for cost control.
But remember, these supporting control reports can
be used with any reporting system; they are not peculiar to contribution reporting.

The Product Contribution Report
Exhibit 2 is a typical example of a contribution
report. This particular report is for a product, but the
same report can be used for plants, divisions, or total
company. Through direct margin, the report is fairly
typical of an internal statement of operating results
in a company using direct costing. The next line is
our point of demarcation where we show only those
period costs which are specific to a particular segment
of the business. No longer do we have to explain to
management what part of these period costs are specific and what part has been allocated or distributed
on "some" basis.
This product contribution report is of primary interest to those people who work most directly with the
product, i.e., sales managers, production managers, and
plant managers. It should serve as a catalyst to bring
these people together in pursuit of optimum product
contribution. It i s not a control report, but rather
points up areas where control can be made effective.
Improvement over, or failure to achieve budgeted
MANAGEMENT ACCOUNTING /NOVEMBER 1972

contribution is traceable to individual areas of activity.
Thus, responsibility can be pinpointed and proper
action taken where needed. However, it is important
that this product contribution report be used as a tool
and not as a weapon to single out individual failure
because we must recognize that in most cases we
cannot realistically isolate deviations as being 100
percent ascribed to a particular person or area of
activity. There is always a joint effort necessary between sales and production to achieve optimum profits
and without this teamwork the business will never
succeed. For this reason there is no distinct separation
of selling responsibilities versus manufacturing responsibilities shown at the bottom of the report.
The details behind the sales price, sales volume, and
sales mixture deviations should be provided in separate
sales analysis reports tailored to the specific needs and
requirements of each individual marketing manager.
Also, details of direct and period cost deviations should
be set forth in plant cost summary information for
each individual plant or plants involved in processing
the product. Underlying the plant cost summary information, there should be control reports covering per-

formance of particular cost centers (shift foremen,
general foremen, superintendent, etc.) tailored to specific requirements. Raw material price deviations
should be traceable by plant through a separate report
of purchasing variances from plan. Deviations in the
areas of selling, advertising, and administrative expenses should also be supported by separate control
reports for each operational responsibility. The same
should be true for research and engineering expenses,
and there could be additional specific reports categorized by project.
While the product contribution report should serve
as a catalyst for those persons directly in contact with
product line performance, it is of primary interest to
the product line marketing manager, for he is charged
with finding acceptance for the product in the marketplace. He is directly responsible for the price, volume,
and mix deviations and their effect on product contribution. In addition, he is also responsible for the
existence of those specific expenses which he requests
in support of the product. Responsibility for the
amount of those expenses, of course, rests with the
line or functional supervisor.

"There is
always a joint
effort
necessary
between sales
and
production .

Exhibit 1
THE CONTRIBUTION REPORTING SYSTEM
Produc t A
Product 8
Division items
not specific
to product

Statement
of
operating
results

Division I

Statement
of
operating
results

+

Product C

( -)

Sales admin.
Staff depts.
Div. managers
Engineering
Research

Product D
Product E
Product F

Statement
of
operating
results

Division items
not specific
to product
'
(_)

Sales admin,
Staff depts.
Div. managers
Engineering

Division 11

=

Statement
of
operating
results

Research

+
t_)

Company items
not specific
to divis ion

Total Company

Data center
Research
Airplane
Pres. office

Profit on sales

Statement of
oper. results

R. 0. C. E.
R.O.S. E.
Earnings /Share

Product G
Product H
Division items
not specific
to product.

t- )

Sales admin.
Staff depts.
Div. managers
Engineering
Research
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-

Statement
of
operating
results

Division I I I

+

Product J

Statement
of
operating
results
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". . .

it is
extremely
important that
a realistic and
objective
operating plan
be developed
periodically

It is important to note that the emphasis on this
product report rests on actual performance compared
with the operating plan. Therefore, it is extremely
important that a realistic operating plan be developed
periodically, usually at the beginning of each year, if
the deviation analysis is to have any meaning.
Figures for the prior year are also shown, but they
are included merely for informational purposes and
not to be used as a measure of performance. What
a particular product, plant, or division did the prior
year may or may not be representative of what ought

to be accomplished in the current year because the
prior year does not take into account changed conditions which should be built into the operating plan
and become a part of the goal to be achieved. When
the prior year is used as a basis for comparison, we
automatically assume that this is a good base or reference point; in reality, it could be completely misleading when looking at current opportunities. Moreover,
how can you tell if you've achieved satisfactory results
over the prior year —is 10 percent more contribution
the answer or should it be 15 percent or 20 percent?

. . ."

Exhibit 2
PRODUCT CONTRIBUTION REPORT
DIVISION II, PLANT 2, PRODUCT D
DECEMBER, 1971

1,054
35
15
1,004

GROSS SALES
freight
cash discount
NET SALES

period mfg,
isc expense
advertisiniz
administrative

05.0 3.5
1.5
100.0

1,253

1

Last.Year
Amount
00
100,634

%

04.

12
04

1.0
00.0

463

46 .1

574

47.7

360

39.1

177
6
1

17.6
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.1

168
6
1

14.0
.5
.1
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5
1

.5
.1

6

research & engineering
division misc. expense (income)
period expense applied to inventory
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GROSS SALES
freight
cash discount
NET SALES
DIRECT MARGIN
Less: Specific Costs
period mfg. & misc. expense
selling & advertising
administrative

12,800

104.1

11,590

104.0

10,975

0
12,300

100.0

11,145

100.0

10,555

5,412

1 44.0

4,792

1,901
73

15.5
.6

3,363

104.0

43.01

T 5 1- 65

.6

27.3

2,706

1 24.3

2,469
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Year
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7
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TOTAL DIRECT MARGIN
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-

sales price
sales volume
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Month
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advertising
selling
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research & development
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&
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research & engineering
division misc. expense (income)
period expense applied to inventory
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1 ,24

1 345 000

1.410.000

,

Year to Date
sales units

,
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fterating Plan
Amount (0 001
1 130,870

Actual
t
106 ,910

Current Month
sales units

TOTAL DEVIATION GAIN

Year
Tn Da tp

45
8
3
2

0

120

65
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The primary objective should be to achieve the results
planned and, for this reason, the product contribution
report can be an effective device for measuring performance even though a profit after tax figure is not
developed through the technique of distributing nonspecific period type expenses.
The Product Summary Report
To give further perspective, a product summary
report (Exhibit 3) provides at a glance the total product performance compared with the operating plan.
A similar report will be used for plant and division
performance (Exhibits 4 and 5). On this exhibit, there
is no reference to the prior year actual, giving further
strength to the operating plan as the better guide for
measuring performance. On this report, the net sales
for Product D, $12,300,000 for the full year are the
same as shown in Exhibit 2 year -to -date and the actual
contribution of $3,363,000 also ties in with the results
shown in Exhibit 2.
The product contribution as a percentage of sales
is a good guide for measuring performance against the
operating plan, but this measurement is valid only for
each specific product. In a contribution reporting
system, there is a tendency for management to compare the percentages of contribution to sales for
various products, and it is the responsibility of the
accountant to continuously remind management that
these comparisons are not valid and that they should
concentrate only on the actual percentage of a specific
segment of the business compared with the operating
plan. For example, Product D with an actual contribution of 27.3 percent cannot be compared directly with
Product E which has an actual product contribution

of 28.0 percent. One product may have more specific
period costs in relation to sales than another; therefore,
this direct comparison should not be made, which puts
the emphasis back on the comparison with the operating plan.
Generally speaking, the specific period expenses for
products are different in their relationship to sales.
This is particularly true if you have a manufacturing
situation where all the period expense applicable to
one particular product is specific and there are several
other products in the same manufacturing location
which share common facilities. In the latter case, these
common period costs would have to be held apart
from the specific expenses by product, therefore, the
contribution of the products with common period
expenses normally would show a much larger percentage to sales than the product where all the period
expenses were specific.
From the product contribution line, management
can see lucidly what each product is contributing to
the overall profitability of the division or the company.
If a question arises as to whether or not we are better
off with or without the product, the product contribution gives an immediate answer -if Product D were
to be eliminated from the line, the division would
lose $3,363,000 from its contribution and this would
be deducted directly from the division contribution
of $11,994,000 since all the sales and costs shown for
Product D are specific to that product. This illustrates
what was said earlier -that we assign to a particular
product only those sales and costs that would be
eliminated if the product were dropped. If we were
to eliminate Product D, the division sales would be
reduced from $60,203,000 to $47,903,000 and the divi-

" . . . product

contribution as
a percentage
of sales is a
good guide for
measuring
performance ..

Exhibit 3
PRODUCT SUMMARY REPORT
DIVISION II
JANUARY THROUGH DECEMBER, 1971

%

%

%

61,863
1,492
168
60,203
34,315
25,888
43.0%

58,571
1,369
154
57,048
33,150
23,898
41.9%

7,746
182
629
82
287
273
16,689
27.7%

7,715
180
604
85
280
275
14,759
25.9%

1,085
2,425
755
225
205
11,994
19.9%

1,070
2,460
740
215
195
10,079
17.7%

MANAGEMENT ACCOUNTING/ NOVEMBER 1972

1,871
30
73
5
35
35
3,363
27.3%

1,920
31
65
5
32
33
2,706
24.3%

Product E
Plan
Actual
793,250
835,000
42,323
44,550
820
880
-

Sales units
Gross sales
Freight
Cash discount
Net sales
Direct cost
Direct margin
Direct margin
Cost specific to product
Mfg. period
Mfg. miscellaneous
Selling expense
Administrative expense
Engineering
Research
Product contribution
Product contribution
Costs not specific to product
Mfg. period
Selling expense
Administrative expense
Engineering
Research
Division contribution
Division contribution

Product D
Actual
Plan
1,345,000
1,410,000
12,800
11,590
380
335
120
110
12,300
11,145
6,888
6,353
5,412
4,792
43.0%
44.0%

-

Total division
Plan
Actual

43,670
24,892
18,778
43.0%

41,503
24,238
17,265
41.6%

5,375
150
520
70
230
220
12,213
28.0%

5,310
145
505
70
225
225
10,785
26.0%

Product F
Plan
Actual
1,130,000
1,080,000
4,658
4,513
214
232
48
44
4,233
4,400
2,535
2,559
1,698
1,841
40.1%
41.8%
500
2
36
7
22
18
1,113
26.3%

485
4
34
10
23
17
1,268
28.8%
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"At this point,
management
can see clearly
what
contribution
each plant is
making . . ."

sion contribution would change from $11,994,000 to
$8,631,000. As a result, the division contribution per centage would change from 19.9 percent of sales to
18.0 percent of sales ($8,631,000 divided by
$47,903,000), indicating the importance of the con tribution of Product D to the division.
The Plant Summary Report
Exhibit 4 is very similar to Exhibit 3, except that
the figures are rearranged to show plant performance
rather than product performance. In addition to the
summary shown on Exhibit 4, a report similar to
Exhibit 2 should also be prepared for each plant.
Let us examine the plant summary report (Exhibit
4) and see how it differs from the product summary
report (Exhibit 3). In the illustrations shown, Plant
A shows the same sales and direct margin as Product
D shown in Exhibit 3 and this leads to the conclusion
that Plant A is a one product plant which produces
only Product D. While the figures are the same
through direct margin, notice that in the section labeled "Costs specific to plant," selling expense has
been deleted since this cost cannot be associated specifically with a manufacturing operation. In this particular case, Plant A shows a contribution of $3,436,000
which is $73,000 higher than the $3,363,000 shown as
the contribution for Product D. It may be argued that
since Product D is made only in Plant A and that
Plant A manufactures only Product D, selling expense
should be specific to that plant as well as to the
product. However, it has been eliminated from the
plant report for a very specific reason. The plant
contribution becomes a very important comparative
figure since all costs associated with operating the
plant are deducted before arriving at the plant contribution. For this reason, not only can the plant's

contribution be measured against the operating plan,
it can also be used for comparing one plant with
another. At this point, management can see clearly
what contribution each plant is making and they can
also see how each plant stacks up with the others in
the division.
In our illustrations, Plants B and C both manufacture Products E and F and supporting reports would
be presented to show the performance of Product E
in Plants B and C and also the same data for Product
F for each plant.
Refer now to the total division columns in Exhibits
3 and 4. Notice that the actual direct margin of
$25,888,000 is the same on both exhibits, but when
you move down into the specific cost area there are
some differences. For example, manufacturing period
expense on Exhibit 4 is $8,831,000, whereas the manufacturing period expense on Exhibit 3 shows only
$7,746,000. It is lower on the product summary report
because Plants B and C each make Products E and
F, and since some of the manufacturing period expenses are common to Products E and F they cannot
be charged specifically to those products. Selling expense, of course, shows only on the product summary
report because these costs cannot be assigned to the
plants. In minor instances, administrative expense can
be assigned to plants that cannot be identified specifically with products, and the same can be true in
reverse. Thus, the total division administrative expense
on the plant summary report is $85,000 compared with
$82,000 on the product summary report.
Engineering expenses generally can be identified
specifically with plant locations and, in some cases,
they can be identified specifically by product, but
again, in the case of plants making more than one
product, there are going to be common cost operations

Exhibit 4
PLANT SUMMARY REPORT
DIVISION II
JANUARY THROUGH DECEMBER, 1971

%

%

%

Gross sales
Freight
Cash discount
Net sales
Direct margin
Direct margin
Costs specific to plant
Mfg. period
Mfg. miscellaneous
Administrative expense
Engineering
Research
Plant contribution
Plant contribution
Costs not specific to plant
Selling expense
Administrative expense
Engineering
Research
Division contribution
Division contribution
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Total division
Actual
Plan
61,863
58,571
1,369
1,492
168
154
60,203
57,048
25,888
23,898
43.0%
41.9%

Actual
12,800
380
120
12,300
5,412
44.0%

Plan
11,590
335
110
11,145
4,792
43.0%

Actual
32,872
801
30
32,041
13,842
43.2%

Plan
31,477
746
29
30,702
12,925
42.1%

Actual
16,191
311
18
15,862
6,634
41.8%

Plan
15,504
288
15
15,201
6,181
40.7%

8,831
182
85
487
298
16,005
26.6%

8,785
180
68
480
300
14,065
24.7%

1,871
30
5
35
35
3,436
27.9%

1,920
31
5
32
33
2,771
24.9%

4,663
102
52
384
176
8,465
26.4%

4,600
100
56
378
178
7,613
24.8%

2,297
50
28
68
87
4,104
25.9%

2,265
49
27
70
89
3,681
24.2%

3,054
752
25
180
11,994
19.9%

3,064
737
15
170
10,079
17.7%

Plant A

Plant B

Plant C
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requiring engineering effort that cannot be identified
specifically by product. In our illustration, engineering
for total plants is $487,000 as compared with only
$287,000 for the total of products. The same thing
is true in research, where our illustration shows
$298,000 research for plant totals and only $273,000
for product totals. It becomes very evident in analyzing
these figures that the name of the contribution game
is that the pieces don't always add up to the totals!
After the plant and product contributions have been
determined, it becomes a simple matter to deduct

those costs that are not specific to plants or products
to arrive at the division contribution. Notice, at this
point, that we do come back to a common division
contribution of $11,994,000 which is the same on both
reports. At this point, you can evaluate the total
division performance which shows a contribution percentage of 19.9 percent compared with the plant of
17.7 percent.

The Total Company Report
The picture can now be completed by preparing

Exhibit 5
TOTAL COMPANY REPORT
JANUARY THROUGH DECEMBER, 1971

%

%

%

Gross sales
Freight
Cash discount
Net sales
Direct margin
Direct margin
Costs specific to division
Mfg. period
Mfg. miscellaneous
Selling expense
Administrative expense
Engineering
Research
Division contribution
Division contribution
Costs not specific to division
Selling expense
Administrative expense
Engineering
Research
Company contribution B /tax
Company contribution A /tax
of sales
Contribution A /tax
Capital employed
Turnover
R.O.C.E.

Total company
Plan
Actual
498,571
500,713
19,249
19,783
6,714
6,676
472,608
474,254
241,381
247,938
51.1%
52.3%
59,098
1,249
38,047
9,118
5,807
2,876
131,743
27.8%

59,035
1,223
38,989
9,245
5,740
2,710
124,439
26.3%

3,845
912
580
1,026
125,380
62,690
13.2%
696,500
0.7
9.0

3,875
890
595
1,011
118,068
59,034
12.5%
690,000
0.7
8.6

Division I
Plan
Actual
255,850
260,000
12,480
12,792
4,861
4,940
242,580
238,197
130,993
132,189
54.0%
55.5%
38,585
615
26,200
4,764
4,527
2,145
55,353
23.2%

38,500
605
27,100
4,800
4,500
2,000
53,488
22.0%

Division
Actual
61,863
1,492
168
60,203
25,888
43.0%

II

8,831
182
3,054
837
512
478
11,994
19.9%

8,785
180
3,064
825
495
470
10,079
17.7%

Division
Actual
183,000
5,499
1,647
175,854
89,861
51.1%

Plan
58,571
1,369
154
57,048
23,898
41.9%

III
Plan
180,000
5,400
1,620
172,980
86,490
50.0%
11,750
438
8,825
3,620
745
240
60,872
35.2%

11,682
452
8,793
3,517
768
253
64,396
36.6%

Customer
Miles Standish
Customer total
John Alden
Customer total
Pocahontas

Customer total

Item
no.
11
12
11
12
2
5
21

Gross
Sales
sales
units
(000)
(000)
12,000
120,000
126,000
14,000
246,000
26,000
20,000
200,000
360,000
40,000
60,000
560,000
25,000
300,000
660,000
40,000
560,000
70,000
135,000 1,520,000
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Frt.
(000)
3,600
3,780
7,380
12,000
21,600
33,600
18,000
13,200
11,200
42,400

Cash
Net
disc.
sales
(000)
(000)
1,200
115,200
1,260
120,960
2,460
236,160
2,000
186,000
334,800
3,600
520,800
5,600
9,000
273,000
640,200
6,600
5,600
543,200
21,200 1,456,400

Contr.
(000)
31,200
28,980
60,180
46,000
72,000
118,000
78,000
158,400
156,800
393,200

Contr.
per M
units

Prod.
per
day

Contr.

2.60
2.07

3,600
5,400

9,360
11,178

2.30
1.80

3,600
5,400

8,280
9,720

3.12
3.96
2.24

3,300
2,700
6,000

10,296
10,692
13,440

per
day

%

Exhibit 6
SALES BY CUSTOMER SUMMARY
DIVISION II, PRODUCT D
JANUARY THROUGH DECEMBER, 1971
of Gross sales
Frt.
Contr.
3
3
3
6
6
6
2
2
2
2

26
23
24
23
20
21
26
24
28
26
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"Contribution
reporting is a
shift in
emphasis from
a profit
concept to a
contribution
concept."

a total company report which is shown on Exhibit
5. On this exhibit, Division II takes on a new perspective. In the section "Costs specific to division" notice
that only the manufacturing period expense of
$8,831,000 and a manufacturing miscellaneous expense
of $182,000 are the same as shown on the plant report
for Division II. The selling expense of $3,054,000 was
all shown as non - specific on the plant report, but it
now becomes specific on the division report. Again,
looking at the product report, the specific selling
expenses of $629,000 plus the non - specific selling expenses of $2,425,000 total $3,054,000.
Looking next at administrative expense, the specific
administrative cost on the plant report of $85,000 plus
the $752,000 non - specific cost equals the $837,000
shown on the company report under Division II. Likewise, the $82,000 of specific administrative expense
on the product report plus the $755,000 of non - specific
expense totals $837,000. The same process can be used
for arriving at the total engineering expenses of
$512,000 shown on the company report for Division
II as well as the research expenses of $478,000. Once
again, the division total contribution of $11,994,000
is the same figure as shown on Exhibits 3 and 4.
To arrive at the total company contribution, we
simply deduct from the total of the division contributions those costs which are not specific to divisions.
These would include such costs as the data center,
general research costs, administrative costs that cannot
be pinpointed, the president's office costs and other
costs such as company airplanes, etc. After the company contribution before tax has been determined,
a company contribution (or call it profit at this point)
after tax can be determined and certain measuring
tools can be applied at this point. The after -tax contribution should be developed as a percentage of sales,
the turnover of capital employed should be determined and the return on capital employed can then
be calculated. In addition, it is desirable to develop
return on stockholders' equity and also earnings per
share at this point and these data should be shown
on separate reports to indicate trends.

The Sales By Customer Summary
One of the more useful tools of contribution reporting is a computer analysis of sales and contribution
by customer and by item within a product line. Exhibit
6 is a condensed version of a computer print -out which
shows the sales by customer as well as all those items
sold to the customer from a particular product line —in
this case, Product Line D. This report shows all the
pertinent details surrounding a particular customer,
i.e., what was sold to him in units and dollars, what
the freight and cash discount costs were, and what
the resulting product contribution to profit is after
considering all the specific costs related to the customer. After the total contribution dollars are developed, these are translated into a contribution per
thousand units and after relating this to the production
speed of each particular product, a contribution per
day can be calculated for each customer and each
product sold to that customer. The final two columns
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of the tabulation show the freight as a percent of gross
sales and the contribution percent as related to gross
sales. In any business where freight is prepaid by the
seller, the percentage of sales dollars going into freight
is a particularly important factor in analyzing the
profitability of customers. It is also very helpful to
develop the contribution percentage to gross sales to
determine the relative profitability of sales to various
customers and also the relative profitability of each
item sold to that customer.
The percent of sales measurement does not always
give the final answer regarding profitability. Refer once
again to Exhibit 6. For customer Miles Standish, Item
11 has a contribution relative to gross sales of 26
percent, whereas Item 12 produces only a 23 percent
return. Two other factors now become important in
analyzing profitability: the contribution per thousand
and the speed at which the product can be produced.
While Item 12 has not only a lower percent contribution than Item 11, it has a lower contribution per
thousand as well. But its greater speed of 5,400 units
per day yields a superior contribution per day, i.e.,
$11,178 versus $9,360 for Item 11. It is easy to see
that neither percentage contribution nor contribution
per thousand units will necessarily yield the correct
relative product profitability. The real thrust is to
maximize the contribution per day that can be generated.
From the basic data shown and collected for printing
out Exhibit 6, other runs can be programmed for the
computer to show the sales in descending order from
the largest dollar volume customer to the smallest.
Data can also be arrayed by customer showing the
most profitable to the least profitable using the contribution per day as the criterion for profitability.
Another display will list by plant the item profitability
in terms of contribution per day to determine whether
or not we are maximizing the use of production facilities by emphasizing those items that produce the most
contribution per day for the plant. Data runs should
also be developed to show sales by salesman —what
items were sold, how much, and to whom. The profitability information on salesmen's report may be confined to freight percentages if other profitability data
are considered confidential and not to be disseminated
to field sales personnel.

Conclusion
Contribution reporting is a shift in emphasis from
a profit concept to a contribution concept. It is no
secret that we, as accountants, encounter many problems in connection with allocated or distributed costs,
whether they be manufacturing, selling, or administrative. Even though these distributions are logical and
systematic, they have little or no appeal for a product
manager or a plant manager if they make his particular
segment of the business look bad. Many accountants
have tried, but few have succeeded in convincing all
managers in a business that they have received a fair
and equitable portion of the allocated expenses of a
business. An effective system of contribution reporting
will bridge this creditability gap.
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TRANSFER PRICING
AND
DECENTRALIZATION
Middle Management People Get More Satisfaction From Being
Associated With A Subunit Called A "Profit Center" Rather Than
A "Cost Center" Even Though They Have No Control Over The
Profits They Are Reporting

Many corporations are organized by subunits and rely
on subunit profit reporting for performance measurement. When profit is used as a measure of performance of a subunit, the subunit is called a profit center
and the process divisionalization. The use of profit
as such a measure presupposes that the subunit manager is given (theoretically) complete autonomy in
making operating decisions or is given complete control over his division's operating revenues and expenses. Consequently the subunit's earning statement
is an appropriate measure of a manager's performance
only if he is able to control his marketing function
as well as his production function.
An autonomous profit center, according to Joel
Dean, has the following four characteristics:'
1.

2.

3.

4.

O P E R A T I O N A L I N D E P E N D E N C E . Each profit center
must be an independent operating unit, and its
manager must have a large measure of control over
most if not all operational decisions that affect
his profits.
AC C E SS TO S O UR C E S A N D M A R KE TS . The profit center
manager must have control over all decisions relating to sources and markets. He must be genuinely
free to buy and sell irr alternative markets both
outside the company and inside.
SEP ARA BLE CO STS AN D R EVE NUE S. A profit center must
be able to split off costs and find economically
realistic prices for the end products.
M A N A G E M E N T I N T E N T . The operation should be
treated as a profit center only if the basic goal
is profit.

If each subunit manager acts as a profit- optimizer,
MANAGEMENT ACCOUNTING/ NOVEMBER 1972

then the total profits of the organization will be optimized, such is the philosophy underlying decentralization. But this argument breaks down. "For decentralized decisions do not automatically produce
optimal overall results . . . A subunit of the firm or
industry or economy may not take into account the
benefits conferred or the cost imposed by its activities
on other subdivisions." z If the subunit's learnings
statement is inflated (or deflated) due to the choice
of a non - optimal transfer price, top management could
make incorrect capital budgeting decisions. Thus, a
good transfer price is one that provides the basis for
determining divisional earnings and when maximized
will maximize the earnings of the total firm (goal
congruence) .'

Transfer Price Basis
The selection of a price to transfer intermediate
goods from one division to another within the firm
is not simple. There are many pricing methods available; transfers at market, cost or cost -plus, marginal cost,
and shadow prices, however, are the most prominent
ones. The basic problem of selection is to find a
transfer price that will be consistent with a truly decentralized organization. For this purpose, each of the
transfer pricing methods mentioned will be analyzed
in terms of (1) performance measurement, (2) goal
congruence, and (3) resource allocation (capital budgeting decisions).
In establishing a good measure of performance, four
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1
Joel Dean, "Decentralization and Intra- Company Pricing," Harvard Business
Review, July— August 1955, p. 67
r W. Baumol and R. Fabian , "Decomposition, Pricing for Decentialized and
External Econ omies," Management Sciences, September 1964, p. 2.
'This only provides a basis for determining divisio nal earnin gs. It is recognized
that the bottom line of an earnings statement can be manipulated by the subunit's
manager in the sho rt run , throu gh selection o f accou ntin g tech niqu es and b y
forgoing maintenance and repair. It is assu med that these manipu lations do not
take place.
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".

. . the

transfer price
stabilizes at
the relevant
market price."

criteria should be present.' The measure must be:
1. Consistent with the long -run profitability of the
firm
2. Expressed in units which are within the control
of the subunit
3. Not subject to artificial manipulation by the subunit
4. Accepted by the subunit manager as the criterion
upon which he is to be judged
Goal congruence, as it is used here, is an organizational goal structure that ensures the profits of the
organization as a whole are being maximized as individual division managers strive to maximize their individual division profits.
Resource allocation refers to the most efficient use
of capital to expand existing production activities, to
add additional production activities, or to liquidate
inefficient production activities.

Transfers at Market Price
When a relevant market for an intermediate product is determinable, the use of a market price as the
transfer price is recommended. A market price reflects
the opportunity of transferring a unit from the selling
division to the buying division and reflects the next
best alternative price for the goods or service had it
not been sold internally. Similarly, the market price
is the cost the buying division would have to pay if
it were to purchase outside the firm. Since profit center
managers are operationally independent in a decentralized firm and are allowed access to source markets,
no one would expect the selling division to sell for
less or the buying division to pay more than their next
best alternatives. Therefore, the transfer price stabilizes at the relevant market price.'
Since a market price does not violate any of the
four criteria presented above for a good performance
measure, it seems reasonable to conclude that a market
based transfer price would enable the preparation of
subunit earnings statements which might be used as
a measure of subunit performance. Also, a market
based transfer price is consistent with the logic of

economic profit maximization.
If, for convenience, we assume perfect competition,
none of profit center criteria will be rejected. In perfect competition the price, average revenue, and marginal revenue are all equal. (See Exhibit 1.) The market
price of the intermediate product is independent of
whatever action the firm takes. MC, is the marginal
cost curve of the supplying division, whereas MC B
is the marginal cost of the buying division excluding
the cost it pays for the intermediate product (Op).
The complete marginal cost curve of the buying division is depicted as MC B + p. OP is the selling price
of the final product sold by the buying division. Since
profit is maximized for each division separately by each
operating at an output level which equates marginal
cost and marginal revenue, we see that the selling
division sells the quantity Oq units of output at a
B
profit shown in the shaded area. It should be called
to the reader's attention that even though the quantities of the intermediate product and of the final
product are measured on the same axis, it does not
necessarily fix the proportion of intermediate product
to final product of the buying division. Given that
the subunit manager is free to act autonomously, there
is no reason why either the buying or the selling
division would not wish to purchase and sell intra -firm
until its marginal cost and marginal revenues are equal.
If, for instance, the selling division's manager refuses
to sell intra -firm, the implicit assumptions must be
that (1) he has either located a buyer outside the firm
at a price above the prevailing market or (2) he has
decided to use this capacity in the production of
another product which is priced to give his division
added profits. In both of the above cases, the selling
division would increase the firm's total profits as well
as its own by selling outside, while the buying division
can still obtain the same input goods at the market
price from an outside supplier. Of course, if perfect
competition is assumed, this action would probably
not take place due to the assumptions of perfect
knowledge and free entry.
Since the subunit's earnings is an accurate measure
of the subunit's performance, and since an optimization of a subunit's earnings using market based transfer
price leaves the other subunits at least as well off as
before while optimizing total firm profits, it seems
logical that it would not inherently lead to a misallocation of resources between divisions. Transfers at
market would not misstate the subunit's earnings causing a poor capital budgeting decision.
Therefore, when an outside market exists that is
relevant for the intermediate product, the transfer
from the selling division to the buying division should
be made at market price. Unfortunately, these conditions are not available to most firms.

Transfers at Cost
Cost is sometimes used when there is no market
price available for pricing interdivisional transfers.
"Where cost is the basis for pricing interunit transfers,
costs used are defined in a variety of ways. In each
' P a u l Fertig, D. Istvan, and H. Mottice, Using Accounting Information, An
Introduction , Harcou rt, Brace, and World , In c., New York, 1971, p. 137.
' Fo r a go od analysis of market price transfers wh en there is a cost o f using an
outside market, see 1. R. Co u ld "In tern al Pricin g in Firms Wh en Th ere Are
Costs of Using an Outside Market," Journal of Busin ess, June 1964.
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company, transfer cost is defined to fit the purpose ule is the marginal cost curve, MCs, Exhibit 2, of "Cost based
management wants to accomplish." °
the selling division. Under the marginal costing princiUsually, the cost based transfer price is defined as ple, it would sell to the buyer an output level where transfers
cost to manufacture; i.e., the traditional accounting MC = MR The buying division, however, analyzes
s. curve and its marginal revenue curve weaken the
s
definition of absorption costing. However, sometimes its marginal
cost
variable cost is applied and fixed overhead charges and determines how much it will buy from the supply- earnings
are not included. The option to price the transfers ing division. There is no reason to believe that the
at standard cost or actual cost also exists. Furthermore, buying division will not choose to act as a monopolist statement as a
cost transfers are made in some firms at manufacturing which would decrease the firm's total earnings while performance
absorption cost plus a percentage of the selling and increasing the buying division's earnings.
administrative expenses incurred by the supplying
measure ..."
divisions. Sometimes "a profit in addition to a full Analysis
share of noninventoriable costs" ' are also included.
In order to demonstrate this, the following analysis
Cost based transfers weaken the earnings statement is presented. For convenience, it is assumed that one
as a performance measure because they are not con- unit of the intermediate good combines with other
gruent with the long -run profitability of the firm. They raw materials, labor and capital, to produce one unit
lack the incentive to control or to reduce cost where of final product. The curve AR B, Exhibit 2, is derived
cost recovery is assured. Even if costs were maintained by subtracting the marginal revenue of the selling
at their minimum by the selling division, there is no division (MR, = M C, = PJ from the total firm's
guarantee that the buying division will be selling at marginal revenue (P, AR, MR) under the assumption
an output level which will equate the total firm's of a perfectly competitive market for the finished
marginal cost to its marginal revenue, thus violating product. Therefore, AR B is the average revenue of
goal congruence. Even though the buying division is the buying division. If the buying division derives its
equating its marginal cost to its marginal revenue, marginal revenue curve MRB and acts as a monoposome of the cost of the product being sold could still listic buyer by setting its marginal cost equal to it,
remain in the selling division and be artificially as- the buying division will only demand an output of
signed to some other product or vice versa. This further OS from the selling division therefore we will be
weakens earnings as a performance measure.
operating at output OS instead of OQ. Since the total
For the resource allocation objective, the cost basis firm is not at OQ where MR = MC, it cannot be
does not give top management a profit figure for the maximizing its profits!
selling unit suitable for capital- budgeting decisions.
In order to insure that the firm as a whole is maxAnd unless top management were to combine the imizing its profits, top management must take preselling division and the buying division costs in order cautions not to allow either of its divisions to act in
to analyze the complete process, they might overlook a monopolistic manner; but when it does this, it sacriexpenditures needed to expand the production of a fices some of the basic ingredients of a profit center,
much needed intermediate product. Therefore, a cost i.e., operational independence and managerial intent
based transfer price is not consistent with the organi- are denied the divisions. These sacrifices are made in
zational structure preferred by the firm.
order to achieve goal congruence, which is not inherent
A cost based transfer price also violates Joel Dean's in the marginal costing model. Also, it should be noted
criteria for a profit center. If a supplier is required that the profits of one division are determined by the
to transfer all he can at a given cost, he does not choice of the other division's operating level. Therehave operational interdependence. It is clearly evident fore, the units of performance measure (profit dollars)
that he does not have access to sources and markets, ° Accounting for I ntra- Company Transfers. NAA Research Report 30, p. 31.
not at least in the segment of the division that is
ibid., p. 34.
supplying the intra- company transfers. If his total ° Harold Bierman, Jr., Topics in Cost Accounting and Decisions, McGraw -Hill
Book Company, New York, 1963, p. 95.
product is transferred, he may or may not have revenues greater than his expenses depending upon which
Exhibit 2
type of cost -based transfer is chosen.
MARGINAL COST AND REVENUE CURVES
Under these circumstances, certainly there is no
intent to operate as a profit center.
MC, f VICg

Transfers at Marginal Cost
As demonstrated previously, when an outside market
exists, transfers made at market price are also transfers
at marginal cost since the economic profit maximizer
in a competitive market sets marginal revenue equal
to marginal cost.
If the outside market for the intermediate product
does not exist, pricing transfers at marginal cost does
not automatically lead individual division managers
to pursue a course of action that will lead the firm
to an overall optimal profit. For example, the buying
division would have to obtain a schedule from the
selling division showing how much the selling division
would produce at any given transfer price. This schedMANAGEMENT ACCOUNTING/ NOVEMBER 1972

(P, AR, MR)
(PS )

'-PS )

0

0
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"The price of
the buying
division is
completely
determined
. .. by the
selling
division."

are not within the division's control. Using the division's profits to measure performance under these
conditions, denies the division managers autonomy in
their actions. Not to force goal congruence while using
profits as a performance measure would be foolish,
for to judge the autonomous divisions on the basis
of profits is not consistent with the long -run profitability of the firm, since it is to a monopolist's advantage to manipulate the performance measure.
Optimal resource allocation is not easily determined
if the earnings statements of the divisions are relied
upon. Top management could easily interpret a monopolistic profit center as a prime area for additional
investment, when in fact the division being exploited
by the monopolist might be the proper area for increased investment.

Therefore, the selling division also lacks operational
independence. The buying division, with its cost determined by the selling division, and its selling price
determined in the market and given its technological
constraints, cannot have any control over its profits.
The linear programming model does, however, aid
top management in determining capital investments.
If a model can be solved by decomposition, it can
be solved as a simple linear program. Top management
can simulate through the use of the linear program
whether or not a newly proposed activity would be
worthwhile producing along with or instead of certain
other activities, simply by adding the new activity into
the program and increasing the resource constraints
to the new level desired.

Transfers at Shadow Prices

The conclusion is simple: If no market based transfer
price is available for pricing the intermediate product,
then in theory decentralization by profit centers cannot be used. But it is easily observed that in the
absence of a market, profit centers are ficticiously
created forcing the use of transfer prices that are not
market based. It has been demonstrated that these
non - market based prices are not congruent with Joel
Dean's criteria for establishing a profit center, and
consequently, they do not permit performance measurement and goal congruence to exist at the same
time.
If so, why do corporations force divisionalization
when no market based price exists by using transfer
prices that are not consistent with the profit center
concept? The answer could be that centralized control
is impossible. This still allows use of service center,
or cost centers. Could it be that middle management
people get more satisfaction from being associated
with a subunit called a "profit center" rather than
a "cost center" even though they have no control over
the profits they are reporting? " The reasons a corporation takes this seemingly inconsistent course of
action should be investigated and an answer should,
of course, be provided.
❑

"It is generally accepted to the extent the problem
can be formulated properly, that linear programming
offers a technique for allocating scarce resources
among different choices of output."' Due to the explicit relationships between the primal and dual solutions of a linear program, it is possible to use the dual
solution to derive transfer prices. The shadow prices
(the dual solution) reflect the imputed values of the
scarce resources (inputs) in the primal problem. If the
linear program contains all the production and sales
activities the firm is capable of performing and if the
technological coefficients are accurately established,
the solution to the primal problem determines the
optimal resource allocation and the optimal operating
level for each activity.
The same arguments can be raised here as were
raised against marginal costing in a perfectly competitive market since a linear program equates the marginal cost of producing a product with its marginal
revenues.
The price of the buying division is completely determined within the linear program solved by the selling
division. Therefore, the buying division is unable to
act autonomously in regard to its cost. The units of
output that will be shipped to it is determined by
the capacity constraints of the selling division, therefore, it does not have operational independence. By
using the decomposition model 10 to maximize total
firm profits, there is no chance that the selling division
can act as a monopolist and limit its output. The
inherent assumption of this model is that the selling
price is fixed, perfect competition assumption. But
a
unlike the market price case, when supply does not
equal demand for the intermediate product there is
no automatic clearing mechanism for the difference.
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Conclusion

Nicholas Dupoch and David Drake, "Accounting Implications of a Mathematical
Programming Approach to the Transfer Pricing Problem;' Journal o Accounting
Research,Spring 1964, p. 15. Mohamed Onsi, "A Transfer Pricing System Based
on Opp ortu nity Cost;' The Accou ntin g Review, July 1970.
10
For a complete discussion of decomposition, see Baumol and Fabun, Op. Cit..
pp. I -33.
" In The Behavioral Aspects o f Accounting Data For Perfo rmance Evaluation,
Editor, Th omas J. Bums (The Ohio State Un iversity, Columb us, 1970), further
evidence is given o f this app arent p sy cho lo gical status that h as been attach ed
to the term "p tu fit cen ter;' bein g u sed to refer to a u nit th at is in fact a co st
cen ter. Bo th Hewlett- Packard and R. F. Commun ications, In c., u se th e term
"Pro fit Cen ter' wh en in fact th e u n it is a co st center. Mr. Way n e Briggston
Of Hewlett- Packard, stated: "it does make a difference to the m anagers in those
divisions as to what you call the center. We have both , quasi -profit centers and
true profit centers. The management of these quasi -profit centers insist that they
be called profit cen ters because of the favo rable id entity that peop le h ave with
profit cen ters;' p. 159.
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THE SMALL - BUSINESS
ACCOUNTANT
A Much Greater Recognition Must Be Made
Of The Small- Business Accountant And His Needs

By Edwin A. Buerke
What are the duties of the accountant in a small
business? Most likely, he performs or supervises those
functions necessary to keep a going business in operation; viz. payroll, vouchering invoices, bank reconciliations, government reports, and so forth. Very
rarely, most often due to press of time, does he have
an opportunity to prepare a profit plan, set up a
budget or install a cash control system. Even if he
is competent to do these things, odds are that management will call the firm that audits the books into
consultation to set up the system or make the projection. It is not from a lack of confidence in the individual or his abilities to perform these functions that
prompts management to bypass its chief accounting
officer, but rather a habit to which it has become
addicted. To ascertain whether these impressions of
the duties of the accountant in a small business are
correct, it was decided to make a mail survey.
The Survey
The survey was conducted with members of the
Phoenix Chapter of the National Association of Accountants. Using the 1971 -1972 roster of the Phoenix
Chapter, an attempt was made to determine those
accountants who were employed by small companies.
Eighty members, along with four non- members Of
NAA, were selected and questionnaires were mailed
to each with a request to complete and return the
questionnaire or to return it blank.
Out of the 84 questionnaires mailed, 35 or 41.6
percent were returned. This is a more than acceptable
response, perhaps indicating interest in the survey and
the results. Out of the 35 returned, 25 or 29.8 percent
of the total were completed in whole or in part; still
an acceptable ratio. Personal discussions were held
with several individuals who volunteered to give additional data. These became an important part of the
survey results.
Scope of the Survey
The survey questionnaire was divided into two parts;
the individual and the company. The questions concerning the individual were developed to determine
job title and description, duties, length of service with
MANAGEMENT ACCOUNTING /NOVEMBER 1972

the company, his opinion of his competence and
whether he feels he is a part of the management team.
The questions relating to the company were addressed
to size, dollar sales and number of employees; whether
the company was public or private; length of time
in business and various aspects of the accounting functions of the company. No attempt was made to relate
salaries or salary ranges of the individuals, but several
comments as to the importance of this aspect were
volunteered.
Survey Results
The survey results were a "mixed bag of tricks,"
indicating that a greater in -depth survey is necessary
to explore the question adequately. Interesting of itself
was that all 25 returns were made by individuals who
were the chief accounting officers of their companies,
although the job titles varied from Office Manager
to Accountant to Controller to Treasurer.
The s ize of the companies in sales ranged from
$100,000 to $35 million (this latter company is a division of a national company), but the great majority
were from $3 to $10 million. The number of employees
also varied widely; from 5 up to 500.
As to the competence of the respondents, all had
degrees in business or accounting, six had advanced
degrees, and several were CPAs. Eight belonged to
other accounting organizations in addition to NAA,
but few indicated they read any accounting literature
other than MANAGEMENT ACCOUNTING. The Journal
of Accountancy was the usual addition, and many
stated they read the trade publications of their particular industry. All considered themselves competent for
their positions; not too surprising, but some comment
was made that there is always something to learn.
Only 60 percent considered their abilities being fully
utilized and all but three said they considered themselves to be part of the management team. However,
in this area the personal discussions became all too
relevant. From these, and comments made in addition
to the questionnaire, the distinct impression is gained
that, in many instances, there is a de facto, at least
in part, absence of the management accountant on
the management team.
Seventy -two percent of the respondents stated financial statements, i.e. balance sheet and incoine
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". . . the real

role of the
management
accountant .. .
i s . . . dependent upon the
personalities
of the
owner /president
and the
accountant."

statements, are prepared monthly; others, quarterly.
As to whether the statements were fully utilized by
management, the replies were either a resounding "of
course;" an equivocating "yes" (with comments written
or verbal that it is only sometimes); or an emphatic
"good to have, but not really useful."
A surprising 68 percent indicated that profit plans
are prepared on either a quarterly or annual basis,
indicating the importance this tool is achieving; and
only four responded that no cost system was in effect.
Analysis of the Survey
It became obvious very early that no clear -cut statement of the role of the management accountant would
be forthcoming from the survey. What did become
clear was that the role of the management accountant
in small business is not precisely structured as it may
be in larger businesses, but can be greatly expanded
to fill the needs of a company not having exact areas
of responsibility for its executives. The personal discussions revealed the real role of the management

accountant in small business is, to a large extent,
dependent upon the personalities of the owner/
president and the accountant. In instances where the
president has relinquished responsibility and authority
to the accountant, his influence increases to a much
greater degree than the job description indicates. This
is more true in the private company than it is in a
public corporation.
Conclusion
A much greater recognition must be made of the
small - business accountant and his needs; he is not and
cannot be the same as his counterpart in big business.
With complete devotion to the requirement of keeping the business going, there is little time to give
thought to, do research and study, and write manuscripts technically accurate that will gain enough attention for publication. With most of the business
in the country in the category of small, we must have
a greater awareness of the problems and the potential
of the small - business accountant.

REIMBURSING TRAVEL EXPENSES
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Continued from page 39

Conclusion

are equally simple and straightforward. Drafts are
payable through the company's bank. As they are
honored, the drafts are charged to the company's
account and delivered daily for approval. Payment of
any draft may be refused by the company within a
specified time. Thus, in case of stolen drafts, the
company need only refuse to accept them. Upon
receipt from the bank of the cashed drafts, the company's bank account is debited.
With built -in controls —such as the preprinted dollar
maximum and requirement for use of the personal
identification card to cash the checks —there is little
risk to the company should drafts be lost or stolen.

Both company and employee benefit under the
expense draft system. The employee no longer need
worry about when or how much he will be paid. His
record keeping is simplified and inconvenience is minimal. Drafts are prepared and cashed the same day
the time and expense report is prepared. On the company's side the reduced workload allows more efficient
processing of the payroll and helps insure timely financial reporting. Although time and expense reports
received beyond the cutoff will still cause problems,
all reports received prior to this time —down to the
last minute —can be processed immediately without
any delay for preparation of an expense reimbursement.
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Many People Believe its The Most Important Organization In The World,
But The Budget Of The United Nations Is Less Than That
Of The New York Environmental Protection Administration;
Reconciling Fiscal Integrity With International Politics
Presents Problems For UN Accountants

MANAGING MONEY
AT THE UNITED NATIONS
By Robert F. Randall
Overlooking New York City's East River is the headquarters of an international organization whose influence far outweighs its tiny budget of about $220 million —about the size of New York City's Environmental
Protection Administration.
But the United Nation's task of making the globe
a peaceful place on which to live and work is immeasurably greater than the business of taking care of
Gotham's garbage. Nobody is more aware of this
paradox than the accounting staff on the 19th floor
of the UN Secretariat building. For theirs is the task
MANAGEMENT ACCOUNTING /NOVEMBER 1972

of seeing that the funds assessed the 132 member states
are spent according to the wishes of the General Assembly and Security Council.
The UN, financially speaking, is a unique entity.
It cannot borrow money; it cannot lend money; it does
not pay taxes and it does not depreciate its assets.
A fragile offspring born out of the chaos of World
Wa r II 27 years ago, it exists at the whim of only
a small number of countries who contribute more than
90% of the budget.
But those professional accountants who monitor the
income and outgo of the funds are proud of the fact
that the organization is fiscally sound and is managed
57

UN's Fitth Committee, which is responsible for budgetary and administrative
matters, discusses the yearly accounts after hearing a budget forecast of $215
million for 1972. The Committee also reviews the report of the Board of Auditors.
according to good financial principles. "There have
been no financial scandals in all the years of the UN's
existence," a senior staff member told MANAGEMENT
ACCOUNTING during an interview just prior to the
convening of the 27th General Assembly.
This is no mean achievement, considering the
myriad people with their differing currencies, customs
and accounting systems represented in the UN and
the thousands of transactions that occur annually. It
is also an index of the type of financial controls that
the United Nations has adopted.
The accounts of the United Nations are kept in
U.S. dollars and most of its funds are in dollars. The
financial system itself is western- oriented, adhering to
the concepts developed largely by accountants in English- speaking countries and Europe. The chief financial officer of the United Nations is the Controller,
a position held at p res ent by W. H. Ziehl, acting
controller. The Controller is responsible for the administration of the financial regulations and rules of
the UN on behalf of the Secretary- General.
The financial year of the UN corresponds to the
calendar year, January 1 to December 31. Illustrative
of the range and diversity of its activities is the organization's annual report for 1971. It is an 154 -page document crammed with statements and schedules which,
taken with the supplementary 106 -page accounts of
the UN development program, gives a complete financial profile of the organization's activities during
the ,year.
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Basically these activities involve fund accounting.
There are funds for development, relief, peace- keeping
and other purposes, affecting countries and peoples
throughout the world. Operations are financed by
contributions from the member states, according to
a scale Of assessments determined by the General
Assembly, and by voluntary contributions.
There are three principal factors that govern the
assessments that states have to pay: per capita income,
a minimum payment of .04% of the budget and a
maximum payment of 30% of the budget regardless
of net national income. The United States pays the
maximum assessment, but on a strict capacity to pay
basis it would have to pay 38.4% of the budget.
The assessments are considered due and payable
within 30 days of the receipt of the relevant communication from the Secretary - General. Countries
which have not paid their assessments for the previous
two years are subject to the penalty of the loss of
their vote in the UN.
The story is told in this connection of a small
country which was in arrears for a very small amount
but would be subject to loss of its vote at the next
session of the UN General Assembly convening in a
matter of days. To save the country this embarrassment, the UN Controller diplomatically made up the
difference out of his own pocket and then billed the
country involved.
One of the continuing problems is a lack of cash
because of the late payment of dues on the part of
MANAGEMENT ACCOUNTING /NOVEMBER 1972

many states. The Controller, however, is able to pay
outstanding bills by juggling cash between accounts.

Budgeting for Peace
The office of the Controller, on behalf of the Secretary- General, is responsible for the preparation of the
annual budget which must be submitted to the Advisory Committee on Administrative and Budgetary
Questions at least twelve weeks prior to the opening
of the regular annual session of the General Assembly.
This committee is a group of experts appointed by
the General Assembly's Fifth Committee to
serve in a personal capacity. It prepares a report to
the General Assembly on the estimates submitted by
the Secretary- General. Budget estimates have to
be submitted to member states at least five weeks prior
to the regular annual session of the General Assembly.
The Advisory Committee's report is also transmitted
at the same time.
Composed of 13 members, the Advisory Committee
goes over the budget line by line and recommends
such changes and reductions as it considers necessary.
Generally its changes are minimal.
The Fifth Committee next considers the budget,
along with other administrative and financial matters.
One of the major committees of the UN, this body
makes its decisions by a simple majority vote. After
it has approved the budget, the estimates are incorporated into a draft resolution which must be approved
by the General Assembly in plenary session by a two thirds vote. Usually this is merely a formality, once
the Fifth Committee gives its stamp of approval to
the budget.
The foregoing is a brief account of the progress of
the budget from conception to adoption by the General Assembly. As might be expected, the process in
reality is much more complex and time- consuming.
"It's always a problem to get the budget approved,"
commented a member of the accounting staff.
Political pressures determine the final figures in the
budget, he explained. Generally, the developing countries lobby for an increased budget each year, while
the richer countries —who contribute most —bring
countervailing pressure to keep the budget at the same
level or with only small increases.

Interim Reporting
The controller's staff prepares a report each month
on a trial balance basis. A more complete report is
prepared every quarter, except for the first quarter
which runs too close to the annual closing.
At the end of the year, the accounting staff prepares
the annual accounts which must be submitted to the
Board of Auditors no later than March 31. This often
presents a problem since the UN has offices scattered
all over the world and many are remiss or late in
transmitting the accounts of their financial transactions.
(Even though the UN does have a computer facility —the International Computing Center —it has not
yet put all of its financial consolidating and reporting
processes "on line." The UN staff payroll is, however,
processed by the computer at UN headquarters.)
The Board of Auditors is composed of three
members, usually the ranking auditor or comptrollerMANAGEMENT ACCOUNTING /NOVEMBER 1972

general of member countries. They bring in top accountants from their own countries twice a year for
a period of eight to ten weeks and audit the accounts,
much like professional CPA firms.
If the auditors find any irregularity in the accounts,
they are required to notify the Controller immediately.
The auditors certify the financial statements in these
terms:
"We have examined the following appended
financial statements, numbered . . . to . . . ,
properly identified, and relevant schedules of .
. . 19
Our examination included a general
review...
of the accounting procedures and such tests
of the accounting records and other supporting
evidence as we considered necessary in the circumstances. As a result of our examination, we
are of the opinion that the financial statements
properly reflect the recorded financial transactions
for the year, which transactions were in accordance
with the Financial Regulations and legislative
authority, and present fairly the financial position
19...,
asat

World powers,
political
pressures
determine final
figures in UN
budget
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adding, should it be necessary:
"subject to the observations in our report."
The report is then submitted to the General Assembly.
An internal auditing service ensures that financial regulations and rules are carried out to the letter
in day -to -day transactions. Auditors periodically travel
from one UN post to another, auditing the operations.
Often the post financial officer is subjected to pressure
to bend the rules and regulations a bit to conform
to local custom but the home office —the Secretariat— insists that its rules be observed.

How Much and Where?
At UN headquarters there are about 29 professional
accountants and 80 accounting clerks. Several UN
offices overseas (Geneva, Switzerland, is the biggest)
also have accounting staffs which report to the Controller in New York.
As a qualification for its professional staff, the UN
requires a master's degree or equivalent experience.
As a rule, it is difficult to get good American accountants because the salary rate is less than what private
industry and CPA firms are paying for top people.
In addition to the daily transactions and the necessity to find enough cash to pay for current operations,
the accounting staff is now faced with a new problem.
Plans are being made to change to program budgeting,
as compared to the present procedure of budgeting
along organizational lines and objects of expenditure.
"They want to find out how much it costs to hold
a conference on human rights," a UN accountant said,
in illustration. He added that the staff would take
its "first shot" at the new budget approach in 1974.
Like millions of others, the staff of the UN will
be reading about the discussions of the current session
of the General Assembly. The actions of the world's
diplomats are often momentous and far - reaching but
someone has to answer the questions: how much will
it cost and where will we get the money, and how
do we account properly for the expenditures? That's
the job of the accounting staff in the lonely building
on the East River.
(]
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HOW
A BAD
PROGRAM
CUTS
COSTS
'Join The BAD Guys' Is Theme Of Unique
Cost Reduction Program Designed To Motivate
Employees To Think In Terms Of Saving Their
Companies A Buck -A -Day; It Draws Big

1971 L. C mo. lat

m o o t

n, l e a . N. Y. C.

Response At Many Companies And Saves
Thousands Of Dollars

Mysterious die -cut footprints first appear; then a picture of a beady -eyed desperado peering over a doorway.
On the third day a life -size little man in a black coat,
with collar upturned, and a low -slung fedora, is posted
in conspicuous places. The message on the figure warns
"The BAD guys are coming."
This is the type of introduction that a number of
companies have used to dramatize a coordinated cost reduction program which aims to bring the concept
of saving costs down to the perspective of the average
employee by urging him to save a Buck -A -Day (BAD).
It's difficult for most people to think in terms of saving
thousands of dollars but what if you ask them to save
a buck a day?
A simple idea, but it seems to be adding digits to
the bottom line for companies which have tried it.
The idea was originated by International Telephone
& Telegraph Corp.'s P.B. Crosby, who also developed
the zero defects program. One ITT official estimated
that four divisions spent $3,000 on the program and
saved $220,000.
"We want employees to look at their own jobs,"
says George Schmidt, president, Industrial Motivation,
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Inc., a New York company that has supplied material
to more than 50 companies which have conducted
BAD programs. Behind his desk, mounted on the wall,
is a giant 1922 silver dollar, symbolic of the save -adollar-a day idea. As Mr. Schmidt explains it, a dollar
a day may seem paltry but if an employee comes up
with an idea that saves a dollar a day for 250 working
days, that's $250. And if a thousand employees do
likewise, that's $250,000.
The techniques of BAD are simple but effective.
For 30 days all of a company's employees at a selected
location are urged to participate in cost reduction.
To stimulate interest, the first week is devoted to the
introduction. Through the use of signs, cutout figures,
footprints, paycheck stuffers and posters, employees
are put on notice that something is going to happen:
"The BAD guys are coming."
Then kickoff banners reveal the meaning of the
acronym "BAD." A leader's guide and flip card presentation is used by supervisors to urge employees to
submit suggestions on how the company can save
money. Each week a newsletter is published to keep
interest alive. Everyone who submits a cost - saving idea
MANAGEMENT ACCOUNTING /NOVEMBER 1972

is presented a coffee mug with the company's name
imprinted on it and incorporating the BAD theme.
A rubber dollar bill is also presented to the employee
who submits an idea. The winner of a weekly drawing
is given the cost reduction version of the Master's golf
jacket.
Instant Gratifi cation
Despite the fact that the program doesn't include
cash awards, it normally elicits 75% or 80% participation, claims Mr. Schmidt. There may be a number
of reasons why the program works better than the usual
company suggestion program which offers monetary
awards. One is the instant gratification aspect. The
employee doesn't have to wait a month or year for
his reward: he gets it immediately after submitting
a plausible cost - saving idea.
Another reason is that the cost reduction program
is concentrated in one month. "It's difficult to sustain
interest over a long time," says Mr. Schmidt. The goal
of $1 a day is so modest that many try to surpass
it, especially supervisors. Also, a principle of the buck a -day program is that everyone participates, not just
white collar workers or blue collar workers.
In addition, there may be limitations to the traditional appeal to the acquisitive traits. "We t r y to
appeal to employees' enlightened self- interest. For this
reason we don't give monetary awards," explains Mr.
Schmidt. Even after the campaign is concluded, its
impact lingers on. "After it's all over, somebody will
come along and say that's a BAD idea." Result: "Everybody becomes a little more cost - conscious."
Companies other than ITT which have tried BAD
and achieved good results include Allied Chemical,
American Standard, AMF, A. O. Smith, and Marine
Banks of Milwaukee, as well as an insurance company.
A manufacturer of precision equipment, for example,
predicted it would save more than $100,000 as a result
of ideas generated by its employees during BAD
month.
Magnavox Electronics recently conducted the program at eight plant locations and received 4,000 ideas.
The employee who was named BAD Guy of the Week
got a free lunch in the company cafeteria for himself
and a friend served by the plant manager.
A BAD program at seven locations of Philips Industries, Inc., elicited more than 800 ideas. More than
100 ideas were accepted and put into action. One
suggestion was that mobile telephones in service trucks
were effective for only 35 miles and that by removing
them and using normal telephone service the plant
could save a lot of money.
Often the ideas were so simple supervisors must have
wondered why they hadn't thought of them before.
One girl, for example, noticed that employees were
using expensive envelopes to mail inter - company and
inter -office mail when no envelope at all was necessary.
A plant worker suggested that thermostats suspended
from " I" beams be moved to prevent damage by
loaded forklifts.
Tom Collard, purchasing agent in the corporate
purchasing department of Philips Industries, coordinated the cost reduction program for the company. He
said BAD was quite effective in getting ideas, and
estimated that the resulting cost - saving ideas will go
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George Schmidt (left), President of Industrial
Motivation, Inc., displays materials used in
unique campaign to spur savings by employees.

into the "tens of thousands of dollars."
He cautioned, however, that a company must be
prepared to exploit the ideas. "You must have, or
inaugurate, a very thorough analysis and follow through." If a company does not have an existing
evaluation and implementation program, it must set
one up, he suggests; otherwise the ideas may just sit
in a filing cabinet.
The idea cards furnished by Industrial Motivation
reserve one side for the description of the idea submitted by the employee. On the other side, there is room
for the supervisor's comments and his recommended
action. Another line asks the supervisor to estimate
the annual savings likely to flow from the idea. At
the bottom of the card, there is space for noting the
final disposition of a suggestion.
There are just as many opportunities for savings
in white collar and clerical areas as in industry, Mr.
Schmidt claims. He points to the experience of the
United Services Automobile Association, an insurance
company in Dallas, Texas. The BAD program drew
more than 3,000 suggestions from the organization's
2,800 employees.
"There's lots of savings in computer operations,
too," Mr. Schmidt has learned from his experience
in marketing the BAD cost reduction program.
"What's good about BAD is that it works through
employees, tapping their creativity for effective cost
reduction ideas," notes one of the newsletters published during the campaign. It's also treated as a game
and employees are encouraged to play against themselves. ( "BAD is like golf. It's up to you to come up
with a good or BAD round.")
Mr. Schmidt plans to introduce a follow -up, second -year program for those companies who want to
carry it out again. So it's likely that in the near future
some employees will be seeing a poster saying: "Buck
up. The BAD guys are returning."
❑
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JAC OB S C H M I D T , Chicago.
A L B E R T W . S E I T Z , Lancaster.
A R T H U R H . S M I T H , Los Angeles p a s t
ALLEN

PEGRAM,

W.

.... A

p res-

ident.

McLeod Society President
Appointed Dean

HOW AR D

D.

Cameron

Vest,

president

McLeod

app oin ted

Dean

of

of

the

So ciety , was
the

Faculty

Stuart

recently
of

Ben-

ja min Fr an klin Unive rs it y in W as hingto n,
D.C. Mr. Vest

is a n a l u m n u s o f t h e p r i -

vate, co- edu cation al co llege.
M r . V e s t is a p a s t N A A
and

past

pre sid ent

of

vic e p re s i d e n t

the

S P E YE R ,

Toledo

past

Niagara

past

pres-

MULLS
Fla. West Central

ide nt.
AR TH UR

Doren

B.

Washington

C h a p t e r . Prior to taking u p th e du ties of

J.

TI F F A N Y,

pres-

ident.

joined

Dallas.
C. V I T E , San Diego.
W I L L I S K. W A T E R F I E L D , C i n c i n n a t i .
W I L B E R T G. W E I N S H E I M E R , Buffalo.

C E C I L F . US S E R Y ,

Concerning

the

in

Wa sh in gt on .

p o sitio n , h e said, " T h i s

is a r e a l c h a l l e n g e a n d

Fin

enjoying every

minute."

president.

W . C H I L D R E N , Omaha.
D O N A L D W . C O R L E S S , Buffalo.
E R W I N H . F E L D H A H N , Northern Wisconsin p a s t p r e s i d e n t .
RO BE RT
E. F O O T E , St. Louis.
EDW IN
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has
con-

been

m e n t o f A c c o u n t in g at th e Un iv ers ity of
T e n n e s s e e . . . . JO SE PH

W.

MCHUGH has

b e e n n a m e d tr e a s u r e r a n d ass is ta n t se cr eRICHARD

W.

HALL,

Ann Arbor,

was pro-

Un iver sit y .

tary

of

Romicon,

Inc.,

Asheville,

has been

a

newly

jo in t ven t ur e o f Ro h m & H a a s
delphia, Pa., a n d

V I N S O N A . PA R S ON S ,

formed

Co., P h i l a -

A m i c o n Cor p., Lexing-

ton, Mass.

elec ted vice pre sid ent of Akz ona , I nc. H e
will c o n t in u e as c o n t r o lle r o f t h e c o m p a n y .

TH E O D O R E

F.

Long Beach,

BE V E L ,

has

been ap poin ted division c ont roller for the

M.

BR I C K ,

Butler Area, w a s
& Co.

promoted

to cont roller at S p a n g

has

Sabine.
E. W. B R E H E R , St. Louis.
J O H N C. B U M G A R N E R , Tulsa p a s t p r e s i d e n t .
BE R T R A M J. C A R M A C K , Indianapolis p a s t

as

ap p oin ted actin g chairm an o f the Dep art-

been

appointed

cont roller

Southern

Ca lifo rn ia

of

I. S.

HARR Y J . MILLER,

Ameron

Long Island - Nassau, h a s

bon & Carbon

Mfg.

members

were

Co.

F . T O N K E L , Louisville, w a s a p pointed execut ive vic e president of Remco

LA R R Y

Co n st r uc t io n , Inc.

F. M U R R A Y

SIMON S,

Mass. Route 128, w a s
to cont roller of N e w -

to n Co llege of Sacred

Heart.

recen tly prom oted at Flexs teel Ind ustr ies,

GEORGE

In c . C LE TU S A . G A R TN ER w a s n a m e d m a n -

n a m e d c o n t r o ll e r of C i t r u s C e n t r a l .

ag er o f c o r p o r at e ac c o u n tin g, an d ELDON

R. W I L G E N B U S C H ,

D u b u q u e divisio n co n -

tr o lle r.
RAYMO ND
fo r Jo s ep h

RALPH

is n o w c o n t r o l l e r

B. D a h l k e m p e r

Co.

TR A P P ,

R.

corporate
Berndt

J. K I N G , Erie,

Pipe

b e e n n a m e d co n t r o lle r o f Co lu m b ia Rib-

recently p r o m o t e d

Berlin Press.

Two Dubuque Tri -State

Div.,

Products Gro up .

The designation of E m e r i t u s L i f e A s s o c i a t e is Two Chicago m e m b e r s h a v e b e e n n a m e d
made available to retired members who have a t C h i c a g o T i t l e & T r u s t
Co. R O B E R T J.
had 20 years of active service, Or ten years of
BO C H TE w a s n a m e d a n a c c o u n t i n g o f f i c e r ,
active service including five years as an elected
national or chapter officer or director. Those a n d E U G E N E P. TO R G E R S E N n a m e d c h i e f
so designated are relieved from payment of t a x o f f i c e r . . . . C H A R L E S P. C L A R K E W a s
annual dues. The intent of this provision of n a m e d f i n a n c i a l v i c e p r e s i d e n t o f B a n k e r s
the By-Laws is to recognize the debt which the U t i l i t i e s C o r p . . . . D O N A L D M . H A R R I S
Association owes to members of long standing.
R A U L E Y BA N N E R ,

Kansas City,

Bancshares

E. D I T T R I C H , Knoxville, h a s

NORMAN

Promotions and New Positions

H.

Emeritus Life Associates

S C O TTE N ,

tr o lle r.

his new position, Mr. V est w as a finan cial
consultant

L.

Commerce

VER NER

m o t e d to cont roller a t Ea s te r n M ic h ig a n
management

DA N IEL

SCOTTEN
Kansas City

G O E TS C H ,

has

Milwaukee,

se c re t ary - o ffic e

Bu ic k

was na m e d

Mid - Florida,

Co. . . .

been

is

now

manager

for

R A MO N J. MA YE R

c o r p o r a t e t re a s u re r of C r o w n

Screw & Bo lt

Co....

C A L V I N A . PA TTE R -
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SON has been promoted to controller of
Federal Huber Corp.— Bradley Wash-

Time Off

T

I

�

C,
� J

f

N h O

f o u n t a i n C o . . . . R O N A L D S ZC Z E P A N S K I h a s

been elected assistant secretary of American Appraisal Co.

hv Vow

G E R A L D F . G R E Y , Minneapolis Northstar,
was named controller at Land O'Lakes.

Morristown president,
has been appointed vice president and
cashier of The First National Iron Bank
of Morristown.
CH A RL E S STAN CE L,

Y i IN&ita
� Nf�Will

�

1

R O B E R T F . B E N N E T T , New York, has been
appointed assistant director of finance for
the Port Authority of New York and New
Jersey.... RICHARD J. MURPHY has been
appointed vice president of administration
and finance of the National Electrical
Manufacturers Assn. He wascomptrollerof
NEMA.
A L L E N , Northern New York, has
been named vice president and controller
of New York Air Brake.... CHARLES F.
LYNCH is now division controller at Jones
& Laughlin Steel Corp.
JO HN

ri

North Texas, was
recently promoted to controller for the
Haliburton Companies.

KEN NETH V .

D.

"I've prepared this simple chart to give you a clear picture of our financial
situation."

Calculator in Every Home?
"A chicken in every pot," "Two cars
in every garage" —these are the optimistic slogans of yesteryear which have
become part of American folklore.
They have also been achieved for millions of Americans. But now technology suggests another phrase to excite
the imagination and spur industry to
new heights: "A calculator in every
home."
It may not be so inspirational as to
motivate a worker to get a part -time
job or work overtime. In fact, the hum
of a small pocket -size calculator may
leave many people cold; yet one of the
technological marvels of the last five
years is that microelectronics has
brought the calculator within the
means of millions of families.
Now selling for less than $100, the
calculator may create a whole new
market. North American Rockwell Microelectronics Company, which designs
and produces the systems for the
mini - computers, estimates that the
total worldwide consumer calculator
market —based on price motivation
alone —is from one to three million
nnits annually through 1975.

M A N A G E M E N T A C C O U N TIN G / N O V E M B E R 1972

The fact that a miniature calculator
can be used to speedily streamline
budgets and cut costs in the buying of
household items makes the manufacturers dream some day of the compleat
housewife at the checkout counter,
summing up her purchases faster than
the old -time cash register.

Cryst al Clear
Bureaucrat ese
One U.S. Congressman recently noted
that the Federal Government had
achieved some kind of record, but it's
not the sort of accomplishment that
bureaucrats could be proud of. Richard
Poff of Virginia read a report from the
Department of Housing and Urban
Development which he thought elevated the art of obfuscation and pure
pedantry. The excerpt read, relieve it
or not, like this:
"Action- oriented orchestration of
innovative inputs, generated by escalation of meaningful indigenous
decisionmaking dialogue, focusing
on multi - linked problem complexes,
can maximize the vital thrust toward
a nonalienated and viable urban
infrastructure."
❑

JE N K I N S ,

J . GO A LEY ,

Omaha, has been named

vice pre si de nt of a c c o u n t i n g for M u t u a l

of Omaha.

FINANCIALandDATA
PROCESSING
PERSONNEL
If you are stymied in your present
position, there is a challenging situation
awaiting you just around the corner. If
you have the expertise of a professional
in either finance or data processing,
there are companies awaiting your skills.
We continually search for new, vibrant

individuals to fill important positions.
Our services are confidential and all
expenses are paid for by our client firms.
We do what our name says: recruit for
some of the finest companies in the
United States. If interested, contact:
Merlyn C. Wilson, (517) 782 -0541

PERSONNEL
RECRUITERS
1703 Spring Arbor Road
JACKSON,MICHIGAN49203
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SHELDON E .

P E R L M A N , Philadelphia, has
been elected to senior vice president,
Teleflex, I n c . . . . H E N R Y R U H L , JR . ,
has joined Deemer Steel Casting Co., as
corporate controller.

Two Piedmont- Winston -Salem members
have been named at McLean Trucking
CO. JOE B. ELDRIDGE was named vice president of accounting and treasurer, and J.
HERMAN W A R D
, comptroller.
JO H N P . FOE RSTER ,

Pittsburgh, was elected
assistant treasurer, Allegheny Ludlum Industries, Inc.... PHILIP F. MUCK has been
elected to the newly created position of
vice president — controller, Mesta Machine.

JOHN P . M A UR E R ,

In Mem o r ia m

57, Washington, 1967.
North Central

BA R RY L . M C CA F F ER TY, 4 0,
R O B E R T C . BA N G E R T , 5 0 ,

Indiana, 1970.

C.

FREDERICK R . N E I L D , 5 2 ,

W .

JACK A .
EDW IN

Chicago, 1960.
53, Wilmington, 1971.
C L E E R E , 6 0 , Birmingham, 1949.
C L A R K S O N , 89, New York, 1934.

BE N N E T T,

GEO RG E F . O D ETTE,

1969.
DAVID R. PUGH,Cedar Rapids, 1943. ELA.
J O H N W . S C H N E I D E R , 5 1 , Long Island,
1954.
P H I L I P S. S L O A N ,
49, Jamestown, 1967.
R O B E R T T . S T E W A R T , 6 2 , Washington,
1948.
JA ME S A . T H O M P S O N , 6 8 , Houston, 1952.
C H A R L E S M . W H E E L E R , 66, Louisville,
1948.

ELA.
61, New York, 1962.
53, San Francisco, 1954.

HENRY GOLD,

K . S . HA N K LA N D ,
CLIF FORD

A.

HOF FMA N,

71,

Ro ch ester,

1930. ELA.
A.

HER MAN

JOH NSO N,

46,

Boston, 1965.
59, Mohawk Valley,

Jam esto wn -

Warren, 1972.
J O H N S . L A M P P E R T , 4 8 , Cleveland, 1962.
L. E. LUNDQUIST, 50, St. Paul, 1956.

P E T E R A . S A I T TA ,

Raleigh- Durham Area,
is now controller with Hyper- Video, Inc.

STATEMENT OF OWNERSHIP, MANAGEMENT AND CIRCULATION

... R IC HARD VER R ONE h as b een p ro m o ted

(Act 01AUSrgi 12, 1970: Section 3685. 77tH 39. Monte beamsCode)

to vice president, Wachovia Bank & Trust
Company.
ER N ES T A . HUBA N D ,

Richmond, has been
promoted to assistant vice president in the
Finance Division, Bank of Virginia Co.
... DAVID K. HUNT was named assistant
vice president, Virginia Commonwealth

U. S . PO STAL SER VI C E

'

SEE I NSTRUCTI ONS
ON PAGE 2 (REVERSE)

ON

2.

Management Accounting

D A TE

OF

F I L I NG

Sept. 19, 1972

3. FR E Q U E N C Y O F I S S U r —

Monthly
F F M O F PU B L I C A TI O N

4.

poet , c r y , or tm r y , st at e,

)

of

tees)

919 Third Avenue, New York, N.Y.
L O C A TI O N O F T H E H

10022
of

PU B L I SH E R S

919 Third Avenue, New York, N.Y.
6. NAMES AND A

U L

con

I

1

uteri/

10022

E D I TO R

o.

National Association of Accountants, 919 Third Ave., New York, N.Y. 100
p

amt

Services .... WILLIAM B, HUNTER h as b een

appointed vice president in addition to
controller for Bank of Virginia— Central.
... W. C. WILDMAN has joined Cliff Weil,
Inc., as controller.

Managing
7. O W N E R

elf

moan a E r w i n

Ko v a l .

NAA

919 Third Avenue

New York

N.Y. 10
22

ow n e d b y a c or por at i on, Its na me and addr es s mu s t be op t ed a nd a bo I m m edi a t el y M a t e t a d e r t h e r o m p a t d a d d n a u o f

n c k h o l r i c . o w n i t g or hoh Ynd 1 pe r c e nt or m o r e of f o nt a m o u n t o f c o c k . U n o t o w n e d b y a m r p m t i o n , the names and addream s of t he
I ndl ai dual ow ner s m us t be s I uer a. i f ow n e d by a p ar t n er s hi p or o uh c r - I nc or po r a t e d

ftrm, i s

t o m e a n d e d b e m . u w e l l p t h a t o f each

1ndIWdua1 m u n be Slum. )
NA M E

DONALD C . GL ID DE N, R o c h e s t er ,

has been
named treasurer of Ruinrill -Hoyt, Inc.

NA t-in n; ;1

AD D RE S S

9 1 9 Third Avenue

Arg znn ig tti nn o f
Annnuntantq

Y. 1 0 0 2 2

New York

. . . J . R A Y M O N D TY T L E R , e x e c u t i v e v i c e
B. KNOW N BONDHOLDERS, MORTGAGEES, AND OTHER

president of Security Trust Co., has been
(lamed staff operations advisor to the
president.

CURITY HOLDERS OWNING OR HOLDING 1 PERCENTOR MORE OF
TOTAL AMOUNT OF BONDS, MORTGAGES OR OTHER SECURITIES
Mereare none, so van"'
NA ME

AD D R ES S

No ne

A R N O LD E . CA RLS ON ,

Rockford, has been
promoted to vice president and controller,
Illinois National Bank & Trust Co.

9. FOR OPTIONAL COMPLETI O N

W .

G . J O H N S O N , Sabine, has been pro moted to senior vice president and trust
officer, American National Bank.
BR Y A N C A R L I N , S t . L o u i s ,

was appointed
controller and treasurer, Falcon Products.
F. ABEL, Sangamon Valley, has
been elected treasurer of Myers Industries.

In

To

C H ES N UT, S e a t t l e - T a c o m a ,

re-

olosi
nc e oulhor
wi th the
ovi si
pr
esently
bedprby
79ons
U. of
S. th
C .is3628,
statu te, I her eby r equest per mi s si o n t o m ail tthe Publi c ati on named I n I tem t at the r educ ed postage

OR C

LE

FI

ORGA

I

A I

AU

� '1 H- o n ot c h an go d
JD dur ing pr ec edi ng

11. E X T E N T A N D N A T U R E O F C I R C U L A TI O N
A. TO TA L N O . C O P I ES P R I N TE D ( N e tA e s s R u n )

South Birmingham,
has been promoted to executive vice president, Elastic Corporation of America.

D . F R E E D I S TR I B U T I O N B Y M A I L , C A R R I E R O R O TH E R M E A N S
1. SA M P L E S , C O M P L I M E N TA R Y . A N D O TH E R F R EE C O P I E S

2. M A I L S U B S C R I P TI O N S

C. TO TA L P A I D C I R C U L A T I O N

E. TO TA L D I S T R I B U T I O N ( S t a n o f C a n d D )
F.

70, 482

ofc

A C TU A L N U M B E R O F C O P I E S O F
SI N G LE I SS U E P U B LI S H ED N EA R .
E S T TO F I L I N G D A TE

73, 080

425

560

67,836

70,747

6 6 , 2 6 1

7 1 , 3 0 7

525

319

68,580

7 1 ,

83 2

OF F I C E US E , L E FT - O V E R, U NA C C O U N TE D , S P OI L ED A FTE R

PRINTING
O. T O T A L (St an of E d F— s hould equal net prep r un sh o w n i n A)

7

1,902

1,248

0, 4 8 2

7 3 , 0 80

(81snanvn of t d e i Pub6slm,. Internet monger, or owner)

N O R M A N E . C A R L TO N ,

64

AV E RA G E N O. C O P I E S
EA C H I S S U E D U R I N G
PR E C E D I N G 1 2 M O N TH S

c hanged, publaher mar t
s(1f
u bm i t e x p i n ot i o n
hange
weth thus statement.)

2. C O P I E S D I S TRI B U TE D TO N EW S AG E N TS , BU T NO T SO L D

G E N E C . SM IG OC KI ,

Toledo, has been
named controller of National Cement
Products Co.

Hess c heeped duri ng
� � p r e c e di ng � 1 2� mo nt hs

12 mon ths

8. ►AI D
R UL A ION
I . S A L E S TH R O U G H D E A L E R S A N D C A R R I E R S , S TR E E T
V E N D O R S A N D C O U N TE R S A L E S

South Jersey, was recently promoted to director, finance and
accounting, Campbell Soup International.

( ZE D TO M A I L A T S P E C I A L R A TE S /Sec ti on 13212 2, pr am i AS anual
(C hec k one)

The pur pon, f u nc ti on, and no npr o f i t sta tue Of thi s
r us f or Federal
Or gani zation and M e exe mp t '
to
Inc ome tes pur poses

cently joined Pacific Car & Foundry as
an assistant division controller.... LARRY
HOUK has been named assistant treasurer
of Lockheed Shipbuilding &Construction.
BE R N A RD R . W E D G E ,

)

Ipnaf ur o and ti tle of edi tor , publi sher , business menpar, or owner

1

EUG EN E

DAVID S .

B y P U B L I S H E R S M A I L I N G A TT H E R E G U L A R R A T E S Sec ti on 132. 121, Portal Ser vi c e Manuel

39� U. � S. � C . � 7 826� p— ld er � i n� po r t1n Mn1� p ar t: � " No � pen u+ n� who� woul d� ha y s� be en� e nti t led� to� m all� matt er � u nder t o — . sec ti on 4369 of thi s ti tle
sh i l l mo ll such ma tt er at the r o c k � pr o vi de d � u n de r � t hi s � s u bs ec t i o n � u ni o n� M � f i le s� a nn u al ly � wi t h� t he � P o st a l� Se w lc e � • � wr i t t en � r e au e et � f o r
per mi ssi on to mall matter at suc h r ome. "

I certify that the statements mode by me above rte correct end complete.
PS Form 35 26

1 Wy 1971
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How to aet out of
the bookkeeping business
and back to
the business you're in.
We'll process your payroll,
accounts payable, accounts receivable,
general�ledger�/financial�reports—
__ ,
any or all of them.
The coupon below will bring you
FREE booklets that tell you just how
we do it ... and have been for 23 years.
They spell out how we operate and
wha t benefits you'll r eceive. Increased efficiency, speed and accuracy. Savings in time and overhead.
As well as free preparation of local,
state and federal payroll tax reports. Cash flow and working
capital reports. Meaningful man agement information that helps

ct00

sirs$"°¢ss''� `g'

0%
• •
•

•

D

•

•

-

•

•

• •

•

you run your business better.
You need not buy, rent or install any equipment —we have our
own. And with ADP you're never
asked to sign a contract. There's no
place to hide in our business: either
we do better or out we go. Perhaps
this is why we've grown to serve
15,000 customer firms, have computer centers in 20 major cities and
are listed on the New York Stock
Exchange.

• CLIP AND MAIL THIS COUPON FOR YOUR FREE BOOKLETS. •

•

AUTOMATIC DATA PROCESSING
Dept. M, 405 Route 3
Clifton, New Jersey 07015
(201) 472 -2222

•

Gentlemen:

•

•

•

•

•

•

•

•

•

•

•

Name
Title

•

Firm
•

I certainly want to know more. Please send me the
booklets checked below explaining how you could
process some, or all, of our bookkeeping chores.

Address
City

Accounts Receivable
General Ledger/
Accounts Payable
Financial Reports
Payroll Preparation

State

_-

Zip Code

Automatic Data Processing
•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

17REASONSTO
CONTACT ROBERT HALF FOR YOUR
FINANCIAL &DATA PROCESSING
PLACEMENTPROBLEMS

Professionals for Financial & EDP Personnel exclusively
A L L E N TO W N
Ho t el Tra y lor Bu ildin g
(2 1 5 ) 439 - 1506
A TL A N TA
23 5 P ea c h t r ee S t . . N . E .
( 4 0 4 ) 688 - 2300
BA L TI M O R E
Th e Quadrangle —Cross Keys
(3 0 1) 323.77770
BO S TO N
14 0 F e d e r a l S t .
(6 1 7 ) 423 - 6440
CH A R LO TTE
48 0 1 E . In d e p e n d e nc e Blv d .
( 7 0 4 ) 535 - 3370
CH I CA G O
33 3 N . M ic h iga n A ve .
(3 1 2 ) 782 - 6930
C I N C I N N A TI
60 6 Te r r a c e H ilt o n
( 5 1 2 ) 6 2 1. 7 71 1

CL EV EL AN D
136 7 E . s ib S t .
(216) 621 - 0670
DAL LAS
2001 Br y a n T o w e r
(214) 742 - 9171
DEN VER
1612 C o u r t P la c e
(303) 244 - 2925
DE TRO I T
140 H o n e y w e ll C e n t e r
So u th f ie ld
(313) 354 - 1535
[ {A RTFO RD
111 P e ar l S t .
(203) 278 - 7170
HOUSTON
1200 C en t ra l Na t 'l. Ba n k Bldg.
(713) 228 - 0056
INDIANAPOLIS
9 No r th Illin o is St .
(317) 636 - 5441

K A N S A S C T Y MO
St
(81 6 ) 4 74 - 4 5 8 3
LO NG IS LA ND
585 S t e w a r t A v e .
Ga rd en C it y
(51 6 ) 2 4 8 -1 2 3 4
LO S A N G E L E S
3600 W ils h ire Blvd .
(21 3 ) 3 8 1 -7 9 7 4
ME MP HI S
12 S. M ain S t .
(90 1 ) 5 27 - 7 3 2 4
MIA MI
119 0 N . E . 1 6 3 S t .
No rt h M iam i Be ac h
(30 5 ) 9 4 7 -0 6 8 4
M I L W A UK E E
Th e Cla rk Bld y
(4 1 4) 2 71 . 93 8 0
MINNEAPOLIS
822 M a r q u e t t e A v e .
(61 2 ) 3 36 - 8 6 3 6

mation getting back to his employer.
12. Exclusive. In many instances, Robert Half is the only
source for certain competent personnel, and for selected positions.
13. Advertising. The Robert
Half System is backed by a million dollar annual advertising
budget.
14. Private Interviewing Facilities. Al I interviews are conducted
in private offices; never in a staff
room; and there is always an
office available for our clients
use too.
15. Consultation. We're always
available to give free counsel regarding Financial & Data Processing employment.
16. Speed. Time is money. Our
methods will generally produce
the right situation faster and
more efficiently.
17. We Succeed on Merit Alone.
No placement ... no fee. (Fee
arrangements are with company
clients exclusively.)

NEWARK
1 1 8 0 R a y m o n d B lv d .
(2 0 1 ) 6 23 - 3 6 6 1
N E W YO R K
33 0 Ma d iso n Av e .
(2 1 2 ) 9 8 6 - 1 3 0 0
ORA NG E, CA L.
50 0 S o u t h M a in
(7 1 4 ) 8 35 - 4 1 0 3
PHILAD ELPHIA
2 Pe n n Ce n t er Plaz a
(2 1 5 ) 5 6 8 - 4 5 8 0
PHOENIX
1 5 1 7 D e l W e b b To w n e H o u s e
(6 0 2 ) 2 79 - 1 6 8 8
P I TT S B UR G H
G a t e w a y To w e r s
(4 1 2 ) 4 7 1 - 5 9 4 6
P O R TL A N D , O R E .
61 0 S .W . A ld er St .
PRO
P
R OVIDENIDEN
V I D E N CCE
E
27k4 -6700 Bl d g .
(4 0

ST LOUIS
1015 Lo c u s t St.
(3 1 4 ) 2 31 - 0 1 1 4
SAN F RA NC IS CO
1 1 1 Pin e S t .
(415) 43 4 -1900
SA N J OS E
6 7 5 N o r t h F ir s t S t .
( 4 0 8 ) 29 3 - 9 04 0
STAM F OR D, CO NN .
11 1 P r o s p e c t S t .
(2 0 3 ) 3 2 5 - 4 1 5 8
TO R O N TO
To r o n t o S t .
(4 1 6 )
14
WASH
WAS
HINGT
IN G T
TO N , D . C .
73 16 W isc o n s in A ve . N .W .
(3011 ) 854 -1854-18 50
(

going on in our specialized fields.
We are constantly surveying the
market. The Robert Half Annual
Salary Survey has been a standard
since 1950.
8. Respected by Our Colleagues. You've got to be good to
earn a fee from other personnel
services to find financial executives for their own firms.
9. Ethical Business Practices.
We never search our vast file of
placed candidates. We never
'pump' applicants for 'leads'. We
don't annoy companies with
canned' solicitations.
10. Best Placement Executives.
Our placement managers are
trained to understand the job
order requirements, and examine
the job - seeker's abilities. Their credentials read like "Who's Who in
Financial & Data Processing."
11. Confidential Service. The
name of the company is not revealed until they elect to see our
candidate; and the employed job seeker is protected against infor-

ROBERT
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1. Success Record. Many of
the most outstanding people in
the Financial & Data Processing
fields got their positions through
Half.
2. Specialization Does a Better
Job. Concentration in a confined
area of employment eliminates
hit and miss methods.
3. Makes Your Job Easier. If
you're looking for competent personnel or searching for a better
position, our efficient service
works hard for you.
4. We've Been Around Since
1948 . . . In fact, we pioneered
specialized employment agencies.
5. Largest Organization of its
Kind. More competent people.
More specialized positions.
6. Network Action. Robert
Half has offices in key centers
throughout North America. We
are geared to search the continent
as quickly as we search a community.
7. We Know the Market. We
are fully conscious of what's

O
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