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We' ve deve l oped a pr ogr a m t h a t m a kes you
independent of programmers.
It's called Score - Audit.
With Score - Audit, nobody comes between you
an d your da ta . T her e' s no waiting. No beggi ng.
You do your job whenever it suits you.
Just give your Score -Audit request to the computer departm ent. Score -Audit im m ediately gener a t e s t h e c o m p u t e r p r o g r a m a n d p r o v i d e s
exactly the output you need.
S u p p o s e yo u w a n t a c c o u n t s r e c e i v a b l e s t a t u s
for all New Jersey corporations with questionable

credit ratings. If the computer has the data, you
can get it. (And we do mean YOU.)

Call Ed Opengart at 212 - 489 -7200 or mail the coupon.
- - - - - - - - - - - - - - - - - - - - � - � - � - � - � - �

Score -Audit can sam ple records, perform cal-

culations and display information in any form you
require. It does the work of many programmers,
but you pay for it only once.
To giv e you the hang of it, we'll be off ering
on e -da y sem i n a r s. Scor e -Audi t a ct ua l l y com mands your computer. We just show you how to
nudge it to get the special categories you need.
The Score System, of which Score -Audit is a
part, has over 300 users.
With Score -Audit you don't have to be an expert on programming.
Just be yourself.

Programming Methods
1301 Avenue of the Americas
New York, N.Y. 10019
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1 want to be able to cope with computers.
Tell me more about Score - Audit.
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PRESIDENT'S PERSPECTIVE

An Obligation
When I took office as President of our Association, I resolved to
do my best to strengthen it. At the outset, I set some major
goals. NAA has made great strides in the last few years, beginning
several new programs that have won wide recognition and praise.
One of my objectives for 1973 -74, accordingly, is to integrate
these programs into the framework of the Association and
ensure their smooth operation.
I propose, too, to get back to basics. The Association obviously
is based on the membership; we must attract a continuing flow
of new members in order to survive and thrive. New members
furnish energy and imagination, qualities which are needed by an
organization such as ours. NAA should have a larger proportion
of the more than 700,000 people that the Government lists
as employed in accounting positions.
When I talk about membership growth I am not talking about
the old "numbers game" of growth for growth's sake. I intend to
relate growth to the benefits to you, the individual NAA
member. There is a direct relationship between the number of
members and the quantity and quality of membership services. I
am going to spell out that relationship and show why it is in
your interest to help the Association enlarge its membership base.
In my own experience, the benefits of NAA membership
have been invaluable. I feel a continuing obligation to repay the
NAA member who asked me to join some 24 years ago. What
about you? Have you given the same amount of effort, to ask
someone else to join, that someone gave to invite you into this
Association?

ROBERT G. CHAPMAN
President, 1973 -74
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By Paul F. Brantner
The author points out that in the land development industry, conventional
accounting methods have produced clearly unrealistic results. He shows that in this
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industry in particular investors are primarily interested in liquidity, asset value, and
management ability. To provide this information, full disclosure would be required
with, perhaps, a separate statement of liquidity.
An award - winning article: Lybrand Gold Medal

INTEGRATED MIS: A CASE STUDY
By William R. Hindman and Floyd F. Kettering, Jr.

Why is MIS so popular today and what is the need for it? In this article, a case
study is used to present the workings of MIS and its relationship to cost
accounting.
An award- winning article: Lybrand Silver Medal
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ACCOUNTING PRACTICES IN SHIP CHANDLERY
By James W . Jones

Ship chandlery developed in response to changing needs of the seafaring industry.
The author outlines this development and describes the accounting methods
modern ship chandlers use.

31

PROGRAM MANAGEMENT IN MISSOURI'S DIVISION OF
MENTAL HEALTH
By Albert P. Ameiss, Frank J. Ehlen, Charles W. Hutchison,
Warren A. Thompson and Harry E. Wood
Described in this article is a financial information system based on "program
budgeting" which utilizes a phased developmental approach incorporating four
major segments: fund encumbrance, cost accumulation, cost reallocation, and
cost accounting.
An award- winning article: Lybrand Bronze Medal
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THE MANAGEMENT OF OBJECTIVES
By Billy E. Goetz

This article is concerned with management of objectives and management by
objectives. The author, however, emphasizes the more neglected topic,
management of objectives.
An award- winning article: Certificate of Recognition

39

A LEADERSHIP AUDIT
By Harold C. White

This article is based on a survey of a number of members of the Scottsdale Area
Chapter. The survey was conducted to determine whether there is a correlation
between effective managerial ability and the attitudes and behavior characteristics
of subordinates, the attitude and behavior characteristics of the managers themselves,
and in the amount of decision - making they will share with subordinates.
2
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SALES TO CONTROLLED CORPORATIONS
By

Enrico Petri
This article focuses on paragraph 19(a) of APB Opinion No. 18 and illustrates that
while paragraph 19(a) has eliminated an obvious method of window - dressing,
it has left others open and, in addition, has opened some new subtle ones.
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THE CLASS LIFE SYSTEM
By Charles J. Smith, Jr.

The Class Life System is a complete method of handling certain depreciable assets
for tax purposes. In this article, the author compares the system with guidelines
and general accounting rules.
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A CONTROL GUIDE FOR COMPUTER SYSTEMS
Donald J. Folsom
Today's businessman must cope with expensive complex machines which seem
intent on making his life unmanageable. This article is presented to guide him in
controlling these machines.
By
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MAP AND CASB
By Louis Bisgay

Through a special subcommittee, the Management Accounting Practices Committee
contributes to the work of CASB, commenting on proposals as they are issued.
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TEXAS -SIZE ANNUAL CONFERENCE
First NAA International Conference in Dallas chalks up big attendance as NAA
families enjoy —and learn— during colorful week in Southwest.

64

TOP AUTHORS IN 1972 -73 ARE HONORED
Lybrand Awards are presented to Brantner, Hindman and Ameiss; authors of
16 articles and six short articles are named to receive Certificates of Merit and
Certificates of Recognition.

67

RALEIGH - DURHAM AREA; TYLER AREA WIN TOP TROPHIES
Winners of trophies, awards and banners in 1972 -73 competition
are honored at Annual Conference.

DEPARTMENTS
1
8
14
56
70
72

-PRESIDENT'S PERSPECTIVE
LETTERS to the editor
DATA SHEET items of interest for the businessman
BOOKS for the management accountant
CHAPTER /MEMBER NEWS all about chapters and members
TIME OFF the lighter side of the ledger
Views expressed herein are authors' and do not represent Association policy unless so
stated. Reprints of articles appearing in any issue of MANAGEMENT ACCOUNTINGare

available from NAA's Reprint Department.

MANAGEMENT ACCOUNTING /AUGUST 1973

3

COMMENT

Crisis in Communications
It is a paradox of our time that even though communications technology has reached the level where man can communicate with
astronauts on the moon, businessmen on earth find it difficult to get
their message across to the publics they serve. Across millions of
miles of space, the transmission comes through loud and clear, while
business finds its message often distorted, misunderstood or garbled.
The keynote speaker at the Annual International Conference in
Dallas alluded to this problem in his address. John V. James president and chief executive officer of Dresser Industries and a former
vice president of the National Association of Accountants, put it
this way: "Information requirements and accounting for social
perform ance on the part of business to meet social pressures will
ce rt ai n ly i ncr ea se i n t h e ye a r s a h e a d . Business in for ma t i on s ys t e ms

must be geared to adequately report and evaluate alternatives within
cor p or a t e r e s o u r ce s . F u n d a me n t a l l y, we mu s t r e cogn i ze t h a t a l l re-

quiremen ts to em ployees, shareholders, capital for expansion and
social betterm ent in our free society m ust come from the goods we

produce and sell. To restore public confidence in business, we must
do a better job of communicating to all concerned groups."
Another speaker, Dr. George H. Sorter, urged accountants to become, in effect, less process- oriented and more goals- oriented. The
point both these speakers were trying to make, we think, is that an
important aspect of the job of every businessman —and especially
accountants —is to comm unicate the objectives of the enterprise to
the public. True, the m ajor purpose of the corporate accountant is
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to communicate internally to management but he has a tacit obligation, these speakers seem t o be sayi ng, to help management communicate externally to shareholders, customers, suppliers and the
general public. The fact that technology and social change have put
additional pressures on him to supply meaningful data on the
corporation to management does not relieve him from the c o l lateral responsibility of helping the corporation explain its goals and
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There is a direct relationship between the pressures on manage ment to supply information to the public and the pressures on
corporate accountants to come up with this information and at the
same time continue to supply more data t o e n a b l e t h e c o r p o r a t i o n
to better sell its products, compete more effectively, and make a
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pr of it .
Ou t of t he discu ssions a t meet ings such as t he 1 97 3 Annu al C on-

Terence and out of the pages of account ing journals, such as this
one, there is emerging an expa ndi ng con cept of t he accoun tan t's
role. Not only is he a data manipulator, he is also a communicator.
Increasingly, it is obvious that these two aspects of his role are of
major complementary importance. Each supports the other,
,
strengthening
the effectiveness of the management accountant.
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Letters

TO THE EDITOR

CMA Brings Us Full Circle
The implementation of the Certificate in MANAGEMENT
ACCOUNTING program brings us full circle back to the days of
the original organization known as the National Association of
Cost Accountants. That organization, founded primarily by
management oriented industrial accountants who were breaking new ground in the formalizing of work standards, method
studies and other cost analysis programs which revolutionized
industrial management was, of course, the forerunner of NAA.
Without excluding the public accounting profession, which
at the time had its own very respected society, the Cost Accountants dominated the new organization, tended to attract
to membership only those public accountants who were becoming more involved in the industrial management field, and
emphasized a more free - wheeling approach to the whole area
of management information concepts.
That the character of the association changed somewhat
when it changed its name and broadened its membership potential is fairly well acknowledged, regardless of which point of
view is favored in the somewhat lively argument that attended
this change. In any event, such arguments have long since
been forgotten, and it would be anything but productive to
rake them up again.
All the same, the new Certificate in Management Accounting
serves to point out again a proper division in the accounting
profession to indicate the real scope of competence of individuals. Those gaining such designation should be able to
provide the kind of leadership and innovative ability needed
in the complex business enterprise entity of this age.
This is a time when the established procedures of public
reporting have come under very heavy attack, based on the few
cases where less than thorough corporation information has
been disclosed, and the investing public has been indignant. It
might be an appropriate time for additional assurances to both
management and investors that a corporation is not only operating by the letter of conventional accounting theory, but is
also operating with the most modern and effective use of management reporting techniques.
Is it possible that either an in -house or outside certified
management accountant should render an opinion on corporate statements and evaluate its performance as well as its
consistency? This could be the touch that would improve both
management in general and investment analysis in particular.
In any case, "Management Accounting" is the proper term
for the accounting profession at its best.
Jack J. Cooper
Controller
Lockshore Division
Detroit Pure Milk Co.
Kalamazoo, Mich.

However, he should have emphasized more the area of flexible
budgeting.
All too often patient care and community service play an
important role in hospital cost control and the financial manager is faced with the problem of weighing patient care and
community service against economical and effective cost control. When one revenue center has a poor track record as a
reliable source of income, he must rely on a more productive
revenue center to carry the weaker one. This is where the need
for flexible budgeting is the greatest. The budget must be adjusted from time to time to see if there has been a shift in
direct and indirect costs. He must be able to adjust his overall
financial plan from the results of this update. All too often
the budget is completed at the beginning of the year and is
left untouched to the end of the year. This can result in a
very deficient budget and unplanned operating losses which
in the long run have a serious effect on patient care and community service.
Richard A. Rauber
Fiscal Coordinator
Holiday Hospital
Orlando, Fla.

Report on a Past National President
Several months ago I visited a Harrisburg Chapter meeting
and was most delighted to find out that the speaker was our
Past National President, Jules G. Underwood. Being an active
member of the York Chapter, I kept wishing all our members
could have been present to hear his very interesting and informative speech on our economy here and abroad, and about
his own plant of Harsco, which most of us really knew so little
about. I could hardly wait to attend the York Board meeting
and tell them about his very good speech.
We don't often get the opportunity to hear a Past National
President at a regular technical meeting, since they usually don't
live near our area. The York Board of Directors were delighted
to hear that he was such a good speaker and planned to invite
him to a future meeting.
I think it is nice when Chapter members visit each other's
meetings and bring back new ideas to their own Chapter. If
each Chapter does at least one thing better than the other
Chapters, we can teach each other and keep growing bigger and
better. I have never regretted joining NAA and I keep trying to
get new members for whatever Chapter the person happens to
live near.
Marian J. Trone
York Chapter
Camp Hill, Pa.

Hospital Cost Controls
I was pleased to see Mr. Small's article, "Hospital Cost Controls" In the March 1973 issue Of MANAGEMENT ACCOUNTING.

Major CPA Firms Are Staffed With Engineers
The implication by Donald R. Brinkman, in his article
MANAGEMENT ACCOUNTING /AUGUST 1973

"Minimizing the Loss of Investment Tax
Credits," MANAGEMENT ACCOUNTING,
January 1973, that auditors are not competent in the area of investment tax
credit is overly broad.
It is true that the average auditor does
not have the engineering background that
is required to segregate lump -sum construction costs between qualifying and
non - qualifying items. However, some of
the major certified public accounting
firms are staffed with engineers knowledgeable with respect to the income tax
regulations, revenue rulings and court decisions pertaining to the definition of
qualifying property. These engineers analyze new construction for the purpose of
segregating qualifying from non- qualifying items. Once the qualifying items and
their cost elements (including any capitalized indirect charges such as architects' and engineers' fees) have been
identified, the contractor can readily determine the cost of each qualified item.
Thus clients of these accounting firms
are in a position to claim all of the investment tax credit to which they are entitled. In addition, the services of these
engineers are available at a later date
should the claim for credit be questioned
upon examination by the I.R.S.
Robert Melsha
New York Chapter
Member of Staff
Coopers & Lybrand

Toshiba would like
a few words with
all Olivetti D-24 users.
There'll come a time when your old faithful friend —the
Olivetti D-24 —isgoing to conk out on you.
When that sad day comes, you're going to be looking for
a new calculator.
We hope you'll take a look at us—Toshiba. Why? For one
very good reason. The keyboard and operation of the Toshiba
BC -1218P Electronic Printing Calculator is almost identical
to the Olivetti D-24.
The advantage of this isobvious. You won't have to spend
hours getting familiar with a new machine.
In addition, the Toshiba iselectronic whereas the Olivetti
is electro- mechanical. So the Toshiba is faster and quieter.
The Toshiba is also smaller and lighter. Plus it has other
convenient features like an add -mode, percent key,3-register
underflow, and a high -speed buffered keyboard.
So if your Olivetti is a little shaky, look into a Toshiba.
It's a tough little calculator with a familiar face.
For more details about the Toshiba BC -1218P write
Toshiba America, Inc., 280 Park Avenue, New York, N.Y.
10017or call(212) 557 -0200.
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Accountants Must Supply
Relevant and Timely Data

In his article, "Productive Hour Analysis for a Small Shop," which appeared in
the January 1973 issue Of MANAGEMENT
ACCOUNTING, Mr. Kevin Riley presents
an exhibit showing monthly net income purposes, the data must be relevant and
per productive hour. The author states timely. Accounting data, supplied for
that such a productive hour analysis indi- decision- making, must specify targets or
cates to management, in labor intensive constraints with which managers can guide
industries, overall performance on a cur- themselves. Actual performance should
rent basis. He also states that the analysis be compared with some normative stancan be used to guide management in dard. What Mr. Riley does is measure
decision - making, and that the report "per productive hour" after the fact.
alerts management to the need for neces- Therefore, his report is not timely
sary corrective measures. Although I enough to suggest the need for corrective
agree that the productive hour analysis action during the current month, and his
does show overall performance on a cur- analysis offers no guides to management
rent basis, I do not believe that the re- as to the optimum levels of operations.
To show that overtime hours were export can be used for decision - making.
Also, it does not stress the need for cor- cessive last month does not improve last
month's performance nor does it indirective action soon enough.
In order for accountants to present cate how many hours should be worked
data to management for decision - making next month. For decision - making purMANAGEMENT ACCOUNTING /AUGUST 1973

poses, reports should be prepared during
a current month showing actual performance as it compares with meaningful
standards rather than showing net income
per productive hour at the end of the
month.
Indeed, where there is no reporting of
actual data, Mr. Riley's analysis of productive hours should prove useful to
management. However, the productive
hour analysis cannot be used for decision making nor should it be considered soon
enough to alert managers to the need
for corrective action.
fames R. Davis
Canton Chapter
Alliance, Ohio
9

Sion
Get albshiba roll fed copier.
It cuts your copies to size. So you'll not only save paper,
but money, too.
Toshibafax BD-25.
Designed exclusively for roll paper.
Features a random size cutter,
quick return system, versatile
copying capacity, auto -stop
system, ready -to- annote dry
copies. Perfect paper copying,
aut omat i c mul ti pl y copyi ng.

costs a re h e l d c o n st a n t . Y o u c a n profita b l y p a y o v e r t i m e so l o n g a s y o u se l l t h a t
t i m e a t h i g h e n o u g h r a t e s.
T h e r e is a fu rt h e r e ffi c i e nc y m e a su r e t o
b e n o t e d . N o n p r o d u c t i v e t i m e de c l in e d
a s a p e r c e n t a g e o f t o t a l t i m e . This is im-

portant since the only thing a shop like
this has to sell is labor time, and the
two components of this are rate and volume. Determination of volume efficiency
basically depends on the ratio of nonproductive time to total time available
to sell, for both men a nd ma chi ne s. In
this example, the company sold a higher
percentage of the total time available, so
it shows a better sales performance to
this extent. And since the rate of sales
increased more than the rate of cost, the
conclusion has to be improved performance.
Mr. Riley is absolutely right to concentrate on labor efficiency, but this alone
will not solve the problem, namely how
to optimize total performance at a given
level of capacity. Further analysis of rates
of use of the production machinery available is also necessary before any conclusions can be made.
Willard Gibson
San Jose Chapter
Santa Clara, Calif.
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copies, versatile paper size
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A Budget Is Not a Plan
The article in the January 1973 issue
Of
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M AN AG E M E N T ACCOU NT IN G entitled
"The Budgeting Process," by Mr. Paul A.
May was interesting in its details but I
disagree with his overall budgeting theory
as related to planning. Budgeting is proposed by Mr. May as a plan for controlling future performance. It is my belief
that a budget is not a plan, but an outline for the achievement of a plan.

Mr.

Productive Hours Analysis
As I studied the exhibit contained in
Mr. Kevin Riley's article, "Productive
Hours Analysis For A Small Shop," January 1973, I came to quite different conclusions. It seems to me that the quarter
under analysis was indeed a very good
period for the companv, much better
than the rest of the year. It had a higher
volume, made a higher rate of profit and
earned more money. Since th e SG & A
expenses, and presumably plant investment remained level, it also enjoyed a
higher rate of return on investment. If it
were my company I would encourage
management to repeat its performance in
exactly the same way. However, there is
10

an apparent weak spot in the company's
manufacturing overhead. It appears to
have increased out of proportion to the
work load.
Also, I cannot understand how one
can say that the premium hours were
excessive from the information given.
Unless some planned level, or an unfavorable variance were shown, one has
n o r a t i o n a l wa y t o d e t e r m i n e i f t h e fi g u r e
is in a n y wa y o u t o f l i n e . T h e r e ca n b e
m a n y so u n d rea sons for m a n a g e m e n t to
del ibe ra t ely in c u r ov e r t i m e , su c h as acceptance of jobs a t higher billing rates or
pl a n t configu ra t ion pu r po sel y de si gn e d
wi t h t h e pr o sp e c t of o v e r t i m e i n m i n d .
Re a so n a b l e a m o u n t s of o v e r t i m e ca n b e
q u i t e p r o f i t a b l e wh e n p e r i o d a n d s t a n d b y

Ma y

su gg ests

that

pla nni ng

is

part of the budgeting process. If the
budget is the ultimate goal of an enterprise, this will be true. However, only
budget managers have this in mind and
it is the cause of much friction in companies where such people hold undue
influence over operations. Actually, the
ultimate goal of most enterprises is to
make a certain amou n t of mon e y or t o
achieve a given return on investment. A
long range plan with intermediate objectives (and strategies to meet them) is
necessary to achieve such goals. A budget
can only make halting progress regardless
of the planning involved if the building
of a b udget is the starting point rather
than the achievement of a planned goal
with well identified strategies.
MANAGEMENT ACCOUNTING /AUGUST 1973

A budget is a set of guidelines, rules,
and dates determined by a detailed analysis of the strategies already known in a
good plan for operations. Mr. May comments, "Implicit in a budget is the need
for control." True, but more broadly, the
budget is the tool for controlling progress
toward achievement of a plan.
I am not downgrading budget managers by the foregoing, rather, I am trying to make their job easier. My experience has been that a good budget is a
natural outgrowth of a good plan.
David A4. Stambaugh
Cost and Budget Director
Caspers- Lafayette Co.
Division of Ball Corp.
Chicago, I11.

Something new
is happening
in corporate value management.

VALUATION
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Gamesmanship in Salary Management
The article entitled "Gamesmanship in
Salary Management," in the March 1973
issue, came right to the point that we
face from time to time. I refer, of course,
to the staff man who confronts you with
the fact that he has taken a position at a
considerably higher salary. There are
times when the person leaving is someone
who has a bright future with you, and,
whom you would like to keep. As the
author pointed out, even though it would
be more economical in the short run to
attempt to match his higher salary and
have him stay with you, you must always
look at the overall impact on the rest of
your staff.
There is a need to be more imaginative in our timing and nature of salary reviews. A psychologist friend of mine
stated that in dealing with animals, the
most ineffective reward is one which occurs on a regular and predictable basis.
Much more can be done to control the
behavior of animals if the rewards are on
a sporadic or unexpected interval. Perhaps
this concept would be more effective in
the management of salaries in our business. Gamesmanship in salary management obviouslv takes time and effort but
it could pay off.

■
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Your company is probably worth more than you think.
And you should know about it for good value management.
Your Marshall and Stevens valuation consultant can
help. He's the Revolutionary— backed by our 40 years
appraisal experience.
He's ready to show you today's new tools and techniques
in valuation. For tax purposes. For merger or sale.
For financing. To insure your insurance. For any reason.
Example: He can show you how to cost out a new facility
in advance of bidding, using computerized methods that
cut a week's work down to a day. Enable you to reduce
and control construction costs. And give you maximum
Investment Tax Credit and depreciation to boot.
He can describe the new MSS "Simpraisal" which
cuts out a lot of the labor —and expense —for special
purpose appraisals.
Call in our Revolutionary valuation consultant. It will
cost you nothing to see what's really new in valuation.
And this could be a good day to start the Valuation
Revolution in your company.

James L. Craig, Jr.
Essex County Chapter
Morris Plains, N. 1.

Information for Decision Making
In his article "A Case for Current Cost Reporting," February, 1973, Dr.
A. E. Carlson argues persuasively that acContinued on page 38

0
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10 Financial Executives Named to First Two FASB Task Forces
The members of the first two task forces to assist with its technical projects have been named
by the Financial Accounting Standards Board. Ten financial and accounting executives were
selected by the Board, in addition to a number of financial analysts, CPAs, accounting professors and others, to assist in two projects— accounting for foreign currency translation and reporting by diversified companies. According to the FASB rules of procedure, task forces are responsible for refining the definition of a problem and its financial accounting and reporting
issues, recommending the nature and extent of the research to be performed and preparing a
discussion memorandum. The discussion memorandum normally outlines alternative solutions
and the arguments and implications relative to each solution as the basis for a public hearing.
Arthur Andersen & Co. Is First Accounting Firm to Publish Annual Report
For the first time one of the "Big Eight" accounting firms has published an annual report,
disclosing its structure and finances. Arthur Andersen & Co., which has been something of
a maverick in the accounting field, published a 36-page, four -color document in four languages.
Chairman Harvey Kapnick said one of the reasons why the firm published the report was to
show that because of its worldwide fees and financial resources, the firm was able to resolve major issues with any client with complete independence and objectivity. Professional
ethics bar the firm from open distribution of the annual report but it was sent to the 11,400
partners and staff members and its 50,000 clients. During fiscal 1973, the firm took in $271.5
million in fees, an increase of 11% from a year earlier. According to the report, 6 9 % of Andersen's fees came from auditing and accounting, 18% from its tax practice, and 13% from management consulting. Mr. Kapnick said that these proportions have remained roughly the same
over the years.
Bank Loan and Credit Officers Oppose SEC Proposals on Disclosure
Opposition to the Securities & Exchange Commission's proposals on disclosure of compensating balance arrangements, interest rates, and the amount and terms of unused lines of credit
was expressed by the Robert Morris Associates —the national association of bank loan and
credit officers. In a letter to the SEC, RMA President John J. Fawley warned that the new proposals might "produce inaccurate and misleading interpretations as to present corporate liquidity and future credit availability if adopted as presently written." RMA is also concerned,
he said, that the proposed disclosure requirements "may tend to breach the historic confidential nature of the relationship between an individual bank and its borrowing customer."
Conference Board Economists See 'Possibility' of Recession in 1974
The 11- member Economic Forum of the Conference Board has looked into its crystal ball and
reported a gloomy forecast for 1974. The current business boom is "unsustainable ", according to the Forum, and there is a possibility of recession next year. Most of the members
agreed, however, that if there was a recession it would be a mild one along the lines of 196970. Speaking on behalf of the Forum, of which he is chairman, Albert T. Sommers, the Conference Board's chief economist, said, "We do not look for a severe business -cycle recession;
the cycle is not 'out of control.' Nor have we given much time or credence to the view that
international financial developments, however uncomfortable they may be, are predicting deep
or widespread international recession. In part, our willingness to confront the possibility of recession, and our unwillingness to treat it as a potential disaster, seem to suggest that we do
not believe the system is violently over - extended in any fundamental sense."
Minicomputers Bypass Larger Kin in Number of Installations in 1972
The number of computers installed in the U. S. in 1972 increased 22.5% to 100,420, according
to the Diebold Group, Inc. The number of minicomputers installed jumped more than 6 3 %
over last year, and the minis accounted for 54% of the total, while there was a decline for the
first time in the number of installed computers other than minis.
Southeastern Government Auditors Form Communications Forum
Government auditors from the Southeast have created a forum for communications among
themselves at all levels of government — federal, state and local. Called the Southeastern Intergovernmental Audit Forum, the group is composed of auditors from the state and federal
government. Marvin Colbs, regional manager, GAO, 221 Courtland St., N.E., Atlanta, Ga.
30303, is chairman of the forum.
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ACCOUNTING FOR LAND
DEVELOPMENT COMPANIES
If meaningful changes can be made in t he industry and if these
changes prove successful, it may be possible to carry them int o
other related segments of business.

"Accounting information should be useful." So
states the first sentence of a recent textbook in
accounting theory.' This simple statement has been
the source of numerous battles among accountants,
including both theorists and practitioners. The
problem, of course, is trying to determine what is
useful to whomever is using the accounting infor-

1. A statement showing the liquidity of the company —Land development companies are usually
fully levered, and the ability to cover interests
costs is extremely crucial.
2. A statement of the value of a company's assets —
all investors are interested in the value of their
investments, but for an investor in land companies this is crucial. A land company has two
principal assets, land and contracts. It would be

m a t i o n . F o r di ffer en t ind u str ie s, di ffer en t types of

foolish for a n inv est or or cr ed i to r to m a k e a

By Paul F. Brantner

� . F. BRANTNER
Seattle Chapter 1970,

decision regarding a land development company is a C.P.A. with the
information would be useful, and what is useful
without having some idea as to the market value accou nting firm of
for one user may not be relevant to another.
Knight, Vale and
of a company's holdings of land and paper.
For this reason, general purpose financial stateGregory, Tacoma,
ments have come into being, with a set of "prin- 3. A measure of management ability —Two types Wash. He was formerly
of ability should be measured. These are: (a) with Weyerhaeuser
ciples" which attempt to provide a groundwork for
speculative
ability, or the ability to sell at the Co. as Supervisor of
the preparation of these statements. For example,
best
time,
and
(b) development ability, or the Federal Income Taxes
the concept of revenue realization is an attempt to
in their Tax Dept. Mr.
ability to increase land values through develop- Brantner, who was
provide a common framework under which most
ment.
awarded the Lybrand
businesses can report revenue in a few simple ways
Gold Medal for
so all users will have an understanding of what
outstanding article of
It
is
obvious
that
the
information
required
for
revenue represents. The implicit assumption in a
the year for this article,
concept such as this is that for all industries, if the showing the liquidity of a company is substantially was elected Secretary
information is similar, it is equally useful. This different from that required for showing a com- of the Seattle Chapter
assumption may be hard to swallow given the wide pany's asset value or measuring management's for 1973 -74 and is a
ability. Any attempt to measure current values and member of the AICPA
diversity of economic activity.
and the Washington
If the needs of users of a particular industry's speculative ability will reduce the ability to judge Society of CPA's. Mr.
accounting data could be determined, it would liquidity and vice versa. Thus, by trying to meet Brantner holds a B.A.
seem to be the accountant's ditty to meet those all user needs with one set of financial statements, degree from the
needs. It is only logical, then, that any study of the accountant may wind up leaving all needs University of
Washington, where he
the accounting methods of a particular industry, unsatisfied. In order to meet the perceived needs was elected Phi Beta
such as land development companies, must begin of users of land development companies' financial Kappa and where he
with a study of the information needs of the users statements, accountants must examine current prob- is currently an M.B.A.
of the accounting information. By ignoring the lems with existing statements and new methods of degree candidate.
specific needs of users, there exists the "... ever presenting desired information.
present danger that the accountant will become so Practices and Problems
This article was
submitted through the
engrossed in the details of his profession that he
Seattle
Chapter.
When
a
land
development
company
is
small
and
may not realize that users of accounting data are
paying less and less attention to the products of has few outside investors the accounting records
are usually kept on a tax basis. That is, carrying
his work."
For land development companies, the users of costs of land ( interest and taxes) are expensed as
financial statements will probably be interested incurred and sales are reported on the installment
either in making loans to the company or investing method. This type of accounting information is
in the stock of the company. For either use, the important to managers and creditors as it provides
All footnotes a p p e a r a t t h e e n d o f t h e a r t ic le .
following information is vital:
MANAGEMENT ACCnl1NTING /AUGUST 1973

15

"For financial
purposes, the
percentage of
completion
method is
usually
appropriate."

a picture of the liquidity of the company and also
a firm basis for internal control.
However, when the company reaches a size where
additional sources of funds are needed and going
public or being acquired by a larger company are
the only available sources of funds, a transformation of the accounting system takes place. The
company changes its financial reporting basis to
meet the requirements of its public accountants
and the SEC. Implicit in this transformation is the
assumption that the new system will produce more
meaningful financial statements.
The major changes which must be made to the
tax basis records are:

In many states (e.g., California), law limits the
collectibility of real estate contracts to repossession of the land, and many contracts are
worded this way even if state law does not require it. Thus, the contracts are voidable at the
purchaser's option.
These problems are especially prevalent in the
sales of large tracts of raw land to developers or to
third parties where the seller will perform the development. It is this area where the realization rule
is most difficult to apply. This difficulty has ".. .
allowed inflation of earnings by some companies. "'
Each company sets its own standards of when
revenue should be realized, such as requiring three
percent down, 20 percent down, or anything in
between. This also causes problems in making
comparisons among companies.
Accounting for sales of improved lots, on the
other hand, does not present as many problems
from a realization standpoint, but more problems
exist from a cost standpoint. The main problem
comes in trying to divide the total cost of a parcel
of land among individual lots, each of which probably has benefited to a different degree from the
cost. In most cases, the costs are allocated to lots
on the basis of estimated selling prices. If market
value (net realizable value) should fall below the
cost of lots (or parcels of land), the loss in value is
recognized in the current period, even though the
lots are not sold. Thus, market value of land plays a
role in the present accounting methods of land development companies although, as will be argued
later, not a large enough role in the writer's opinion.

1. Capitalization of carrying costs of land to properly match costs with revenues —This usually
involves a large credit to retained earnings for
prior years' carrying charges expensed and the
setting up of deferred taxes on this adjustment.
2. Recording sales on a full reporting basis, i.e.,
realizing the entire sales price when a contract
is signed —This is required by APB Opinion
No. 10 which states, "Profit is deemed to be
realized when a sale in the ordinary course of
business is effected, unless the circumstances are
such that collection of the sale price is not reasonable assured. "' A footnote adds that if no
basis exists for establishing collectibility of a
long -term receivable then it is appropriate to use
the installment or cost recovery method of computing realized profit. This is the area that causes
most accounting problems of land development
companies.
Accrual of partnership income, which may be
Proposed Solutions
reported in a different period for tax purpose.
The proposed solutions to the accounting probIf the development company also engages in con- lems of land development companies are aimed at
struction, the profit on construction may not be one area — revenue realization. The focus of all the
recognized for tax purposes until the project is solutions, however, lies in trying to make the exsold. For financial purposes, the percentage -of- ceptions to APB Opinion No. 10 more explicit and
completion method is usually appropriate. How- thereby prevent the realization of premature profits.
ever, the major difficulty which is causing turmoil The proposed solutions imply that tighter realizain the accounting profession regarding land com- tion criteria will result in more useful financial
panies is APB No. 10. Trying to fit land companies statements. The following is a discussion of some of
into the framework of the Opinion has been the solutions which have been expounded in the
troublesome because:'
past few years:
In most land sales, only a small down payment
is made at the time of sale and the balance is
payable over a long period of time.
Many different types of sales exist, and it may
be difficult to determine if a true "sale" has
been effected. Some examples of these are:
(a) Sale of undeveloped land to a developer
(with possibly a concurrent loan to the developer)
(b) Sale of undeveloped land to a third party,
where the seller will perform much of the development work, which may take several years to
complete
(c) Sale of developed land to builders; the seller
may or may not be responsible for future improvements
(d) Sale of lots to the public
16

SEC ACCOUNTING SERIES RELEASE NO. 95

The first statement dealing with revenue realization on sales of undeveloped land where many contingencies exist was the SEC's Accounting Series
Release No. 95.' The Release states, "The recognition of profit at the time of sale, in accordance
with generally accepted accounting principles, is
appropriate if it is reasonable to conclude, in the
light of all the circumstances, that a profit has been
realized. "' After this earth - shattering statement,
some of the circumstances which "tend to raise a
question as to the propriety of current recognition
of profit "' are listed. These include (quote) :
1. Evidence of financial weakness of the purchaser
2. Substantial uncertainty as to the amount of costs
and expenses to be incurred
MANAGEMENT ACCOUNTING /AUGUST 1973

3. Substantial uncertainty as to the amount of
proceeds to be realized because of form of consideration of settlement, e.g., nonrecourse notes,
non interest - bearing notes, purchaser's stock,
and notes with optional settlement provisions,
all of indeterminable value
4. Retention of effective control of the property by
the seller
5. Limitations and restrictions on the purchaser's
profits and on the development or disposition
of the property
6. Simultaneous sale and repurchase of the same or
affiliated interests
7. Concurrent loans to purchases
8. Small or no down payment
9. Simultaneous sale and leaseback of property. "'
The Release concludes by stating that any such
circumstances, "taken alone, might not preclude
the recognition of profit . . ., 'but', ... the degree
of uncertainty may be accentuated by the presence
of a combination of the foregoing factors.' " " Thus,
while stating some conditions which limit the general rule of APB Opinion No. 10, the Release does
not state which conditions are most important, how
many conditions must exist before profit cannot be
recognized, or what is meant by terms such as
"reasonable" or "substantial uncertainity.
ONTARIO SECURITIES COMMISSION
POLICY STATEMENT

In 1969, the Ontario Securities Commission of
Canada issued a policy statement listing requirements that must be met in order to recognize
revenue on land sales." To meet the requirements
of the policy statement, none of the nine conditions in Accounting Release No. 95 may exist, and
several other stringent requirements must be met,
such as a minimum 15 percent down payment and
the requirement that the buyer be a "responsible
and established organization." Thus, the Ontario
Securities Commission statement is much more
restrictive than Accounting Release No. 95. It is
not a guide but a list of rules to be followed before
revenue from land sales can be realized.
OTHER PROPOSED SOLUTIONS

At least one major accounting firm has also
prepared a guideline to be used by firm members
for accounting for real estate transactions." The
guideline summarizes the general accounting rules,
APB Opinion No. 10, Accounting Release No. 95,
and the background of the problem. It then
presents general rules governing raw land sales and
improved real estate sales. The rules are similar to
the conditions in Accounting Release No. 95, but
the firm's guideline goes one step further by stating: "If consideration for the sale of undeveloped
land includes notes which do not give the seller recourse against the purchaser's assets other than the
related land, income should be recognized at the
time of closing only if there is evidence that the
purchaser is substantially committed from a cash
point of view. The following are indicative of substantial commitment: (a) Seller has received at
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least 10 percent of the purchase price in cash at
closing, and (b) The notes provide for annual payments of principal during the initial five years of
a material amount, aggregating approximately an
additional 10 percent to 15 percent of the purchase
price." "
If these conditions are not met, revenue recognition must be postponed. The reason for this, as
stated in the guidelines," ... is to ensure that the
purchaser is truly making an acquisition of property
and not merely obtaining an 'option' to purchase
which he will exercise only under favorable conditions." "
While these guidelines go further than Accounting Release No. 95, they still contain many typical
accounting phrases, such as "reasonable interest
rate," "careful consideration should be given to all
attendant circumstances," and "substantially committed." Also, provision is made for deviating from
the guidelines in "unusual circumstances." Finally,
the guidelines have no binding influence on other
accounting firms.
Some accounting firms are working with land
development companies to ensure that the accounting methods employed are realistic. For example,
Arthur Andersen & Company performed a study of
Boise Cascade's recreational land development accounting methods and concluded that the company's accounting methods ". . . properly reflect
the operations of ... recreation - communities business." "
The AICPA has also been studying the accounting practices of land development companies. Emphasis has been in two areas:" Timing of revenue
recognition and measurement of consideration received. The following is a brief summary of their
discussions:"

"If these
conditions
are not met,
revenue
recognition
must be
postponed."

T I M I N G O F R E V E N U E R E C O G N I T I O N . The study group
agrees that in general revenue should be recorded
when the contract is signed and a "reasonable
portion" of the selling price has been received.
Reasonable portion should be determined under
circumstances prevailing in each company. However, that portion of the income relating to future
performance (principally future land development)
should be deferred and recorded as earned. The
group is seeking to determine the most appropriate
method of calculating the portion of income attributable to future performance.
OF
I N I TI A L
MEA SUR EME NT
C O N S I D E R A T I O N . The
study group is investigating valuing installment
receivables at market value. Generally, these receivables are valued at face value (like other receivables) . However, the long period of collection
of installment receivables should be reflected in the
initial recording of consideration. Methods under
consideration to accomplish this are:

1. Valuation at the amount for which the contracts
could be sold on a nonrecourse basis (approximated by discounting anticipated cash receipts)
2. Valuation at present value of anticipated cash
flow relating to the sale transaction
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"..

, the realization rule allows
accountants to
avoid making
subjective
judgments."

An important part of the study involves disclosure in financial
statements. The following disclosures are presently
under consideration:
DISCLOSURE IN FINANCIAL STATEM ENT S.

1. Flow of funds
32. Method of income recognition
Method and factors used in valuation of installment contracts
4. Other information regarding contracts (e.g., age
analysis, cancellation policy, amount of delinquent accounts)
5. Inventory of land and capitalization policy
6. Estimated liability for improvements
7. Analysis of long -term debt
8. More complete income statement showing sales
and cost of sales for lot sales, construction sales,
bulk sales and sales of amenities
Accountants' Achilles Heel
Realization, too, causes headaches for accountants
because it is an attempt to treat all businesses the
same regarding recognition of revenue. In spite of
the tremendous diversity of business activity, accountants have clung to this "blanket concept"
even when it is fraught with difficulty, such as with
speculative ventures like land companies. To meet
these difficulties lists of rules must be drafted to
close the exceptions to the general rule. As more
exceptions arise, sooner or later the "blanket rule"
becomes unworkable —the Achilles heel finally
breaks.
For this reason, many accountants have argued
about the futility of making long lists of rules to
follow in preparing financial statements. Yet, long
lists of rules are necessary when a concept such as
revenue realization, as defined by APB Opinion
No. 10, is applied to all types of businesses —many
of which are completely different from the traditional manufacture and sales businesses in whose
context the concept was initially developed. For
example, suppose a company acquired raw land for
$100,000 cash and a note for $900,000. The very
same day, suppose the company sells the land to a
development company (whose only asset may be
the purchased land!) for $ 50,000 cash and 15 -year
notes for $1,450,000. Under traditional accounting
methods the company would immediately report
profits of $ 500,000. This profit figure appearing in
financial statements may cause investors to make
decisions they might not make if they had a more
complete picture of the company.
Fully aware that CPA's are treading on dangerous ground by simply following traditional accounting and auditing standards if a need for
further information exists, the AICPA will no
doubt recommend ways of restricting the ability of
land development companies to report the type of
profit exemplified above. At a minimum, the company will probably be required to disclose the facts
surrounding the reported profit figure.
THE CONCEPT OF REALIZATION

Consideration must also be given to the fact
that the concept of realization is a timing device.
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It does not define revenue, but determines if and
when it is to be recognized. Due to the desire for
accurate, reliable, verifiable information, the accountant has chosen not to realize revenue until
a sale has taken place. "Sale is the most conclusive
and financially significant of the chain of events
making up the business process." " The accountant
has thus chosen the legal concept of realization
rather than the economic concept in which revenue
is realized when it comes into existence.
The accountant relies on several arguments to
support his use of the realization concept."
1. Stewardship and liquidity— Accounting should
be a record of stewardship. Unrealized appreciation does not provide any increase in liquid
funds.
2. Fallibility of unrealized appreciation estimates —
Unrealized appreciation reflects subjectivity and
bias. It may also be reversed by subsequent declines. The use of the realization rule and
historical costs provide objective certainty.
3. The general superiority of sales as the point of
revenue realization. Sale is the most significant
event in operations. The realization rule avoids
allocating joint profits.
4. Practical problems in recognizing unrealized appreciation— Reliable data are difficult to obtain.
The realization rule simplifies the accounting
process. Finally, the readers can make any
necessary adjustments themselves.
Thus, the realization rule allows accountants to
avoid making subjective judgments. "Anyone using
the accountants' measure of income . . . must
adjust it in accordance with reality by himself
making the subjective judgments which the accountant has avoided." The problem with this
viewpoint is that the accountant has more knowledge of the business and is in a better position to
make judgments than the typical investor.
THE ALPHA AND BETA RISKS

Arthur L. Thomas uses an example from operations research to make this point." Investors
can be misled in two ways; that is, accountants
face two risks in presenting information:
Telling an investor nothing and allowing him to
form an opinion from the accountant's silence,
an opinion which may be wrong.
Telling an investor something which may turn
out to be untrue and allowing him to form an
opinion which is also wrong.
This is the "alpha" risk and "beta" risk from
statistics. Conservatism has led accountants to
minimize the beta risk (risk of asserting something
that is false) and by minimizing this, the alpha
risk (not asserting something that is true) is
maximized. The realization rule is a further way
in which accountants seek to minimize the beta
risk. However, if accounting information is to have
value to an investor, it is crucial that more attention be given to the alpha risk.
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RESTRICTIONS

The following looks again at the arguments given
in support of the realization rule but views them
in terms of their restrictions on land development
companies, which are essentially speculative:
This depends on the view one takes
of management. If management's main task is to
hold or sell assets at the right time, then ignoring
gains from holding assets and only recognizing
gains from selling assets ignores half of management's responsibility. Management should be held
accountable for holding assets as much as for
selling assets.

STE WARDSHI P.

This is one argument which cannot be
refuted. As the realization rule is relaxed or abandoned, the financial statements presented will provide less information on liquidity.
LIQUI DITY.

PROBLE M S OF ESTIMATES. As previously mentioned,
market value of land holdings is used for other
purposes in the accounting system, such as allocating costs to lots and lower -of- cost -or- market computations. If it is reliable enough for these purposes, it should be valid for other purposes. Also,
the value of added information (alpha risk) must
be balanced against "cost" of increasing subjectivity
( beta risk) .

"While the sale is an adequate test of realized revenue in a large percentage
of business conditions, this one -sided viewpoint
that it is the sole revenue determinant must be
denied. (In speculative markets) statements of net
income in terms of completed sales gives an entirely inadequate picture of revenue. "" For speculation, the sale per se is not the most critical event,
but the timing of the sale is crucial.

SUPERIORITY OF SALES.

of liquidity could be accomplished with a separate
statement of liquidity, such as a "tax basis" income
statement. This statement would also be valuable
for comparability between companies, as it would
be prepared in substantially the same way for all
land companies. But the main advantage to this
separate statement is that it would free the main
financial statements from having to measure liquidity and thus remove a major argument supporting
the realization rule.
With this conservative picture of a land company available to investors, the main financial statements should present a full picture of the value of
the company as well as a measure of management's
speculative and developmental ability. Holding
gains on raw land would be a good measure of
speculative ability, and the increase in value over
developmental cost would give a picture of management's ability to increase value through development.
Conclusion

The central theme underlying this article is that
while anyone can argue that changes in financial
accounting and financial statements are needed, it
is difficult to find specific areas in which to undertake these changes. This is especially true for the
land development industry where conventional accounting methods have produced clearly unrealistic
results. If meaningful changes can be made in this
industry and if these changes prove successful, it
may be possible to carry them into other related
segments of business.

1. Liquidity
2. Value of assets
3. Management ability
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87.
PSEC, Accounting Series Release No. 95 December 28, 1962.
T Ibid. (Quoted from Sidney Davidson, 6p. Ci t., p. 15 -14.)
e Ibid.
" Ibid.
Ibid.
" E . P. Foldessy, "Accountants Developing Stiffer Standards On
Recognition of Income by Land Firms" Wall Street Journal, date
unknown.
18 Peat,
Marwick, Mitchell & Company "Guidelines for Real
Estate Accounting," Accounting and Auditing Information Letter,
No. 1970 -13, August 4, 1970.
]s Ibid.
" Ibid.
15 "Boise Cascade Rul es Out Chan es in Account ing for Land D evelopment," Wall Street Journal, January 22, 1971.

By providing a tighter rule of realization, as the
AICPA study group may suggest, liquidity may be
presented more clearly to investors, but the other
areas of information will suffer. This will no doubt
be remedied by increasing disclosure —the "cure all" when financial statements themselves provide
insufficient information. However, the presentation

sa Since this article was originally written, in early 1972, some of
the topics st udied have be en adopted through APB Opi nions, e.g.,
funds statement, disclosure of accounting principles etc.
's Weyerhaeuser Co., interoffice communication. (§ource, Arthur
Andersen & Co., 1971.)
18 Floyd W. Windal, The Accounting Concept of Realization, Occasional Paper #5, Michigan State Univ., 1961, p 46.
se Arthur L. Thomas, Revenue Recognition, Michigan Bus. Rept.
049, University of Michigan, 1966, basis for this section.
8" Ibid., p. 49.
81 Ibid., p. 53.
n E. A. Heilman, "Realized Revenue," Accounting Review, June
1929, Reproduced in Burns & Hendrickson Accounting Sampler,
McGraw -Hill Co., 1967, p. 72.

Recommendations

We have shown that three areas of information
are needed by investors in land companies:
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"Holding gains
on raw land
would be a
good measure
of speculative
ability..."
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INTEGRATED MIS:
A CASE STUDY
An integrated management information system serves as a
substitute for the personal observations of the 'one -man
show' and calls for combining the roles of diverse disciplines.

By William R. Hindman and
Floyd F. Kettering, Jr.
Effectively planning, controlling, and evaluating the
activities of a large corporation requires considerable information. In the "one -man show" business
organization, the owner has complete knowledge of
operations and can effectively plan and control the
W. R. HINDMAN enterprise. But when business activities reach the
Chicago Chapter point where reliance on memory is an insecure basis
(Louisville 1955) is a -for action, the need for data processing arises. The
Partner of business' information must be recorded, manipuManagement lated, and reported first in manual systems and then
Consulting Services
for Coopers & in complex automated systems. Finally, the comLybrand, Chicago, Ill. plexities in processing the data become subservient
He is now in the to the basic information needs of the business.
process of transferring Without integration of this data, management
to the Los Angeles
office. Mr. Hindman may not have access to adequate and consistent inholds a B.S. degree formation required to plan and control the business
from Indiana effectively.
University. He was
An integrated management information system
awarded the Lybrand (MIS) serves as a substitute or replacement for the
Silver Medal for this
article (1972 -73). personal observations of the "one -man show." It
combines the roles of diverse disciplines including
marketing, engineering, research and development,
manufacturing, accounting, data processing, and
management sciences. MIS will never replace the
totally integrated information system represented
by the "one -man show." An individual's information data base cannot be economically or realistically duplicated because it contains all experience
stored since his birth. Nevertheless, an integrated
MIS can svnthesize a data base, using the most
pertinent information available, to supply management information needed for making decisions.
Integration Factors
The "one -man show" information system is
totally integrated because the data base and decision- making procedures are limited to a whole unit.
In the larger organization, however, the data base
and decision - making procedures develop into complex systems, and unless carefully worked out,
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separation may result in incomplete information
and misunderstandings among executives. The information system must be integrated to facilitate
coordination of all segments of the business with
corporate objectives. The integration of information
is requisite for enabling effective communication of
ideas, plans, and results among management functions.
In MIS, two factors, human and technical, must
be considered. Human integration cannot be accomplished without acceptance of the MIS concept by the different functional users. Once
achieved, human integration can help establish
common ground for mutual understanding of the
corporate business. Technical integration is implemented through generation and manipulation of a
statistical data base and multiple uses of common
data. The data base includes information bearing
on all functions within the company— production,
marketing, engineering, and accounting. An example of such mutual or multiple uses is labor reporting for use in production control, job scheduling,
job cost analysis, standards evaluation, market and
product profitability analysis, and accounting
records.
An illustration of integrated operations is the
consolidation of information for the payroll and
personnel functions shown in Exhibit 1. An actual
program typically would consolidate related functions (e.g., payroll and personnel who worked cooperatively but independently) by creating a master
file containing all basic personnel and payroll information which serves personnel, accounting, and
payroll. Integration offers opportunities for many
additional applications, such as answering "what if"
questions. In this example, the new employee file
may be used to test the consequences of payroll
changes related, for example, to labor union negotiations. In other words, integrated MIS provides an
ability to develop a clear picture of the probable
financial results of actions before they are taken.
This discussion has considered the "one -man
show" and the factors of integration but has neMANAGEMENT ACCOUNTING /AUGUST 1973

glected a significant question for management accountants: What is accounting's relationship to an
integrated management information system? A
primary role and responsibility of accounting is to
keep score of the company's performance and to
provide useful quality information to management.
The following case study of the manufacturing and
financial segments of a management information
system presents accounting's relationship to an
integrated management information system and
shows how MIS works.

Case Study
The company manufactures major components
and supplies them to municipal and industrial contractors. Its two plants, approximately 70 miles
apart, mainlv conduct machining, fabricating, and
assembly operations. The corporate offices are at
one of the plant sites where the staff is developing
an integrated management information system.
Company management recognizes that the scope
of its business has expanded beyond the point
where reliance upon memory and verbal communication are adequate management techniques. The
business is becoming more difficult to understand,
plan for, and control. These are the primary reasons
behind the move into MIS. Management recognizes that to achieve an integrated management
system, it must tailor the concepts to the business
at hand. In designing the manufacturing segment
of the management information system, management expended effort to develop:
1. A definition of management objectives
2. Adequate definitions of management responsibilities for planning and controlling operating
activities
3. Profit plans and budgets by function
4. A definition of management information needs
including determination of reporting needs,
timing, and frequency
5. Product definitions
6. Up -to -date bills of material
7. Complete product routings by operation
8. Standard labor hours by operation
9. Improved controlling and reporting of physical
flow of material in the plants
10. Controlled production and labor reporting
11. Current standard material price lists
These items are elements of one or more subsystems within the MIS. It is essential for the collection and reporting of valid data that production
reporting accurately reflect actual activity and
measurement standards and budgets are current
and accurate. Therefore, early effort must be expended to improve or develop the basic elements.
To facilitate the implementation of MIS, the
company decided to integrate through the use of a
computer. Therefore, management took pains to
convert existing tab systems to computer systems
and to place bill of material processing, route sheet
processing, inventory records, and purchased and
processed parts requirements determination on the
computer.
MANAGEMENT ACCOUNTING /AUGUST 1973

Now that we have identified the work performed
on the foundations, let us look at the general plan
for this segment of the company's MIS. The system can be split into two major building blocks —
the manufacturing information system and the
financial accounting /reporting system. Exhibits 2
and 3 present overviews of these systems.
MANUFACTURING INFORMATION SYSTEM

The manufacturing information system, Exhibit
2, is a series of modular subsystems. These modules
are small building blocks, each block representing
a manual, mechanical, or combined information
processing subsystem. The exhibit identifies how
the subsystems interrelate and fit into the manufacturing planning- controlling - reporting system.
To understand how the system works, let us
examine one module in more detail. Within the
manufacturing overview, the bill of material update
subsystem includes input from:
1. Engineering— Change notices and part numbers,
new inventory item master information, product
structure changes, and standard engineering
costs, if any
2. Methods and Standards — Process sheets and
standard labor hours by operation
3. Cost Accounting and Manufacturing— Standard
labor and overhead rates by work center
4. Purchasing— Standard purchase prices by part

F. F. KETTERING, JR.
Chicago Chapter 1973
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Management
Consulting Services
Division of Coopers &
Lybrand, Chicago, Ill.,
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Wheaton, Ill. He holds
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and an M.S. degree in
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submitted through the
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This detail input is processed against the bill of
material processor (BOMP) master files to update
the files and mechanically produce:
1. Edit listings —used by production control to
validate accuracy of file update transactions and
correct errors
2. Bills of material —used by engineering and production control as formal documentation and
for scheduling production
3. Process sheets —used by methods and standards
for release to the shop as part of the production
package
4. "Where used" lists —used by engineering in
identifying common parts usage and to achieve
standardization of parts.
As another example the labor control subsystem
receives daily labor cards and corrections of prior
day's transactions as input. The daily labor activity
is processed against the BOMP master files, primarily for labor standards, to make performance calculations and update labor performance files. The
mechanically produced output includes:
Daily labor proof list —used as audit list and for
re -input of corrections for labor transactions not
passing the edit tests of the labor control system
Daily labor performance report— distributed to
all factory supervisors, it details individual and
departmental efficiency against the predetermined labor standards for measurement of performance
21

"The input is
processed
mechanically. . . "

3. Weekly manufacturing labor utilization report —
used by factory supervisors to measure the ratio
of direct to indirect plant personnel
4. Weekly indirect labor utilization report —used
by plant managers to analyze the activities of indirect labor
5. Quarterly standards analysis —used by methods
and standards personnel to determine accuracy
of standards and to identify any trends of improved or deteriorated performance on specific
operations and machines
FINANCIAL ACCOUNTING /REPORTING SYSTEM

The financial accounting /reporting system, Exhibit 3, is also designed in modular subsystems. In
addition to the relationships shown in the exhibit,
these subsystems integrate into subsystems in the
manufacturing information system.
For example, the cost /price estimating subsystem within the financial overview includes input
from many sources:
1. Costs —from cost accounting records
2. Assemblies, components, and parts cost lists —as
developed using the BOMP master files
3. Standard cost history —from the BOMP update
and vouchers payable subsystems
4. Variance analysis by product and job —from
job cost files
5. Requests for quotations —from marketing
Exhibit 1
INTEGRATING PAYROLL OPERATIONS

Contract
Negotiation
Data

Various
Employee
Data

Salary
Adjustment
Factors

Payroll Data

For new or improved products or unique combinations of components, this input is processed manually to price the request for quotations.
The proposed new prices of standard items are
mechanically computed using guidelines established
by marketing and the updated BOMP files. An updated standard product and component price list is
generated and submitted to marketing for review
and analysis with market conditions. This approach
helps ensure that all standard cost increases have
been taken into consideration in setting prices.
As another example, the work -in- process subsystem uses input common to other subsystems
within both the financial and manufacturing information systems including:
1. Daily labor cards —from labor control subsystenl
2. Material requisitions —from inventory control
subsystem
3. Standard maintenance —from bill of material
update subsystem
This input is processed mechanically utilizing
files common to both the financial and manufacturing information systems: standards —BOMP master
files of purchase price, labor hours, labor rates, and
overhead rates —and job cost at standard and actual.
The application of these inputs and files to the
work -in- process subsystem mechanically maintains
the work -in- process files, which, in this case, are
actually a component of job cost files. In addition,
this subsystem mechanically produces accounting
distributions of labor and material costs as input to
the general ledger subsystem. A subsequent interface of the job cost files, the sales and margin reporting subsystem, and the general ledger subsystem
results in the mechanical preparation of performance reports and margin and contribution reports.
We have summarized a few of the manufacturing
and related accounting elements of the integrated
management information system being developed
by the company. We will now detail one of the
major components, the cost system.
COST SYSTEM

Personnel
Payroll
Files

Files

Employee
Data

Checks,
Gov't. Reports
Soc. Sec.
Tapes
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Payroll
Forecasts

The cost system is woven through several subsystems in the financial accounting/reporting system and the manufacturing information system.
These related subsystems include:
I. Raw material and finished goods system
2. Work -in- process system
3. Sales and margin reporting system
4. Storekeeping reporting
5. Shipping reporting
6. Timekeeping reporting
7. Labor control
8. Material control
9. B/M update
The cost system is built on mechanical interfaces of these subsystems and files maintained by
these subsystems.
The explanation of the complex interrelationships in the new cost system will follow, but first
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"The manufacturing infor-

Exhibit 2
MANUFACTURING INFORMATION SYSTEM

mation system...
is a series of
modular
subsystems."
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Shop floor
control
Purchasing
& vend
reports
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"A standarddirect -job cost
system was
developed..."

let us consider why this complex cost system is being developed. The company's old cost accounting
procedures accumulated and recorded historical
[Material and labor costs by job. These costs were
compared to the estimates originally made in quoting the job but were not utilized as automatic feedback into the estimating system to improve procedures and the quality of estimates. In old cost
procedures, standard material prices were used to
provide purchasing guidelines, but the standards
were not used for costing purposes and had limited
use in estimation procedures. The old cost procedures applied burden on a total plantwide rate
fall absorption basis. These procedures did not reflect differences in overhead between departments.

As a result, costs of product groups, which flow
through departments in a different manner, were
not accurately accumulated. These inaccurate historical costs were subsequently used to determine
the gross margin earned by job after the fact. The
system of costing did not lend itself to analysis of
variances by type and cause.
THE MIS COST SYSTEM

A standard - direct -job cost system was developed
at the company. One purpose of this improved cost
system was to provide the company with a foundation for the development of a profit plan. The basic
elements of a profit plan include a sound cost system which distinguishes:

Exhibit 3
FINANCIAL ACCOUNTING /REPORTING SYSTEM
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1. Journal entries are generated by the system for the above applications.
2. Accounting provides standard journal entries.
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Directly variable costs, in this case direct material, direct labor, and direct work center overhead, which vary directly with volume
2. Managed capacity costs, often called controllable
or manageable costs, exemplified in the number
of clerks needed in relation to the volume of
orders processed (They do not vary directly with
volume but may vary with significant changes
in volume and may be controlled by a responsible manager.)
3. Committed capacity costs, almost completely
fixed during the short -run situation and therefore
controllable only by long -range planning (They
are also termed noncontrollable costs, standby
costs, or pure fixed costs. Executive salaries,
building depreciation, and insurance are examples of committed costs.)
The "standard- direct -job cost system" provides
the company with separation of directly variable,
managed capacity and committed capacity costs.
The system also measures direct costs — namely
labor, material, and overhead— against predetermined standards for:

1. Reduction of study time and costs
2. Improvement in study accuracy
3. Determination of cost behavior in relation to
several measures of production volume
4. Identification of the measure of production volume having the highest correlation to the cost
studied (in this case, direct labor hours)

...

a set of

reports measures
contribution to
income from
operations."

The analysis of overhead costs at the company
produced two levels of directly variable costs, the
department level and the plant level. Departmental
overhead costs vary closely with direct productive
labor hours within the department. Such costs are
assigned to the department and become its responsibility. Each factory department is assigned a
unique rate. Plant overhead costs vary closely with
direct productive labor hours for the entire plant.
Such costs are plantwide and the responsibility of
the plant manager. The plant has an overhead rate
in addition to the overhead rate specified for each
plant department.

The cost system provides for
measuring and reporting variances from labor, material, and overhead standards by assigned responsibility.
1. Labor hours,/piece— operation routing file
Departmental performance reports are issued
2. Labor rate /hour —work center file
monthly
to each production department supervisor,
3. Material price/unit —item master file
comparing
actual performance against standards
4. Material usage— product structure file
and
budgets.
These reports detail expenses incurred
5. Overhead rate /direct labor hour —work center
by
type
—
direct,
managed, or committed.
file
Departments without direct productive activities
Direct costs such as labor and material are gen- receive only a report of managed and committed
erally readily identifiable. It is much more difficult expenses. These expenses are reported by assigned
however, to determine which elements of direct responsibility and are measured against predeteroverhead cost are directly variable, managed or mined budgets, flexible budgets for managed costs
committed. The approach used to identify directly and fixed budgets for committed costs.
The performance reports issued by department
variable costs may be a combination of techniques:
provide the company with improved cost control
1. Scatter charts —A simple plotting of expenses and measurements of performance.
The departmental results are summarized and
against some measure of production volume such
sent
to the next higher level of responsibility. For
as direct labor hours to identify patterns
example,
factory departmental results are sum2. Discussion and questionnaires — Operating permarized
in
plant performance reports for each of
sonnel, factory foremen, and general supervisors
have a vast knowledge of the relationships of ex- the two plants. These reports are combined at the
penses and production volume which can often manufacturing level with other manufacturing debe helpful in deciding which expenses should partments, such as purchasing and inventory conbe classified as directly variable or as managed trol, that serve both plants.
capacity. This knowledge, however, requires
CONTRIBUTION REPORT S. To provide improved
careful interpretation for accounting purposes.
3. Functional classification — Measuring costs measurements of profitability and pricing for the
where they arise fixes responsibility for cost in- company, a set of reports measures contribution to
currence and determines the causes of cost in- income from operations. An example is the prodcurred. This often helps in deciding degree of uct contribution report, which identifies sales by
product group and provides a series of measurevariability.
4. Correlation /regression analysis —A statistical ments:
analysis of cost behavior using computer programs available on most time - sharing computer 1. Product sales as a percent of total sales
systems often provides a rapid and accurate de- 2. Amount and percent of variance from budgeted
termination of cost elements to be included in
sales
3. Gross margin at standard and gross margin after
direct overhead.
deducting identifiable direct cost variances
Advantages of the correlation/regression analysis 4. Amount and percent of net contribution after
deducting distributed costs, capacity costs identiapproach where larger volumes of data are involved
fied as having some relationship to sales volume
include:
MANAGEMENT ACCOUNTING/AUGUST 1973

VARIANCE REPORT S.
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"Once plans
are established,
information
must flow..."

5. Net contribution by product as a percent of total net contribution
The set of contribution reports also includes a
more detailed report by job and reports by customer type. Additional reports may also be presented by product group, customer, salesman, and
sales territory depending on how profitability is to
be analyzed. The performance and contribution
reports are summarized in the company's statement
of income, which presents companywide measurements of performance, cost control, and profitability. Performance and cost control are measured
by variances, in amount and percent, from budget
and by percentage variance from the prior year's
actual.

The techniques used to identify direct overhead
are also used to determine if there is some reasonable basis for distributing capacity costs. The possible allocation bases considered in this instance
were sales dollars, direct material costs, and direct
engineering costs.
The capacity costs analyzed to determine if they
were distributable included costs from manufacturing, marketing, engineering, and also from administration.
Costs which are not direct or distributed to specified products are deducted from the total net
contribution of all products to arrive at the net income from operations as presented on the company's statement of income.
THE OVERALL SYSTEM

The measurements in this case
study take into account distributed costs. These
costs are actually capacity (managed and committed) costs which have some apparent relationship to sales. The purpose for distributing capacity
costs is to recognize as much costs as can be reasonably associated with a product in determining net
contribution for analysis of profitability. The
analysis of profitability after distribution of capacity
costs may be performed on any reporting period
desired, monthly, quarterly or annually. A contribution report should be prepared monthly to measure
gross margin at standard and gross margin after
deducting identifiable direct costs variances. For
this case it was decided to perform distribution of
capacity costs on a monthly basis. Many companies
perform such an analysis only on a semiannual or
annual basis.
DIS TRI BU TED C OST S.

Now, let us see where the cost system fits in the
overall corporate information system ( Exhibit 4) .
First, there must be planning by engineering, manufacturing, and marketing; in fact, everyone gets
into the planning act. Accounting should plan for
the expenditures for which it is directly responsible and for the financing required by all corporate expenditures. For the other areas, accounting
should serve mainly as the scorekeeper and controller, reflecting, reviewing, and challenging the
figures associated with the plans prepared by the
other functions.
Once plans are established, information must
flow, and the cost systems interact (as shown in
Exhibit 4) with:
1. Material reporting system — actual material requisitions

Exhibit 4
THE COST SYSTEM IN MIS
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2. Labor reporting system— actual labor hours
spent
3. Costed B/M processor system— planned material and labor
4. Payroll system — actual pay earned
5. Billing system— actual sales made
6. Accounts payable system — actual material prices
7. General ledger system— budgeted operating results
Now the management information system is at
work, collecting and recording actual from day -today business transactions and comparing these to
predetermined plans for measurement of performance and profitability.
The improved cost system is fundamental to the
management information system. It furnishes the
company with a foundation for the construction of
a profit plan and provides control for the profit plan
through improved measurement of performance,
cost control, profitability, and pricing. In general,
management's understanding of its business is improved and flexibility is provided to allow changes
to the business and its operating system. The company's integrated MIS for manufacturing will
supply:
1. Information for manufacturing cost control by
comparing actual direct and indirect costs with
planned and standard costs by area of responsibility
2. Exception reporting by identifying variances
from predetermined plans or standards
3. Guidelines for sound pricing policies, reliable
costs estimating, and product -mix production
decisions
4. Guidelines for standardizing production by
identifying common parts usage and generally
improving the availability of adequate product
information
5. Information for evaluating the effect of varying
capacities on product costs and other "what if"
production alternatives
6. Profitability measurements by products, customers, jobs and company
Communication Factors
Achieving benefits through the implementation

of the integrated management information system
requires total commitment, participation, involvement, and understanding by all management personnel. They must communicate clearly with each
other, especially when using special terms such as
"standard" in referring to a standard product, a
standard part, a standard operation, or a performance standard. These terms require complete,
clear, and concise definitions to prevent confusion
in design of the MIS.
Good communication also demands clearly understood identification of various items such as:
part numbers, account numbers, or operation numbers. Whatever the item, the rules for identification
must be carefully set down and followed.
The project to implement MIS must have strong
direction, coordination, and control to prevent
floundering and wheel- spinning in the design and
implementation phases. Such direction must come
from the top of the organization. Although implementation responsibilities may be delegated, the
desire to achieve the implementation of a good
MIS must be communicated to the entire management team.

"The project...
must have
strong
direction,
coordination,
and control..."

Conclusion
We have just described the development of an
important major segment of the MIS. The MIS
program does not stop once a manufacturing system is implemented. The cost system is integrated
into the accounting and manufacturing information
system, and these systems must be integrated with
the marketing and engineering information systems.
Once this complete integration is achieved, what
follows?
The integrated management information system
can become more sophisticated through the addition of terminals to capture and transmit data to a
central processing location and by changing from
batch processing to direct computer entry or `online" processing. This operation could lead to an
executive information service. The executive may
have a keyboard console and visual display tube
with instant access to information and the ability
to request complex analyses, correlations, and "what
if' situations. Regular reporting, then, could be substantially reduced since the executive would call, as
required, for whatever information he needed.

Errata
In the article, "Pitfalls of DISC," in the July 1973
issue, under the heading Tax Deferral, the first
sentence should read: "Assuming the before -tax
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profits of an enterprise are $200,000, then one
half of this sum, or $100,000, will be subject to
the tax deferral treatment."
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ACCOUNTING PRACTICES
IN SHIP CHANDLERY
Throughout the history of ship chandlery, accounting has been
instrumental in assisting chandlers to provide the goods and
services required by ships' captains and their crews.

By James W. Jones
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until 1942. By 1924 -25 large oceangoing passenger
liners were diesel powered. Steam turbines rotated
Ship chandlers operate vast "supermarkets" for the by steam generated by burning coal or fuel oil, or
maritime trade. They outfit ships with all necessary presently by nuclear fission, have long been regarded
items from turpentine and tar to food and medical as the speed- setting forces for fast freighters and
supplies, and some even provide services such as luxury liners.
laundry or life raft inspection. To keep track of
With each change in the method of propulsion
their innumerable stores and duties, modern -day there were consonant changes in auxiliary equipship chandlers utilize the most flexible methods of ment and supplies. With the advent of steam, regaccounting which will meet the changing needs of ular schedules were established, and the length of
their customers.
trips in terms of hours or days could be foretold
Ship chandlery has been a recognized trade since with fair accuracy, subject to some delays by storms.
the late 1500's although the need for chandlers has With the introduction of electric refrigeration, made
existed since the first ships put to sea. The trade, possible by the installation of electric generating
which evolved from the victuallers' practices of plants on board ships, the variety and quantity of
providing ships with food, is influenced by methods fresh provisions were expanded considerably. These
of propulsion and preservation, so it fluctuates with factors alone meant that lesser quantities were pureach change in the seafaring industry.
chased for shorter trips and larger quantities for
Without getting deeply involved in the history extended tours could be safely acquired in ports
of ships and shipping, a resume of some of the throughout the world. Installation of radio teleghighlights will help the reader to keep in perspec- raphy and telephony made possible easy commutive developments of the chandler's trade. The nication with shore agents who assist the captains
earliest method of propulsion was the oar, powered in obtaining supplies and services in ports. Adopby the backs of men, as evidenced by the rowing tion of new equipment resulted in the development
galleys as early as 700 B.C. 'Then for many cen- of supplementary services such as electrical equipturies man used sailing ships of various designs, but ment repair, safety inspection, and certification of
he still had to exert much labor to hoist and furl life rafts.
the canvas or other materials. Next, steam powered
In modern chandlery it is difficult to draw a fine
paddle -wheel ships were used in the British fleet line between the classes of goods and services. Such
from 1822. Here again, tnan reduced his labor force terms as marine stores, naval stores, marine supplies,
requirements in manning the ships but also changed dry stores, fresh stores, provisions, small stores,
the classifications of personnel. The adoption of the steward's stores, bonded stores, and slop chest conscrew propeller in the 1840's resulted in marked vey little to the layman. In the trade there is frechanges in design of hulls and equipment and con- quent overlapping of these items in the storehouse
siderable increase in speed. About the beginning of and in advertising. A major factor in this intermixing
the twentieth century, internal combustion engines is the desire of the ship chandler to provide from
were added to the power plants available to ships. one source as many goods as needed by the ship's
One of the first applications was to generate elec- captain. This practice is highly desirable during the
tricity for the main drive motor screw. After Rudolf quick turnaround in ports and builds goodwill for
Diesel patented his engine in 1892, consideration the chandler. If a chandler does not have an item a
was given to this source of power because of cleanli- captain requests, it is common practice to obtain
ness and conservation of space. In 1911 the diesel the material from other sources, including competipowered Selandia was commissioned. She operated tive houses in the port.
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Chandlers were busiest
when vessels were
loaded and unloaded.
(Dock scene drawn
by I.P. Pranishnikoff
courtesy of the South
Street Seaport
Museum.)

It is not unusual for a ship chandler to cater to
or specialize in products consumed by ships of cer•
tain nationalities such as Greek, Norwegian, British,
Japanese, etc. Also many houses sell to restaurants,
hotels, hospitals, and schools although most of
these establishments have their needs covered by
wholesalers and jobbers.
The Ship Chandler's Wares
To give the reader a view of the scope of the
trade, the following selected lists of items observed
in the inventories of ship chandlers are presented.
MARINE ST ORES AND SUPPLIE S. Canvas, rope, WIIe,
slings, nets, hardware, paint, varnish, propellers
and shafts, chain, shackles, anchors, blocks, sheaves,
nautical instruments.
DRY STORES, STEWARD'S STORES AND SMALL STORES.

Canned and packaged groceries, fruits, vegetables,
linens, china, mattresses, sanitary materials, soft
drinks, coffee, tea, soap, tobacco, razors, galley
ranges.
PROVISIONS, WE T STORES. Meats, dairy products,
poultry, seafood, bakery products, vegetables, fruits,
frozen foods of all kinds.
CABIN SU PPLI ES. Bags, bleaches, brushes, cloths,
vermin traps, paper, needles, thread, brooms, buckets, pipe cleaners, kitchen (galley) supplies.
DECK SU PPLI ES. Rope, lanterns, flashlights, leg
irons, handcuffs, flares, signals, fire protection
equipment, chemicals, ladders, fenders, scrapers,
garden hose, machinist's hardware, electrical supplies, cement, wood, dust masks, hand tools, charts,
cargo nets.

Valves and fittings, grease, engine and pump parts, cotton waste, freon, oxygen,
electrical supplies.
ENGINE SU PPLI ES.
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BONDED STORES. Tobacco, cigars, cigarettes, whiskey, wines, and other merchandise subject to domestic excise tax but shipped abroad without tax.
SLOP CHEST. This term originated in the days
when captains of sailing vessels were hard put to
find crews. Men were shanghaied from various
places, most without suitable clothing and other
necessities for the voyages. The captain maintained
a slop chest from which lie provided the necessities
and deducted the price thereof from the sailor's
wages. Today, the term applies generally to seamen's clothing.
MISCELLAN EOU S I TEM S. Medical Supplies, distilled
water, refrigerators, washing machines. One establishment manufactures insignia, flags, and buntings
of all kinds, which are available to other than shipping interests such as clubs and public buildings.
One establishment even specializes in foreign appliances to conform to foreign electrical systems.

SERVICES. Laundry, dry cleaning, medical clinics,
life raft inspection, ship cleaning, ship sealing, fresh
water supply.

Improvements in the preservation and storage
of foods and other goods has resulted in the development by many seafaring nations of bonded warehouses in major ports of the world. Due to extreme
wage differences of various producing countries,
many goods can be transported and stored at costs
considerably below those of other countries. Also,
certain foods preferred by seamen are kept in the
bonded duty -free warehouses for withdrawal by
visiting ships. Since all countries or shipping lines
do not use bonded warehouses, the port ship chandler has to anticipate the demands of his clientele.
Accounting Methods
Following the instructions of Paciolo and other
writers of the 15th and 16th centuries, accounts of
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the proprietors are able
to ascertain the
trend of the
"...

current
business."

early entrepreneurs were rather limited when compared with the results of electronic equipment of
today. However, these accounts were adequate for
the volume of business done and the leisurely pace
of the times as illustrated by this excerpt from
Mariners' Market in which the captain said,
"Plenty of time ... no hurry, any time during the
next fortnight will do. "' Many chandlers still keep
accounts by hand and some have added machine
bookkeeping as dictated by the needs of the organization.
Business houses in times past were satisfied to
keep accounts with customers, and if at a particular
time they "casted up their accounts" and found
they had increased their net worth, they were satisfied. Todav, the pressures from competition require a larger measure of attention to business
practices and more information about the conduct
of the enterprise. Modern accounting has been able
to fill the needs of management in the various
aspects of operations.

not disclose unnecessary accumulations in high
value merchandise nor unwise decreases in items in
heavy demand. In establishing accounts, care must
be exercised to avoid a product mix which might
develop into misleading reports or financial statements.
Separate accounts also are desirable for the services performed by ship chandlers because services
use little material but much labor. Dry cleaning
and laundry services may be provided by the ship
chandler. If so, there is good reason to segregate
these labor- intensive sales into separate accounts. If
such services are contracted with laundry establishments, there is even more reason for segregation.
To the extent that fire - fighting equipment is serviced, separate records on revenue from this source
should be kept. However, in matters of sales of
service, some chandlers consider one account adequate. This procedure is quite satisfactory where
the volume of sales activity is not extensive.
BILLING PROCEDURES

The chandler who attempted to service the major needs of his customers had to segregate his
accounts to develop pertinent information about
the firm's business. Therefore, we find in the
ledgers of ship chandlers income accounts recording the sales of groups of commodities such as
cabin supplies, deck supplies, and engine room
supplies. But because the caption "cabin supplies"
often embraces mattresses, linens, dishes, and
sanitary supplies, as well as canned, frozen and
dry foods, fresh and frozen meats, and dairy products, it is obvious that little satisfactory information
on sales of these categories can be obtained without
further time - consuming analyses. In the case of
deck supplies, the group conceivably could include
paints, varnishes, rope and tackle, hawsers, hand
tools, scrapers, fire - fighting equipment, and refrigeration equipment supplies. It is not difficult to
conclude that not all of these items carry the same
mark -up or gross profit. Here we find, as in many
other types of enterprises, that unusual variations
in sales quantity may have a decided effect on
gross as well as net profit. The accountant, therefore, must devise a chart of accounts in harmonv
with the scope of the ship chandler's sales.
As many accountants are aware from their associations with numerous businesses, the spread between cost and selling prices varies. Some chandlers
attempt to overcome the wide range of gross profit
by classifying their wares according to gross profit
margin. This practice has considerable merit where
the resulting financial information is used for such
purposes as determining monthly inventories for
insurance purposes by application of the gross profit
percentage method. Of course, any marked deviation from the usual ratio would be cause for immediate investigation by management.
While this procedure offers management a means
of controlling inventory, such broad groupings may
' L.T .C. Rolt, Mariners Market, Durnyeat Limited: Crovth over
a Century, Published privately for Burnyeat Limited by Newman
Leame, Ltd., London, 1961.
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Billing procedures in chandlery offices vary according to the desires and needs of the establishment. Numerous copies of bills are made. Some of
them are sent to the ship and some are retained
in the chandlery office.
Many chandlers develop the cost billed for each
invoice on an office work sheet, therebv making
possible the determination of the gross profit on
each sale. By accumulating these figures, the proprietors are able to ascertain the trend of the current business. One establishment uses a handwritten combined order sheet and invoice form
which incorporates a section for the development
of the cost of the sale. When the figures for cost
and selling price are extended, the form is folded
in two places and then photocopied in the required
number without typing of invoice. This is an excellent example of adapting time saving modem facilities to the simplification of office procedures. In
some instances, the photocopier provides copies of
delivery tickets for the ship's officer.
Associated with billing procedures is the preparation of customs declarations, especially necessary
for withdrawals from bonded stores warehouses.
Also, some chandlers have internal procedures for
maintaining control of special purchases from others
to assure that all revenue is billed.
ORDER FORMS

The use of standard order forms by steamship
lines may exert influence on the construction of a
chart of accounts by causing the billing of
chandise to conform to ships' orders. It is not
mandatory for the chandler to follow the standard
order form, but conformity makes for expeditious
handling of orders and billings. These standard
order forms show a grouping of ship's needs by
titles similar to the chandler's classification. The
use of such a form facilitates preparation of the
order and delivery, both in the accumulation of the
goods at the chandler's warehouse and upon delivery on board ship.
Continued on page 34
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PROGRAM MANAGEMENT
IN MISSOURI'S DIVISION
OF MENTAL HEALTH
Efficiency in the management of programs and sub - programs is
enhanced through the use of information for control purposes
at both the program level and the sub - program level.

By Albert P. Ameiss, Frank J. Ehlen, Charles W.
Hutchison, Warren A. Thompson, and Harry E.
Wood
The Missouri Division of Mental Health, comprising 11 major institutions and nine regional clinics
throughout the state, is in the fourth year of a
seven -year plan for developing and implementing a
totally automated patient information system. The
information system utilizes a shared computer center located at the Missouri Institute of Psvchiatrv,
St. Louis, Mo. It consists of an IBM System 370,
Model 155 computer, supported by a teleprocessing
network and a professional staff of over 100 data
processing and clinical personnel. The system
focuses upon increasing the efficiency in both the
care of the 40,000 -plus patients and the administrative operations of the Division's facilities through
an automated Standard System of Psychiatry.'
Managerial efforts in effectively planning the allocation of scarce personnel and financial resources
within the Division find expression in both "program budgeting" and in subsequent "program management." The latter requires a logical restructuring
of the hospital's organization and computerized follow-up to evaluate management's performance in
terms of its planned objectives by programs. After the -fact decision - making, involved in program management, is facilitated by timely printouts to assist
hospital management, in evaluating its own performance.
The Concept of Program Management
Traditionally, budgets have been presented to
the state by each responsible hospital in terms of
conventional funds which include personal services,
operations, repairs and replacements, contingencies,
and capital expenditures but without reference to
specific programs. Fund accounting has thus been
used to meet the needs of the Division of Mental
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Health to segregate resources collected and used.
Such "stewardship reporting" has long been considered the only essential in government accounting. It existed primarily to accommodate external,
legalistic disclosure requirements and the financial
accounting control of the funded institution. ' ponents of fund accounting charge it is archaic
from a reporting point of view because governmental units are larger and more complex and require an emphasis on professional rather than custodial management. Also, in these times of scarce
taxpayer monies, budgeting by program as a supplement to the legally required budget presentation
by funds has become imperative. This is very important if the legislators are to understand the
state's needs and to allocate monies judiciously.
In Missouri, the various agencies were asked to
identify programs, justify their budget requests in
terms of program effect, and identify workload data.
In addition, they were to provide meaningful criteria to measure the performance or success of each
program. Each agency was required to coordinate
its efforts to accomplish its goals and objectives
through the development and performance of programs. Accordingly, a plan of activities and programs was developed for implementation Division wide.
Budget Objectives
The following five objectives were projected in
the Division's Mental Health Program budget request for Fiscal Year 1972:
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1. Provide diagnosis, care, treatment, and rehabilitation for the mentally ill and retarded for whom
no other treatment sources are available
2. Promote local community services through eduIvan W. Sletten, George A. Ulett, Mary Jean Wood, and Warren A. Thompson, "St andard Systems of Psychiatry (SSOP) ,"
Department of Psychiatry at Missouri Institute of Psychiatry,
University of Missouri School of Medicine, St. Louis, 1970 Edition.
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cation as to the nature of mental illness and
retardation and factors which cause and aggravate these conditions
3. Conduct training for mental health professionals
and improve their on -the -job functioning
4. Conduct research into the causes, treatment,
and prevention of mental illness and retardation,
with special emphasis on improving the mental
health care delivery system
S. Develop new techniques of mental health care
delivery through maximum use of the computer
and the Standard System of Psychiatry (This
would open new areas for research and free professional personnel from clerical details, permitting them to work exclusively in therapeutic
association with patients.)
Presentation of the Division's Program Budget
In the budgetary request to the governor and
state legislature, each program's presentation indicated its purpose, objectives, and budgetary resources required. Program codes (see Exhibit 1)
were also developed and accepted by the Division
of Mental Health. Within each of these program
codes, cost centers or sub - programs were provided
in the Division's new Chart of Accounts to permit
further breakout for each program. Toward this
end, each hospital in the Division was required to
submit a budgetary request for support of programs offered and also to furnish details by funds.
Financial Information System
The financial information system for the Division of Mental Health incorporated a number of
basic principles which merit discussion.

FUND ENCUMBRANCE —PHASE I

The objective of this system is to furnish an
automated method of controlling the funds allocated to an institution, the initial yearly appropriations, and the quarterly allotments of such funds.
Provisions have been incorporated to control up to
a maximum of 99 separate funds. The purpose of
this system is to provide fund control over dollars
encumbered based upon the workload as embodied
in program management. It does not provide cost
controls by programs or cost centers. As illustrated
in Exhibit 2, input date may be processed daily
(to update the fund balance and purchase order
files) to produce a fund "Encumbrance Inquiry"
report. This report, provided by the system upon
demand, emphasizes two major control points in
showing the current status of a hospital's fund.
The first is the "Unexpended Balance" defined as
the difference between the funds allotted and its
cash expenditures to date. The second, and perhaps most critical, control feature is the "Unencumbered Balance" or free fund balance. The balance is arrived at by subtracting outstanding
purchase orders which have not vet been formalized
into invoices.
Also provided in the system is an "Outstanding
Purchase Orders Report" (not shown) listing all
purchase orders, purchase requisitions and an audit
trail of "paid in full" items processed during the
reported month. Input expenditures into the fund
encumbrance system are made against the complete
Chart of Accounts cost codes, that is, reference is
made to the applicable program, cost center and
account code.
COST ACCUMULATION —PHASE II

1. The importance of user involvement by all Divisional hospitals and the Central Office was
stressed throughout system effort.
2. Basic governmental accounting techniques,
coupled with recognized industrial cost control
procedures, have been used in the development
of both the fund accounting and program evaluation reports.
The reporting system has been developed within
the framework of a uniform Chart of Accounts,
introduced throughout the Division, with emphasis on program management for the eleven
major programs shown in Exhibit 1. Provision
has also been made for cost center reporting
within such programs. Expense accounts and
balance sheet accounts applicable to each hospital, as well as the funds named above, are also
available.
4. Input requirements have been minimized
through integrated data processing and the interfacing of the data collection elements with other
automated administrative systems.
The financial information system utilizes a
phased developmental approach incorporating four
major segments: fond encumbrance, cost accumulation, cost reallocation, and cost accounting. A discussion of each segment and its relationship to the
overall system discussed below.
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The major purpose of the cost accumulation system is the determination of actual costs for the
period by program, cost center or account number,
for comparison with the budget so corrective action
can be taken by the responsible manager. However,
these direct costs accumulated directly by program,
cost center, or expense account do not represent the
total costs of direct patient programs. To arrive at
such total costs, the indirect costs of such programs
must be distributed or allocated on equitable bases
from the service cost centers which serve the direct
care cost centers. The process of distributing such
indirect or service center costs (maintenance, dietary, housekeeping, etc.) is accomplished through
the cost reallocation program.
COST REALLOCATION —PHASE III

Data processed in the cost accumulation system
become direct inputs to the cyst reallocation system
in answer to the significant questions: "What is the
total cost (including indirect costs) of each direct
patient care cost center ?" and "What is the total
cost per day of patient care ?"
In the cost reallocation process, appropriate bases
are used for the proration of each service center's
costs to direct patient centers through a procedure
called "step- down" costing. The procedure then
culminates in "true" or full costs in each direct patient care program.
MANAGEMENT ACCOUNTING /AUGUST 1973

COST AC C O U N T I N G (ST AND ARD
COSTING) —PHASE IV

Exhibit 1
CHART OF ACCOUNTS
PROGRAM CODES
Program

&

Code
01
02
03
04
05
06
07
08

After all ancillary costs and administrative costs
have been allocated from service cost centers to
direct patient care programs, the latter show total
costs for the period and are compared with the
budgeted costs for that program (or cost center).
A favorable or unfavorable variance from budget
is calculated as illustrated in Exhibit 3. This facilitates program management by the hospital superintendent's staff, encouraging corrective action to
eliminate unfavorable variances in those direct care
programs where actual, fully distributed costs exceed the program budget established before the year
began.
The Patient Cost Report, Exhibit 4, refers to the

14

09
10
11

Hospital support and services
Medical-surgical and ancillary services
Geriatrics and infirm
Alcoholism and drug abuse
Community services
Adult general psychiatry
Forensic psychiatry
Mental retardation (State hospitals and
schools)
Receiving and intensive care
Child psychiatry
Research and training

y.

n
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Exhibit 2
ENCUMBRANCE INQUIRY
DATE: FEBRUARY 23, 1971

01
02

Description
Revenue personal service
Revenue operations
Total hospital

Amount
expended
to date

Unexpended
balance

Amount of
purchase
orders, etc,

Unencumbered
balance

$3,150, 000.00
690, 000.00

$2,100,000.00
440,000. 00

$1,050,000.78
240, 000.00

0.00
110,000.00

$1,050,000.00
130, 000.00

$

Fund

Allotment
to date

.

.

.

.

.

.

.

1

.

.........

.........

.........

.........

H. E. WOOD
Information

is Dir ect or of

Exhibit 3

EXPENSE DISTRIBUTION BY PROGRAM COST CENTER
PERIOD ENDING: MAY 31, 1972
Account
description

Program 03 geriatrics

&

Cost Account
center no.

Annual
budget

Year to date
expenditures

Current month
expenditures

Difference

Percent
of budget

infirm

Cost center 301 ward 3 north
Food groceries
Spec. diet foods
Produce

Cost gr oup total

9,341.65
570.25
2,399.10

$63, 312.36
7,978. 22
23, 940.10

$12, 311.00

$95, 230.68

69,000.00
10,000.00
25,000.00

$5,687.64
2,021.78
1,059.90

90.9
79.8
95.7

$104,000.00

$8, 769.32

91.6

$

330.00
330.01
330.02

$

301
301
301

Processing at the
D epar t m ent of
Psychiatry —St. Louis
Di v is i on, Missouri
Inst i tut e of Ps y chiat ry ,
Uni ver si ty of
Missouri — Columbia
Sc hool of M edic ine,
Mr . W ood ho l ds a
B.S. Statistics degree
i n Business

Administration from
the Uni versi ty of
Missouri — Columbia.
This article was
s ubm i t t ed t hr o ugh t he
St. Louis Chapter.

Exhibit 4
DIRECT PATIENT CARE COST REPORT FOR MONTH OF JANUARY 1973
Total bed capacity 20
This month inpatient days 6,000

Program: 06 Name: Adult general psychiatry
Cost center: 340 Name: W ard D•2

—

Total this month
Percent
of total
Budget cost

Cost element
Direct:
Labor aids
Labor clerical
Labor supervision
Total
Indirect:
Laundry
Food
Overhead

Actual
$30, 000
15,000
15, 000

30
15
15

xx
xx
xx

$60,000

60

$70, 000

Cost per patient day
Last month
This month
Budget
Actual
Budget
Actual
xx
xx
xx
$10. 00

xx
xx
xx
$11.70

$600
1,800
......

Total

$40,000

40

Grand total

$100,000

100
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"Efficiency . . . is
enhanced..."

Adult Psychiatry Program and illustrates program
management at the ward level. Based on a total
workload of 6,000 inpatient days, a budgeted allowance is developed for the various expenses over
which the ward supervisor has control, such as
labor, laundrv, and food. Comparing budgeted allowances with actual costs for these items for the
period under review provides a tool to determine
cost effectiveness and at this level to take action on
specific "bad actors" if necessary.

Summary and Conclusion
The relationships between various systems and
sub - systems in the overall Divisional Information
System may be summarized as follows. The Fund
Encumbrance System facilitates answers to such
questions as: "How many dollars are left from the
annual budget in a specific fund ?" and "How much
of that balance is committed in the sense of being
obligated through purchase orders ?" Thus, the
fund accounting system acts primarily as a technique for controlling funds (personal services, operations, repairs and maintenance, additions, and
capital expenditures) so the amount of "free"
budgetary balance can be readily determined and
retrieved from the computer when desired.
By contrast, the cost accumulation system furnishes answers to such questions as, "What are

this program's total costs ?" and "How does this
total compare with targeted costs set forth in that
program's budget ?" This is the essence of program
management, and responsibility has to be accepted
by the program (or wards within programs) managers after commensurate authority has been delegated to them to take the corrective action.
Controllable program costs are reported promptly
for each period and when compared with the
budget permit each program manager to evaluate
his own performance. It gives him the opportunity
to take appropriate and timely action to correct
the situation if necessary and to get actual program
expenses back in line.
Through the use of the systems described, managers are given information that permits them to
do more than simply gain assurance that they
haven't overspent their budget. Efficiency in the
management of programs and sub - programs is enhanced through the use of information for control
purposes at both the program level and sub - program
levels. Corrective action is thus encouraged, permitting program managers to reach the objectives
set under program budgeting. As a result of this
interplay of program budgeting and program management, the quality of hospital management is
improved and the allocation of scarce resources
optimized.
El

ACCOUNTING PRACTICES IN SHIP CHANDLERY

OPERATING COSTS

To obtain the best financial comparisons, expense accounts should be in harmony with the
sales revenue account classifications. But many disbursements cannot be charged entirely to one particular activity. Where special services are performed by the chandlery, there is a definite need
for segregating costs of these special services.
Reference has been made to records associated
with costs, such as depreciation schedules and costs
of individual sales. When the chandler engages in
activities other than buying and selling goods, the
accounts should be expanded to provide adequate
information on these other activities. In the case
of the flag and insignia manufacturer, records are
kept on the costs of the orders, but the system is
not incorporated into the ledger accounts. In that
case the usual practice of determining the gross
profit on each sale is followed.
FIXED ASSETS

Although many facilities of ship chandlers will
be common to many commercial establishments,
retail or wholesale, a few items may be mentioned
specifically. Every retailer or wholesaler has a store
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or warehouse complete with shelving, bins, counters, etc. Frozen foods require deep cold chests.
Fresh meats and dairy products must be refrigerated. Power hoists or lifts are needed where
heavy units of merchandise are moved. Many purveyors have trucks for deliveries. Many ship chandlers must have .both boats and trucks to deliver
provisions to ships at anchor. Tank boats carrying
fresh water are an example of such special needs.
To properly record them, suitable asset accounts
should be used as early as possible. Various standard printed forms are available for establishment
of plant ledgers. Most of these forms have provisions for depreciation which, when accumulated,
can be tied in with ledger reserves.

Conclusion
Ship chandlery is an ancient trade, but its ac.
counting methods are as modern as the products
chandlers sell. The classification of sales accounts
by profit margin provides formal budgets not attainable in earlier times. Branches in various ports
can be controlled by central accounts, and the
payroll allocations of employees supplying the variety of goods and services fulfilling ship captains'
needs are handled with ease. More than ever, sound
accounting practices enable ship chandlers to operate at a profit.
n

Continued from page 30
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THE MANAGEMENT
OF OBJECTIVES
It is effective management of these objectives that enables a
skillful management to achieve management by objectives.

Although this article is concerned with management of objectives and management by objectives,
its stress is on the neglected management of
objectives: the selection of objectives, the ordering
of priorities, and the managerial decisions as to
relative emphases. But before this neglect can be
remedied, criticism must be made of what often
passes, in preachment and in practice, for management by objectives.

Management by Objectives
Too often, management by objectives takes a
special form of decentralization. It establishes autonomous product or territory divisions or an
elaborate hierarchical structure of ersatz profit centers; it attempts to gain the motivating power of
putting each manager in business for himself. The
unfortunate managers of such organizational components are then judged according to the profit
made by their subunit or perhaps by the return on
investment shown by their subunit.
Whether segment profit or segment rate of return is compared to past performances, budgets, or
other segments, such comparison is seriously defective as a measure of segment or managerial
performance. Basing judgments on profits or rates
of return shown by profit centers requires arbitrary
allocations of joint revenues and common costs
among them. Such allocations often play major
roles in the computation of segment profits which
may have severe consequences for the firm.
One harmful result is suboptimization: segment
managers will pursue a goal of maximum segment
profits regardless of the effects on total corporate
profit. For example, a major steel corporation was
divided into profit centers, organized as wholly
owned subsidiaries. Some centers were roughing
mills and others were finishing mills. Corporate
policy required transfer of the output of the roughing mills to the finishing mills at cost plus 10 percent. Costs included direct labor and materials and
a standard burden rate computed on an assumption
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of normal volume. During a recession, roughing
mills maintained a high level of production by
selling to independent finishing mills at prices
which recovered part of their overhead expenses —
surely recovering part was better than recovering
none. The roughing mills showed a small profit on
their income statements, but the finishing mills,
faced with competition from independent finishing
mills getting their raw materials from the same
sources at lower prices, could not show a profit.
Corporate policy included promoting only managers
who could operate most profitably. Hence, the
corporate high command consisted exclusively of
former roughing -mill managers, who saw nothing
wrong with the profit center scheme or with the
equitable transfer prices -10 percent was a small
enough margin to add to costs.
A second result follows directly from the first. Use
of the profit- center scheme undoubtedly succeeds in
motivating segment managers. They are motivated
to spend many of the most expensive hours of the
corporate payroll arguing, debating, negotiating, and
appealing transfer prices, oblivious that a change in
these merely transfers money and profits from one
corporate pocket to another, leaving the corporate
total unchanged — unchanged, that is, unless high
transfer prices drive a buying segment to external
sources of supply. But top managements' directing
managerial time and attention to more important
matters through dictation of transfer prices is resented by managers and may destroy their motivation rather than stimulate it.
A third result is perversion of managerial decision
making. Actions profitable to the corporation are
not undertaken because from a segment manager's
point of view they cost more than they are worth.
The inclusion of an allocation of fixed costs may
divert managers from using idle time of fixed capacities. They may use alternatives which cost the corporations more but seem to cost the segment less,
or they may abandon plans altogether due to what
appears to be excessive costs.
Transfer prices are not the sole cause of distorted
information leading managers into making poor de-

B. E. GOETZ
Ft. Lauderdale Chapter
1970, is Adjunct
Professor of
Accounting at Florida
Atlantic University,
Boca Raton, Fla. He
is also Professor
Emeritus of
Management at the
Massachusetts

By Billy E. Goetz

Institute of
Technology. Professor
Goetz received his
Ph. B. and Ph. D.
degrees from the
University of Chicago.
This article was
submitted through
the Ft. Lauderdale
Chapter.

35

"An inventory
of objectives
must begin
almost from
scratch."

cisions. Many investments and some liabilities are
omitted from balance sheets with corresponding distortions of income statements, whether corporate or
segmental. What remains is a tricky and uncertain
guide to managerial decision making. Investments
in personnel, in recruiting, training, and coordinating an effective work team, are written off as expenses. Similarly, extensive investments in research
and development of new products and processes, investments in building long -term customer goodwill,
the heavy costs of developing computer softwear,
and costs of startup — largely debugging for new
plants, new designs, and new organizations —tend
to be written off as operating costs of the current
period. Since the benefits achieved are not owned
in fee simple, and since they are largely imponderable and allegedly difficult to measure, they are not
capitalized. And yet, many are no more difficult to
value on an acquisition cost basis or— better for
managerial decision making —on a replacement cost
basis than many recognized assets. Their asset value
would be no less relevant, no less realistic, than the
balance sheet values of land, buildings, or equipment acquired many years ago.
Proponents of management by objectives have indeed recognized the existence of objectives other
than profits and return on investments. However,
the other objectives they often suggest are not very
impressive. Those objectives they most often suggest, share of the market and survival, could hardly
be poorer choices. At best, these two are surrogates
or more or less congruent subobjectives. Pursuit of
a larger share of the market makes sense only if it
produces larger profits (larger return on investment?) . Any company can easily increase its share
of the market by cutting prices and shaving profit
margins or by cutting profit margins by inordinately
large increases in selling expenses. Similarlv, survival seems reasonable only if it brings greater profits
or smaller losses than liquidation.
Management of Objectives
Managers must persuade stockholders to invest,
creditors to lend, customers to buy, employees to
work, suppliers to sell, governments to be benign,
and the public to applaud. All this must be in sufficient volume and properly proportioned or the enterprise will fail. Managers of successful enterprises
accomplish this task by persuading these hordes to
cooperate by helping them achieve their own objectives. As a direct consequence, management derives
nearly all its objectives from those whose cooperation it seeks. Managers, of course, also have personal goals: higher salaries, larger bonuses, generous
pensions, luscious stock options and more power.
There are many objectives to which management
should attend. Nobody knows how many. Formal
contract negotiations with customers, creditors, suppliers, and unions often bring to light objectives
hitherto unrecognized. Yet, objectives are the keys
to motivation upon which management must play
to achieve a smoothly orchestrated performance of
the enterprise as a whole. It is the effective management of these objectives that enables a skillful management to achieve management by objectives.
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IDENTIFYING OBJECTIVES

The first requirement for management of objectives, then, would be identifying the objectives to
be managed, listing them, defining them, and determining the units for measuring them. For those
objectives too vague, too ambiguous, to be clearly
defined and measured in recognizable and applicable
units, management should seek surrogates amenable
to definition and measurement.
An inventory of objectives must begin almost
from scratch. The controller could organize a series
of meetings to role play the several constituent
groups of cooperating participants. The board of directors could play the roles of stockholders in an
attempt to exhaustively list and define the objectives stockholders seek. Other role playing could include the finance committee as creditors, the major
marketing executives as customers, the collective
bargaining team as employees, the purchasing executives as suppliers, and back to the board of directors as concerned citizens. However, role playing is
a mere beginning. In some ways it is a preparation
for searching interviews with representative samples
of each participant group to check and amplify the
listed outputs of the role playing. Even after such
extensive field research, the subject should be considered to be open, and newly discovered objectives
added as they emerge from obscurity.
One beginning of such a list for customers of a
firm manufacturing a producer's goods is:
1. Dependable satisfactory quality of product
2. Dependable satisfactory quality of repair service
3. Availability of replacement parts
4. Reasonable prices and credit terms
5. Prompt deliveries and reliable delivery promises
6. Helpful advice and engineering services
Customers for consumer goods would presumably have a rather different list:
1. Style: lines, colors, materials
2. Prestige
3. Sex appeal
4. Price
5. Credit
6. Quality
7. Service
8. Atmosphere
Enough has been said to demonstrate the number of objectives that become the concern of management and the difficulty of developing an adequately inclusive list and defining each item in
measurable terms. The partial solution offered by
surrogates deserves a word. Employee morale is
usually regarded as a good thing. Employees like to
believe they work for a progressive outfit that
thinks its effect on the lives of its employees is as
important as the goods and services it sells its customers, the dividends it pays its stockholders, and,
more recently, as its status as a nonpolluting, ecologically desirable enterprise. However, employee
morale is an elusive phenomenon to measure. Surrogates are often used. It is widely believed that
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poor morale increases tardiness and absenteeism,
labor turnover, number of grievances (especially
unfounded or trivial grievances), even sickness and
accidents. All these can be measured or counted.
Nor need they be consolidated into a single index
of morale. Each can be regarded as an objective.
BUDGET OF OBJECTIVES

Once the list of objectives and surrogates is as
complete as possible, objectives should be classified
according to the participant group to which they
apply: stockholders, creditors, customers, employees, suppliers, managers, governments, or public.
These objectives should be listed in the first column of a six - column exhibit. The second column
should show the appropriate unit used to measure
or to count each objective where such units can be
defined. The third column would show how many
units of each objective were attained last accounting period. Wherever this figure is not known, estimate or guess it and so label it. The fourth column
would be a preliminary estimate of how many units
were planned for achievement in the ensuing accounting period. All this —the list, the definition of
units, the reported units attained last period, and
the targeted units for next period —can be expected
to be tentative, to be rough when the program for
managing objectives is begun and to improve with
practice as the periods slip by.
The fifth and sixth columns are even more difficult to fill. The fifth column should show management's estimate of the worth of one more unit of
each objective, expressed in dollars. How much
would management be willing to spend to increase
positive objectives (e.g. new customers) by one or
to decrease negative objectives (e.g. customer complaints) by one? The sixth column should show
management's estimate of the cost of one more
unit of each objective, again expressed in dollars.
There will probably be many blanks in these two
columns, although management should press for
the best, the most informed, guesses that can be
obtained. Perhaps it will ease the process if the
guessers are permitted to enter question marks next
to the best guesses they can make when they believe those best guesses are not very good.
BALANCING AT THE MARGIN

If the budget represents the best available plan,
the last two columns should have the same figures.
If the next unit is estimated to be worth more than
it costs, the total budgeted should be increased until the last unit added is worth just what it costs.
Similarly, if the last unit added was not estimated
to be worth what it cost, it should be deleted. This
is the economic principle of balancing at the margin.
The mathematical expression of this principle is:
I

_ A 131 = O132 = A 8 3
AC1 AC2 OC3

.

A literal translation of this equation is: The incremental benefit (AB,) of one additional unit of
objective one divided by the incremental cost
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(AC,) of such a unit equals one and similarly for
all incremental benefits of additional units of other
objectives divided by their respective incremental
costs.
Theoretically, such equalities would exist if
added and subtracted units were very small. Approximations should exist if the units are moderately sized. For large units, one must be careful to
add only when the benefit of the added unit is believed to be greater than its cost and to delete only
when the cost saved is greater than the benefit
sacrificed. This implies that benefits per incremental unit decrease as the number of units increases
and that costs per incremental unit increase as the
number of units increases. The first statement is
the economic theory of "the principle of diminishing utility" and the second is "the principle of increasing costs."
When all the rows contain equal pairs in columns five and six, we have reached a good second
approximation to our optimal budget.

"Here the
profit motive
re- enters ..."

FEASIBILITY AND TRADEOFFS

A very serious question remains, "Does our second approximation to a budget of objectives overextend or underextend the enterprise's resources ?"
Now we need budget totals, and this is embarassing
for four reasons. First, since benefits per unit decrease and costs per unit increase, there is no simple way of deriving totals from the data worked up.
Second, many objectives have not been uncovered
and hence are not listed. Third, many objectives
listed have eluded efforts to define units to measure
or count them. Fourth, the transition from measurable or countable natural units to dollar evaluations
may have overwhelmed the data processing system
including its intangible, internalized, intuitive links.
However, we do prepare conventional budgets
which culminate in estimated income statements
for one or more ensuing periods, estimated balance
sheets as of the ends of such periods, and cash receipts and disbursement budgets. If these indicate
we are attempting too much for available resources,
we must revise our plans and budgets until we obtain a feasible set. One of the expedients we may
adopt is pruning plans for fulfilling derived (or imposed) objectives as shown in the second approximation budget. We have discovered that we have
overshot the possible. Pruning is not a matter of
whacking out whole objectives or of reducing the
wages of labor. Rather, it is a process of refined detailed pruning over the range of objectives. Due
to the overall limitation on the total to be achieved,
more achievement of one objective is attained only
by less achievement of another.
Here the profit motive re- enters planning for objectives fulfillment. Many benefits (e.g. higher
wages, bigger dividends) and even more costs are
immediately conceived, measured, and estimated in
terms of cash. Others are like a cafeteria comparison among benefits (e.g. pie, ice cream) not directly measurable in cash, although their costs are, and
managerial intuitive judgments will be needed for
estimating cash values of benefits (as they are implicitly made in choosing between pie and ice
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"...

the traditional subsets
remain valid..."

cream) . Nevertheless, more objectives can be satisfied if cash throwoff is increased. Cash throwoff is
one means to many ends, and management often
divides its trying for more ample attainment of objectives into two steps. Step one is to maximize
cash throwoff, to obtain as much means as possible.
This is not a short -run, this - year -only concept. It
runs as far into the future as management makes
plans, no matter how vaguely or dimly. Step two is
to allocate the cash generated among the ends to
be served and the objectives to be attained in the
best balance possible. And best balance is and probably will remain largely a matter of managerial intuition. However, attempts to quantify and to compare should sharpen the manager's concept of the
nature of the choices lie must make, and with practice lie should make such quantitative estimates and
the dependent choices with increasing expertise.
So, always restoring equality to the last two col ums, we raise our estimates of costs of incremental
units —the resources just are not there, so the costs
prove to be much greater than we first thought.
This is also a process of balancing at the margin by
dint of tradeoffs.
The result should be a third, feasible, and final
approximation, a budget of objectives insofar as we
have been able to develop one.

Budgets and Operating Standards
We should not neglect the role of budgets and
operating standards as objectives. These subsets of
objectives are now better recognized and better
worked out and employed than the objectives discussed thus far.
Budgets — master budgets, departmental budgets,
cash budgets, all budgets —are organized, detailed
statements of objectives. They are usually organized
in a hierarchy parallel to the hierarchial organization of the personnel employed by the enterprise.
They are planned; alternatives are developed and
compared; and one consistent set is adopted and
established as goals to be attained, as standards by
means of which subsequent performances are to be
judged.
Operating standards — material specifications, bills

of materials, anticipated prices; job specifications
and evaluations; operations lists and standard times;
even dimensions and other characteristics of finished products —are detailed subsets of objectives.
What characteristics are sought when employing
new personnel? How much are they to be paid?
What dimensions are to be produced? What tolerances are to be maintained?

Monitoring, Feedback, and Control
Now that our concept of relevant objectives has
been extended, we are ready to return to the concept of management by objectives.
The budget is clearly a statement of managerial
intent as to the levels at which each objective is to
be satisfied. The figures provide targets for managers to strive for and should enhance communication among managers.
Our budget contains items classified by origin, by
which participative groups are involved. Some resorting according to managerial responsibility is in
order. It may be the production department's responsibility for complaints about incomplete or
mixed -up shipments and the sales department's responsibility to reduce the number of customer complaints about misrepresentation in advertising.
Means must be found to monitor, to measure or
count, these objective units as they occur, then to
accumulate or record them, and finally to report
them in parallel with the corresponding plans. The
result is a set of difference reports for each responsible manager. He would get a copy, his boss would
get a copy, and perhaps a number of managers in
higher echelons would receive a copy. There would
be meetings, explanations, and plans for remedial action: changing estimates, plans, allocations of resources and improving motivation.
Conclusion
This analysis brings us to management planning
and control. Management of objectives, as presented
in this article, seems a reasonable look -alike to management planning, and management by objectives
seems a similarly close approximation to management control.

LETTERS
Continued from page 11
counting information which is to be used in making decisions
must take on a larger degree of future orientation. He ably
argues for his recommendation that the entire financial community accept current cost reporting in place of the historical
cost reporting now used. If such a sweeping change were to be
made, it would no doubt take a very long time to implement.
There is no cogent reason, however, why an individual company cannot use current costs or, for that matter, forecasted
costs for decision making purposes. There is abundant evidence
that historical cost information is clearly not always adequate;
for example, consider the problems arising from the use of
historical overhead costs in a period of rising costs.
Why, however, stop at cost information? Price levels are
continuing to change too. Why should not all information for
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internal decision making purposes be based upon forecasts? It
is now often economically feasible to make, document and
process the myriad assumptions which must be made to
adequately forecast information for decision making. The well run company will investigate and not just assume it is not
possible.
Dr. Carlson does the business community a service in suggesting that they consider the basis of the information they
are using for decision making, and some companies will heed
his advice. Those who do are to be applauded, for not only will
they most likely be well rewarded, but so will all of us in
these times which cry for better management.
Richard L. Bomblatus
Ernst & Ernst
Minneapolis, Minn.
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A LEADERSHIP AUDIT
The challenge for the manager becomes one of identifying the
leadership style most appropriate for a given situation.

By Harold C. White
Most accounting managers are aware of the fact
that they use a variety of leadership styles. On some
occasions, they may permit and even encourage involvement in decision making by their subordinates.
At other times they may make decisions unilaterally
and announce the decision in the form of a direct
order. The successful accounting manager has
learned that there is no one right way to lead. The
appropriate way depends on the circumstances, i.e.,
leadership is situational. The challenge for the manager becomes one of identifying the leadership style
most appropriate for a given situation.
Regardless of the circumstances, however, the
more effective managers typically show greater consideration for the feelings, attitudes, and needs of
their subordinates, supervise less closely, and spend
a greater amount of time increasing their subordinate's feelings of freedom and self - responsibility.
The feeling of involvement of employees tends to
be enhanced by permitting them to make decisions on matters related to their work.
These attitude and behavior characteristics of
effective managers are really no secret. The literature abounds with references to participative management styles. To confirm this viewpoint, a survey was made of • the members of the Scottsdale
Area Chapter., The members were asked to complete a questionnaire which was adapted from Rensis Likert's, The Human Organization: Its Man agement and Value., (See Exhibit 1.)
Each respondent was asked to think of the one
most effective manager he knew and to answer the
questionnaire with that manager in mind. The respondent was next asked to answer the same questions for the weakest (least effective) manager he
knew. Neither of the terms "effective" nor "weak"
were defined; the respondents were required to base
their selections of managers on criteria they felt to
be appropriate.

Approximately half of the questions were concerned with the attitudes and behaviors of the
subordinates that the managers supervised; the remainder of the questions were concerned with the
manner in which the managers performed their
leadership roles. For each question, three answers
were provided, ranging from least desirable characteristics to most desirable.

Attitudes and Behavior of Subordinates
Question: Is it possible to distinguish between
effective and weak managers by measuring certain
attitudes and behaviors of their subordinates?
This question was answered by having respondents rate the most effective manager they knew
and the least effective one in terms of seven individual characteristics of the managers' subordinates.
For each attitude or behavior characteristic, three
individual descriptions, ranging from least desirable
to most desirable over a nine -point range, was provided. See Exhibit 1. Although a statistical evaluation was made of the results, this article will present only a general discussion of the findings.
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ATTITUDES OF SUBORDINATES TOWARD OT HE R MENI-

As perceived by the accountants
responding to the survev, effective managers supervise subordinates who hold more favorable attitudes
toward other members in their work unit and are
more cooperative with them. The weak managers
tend to have subordinates who are mainly hostile
toward other members of their work unit.
BERS IN T HE UNI T.

ATTITUDES OF SUBORDINATES TOWARD T HE TOTAL

Similarly, effective managers are
more likely to supervise subordinates who have
more favorable attitudes toward the organization as
a whole. The weak manager generally supervises
subordinates who are hostile to the organization.

ORGANIZATION.

TRUST AND CONFIDENCE OF SUBORDINATES IN THE IR
Fifty members of the Scottsdale Area Chapter (48 percent of
those surveyed) completed a questionnaire mailed to them for the
purpose of this study. Twenty -nine percent of the respondents
worked for firms with less than 20 employees, 46 percent worked
for firms with 21 to 1000 employees, and 25 percent worked for
firms with more than 1000 employees. Eighty percent of those surveyed supervised one or more other employees.

I

r Adapted from Rensis Likert, The Human Organization: Its
Mar I Te n t a n d Value, McGraw -Hill Book Co., New York, 1967,
PP. 197 -211.
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MANAGER. Effective managers have subordinates
who are more willing to accept their statements;
the subordinates are more likely to believe them
and trust them. Weak managers, on the other hand,
have subordinates who tend to have little trust in
their manager.
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the effec-

Subordinates of effective managers are generally more cooperative, possibly as a result of their more favorable attitude toward the work group and the organization. Such cooperation is much less evident under the weak manager; indeed, occasional hostility
and disruptive competition may occur. i
CO OP ER ATIO N

tive manager
has access
to more
information."

FEELING

OF

BE TW E E N

UNIT

MEMBERS.

R E S P O N S I BI L I TY F O R

RE A C H I N G GOALS.

Subordinates of effective managers typically are seen
as having a strong sense of responsibility for reaching goals. Indeed, the rating for subordinates of effective managers was the highest for this characteristic. The weak manager, on the other hand, is perceived as having subordinates who have little feeling of responsibility. Subordinates of the effective
manager typically are highly committed to seeking
high standards, while the weak manager finds his
subordinates may actually resist high standards. Employees having a concerti for high standards and a
feeling of responsibility for reaching unit goals are
more likely to strive harder and are more likelv to
reach those goals.
C O MM UN I C A TIO N AMO NG UN IT ME MB ER S .

Although
communication among members of work groups associated with effective managers was much superior
to that of weak managers, the ratings for the effective manager was one of the lowest noted. It appears that, while the importance of communication
is generally recognized, it is still one of the more
difficult techniques to apply effectively.
FEELING

OF

FREEDOM

TO

P R O BLEMS W I TH MA NA GER.

DI S C US S

JO B- R E L ATE D

Valuable feedback from

subordinates comes from their communicating observations, ideas, and attitudes to their superior in
a free, open, and accurate manner. It was evident
from the responses that the effective manager has
access to more information. The weak manager is
handicapped because his subordinates do not feel
complete freedom in discussing job- related problems With him. Without complete information the
manager would be less likely to identify job - related
problems or their causes and would not be able to
plan appropriately.
The effective manager was found to have subordinates who
generally report their performance completely and
accurately. Of all the characteristics, reporting was
found to be one of the strongest for subordinates of
weak managers, however, there is a tendency to actually distort or limit what is reported. If subordinates are reluctant to discuss their job related problems with their manager, it is not surprising that
they also may feel reluctant, or even threatened, to
accurately report their performance to him.
AC CURA CY O F R E P O R TIN G P E R F O R M A N C E .

Attitude and Behavior of Managers
Question: Is it possible to distinguish between
effective and weak managers by measuring their attitudes and behaviors?
Respondents were asked to rate the most effective manager they knew and the least effective one
in terms of seven individual attitude and behavior
characteristics using the same method as for subordinates. The same nine -point range (similar to Exhibit 1) was used to measure the managers' characteristics.
TH E

Exhibit I
ATTITUDE AND BEHAVIOR CHARACTERISTICS
OF SUBORDINATES
1. Attitude toward other
unit members

Mostly hostile

Fairly favorable

1

4

2. Attitude toward the
total organization

Mostly hostile
1

3. Trust and confidence

in the manager
4. Cooperation between
unit members

7. Feeling of freedom to
discuss job related
problems with manager

3

2

4

2

2

5

3

4

5

2

Favorable
7

6

3

4

7

9

8

9

Complete
6

7

8

9

A great deal

6

7

6

7

Little
5

8

Favorable

Some

O BTA I N S

AND

US E S

S UBO R D I N A TE S '

8

9

The respondents
indicated that the effective manager is more likely
than the weak manager to solicit ideas and recommendations from his subordinates and to implement their special knowledge. It appears that seeking upward communication from subordinates is a
rather strong and continuous practice of the effective manager. The weak manager, on the other
hand, utilizes the ideas and knowledge of his subordinates on a more limited and infrequent basis.
As a result, it can be expected that the subordinates
of the effective manager are more likely to feel their
interests are being considered. They are also more
likely to develop a greater concern for seeing that
the decisions are carried out effectively.

Strong feeling
8

9

TH E

MANA GER

IS

AWARE

OF

HIS

S UBO R D I N A TE S '

The responding accountants perceived
that the effective manager is well aware of his subordinates' problems, while the weak manager in
most cases is not.
PROBLEMS.

Adequate
3

4

None
1

5

4

Poor
1

6

Some

None
1

5

Sometimes
favorable

Little or none
1

6. Communication between

unit members

2

3

Little or none
1
2
3

5. Feeling of responsibility

for reaching goals

2

MANAGER

IDEAS O N JO B- R E L ATE D P R O B L E M S .

5

6

Excellent
7

Feel some
freedom
3

4

5

6

8

9

Complete
7

8

9

TH E

MANAGER

PR O V ID E S

SUPPOR T

TO

UNIT

MEM-

Another distinguishing characteristic of the
effective manager is his supportive behavior toward
his subordinates. He is perceived as providing almost complete support, while the weak manager is
perceived as providing support only occasionally.
BE R S .

8. Accuracy in reporting
performance

Strong pressure Some pressure
to distort
to distort
1

40

2

3

4

5

6

Complete and
accurate
7

8

9
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TH E

MAN AG ER

SH AR ES

IN F O R MA TIO N

W ITH

UNIT

Not only is the effective manager more
likely to seek information from his subordinates,
but he is also more likely to share information with
them as well. As a result, the subordinates are better informed. The weak manager provides little, if
any, information to his subordinates. Typically, the
manager, more than anyone else in the work unit,
establishes standards of behavior. If the manager
communicates openly with the people in his unit,
they are more likely to share information with him.
MEMBERS.

THE

AAN AG ER 'S

TR US T

AND

CONFIDENC E

IN

TH E

U N I T M E M B E R S . Respondents perceived that effective managers had more trust and confidence in
subordinates than did the weak managers. The
greater the trust the more likely was the manager
to seek ideas from his subordinates and the more
likely was he to share information with them.
There is evidence to suggest that trust breeds trust.
The manager who displays a trusting attitude is
more likely to receive trust and openness in return.
The subordinates are also more likely to openly
discuss job - related topics with him.
T H E M A N A G E R 'S M E A N S O F M O T I V A TI N G U N I T M E M BE R S . The effective manager utilizes rewards and
involvement as incentives to motivate members of
his unit to a much greater extent than does the
weak manager. The weak manager depends on punishment to a much greater degree with considerably
less attention to rewards or involvement.
T H E M A N A G E R ' S US E O F C O N T R O L M E A S U R E S S U C H A S
A N D C O S TS . The manager's use of
control measures is generally consistent with his
means for motivating. The effective manager is interested in using poor performance as a basis for
correcting unacceptable performance rather than as
a basis for discipline. Perhaps because of his greater
trust in his subordinates, lie is more likely to believe
thev will use the results of their performance as
guidance for self - improvement. The weak manager
appears to be more inclined to emphasize punishment of past performance rather than the improvement of future performance.

There is little to suggest that effective managers do share goal- setting with their subordinates. Nevertheless, they are more likely to involve their subordinates than are the weak managers. The weak manager tends to establish all
goals for the unit, and he does so without any
counsel from his subordinates.
GO A L - SE TTIN G .

CO NC ENTRA TIO N

OF

REVIEW

AND

CO NTRO L

effective
managers had
more trust and
confidence in
subordinates.."

"...

FUNC -

T I O N S . Most effective managers do not share control and measurement functions with their subordinates. It appears that both effective and weak managers allow their subordinates only limited control
over their own work, but there is a tendency for
effective managers to delegate these functions more
than weak managers.

Conclusion
As perceived by the responding accountants,
based on their own observations, the effective manager is more likely to have subordinates who:
Have more favorable attitudes toward their fellow unit members and toward the organization
as a whole.
Are more trusting of their manager.
Are more willing to cooperate With their fellow
workers.
Have a greater feeling of responsibility for obtaining unit goals.
Are more effective in communicating within
their work unit.
Are more open and frank in their communications and reports to their manager.

P R O D U C TI V I T Y

Decision-Making
Question: Do effective managers more than weak
managers share the decision - making function with
their employees?
The respondents indicated that the truly effective manager permits his subordinates to participate
in the decision - making process to some degree. That
is, he will encourage his subordinates to take an interest in the decisions directly affecting them and
their work.
U N I T . Although the effective manager is more likely to draw on the ideas
and knowledge of his subordinates, he typically
makes the final decisions himself. However, the
weak manager is even less likely to include subordinates in the decision - making process.

DECISION S M A D E IN TH E
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The effective manager is able to encourage these
more desirable responses from his subordinates
through a more appropriate leadership style. He
does this by:
1. Seeking and using ideas and knowledge of his
subordinates.
2. Being sensitive to the problems of his subordinates.
3. Providing support to his subordinates.
4. Sharing organizational and job related information with them.
5. Displaying trust and confidence in them.
6. Emphasizing rewards rather than punishment,
counseling rather than discipline.
Each of these behaviors is characteristic of the
participative leader. However, the majority of the
effective managers are not participative in the true
sense of the term in decision making, goal- setting,
or for establishing controls. It may be that complete participation is not appropriate for certain
work situations, including accounting. It may also
be that even the more effective managers are not
aware of the potential that is available to them.
Through subordinate involvement for obtaining increased group productivity and member satisfaction, they may be able to identify the leadership
style that is most appropriate.
❑
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In situations where a significant influence by an investor corporation over the operating and financial
policy of an investee exists, APB Opinion No. 18,
issued in 1971, requires the use of the equity method of accounting. This influence would be presumed to exist in situations where 20 percent or
more of voting stock of the investee is held. At the
salve time, the Opinion stipulates that the use of
the equity method for unconsolidated investments
requires the deferral of profits on intercompany
sales.
In the past, the deferral of intercompany profits
on sales to investee corporations was required only
where a parent - subsidiary relationship existed; that
is, where the controlling interest was in excess of
50 percent.' Usually the gain would be recorded on
the parent's books and subsequently would be eliminated when consolidated statements were prepared.
If the property sold was a depreciable asset, the
elimination would take place periodically until the
subsidiary disposed of the asset through use or sale.
The gain for the consolidated group would also be
recognized periodically as the asset was used and
the subsidiary transferred the excess depreciation,
attributable to the gain, to retained earnings. This
deferred recognition of profit was also recommended
where unconsolidated statements were issued if the
equity method was used, as long as control in excess of 50 percent existed. However, in the absence
of consolidation and where the investment was carried at cost, elimination of intercompany profit
was not necessary. In that situation sales to "controlled" corporations was an available device for manipulating reported data.
The extension by Opinion No. 18 of the deferred profit concept on sales to controlled corporations appeared to render this technique ineffective

as a form of "window- dressing," where "window dressing" would include any contrived transactions
that improved the appearance of the reported data.
However, the validity of this assumption rests on
how one defines "window- dressing." If the definition is limited to the reporting of profits before
realization in a transaction outside the controlled
group, then it would appear to be valid. But to limit
"window- dressing" to the premature reporting of
income would be unjustifiably restrictive. With the
expanded definition in mind, it can be shown that
window - dressings may occur and may be encouraged by the application of paragraph 19(a). This is
especially true when outside (minority) interests in
a controlled corporation exist.
Intercompany Sales of Depreciable Assets
Based on current reporting rules, one is logically
tempted to conclude that the parent's gain on intercompany sales is all realized at the time of disposition of the asset by the subsidiary (or piecemeal
through depreciation) .2 In addition, one would
conclude that the parent's gain is offset by the increased cost to the subsidiary. When piecemeal
realization on long -lived assets occurs one may also
expect that the overstatement of the subsidiary's depreciation expense is offset by an equal amount
brought down into income by the parent from deferred gain on intercompany sales. Hidden from
view, however, is the impact of an excess sales
price in instances where the parent does not possess
100 percent ownership of the subsidiary. Under the
equity method the parent will only pick up a portion of the subsidiary's net income, a net income
that is a residue of all the subsidiary's revenue in
' Accounting Research Bulletin No. 51, August 1959, Paragraph 20.
a This assumes a more conservative treatment than that set forth
in Accounting Interpretations of APB OQinion No. 18, where the
parent (investor) recognizes gains on arm s- length transactions with
subsidiaries to the exte nt of t he minority interest.
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excess of all its expenses, including depreciation.
The portion of the subsidiary's income not picked
up by the parent reflects the minority interest.
Thus, if any component of the subsidiary's income
( revenue or expense) is misstated, the parent, the
consolidated group, and the minority interest will
reflect this misstatement. In situations where the
parent sells to the subsidiary at an excessive price
the parent will eventually record all the gain represented by the excess price but will record a portion
of the excess cost (price) experienced by the subsidiary since a portion of the cost will also be borne
by the minority interest. In consolidating, this
profit would be registered by the parent as an addition to consolidated income over a period of years
equal to the asset's life (if fully depreciated) and
as an equivalent reduction in the minority interest.
This accounting treatment will obviously influence
the earnings per share of the parent and the subsidiary and will probably have an effect on the market price of their respective shares.
In this situation, since the minority shares in the
excess depreciation charge, but not in the profit, the
greater the minority share the greater the relative
benefit to the parent. Of course, the larger the minority interest the greater its chance of preventing
this type of transaction.
Assets Sold For Resale
will

Where assets are sold to the controlled corporaexperience a net
tion for resale, the parent
gain on the total transaction, culminating at the
time of disposition by the subsidiary, if the parent's
percent profit on the sale is greater than its portion
of the subsidiary's percent loss on the cost. In short,
the parent can still obtain an advantage by selling
at a profit to the subsidiary even when the subsidiary fails to pass on any of its increase in purchase cost represented by that profit. The percentage of original profit retained by the parent is:
G R, = G$ —PLc
Where
G A = The percentage of original profit (gain) retained by the parent
G$ = The parent's percent profit (gain) on the
price of the asset
P = The parent's percent interest in the subsidiary
Lc = The subsidiary's percent loss on the cost of
the asset
As the equation shows, the parent will experience
a gain on the intercompany sale even when the
subsidiary experiences a book loss. It is even possible for the parent to show a profit when the loss
experienced by the subsidiary exceeds the parent's
original gain. The breakeven point, or maximum
loss that the subsidiary can experience before it
completely offsets the parent's gain is:
Breakeven loss = G(1 + M /P)
It can be seen that with a minority interest (M)
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of 20 percent, the parent can experience some gain
on $10,000 of intercompany sales as long as the
subsidiary's loss on resale does not exceed 125 percent of that gain, or a maximum loss of $12,500.
A 40 percent minority interest would require a loss
of 167 percent of the parent's gain to wipe it out.
Window- dressing of the consolidated group net income can thus be accomplished on resalable merchandise as well as fixed assets even if only a small
part of the profit can be passed on.

"... the parent
can still obtain
an advantage
by selling at a
profit to the
subsidiary..."

Asset Values
Where either depreciable or nondepreciable assets are sold to a subsidiary at a price in excess of
cost, assuming that the excess price is spurious, the
asset value on the subsidiary's books will be overstated. Since the subsidiary will presumably pay the
parent for the asset, the parent will replace tangible
property with cash; however, the cash will be in
excess of the recorded value (and market value) of
the asset sold to the subsidiary. Although some
would contend that the gain has been realized by
the parent, Opinion No. 18 maintains that it
should not be recognized until the subsidiary disposes of the asset. This in essence is a formal sanctioning of existing practice. But what now exists
at the subsidiary level is a corporation with overstated asset value for which it paid cash. This overstated value will be shared by the parent (through
its investment account) and by the minority interest. The parent has thus traded to the minority
interest a portion of spurious value for the minority's interest in cash.
In summary, the parent has (1) increased its cash
reserves at the expense of the subsidiary, (2) increased its total recorded assets by the extent of the
gain, and (3) increased its total economic value to
the extent of the difference between the excess of
the cash received over its share of the spurious value
transferred.
The parent can also increase its recorded asset
value by billing to the subsidiary at a price that reflects a fair gain .3 Thus, the parent need not wait
the normal time lapse between inventory booking
and sales to experience an increase in current assets.
Furthermore, the fact that the price is "arm's length" does not prevent the transaction from being
a way of window - dressing the parent's current position, even though profit may be deferred.
Impact on the Subsidiary's Earnings
The recording of an asset value in excess of real
value means that the implied future revenue
streams will not be realized. The subsidiary therefore will experience a decrease in its rate of earnings since its real asset value has shrunk while its
total recorded asset value remains unchanged. At
the same time its earnings per share will fall. The
combined impact could cause a fall in the market
s Of course, sales at "arm's - length" prices can be used as a vehicle
to transfer cash to the parent. Some may hold that t o l a w (482
I.R.C.) acts to discourage contrived sales prices between related
corporations. However, the application of Section 482 would hinge
on a number of factors including the net tax effect of the transaction as well as cleverness in disguising the transaction. Furthermore, the fact that the price was redetermined by the I.R.S. would
not necessarily mean that the accounting treatment must also follow their determination.
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"The parent
can effect a
smoothing of
income."

price of its stock. This would make it possible for
interested parties (related to or associated with the
parent corporation) to acquire the stock of the
minority interest at a lower price than otherwise.
Smoothing Hypothesis

Prior to APB No. 18, the increase in net income
between the year of sale and each year of the asset's
life was equal to the gain of the sale.e Thus if the
asset's life was three years and one year depreciation
was taken in the year of sale, income in that year
was increased by two- thirds of the gain. In the remaining two years of the asset's life income was
reduced by one -third of the gain. As the asset's life
increased, the income reported in year of sale increased, approaching the total gain as a limit. The
effect on the following years was a reduction in income by way of a diminished periodic depreciation.
The cumulative gain finally reported by the parent (post APB No. 18) is always the combination
of total gain less the parent's share of subsidiary's
depreciation associated with such gain picked up
through the equity method. Since the net gain to
the parent is equal to the share of the gain borne
as depreciation by the minority interest, the smaller
the minority interest the smaller is the parent's net
gain that will be spread over N years, hence the
greater the "smoothing effect." Likewise, as the
asset's life increases, the minority interest is spread
over a greater number of years and has a smaller impact on reported income.
The connection between the parent's net income
and the depreciation write -off of the asset has possibilities for influencing earnings trends. If a growth
in earnings is desired, an increasing charge depreciation method can accomplish this end.

A fairly recent development in behavioral accounting is the "Smoothing Hypothesis." "This hypothesis assumes that managers perceive their performance measure to be a decreasing function of
earnings variability. Based on this assumption, managers could be expected to make accounting policy
decisions which tend to smooth reported earnings." * If we accept the smoothing hypothesis, we
can then classify smoothing as a form of window dressing. Also, if it can be shown that the deferred
profit requirement in paragraph 19(a) of APB No.
18 results in smoothing, this will be another indication of its contribution to "window- dressing."
The smoothing effect of "deferred profit recognition" can be highlighted by comparing the prior
treatment of immediate recognition of profit by the
parent on intercompany sales with the current treatment of deferring profit. Assume that the parent
(investor) reports income separately and that it
sells a depreciable asset with a life of N years to a
subsidiary (investee).5 The subsidiary is owned
jointly by the parent and a minority interest. Formerly, if the equity method was used, the profit reported by the parent in the year of the sale of an
asset was equal to its gain on the sale less its share
of the increased cost to the subsidiary amortized S u mm a r y
over N years:
This article has focused on paragraph 19(a) of
G

=�G�— P +M a N

Where
G R = Profit reported in year of sale
G = Profit to the parent from sale
P = Parent's interest in subsidiary
M = Minority's interest in subsidiary
N = Life of asset
In the post APB No. 18 period, the parent will
increase its income in each year by a portion of the

The parent's asset values can be increased;
The parent can inflate profit bv, in effect, selling
to the minority interest (if sales values are spurious such transactions can reduce or wipe out
the minority book value); and
The parent can effect a smoothing of income.

de fe r re d ga in G / N equ a l to t h e pr o ra ta depre cia -

F u r t h e r m o r e , wh e r e t h e i n v e st o r h a s less t h a n a

tion on the total gain taken by the subsidiary. It
will then reduce income by its share of the subsidiary's depreciation on the gain. This leaves the
parent with a net increase in reported income for
every year of the asset's life equal to the minority's
share of the subsidiary's depreciation on the gain:

consolidating interest, the absence of consolidated
statements enhances the subtle benefits from intercompany sales. In short, through the mechanics of
the current rules of the equity method a corporation can bring about an increase in its earnings per
share�and�possibly�in�the�market�price�of�its�stock.��
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APB Opinion No. 18 and has illustrated that while
paragraph 19(a) has eliminated an obvious method of window- dressing, it has left others open and,
in addition, has opened some new, subtle ones. For
while profits on intercompany sales are deferred:
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THE CLASS LIFE SYSTEM
The flexibility offered by the class life system is one of its most
notable characteristics and one of its most important advantages.

By Charles J. Smith, Jr.
The Class Life System is a complete method of
handling certain depreciable assets for tax purposes.
The tax accounting and reporting rules for the
method are contained in Section 1.167 (2) -1 l of
the Internal Revenue Code finalized on April 20,
1973. This method is a departure from past rules of
guidelines (Rev. Proc. 62 -21), or general accounting rules which separately provided for lives, methods of depreciation, or the recognition of gain or
loss. Appendixes (A) through (G) illustrate the
relative advantages of the Class Life System.
There are three objectives of the Class Life System:
1. To maximize net income after taxes by maximizing investment credit, maximizing early depreciation, postponing gains and accelerating
losses, and maximizing expense deduction for repairs and maintenance
2. To avoid conflict with the IRS
3. To accelerate cash flow
Although the Class Life System satisfies these
objectives, it has two disadvantages: detailed records
must be kept, and because the Class Life -System
varies from traditional accounting methods, two
sets of records need to be maintained by most businesses. These drawbacks to the system are mentioned at the outset so you won't be bowled over
by the advantages cited later. Those of you with
computers at your disposal will find these drawbacks reasonably easy to overcome. The benefits
gained are not without cost. But with realistic standards and a clear understanding of objectives, such
benefits can clearly outweigh the costs.
Annual Election
A choice is available every year, and it can differ
from year to year. You must decide whether to compute tax depreciation according to the general rules
using estimated useful lives or to elect the Class
Life System. Once made, the decision is irrevocable
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for that year and for those assets which were placed
in service that year. However, it is important to
note that you may still choose the Class Life System for your assets first placed in service in 1971.
The deadline for making the election is 150 days
after April 23, 1973.
Content of Additions
There are three categories of additions possible
under the Class Life System:
1. Eligible property which must be included
2. Eligible property which may be excluded
3. Noneligible property which must be excluded
The importance of identifying first those assets
which must be excluded is obvious. (See Appendix
A.) The Class Life System is not permitted for
those assets. But to make an intelligent decision on
electing the Class Life System you must know
which assets must be included and which may be
excluded. If better results can be achieved using
the general rules and the assets may be excluded
then there is no obstacle.
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First-Year Convention
Selecting a first -year convention is the next step.
(See Appendix B) The proposed regulations permit a choice of two methods: the modified half year convention and the half -year convention. This
choice is available each year. The convention is a
tool for computing depreciation. Although it may
switch depreciation to the year following when the
asset is placed in service under the modified half year convention, the convention has no such effect
on investment credit. A modified half -year convention would be favorable in those years when first half additions exceed second -half additions. The
half -year convention would be better if second -half
additions were greater. Once chosen, the convention continues to apply for such vintage accounts
until they are fully retired.
Methods of Depreciation
Another consideration is the choice of deprecia45

"The choice of
depreciable life
has generated
the most
interest..."

tion method. (See Appendix C.) Although only
declining balance (DB), sum of the years' digits
(SYD), of straight line (SL) methods are available, the provisions for switching are noteworthy.
The maximum initial depreciation effect is usually
accomplished by selecting the double declining balance ( DDB) method with a switch to SYD in the
third year. However, the SYD without a switch is
better if more property is placed in service in the
first half of the taxable year than the second half,
the life is not extremely short, and the modified
half -year convention is elected. It should be pointed
out that the switch must include all assets within
the same vintage account. The change is effective
for the entire year in which it is made. Depreciation
is then based on the remaining life, with the assumption that a half -year convention was originally
used and no adjustment is made for salvage value.
Life

It is important to bear in mind that in calculating the original estimate of salvage a leeway of
10 percent will be permitted in incorrectly established gross salvage after the 10- percent election and
that the IRS will not permit the consistent understatement of salvage.
Vintage Accounts
The final hurdle on additions is to establish
vintage accounts. (See Appendix F.) I have already
mentioned some reasons for establishing more than
one vintage account for a single guideline class.
Listed below are some additional factors which
merit consideration.
Multiple asset vintage accounts (fewer accounts)
result in:

The choice of depreciable life has generated the
most interest in the Class Life System. (See Appendix D.) There is no doubt about the acceptance by
the IRS of a life chosen within the asset guideline
period. This is an obvious advantage that every taxpayer desires. The asset guideline period is a 20percent range above and below the guideline life.
Of course, the selection of the shortest life will
give the greatest initial depreciation, but other factors should be considered and weighed. They include:

The use of item accounts (more accounts) provide the following advantages:

1. The effect on investment credit
2. The availability of accelerated depreciation
methods
3. The desire to recognize losses from normal retirements

I. Recognizing losses from normal retirements
2. Easy application to decentralize accounting
3. The use of different lives and depreciation
methods including switching to new allowable
methods

The useful life for depreciation purposes is now
the same life as for investment credit. It will usually
be advantageous if investment credit can be increased by selecting a life which is, at the most,
one -half year longer than the minimum permitted.
An example would be to increase life from two and
one -half years to three years or from six and one half years to seven years. In the first case accelerated
depreciation methods can also be used.
The longer life can also be used to recognize the
loss on a normal retirement because the retired
property would be carried in a separate vintage account.

Retirements

Salvage
Salvage is again required to be estimated at the
time of acquisition. (See Appendix E.) But it
represents only a residual value below which a
vintage account may not be depreciated. Because it
does not affect the computation of SYD or SL depreciation, its impact is postponed.
Additional ways to postpone or lessen the impact of salvage are:
To take advantage of the election to reduce
salvage value by up to 10 percent of the cost of
qualified additions
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2. To select the option of reducing salvage value
for each retirement instead of reducing salvage
just on extraordinary retirements or not reducing
salvage at all

1. Simpler records
2. Minimizing salvage if you can reduce the account by 10- percent election when some low
salvage assets would receive less than 10 percent
if in an item account
3. Gains that are more easily postponed

Except where item accounts are used, the Class
Life System postpones both gains and losses on
most retirements. (See Appendix G.) This postponement is a result of the treatment of ordinary
retirements and the difficulty of establishing a retirement as extraordinary. Because of the depreciation recapture rules, the realization of capital gains
has all but disappeared for most of us.
A point worth mentioning is the advantage of
using the "trade -in" method of asset replacement.
The trade -in is treated as an extraordinary retirement except that the net amount is combined with
the replacement asset to establish its basis. This
method may prove most beneficial where salvage
and reserve have restricted the depreciation of a
multiple -asset vintage account.
Optional Repair Allowance
An additional option available to those selecting
the Class Life System is the repair allowance. Some
taxpayers may find the optional repair allowance
advantageous. The repair allowance seems to remove doubt concerning the deduction of repair or
maintenance expense. However, many tax executives are satisfied with the handling of the few
disputes that now occur.
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Conclusion
The Class Life System is a tax system, not an
accounting system. Yet it will have a certain effect
on your accounting activities. The purpose of this
article has been to compare the Class Life System

with a set of guidelines and general accounting
rules to give you a better understanding of the System. The flexibility offered by the Class Life System is one of its most notable characteristics and
one of its most important advantages. Its benefits
clearly outweigh the costs.

"The Class Life
System is a tax
syst em. . . "

Appendixes
A. CONTENT OF ADDITIONS

General accounting rules
The general accounting rules are applicable to
all depreciable property.
Guidelines
1. The property must have an asset guideline in
effect. (This excludes intangible property.)
2. The property must be depreciated under a method expressed in terms of years. (This excludes
units of production or retirement method.)
Class life system
1. The property must be placed in service after
1970.
2. The property must have an asset guideline class
and period in effect in year of election. (There
is presently no period in effect for real property.)
3. The property must be tangible.
4. The property must be depreciable under a method expressed in terms of years. (This excludes
not only the specific property but all other property in the same asset guideline class.)
5. The following items may be excluded:
a. Certain used property if more than 10 percent of such property is placed in service during
the year.
b. Certain real property if a shorter life can be
justified.
c. Subsidiary assets if they are as much.as three
percent of the property placed in service in the
class during the year.
6. The following items must be excluded by special
rules:
a. Certain property of regulated public utilities.
b. Property subject to special rapid amortization
or depreciation.

Class life system
1. No convention is permitted which gives more
depreciation in the first year than would be
given if all assets were placed in service throughout the year and no convention were used.
2. One of two allowable half -year conventions must
be selected.
a. Modified half -year convention
(1) All acquisitions and retirements during
the first half of the year are assumed to occur on
the first day of the year. All acquisitions and
retirements during the last half of the year are
assumed to occur on the first day of the next
year.
(2) A full -year depreciation is allowed on acquisitions in the first half of the year. No depreciation is allowed on acquisitions in the
last half of the year. Likewise, no depreciation
may be taken on retirements in the first half of
the year, and a full -year depreciation can be
claimed on retirements in the last half of the
year.
b. Half -year convention
(1) All acquisitions and retirements are assumed to occur in the middle of the year.
(2) One half -year depreciation is allowed on
all acquisition and retirements made during the
year.
C. METHODS OF DEPRECIATION

General accounting rules
1. Any method which results in a reasonable allowance may be used.
2. The method may be changed from double declining balance method to straight line without
consent of the commissioner.
3. Changes from other methods may be accomplished if certain conditions are satisfied.

B. FIRST YEAR CONVENTION

General accounting rules
1. Depreciation is permitted from the day property
is placed in service until it is retired.
2. Averaging conventions allow for full -year depreciation on assets acquired in the first half of the
year and no depreciation on assets acquired in
the second half of the year with full -year depreciation on assets retired in the second half of the
year, or a half -year depreciation in the year acquired and in the year retired.
Guidelines
The guidelines are the same as the General accounting rules.
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Guidelines
1. The only methods allowed are:
a. Straight line
b. Declining balance
c. Sum of the years' digits
d. Compound interest
e. Sinking fund
2. Blanket permission was granted to change to a
method expressed in years.
Class life system
1. The only methods allowed are:
a. Straight line
b. Declining balance
c. Sum of the years' digits
47

"The reserve
ratio test is
eliminated."

2. Blanket permission is granted to change
a. From declining balance to sum of the years'
digits
b. From declining balance or sum of the years'
digits to straight line
3. The change must apply to all assets in a vintage
account, must be effective as of the beginning of
the year of depreciation, and must be based on
remaining life originally selected.
D. LIFE

General accounting rules
The properties' expected useful life to the taxpayer, based on Bulletin F and facts and circumstances (replacement practice), should be used.
Guidelines
1. Minimum class life (weighted average life) of
guideline classes (large groups of assets) may be
used. (Must pass reserve ratio test or lengthen
class life.)
2. Shorter class life, if justified by facts and circumstances, can be used.
Class life system
1. Every account within a guideline class must
have a life within the asset guideline period.
2. The selected life cannot be changed.
3. The asset depreciation period is the useful life
for all purposes.
4. The reserve ratio test is eliminated.
E. SALVAGE

General accounting rules
1. An asset shall not be depreciated below a reasonable salvage value.
2. Salvage value is to be determined at acquisition
but can be changed if useful life is changed.
3. Salvage value is to be estimated based on facts
expected at time of retirement.
4. The salvage value may affect annual depreciation
under straight line and sum of the years' digits
methods.
5. The salvage value may be gross or net (after deduction for cost of removal, dismantling, etc).
Guidelines
1. There is reduced possibility of change in useful
life and, therefore, original salvage must be
maintained.
2. Salvage value would not be changed if reserve
ratio test were passed.
3. Salvage value was deemed to be included in
guideline lives and, therefore did not affect annual depreciation.
4. Depreciation was allowed on undepreciated basis
of an account; therefore, terminal salvage was effectively postponed in open and group accounts.
5. Salvage value could be reduced by up to 10 percent of basis.
Class life system
1. An asset shall not be depreciated below a reasonable salvage value.
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2. The salvage value must be determined at acquisition.
3. The salvage value must be estimated based on
facts expected at time of retirement.
4. The salvage value does not reduce the basis of
straight line or sum of the years' digits depreciation.
5. The salvage value must be gross (unreduced by
the cost of removal, dismantling, etc.).
6. The salvage value may be reduced by up to 10
percent of cost election.
7. The salvage value will not be disturbed if it is
not underestimated by more than 10 percent.
F. VINTAGE ACCOUNTS

General accounting rules
I. Any number of accounts may be classed as vintage accounts.
2. Separate accounts for different methods of depreciation to simplify computation must be kept.
Guidelines
1. At least one account for each guideline class is
required.
2. Separate accounts for different methods of depreciation to simplify computation are to be
kept.
Class life system
1. Eligible property placed in service during the
year must be grouped in closed -end depreciation
accounts called vintage accounts.
2. The account may be either item or multiple asset accounts.
3. Separate vintage accounts must be established
to segregate the following:
a. Each guideline class
b. New from used property
c. Generally personal from real property
d. Property on which additional first -year depreciation is taken
e. Each method of depreciation
f. Each life selected
g. Generally each building unless contiguous
and integrated
h. Property improvements determined under repair allowance rule
i. Property acquired subject to carry over rules
1. An allowance for depreciation account must be
established for each vintage account.
G. RETIREMENTS

General accounting rules
1. Gain or loss is recognized on retirement of asset
from item or single -asset account.
2. Gain or loss is recognized on an abnormal retirement from a multiple -asset account.
3. No gain or loss is recognized on a normal retirement from a multiple -asset account.
4. No gain or loss is recognized on certain exchanges.
5. Realized salvage on normal retirements may be
added to the reserve or reported as income.
Continued on page 55
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A CONTROL GUIDE
FOR COMPUTER SYSTEMS
Adopting the proper control will make the user
a master rather than a servant of the computer.

By Donald J. Folsom
Certain sages and soothsayers have predicted a future in which man is the servant and the computer is the master. While this fate may exist only in
the minds of these prophets of gloom, we must admit to a feeling of reality. Today's businessman
must cope with an expensive, complex machine
which seems intent on making his life unmanageable. To tame this monster and make the computer
truly a servant of man, control systems must be included as a "priority one" item.
Control systems for computers have four major
objectives: to ensure that all data are processed, to
ensure that the correct data are processed, to ensure accurate and timely processing of the data, and
to assist in determining the cause of errors when inaccurate processing occurs. This article is presented
as a guide for determining which controls are useful and appropriate for application to a computer
system.
The Control Point

tion of duties and familiarity with control techniques are two advantages gained by placing the
control desk in the controller's organization.
THE CONTROL DESK

The control desk directs the flow of data to and
from the computer and monitors the system controls during the actual processing of the data. A
primary function of the control desk is the comparison of batch or control totals. Batch totals are
used in batch processing systems for the control of
input data. Control totals are used for monitoring
the system operation through the various processing
and output programs. The best method for comparing batch or control totals is to design the system so the comparison is performed by the computer. The system should also automatically list
those batches which are out of balance. If the
batch or control totals are not compared by the
computer, the control desk must perform this function.
Control reports should be printed at various
stages during processing. The reports are required
for controlling the system and for constructing the
audit trail of the data processed. A control report
should be printed by each program in the system.
The reports should include the following:

1. A single communication point with the data
processing department is provided for all departments.
2. The control desk can usually better adapt to the
strict scheduling requirements of the EDP unit
if it is part of the data processing department.
3. The procedure normally provides better communication between control personnel and systems designers.

1. Program name and /or number and date of run
2. Labels of input and output tapes
3. Control totals of data processed
4. Error messages, which also may be printed on a
separate error listing
5. Results of balancing (the comparison of control
totals) if done by the computer
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CONTROL REPORTS

It is desirable to have a single control point for
all data flowing into and out of the data processing
department. The control desk (or the control group
in larger installations) serves as the control point.
There are three advantages to having this control
group part of the data processing department:

If good communications are maintained with systems designers and computer operations, the control function may be located in an organization
other than data processing. For example, segrega-
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Input Controls
In the operation of a computer system, the first
requisite for accurate processing is the receipt of
all valid data. Even if processing is accurate within
the system, if all the valid data are not processed
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"Data should
be exposed to
the complete
series of
edits..."

and included in output reports, results will not meet
system objectives. The following controls can be
used to ensure that all valid input is received.
BATCH CONTROLS

The most common technique for ensuring that
all valid input is received is to compare two independently derived batch totals. One batch total is
accumulated by the computer; the other batch total
is manually determined prior to the computer processing. Usually, the manually determined totals
are accumulated on adding machines or by manual
count at the control desk. This batch total should
be attached to the data before the batch is forwarded to the keypunch operation.
An additional method of ensuring all data are received is to start a new batch numbering sequence
for each processing period. Batch numbers may be
assigned in ascending sequence. A missing batch
number would indicate an omission to the system.
SYSTEMS WITHOUT BATCH PROCESSING

For systems which do not use batch processing,
techniques other than batch control methods are
required to ensure that all valid input is processed.
A confirmation or acknowledgement message may
have to be sent to the control point (a control desk
or the source of the data) for each input transaction. A control is then required to assure that confirmations are received for all input transactions.
Systems without batch processing are more costly
to control than batch systems since action is required to confirm that each transaction is received.
Also, since in most cases a comparison of the confirmation notice and the original input is completed
manually rather than by the computer, the reliability of these systems is more subject to human error.
SEQUENCE CHECK CONTROLS

If input documents have preprinted serial numbers, the sequence check control can be used to
ensure that all input is received. (It may be desirable to modify input forms to include a serial number so that this control can be used.)
This control technique requires that the control
desk input two serial numbers. These numbers are:
(1) the serial number of the last document processed in a previous processing cycle and (Z) the
serial number of the last valid document originated.
The computer system should include program controls to assure that all valid documents originated
since the previous processing cycle are received.
Missing documents should be listed on a control
report. If all documents are accounted for, this fact
should be noted on the control report.
Edit Controls
Editing controls are used at the point where the
data enter the computer. These controls are intended to assure, insofar as possible, that the data
entering the system are acceptable to the system.
The controls may be in a special input- editing program or they may be included in a transcription
which transcribes data from cards to tape or disc,
tape to disc, etc. The program should generate con50

trol totals so that balancing is possible after the
editing process is completed.
Data should be exposed to the complete series of
edits so that if more than one edit error is in a transaction, each of the errors for that transaction can be
corrected. This procedure will enable the transaction to satisfy all edit controls when resubmitted.
Editing of on -line input must be particularly
stringent. Input to batch systems is often visually
reviewed before processing, but this is not possible
for on -line input. Also, errors caused by faulty
transmission must be rejected with proper edits.
TYPES OF EDIT CONTROLS

The h.pes of edit controls which should be used
in a system are dependent on three factors: the
errors that can occur, the feasibility of using various
error control methods, and the cost of the controls
in relation to the consequences of the errors.
After the input data are read by the computer,
the types of edit controls which may be used are:
V A L I D C H A R A C T E R T E S T . When only certain characters (such as zero or a blank) are acceptable in
a data field, a test may be programmed to ensure
that no valid characters are used.

If a field should
contain only alphabetics or numerics, a test may be
made to determine that the field actually does contain the proper composition of characters.
VA LI D F I E L D C O M P O S I T I O N TE S TS .

V A L I D F I E L D S I Z E T E S T . If a field On the input data
should contain a specific number of digits, the program should test to determine that the field size is
as specified.
V A L I D F I E L D S I G N T E S T . If the sign of a field should
always be negative or positive, a test may be used
to ensure that the sign is correct.

To detect erroIS such as substitutions and transpositions, a check digit may be
used. This test is most often used when data include identification numbers.
C H E C K D I G I T TE S TS .

A test may be programmed to
ensure that all data fields necessary to process the
transaction actually have the required data.
M I S S I N G D A TA T E S T S .

T E S T S . An authorization test may
be appropriate to determine whether the department originating the transaction is authorized to
initiate that type of transaction.
A U T H O R I Z A TI O N

V A L I D T R A N S A C T I O N T E S T S . Usually, only a relatively
small number of valid transactions can be processed
with a particular file. Therefore, a test may be used
to ensure that only valid transactions are processed.
An example may be a test to accept only certain
types of transactions for updating an accounts receivable file.
C O N S I S TE N C Y
TE S TS .
Error detection may be
strengthened by considering data fields not only
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singly but also in combinations. Acceptable values
for one field may depend upon the values of one or
more additional fields. Therefore, a series of tests
may be necessary to test a combination of conditions.
A test may be
used where limits are established to determine if
the input record is more or less than the established
limit. For example, records specifying employees
with an age of more than 75 or less than 15 are
probable errors.
LI M I T OR REASONABLENESS TESTS.

If sequence processing is used,
and if the records are numbered consecutively, the
verification of the correct sequence of the input file
can detect missing records or duplicate records. The
missing and duplicate records can then be listed for
investigation.

SEQUENCE CHECKS.

PERCENT ERROR TESTS. If the number of errors In
any one batch exceeds a predetermined percent, it
may indicate massive input error, and processing of
that batch may be halted.

ERROR REJECT LISTS

If there are errors in input data, a report should
be generated listing each error and explaining why
the items were listed. The errors might be listed in
the order in which they occurred or grouped according to type.
It is important that the error listing provide adequate descriptions of the errors so the user can
make the necessary corrections without further information from the data processing organization.
This means the user should not be dependent upon
the system designer to correct errors even when the
errors are of an unusual nature.
The error report and the rejected data should be
returned to the originator (by the control desk) for
correction and resubmission. Also, a suspense file of
rejected records may be used.

ity. This carry-over distorts the current and following month's results.
CONTROL DESK FUNCTIONS

At the completion of the editing process, the
error listings, if any, and the control report should
be routed to the control desk. The control desk
should distribute error listings and complete the
necessary balancing of control totals.
The control desk should log out error listings to
the appropriate user, who will make the necessary
corrections and resubmissions. A follow -up check
for the resubmission may be made by the control desk or the resubmission responsibility may be
left with the user. Whichever the case, these responsibilities should be specifically defined.

". . . labels

should be used
at the beginning and at the
end of files..."

Operating Controls
Errors resulting from mounting the wrong tapes
or placing files or transactions on the wrong tape
or disc can occur in system processing. Therefore,
controls are required to reduce the possibility of
these occurrences. The use of external labels, internal labels, and boundary protection can help
prevent these errors. Should errors occur, instructions are required to stipulate the steps to be taken
for recovery and restart.
EXTERNAL LABELS

Tape, disc, and card files should be clearly labeled
so the operator can be sure of their contents. External tape labels should indicate the date written,
the file number, the file name, and the release date.
For large installations, tapes should be identified
by reel number.
INTERNAL LABELS

To make sure that the correct file is used, that a
current date file is not prematurely destroyed, and
that the entire file is processed, labels should be
used at the beginning and at the end of files. Reel
labels should be part of the file label to prevent confusion when multireel tape files are used.

SUSPENSE FILES

When erroneous records are rejected, a control
of the rejected records may be necessary. This can
be done with a suspense file of all such records. A
suspense file is simply a collection of all erroneous
records which have been rejected. When erroneous
records are resubmitted and accepted, the record
is removed from the suspense file. This technique
provides a running total of the rejected items not
yet corrected, for it is useful from a control standpoint to know how many items are yet to be corrected and resubmitted.
This technique is valuable in establishing "clean
cutoffs" of accounting data for accounting periods.
By correcting and successfully resubmitting all
items which have been accumulated in a suspense
file for an accounting period, i.e., a fiscal month,
assurance is obtained that the month -end totals
represent all transactions for that period. Unless
a control such as a suspense file is used, corrected
items may be resubmitted after the month -end cutoff date and show in the following month's activMANAGEMENT ACCOUNTING /AUGUST 1973

BOUNDARY PROTECTION

Boundary protection is primarily required in the
use of disc files and must be programmed. When
several files or tables are stored on the same disc
module or pack, all programs which read or write
on the disc should provide boundary protection.
Also, program controls should be included in the
system to limit the read and write activities to only
those discs which contain required information or
to which information should be transcribed. For
example, if a payroll master file is on discs 1 -4, the
payroll programs should be halted if an attempt is
made to read from or write on any discs other than
discs 1 -4.
RECOVERY AND RESTART

When program aborts occur or control totals do
not balance, recovery and restart procedures are required. If feasible, programs which require a long
running time should be written so that an error
occurring late in the run will not require a complete
51
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should clearly
describe the
report numbers."

ream. In some cases, it may be best to divide large
programs, which accomplish more than one process,
into two or three separate programs; then, if an
abort occurs in the last program, the correction can
be made and only the last program need be rerun.
This process is sometimes referred to as "checkpoint." Such restart provisions should be used when
a program has an expected elapsed time exceeding
30 minutes.

minating the program. Ideally, nothing should be
left to the operator's memory.
The operator should
be given a list of all messages and program halts
contained in the program. He should also be given
instructions as to what action he must take in response to each of them. Instructions should include
the persons to contact in the case of unusual stoppages.
C O N S O L E ME S S A G E S A N D H A L TS .

OPERATOR AND CONTROL DESK INSTRUCTIONS

The computer operator and control desk instruction is the portion of the system documentation which provides operating instructions for the
machine room and control personnel. A reproduction of this portion of the system documentation
should be kept in the computer room or the control department for reference by the computer operator and control personnel. The instructions should
contain all information necessary for running the
system, including the recovery and restart procedures. Access to other system documentation by
computer operators or control personnel should
not be necessary. Operator instructions should contain as a minimum the following:
D A TA S Y S T E M D E S C R I P T I O N . The machine operator
should have a basic understanding of the purpose
of the computer program. This knowledge allows
him to operate the program and helps prevent him
from committing gross errors. The description of
the program should be brief and stated in as simple and straightforward a manner as possible.

In case cards are damaged during
processing, the operator may need copies of the
card layouts for punching replacement cards. This
punching should be carefully controlled to avoid
introduction of errors.
CA R D L A Y O U T S .

I N S T R U C T I O N S . Detailed instructions should
be provided on how to set up all the equipment to
be used during the system processing. These instructions should also include the sequence in
which the operations are to be performed.

S ETUP

D E C K S C H E M A T I C S . Deck schematics are diagrams
showing the arrangement of the control cards and
data cards for card decks used in the systems. These
diagrams help to eliminate the errors and lost time
which are often caused by improper arrangement
of card decks.

Some computers require that sense switch settings be set when running Qertain programs. For example, certain settings
are required for running IBM 1401 programs in a
1401 compatibility mode on IBM Model 360
equipment. The function and proper use of each
external switch should be fully explained. Operator
instructions should explain exactly how the switches
should be set for the run.
C O MP U TE R

S W ITC H

O P E R A T O R D UTI E S .

S E TTI N G S .

These instructions should define
the operator's duties in starting, running, and ter-
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These describe the disposition of cards, tapes, and printouts; specify external labeling to be performed; etc.
EN D - O F - J O B I N S T R U C T I O N S .

BALANCING FORMS

The balancing form should be designed for balancing the control totals from the control reports.
Balancing forms should include step -by -step procedures for required control total comparisons. These
instructions should clearly describe the report numbers and the locations from which control totals
should be obtained. Space should be provided for
writing the control totals to be compared. Ideally,
control personnel should be capable of completing
the balancing forms with only the instructions on
the balancing forms and the control reports. Reference to other system documentation should not
be necessary.
If balancing forms are designed in a manner
which allows the control desk personnel to simply
fill in the date and required control totals, the control desk function is simplified. An excellent chronological record of the system's performance is provided when the completed balancing form is filed
with the control reports.
Processing Controls
Program controls are included in system programs to disclose errors caused by omissions or inaccuracies in the program, by failure of the computer operator to perform properly, or by possible
equipment malfunction. Although an objective of
program and total - system testing is to test all processing paths, it is unlikely that all possible sets of
conditions for a large program can be tested before
the system is used in a production status. Therefore, program and total - system controls are required to disclose processing errors if and when
thev occur.
PROGRAM CONTROLS

Three kinds of controls can be used for ensuring
the accuracy of computer programs. These controls
are the limit test, the crossfooting test, and control total balancing.
L I M I T T E S T . As In the case of editing input
data, a control over processing may be obtained
with programmed instructions which test the reasonableness of results by comparing them with certain limits. For example, the net pay on checks in
a payroll application may be compared to an upper
limit. If any paycheck exceeds the limit, it is probably in error and must be investigated before it is
TH E
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issued. For questionable results, warning messages
may be appropriate to flag an item for further investigation by the user of the system.
THE CROSSFOOTING TEST. The crossfooting test is
similar to the manual method of crossfooting used
in accounting. Individual items are totaled independently, and then a crossfooting total is developed from the totals. For example, in a payroll application totals are developed for gross pay, net pay,
and for each of the deduction items. Then the total
for net pay is obtained independently by taking
the total for gross pay and deducting the totals for
each of the deduction items. If this result does not
correspond to the original result for net pay, some
error has occurred in the program processing.

Control totals can be
used for testing the data processing within the system; i.e., output control totals from the edit program should be used as input control totals for the
update program and should balance to the output
totals from the update program.
Control totals developed during processing
should be, where relevant, in a form which can be
compared with the control totals for the data when
they were keypunched or first entered the computer
system. For example, the number of items to be
invoiced in a billing system may be used as a control total and compared with the number of items
actually billed on the printed invoices. Because
some input data may be rejected during editing,
manually determined input controls will have to be
adjusted after the edit program balancing so that
the control totals represent data actually accepted
by the computer.

CONTROL -TOTAL BALANCING.

POSTING MASTER FILES

Since master files are used in nearly all computer
system applications, their accuracy is fundamental
to the total system accuracy. For accurate master
files, two questions need to be considered:
1. Does the change to the master file have proper
authority?
2. Were transaction items accurately posted to
master files?
Most file changes, such as changes in
employee pay rates, customer credit limits, etc.,
should be closely controlled. All master file changes
should be authorized in writing by the department
initiating the changes. A notice, or listing, of all
changes should be furnished to the initiating department to confirm that the changes were made
and to allow the department to review these
changes.
An additional control by user departments to disclose unauthorized changes may be desirable for
certain files. For example, in a payroll application,
a hash total of all the base wage rates in the payroll file can be generated. When the Payroll Department authorizes changes in pay or processes
new hires or terminations, it adjusts the hash total
accordingly. This adjusted total then provides a
AUTHORITY.
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basis for checking the next payroll file run. This
control will help disclose unauthorized changes in
salary and wage rates or the insertion of fictitious
records into the file.

"...the trans-

ACCUR ACY. Two control techniques can be used to
assure accurate posting: (1) control totals of data
posted can be used to check the ending balance of
a file and (2) error listings should be printed of
transactions for which there is no master file record or for which the record already exists on the file.
Control totals of data posted to master files
should be accumulated and printed on the program
control report. These totals should then be balanced to control totals of input data. Also, through
the use of these control totals, the ending balance
of the file can be checked for accuracy by the following procedure. Beginning with the master file's
starting balance (resulting from the previous processing cycle), the control totals of all additions to
the master files are added to the beginning balance.
Next, the control totals of all decreases or subtractions from the master file are subtracted from
the beginning balance plus additions. The result
(beginning balances plus control totals of additions
minus control totals of subtractions) is then compared to the actual ending balance of the master
file. The control totals used must all be in identical
terns. Totals may be in terms of dollars, tons,
board feet, units, etc. Usually, they are in terms of
the primary unit of measure used in the master files.
In no case should master file data be deleted and
replaced by a new balance. Balances should be
added to or decreased, rather than replaced, by the
amount of the input data so that control totals can
be used. If a master file balance is incorrect, the net
difference between the correct and incorrect balance should be computed. Control totals must reflect this difference.
In cases where a transaction is to be posted to a
record on the master file but the record is not on
the file, the transaction should be printed on an
error listing for investigation. In most cases, simply
establishing the record on the master file is all that
is required. In some applications, if a duplicate record is on the master file, an error message should
be written as this duplicate input may indicate a
breakdown of the input controls. For example, in
a paper -board production application the order
numbers of rolls produced may be posted to an
open order file. If a condition occurs in which a
roll number for a recently produced roll is posted
to the file of open orders and the file already has
that roll number posted, an error has occurred. Possibly one of the rolls was stenciled incorrectly,
duplicate input was forwarded from the production department, or a keypunch error occurred.

an error
listing ..."

action should
be printed on

Data Retention
Procedures for safeguarding master files from
loss or accidental destruction should be established
by the system designer. Actual physical safeguards
are normally the responsibility of the operating organization; however, some advance provisions or
a contingency plan should be established by the
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designer for reconstruction of lost or destroyed records. The manner of reconstructing records depends on the media involved. Retention and backup requirements will depend on whether the data
are on source documents, punched cards, taped files,
disc files, or other media. Adequate retention cycles
of files for reconstruction should be clearly established. Reconstruction cannot occur two weeks later
if one of the major input files has a seven -day
retention.

tive transaction records are kept, two backup tapes
aer available at any time.
DISC FILES

In most applications where disc files are used for
storing master records, due to the processing characteristics of disc files, the old record is destroyed
when an updating occurs. Therefore, unlike magnetic tape processing, disc file processing does not
automatically produce a duplicate copy, and the
son - father - grandfather concept for file backup canSOURCE DOCUMENTS
not be used.
The source documents on which an input file is
Compared to tape, disc packs are expensive and
based must be retained intact until such time as do not readily lend themselves to daily duplication.
the file is proved and balanced with its controls. At In many cases, daily duplication of the disc pack
this point, the data may be filed or otherwise dis- may involve more time and expense than is justified
posed. However, both operating and legal re- by file retention requirements. As an alternative, exquirements must be considered in developing a cept for the large database files, a weekly disc durecord retention schedule. The user should deter- plication schedule, coupled with a plan for retaining
mine if operating requirements dictate a longer intervening transactions, will provide adequate suprecord retention than stated in the retention sched- port. If this alternative is used, transactions must
ule. Any questions as to legal and tax requirements be retained until the related files have been balfor retaining source documents should be resolved anced and until they are no longer required for
before the procedure for disposing of source docu- purposes of support or other processing needs.
ments is established.
For the large database files, the key to the time
frame required to unload the disc for backup purPUNCHED CARD FILES
poses would be the "mean time to repair." A weekIn those cases where master files are retained in ly file dump is often not a sufficient process for
the form of punched cards, the files should be re- backup purposes. The time frame required to reproduced so that a backup copy of the file is avail- construct a large database, with a high volume of
able. This backup copy should be stored outside activities, requires a different approach for datathe installation. When revisions are made copies of base integrity. For these files, maintenance of a
the revisions should be filed with the backup copy. journal of before and after images of the database
Should it then be necessary to use the backup copy, should be considered as ,an alternative to periodic
all revisions made since the reserve deck was created dumps of files. The costs of before and after images
can be processed to create a current master file.
instead of periodic dumps should be considered.
The current master file should be copied periodically, and this copy should be stored at the out- DUMPS TO OTHER MEDIA
side location. The frequency of copying depends
A file may be retained by reproducing (dumpon the amount of update activity for that file and ing) it on another medium such as tape, cards, or
the retention of other files used to create a current paper. This procedure requires extra processing; also
master file. Each time a master file copy is created, when the file is printed on paper, the information
the previous master deck and intervening revisions is not in machine - readable form and must be reshould be destroyed.
punched before it can be used to recreate a file.
Such a process is very inefficient but should be used
MAGNETIC TAPE FILES
if no other form of backup is available.
Backup support for tape files is usually accomplished by use of the son - father - grandfather concept. The Audit Trail
This concept is based on an operating procedure
Much has been written about the need for an
in which an updated master file is produced by audit trail in computer systems. Before discussing
reading the previous period's master file, making system requirements for the audit trail, a brief
changes according to the transactions being pro- definition of an audit trail is appropriate.
cessed, and writing the new updated file.
The tens audit trail may be better described as
To create a current master file in which the son - "management trail or inquiry trail" because manfather- grandfather concept is used, the transactions agement nearly always has more frequent need of
used to update the master must also be retained; inquiry than the auditor. A company is constantly
i.e., the transaction records for the previous pro- subject to inquiries and demands from employees,
cessing cycle are required to update the "father" customers, vendors, and government agencies.
tape. Transaction records for two processing cycles These inquiries usually involve a request for addiare required to update the "grandfather' tape.
tional information about a transaction or report.
In the son - father - grandfather backup procedure, Because of the need to respond quickly and acthe old "grandfather" tape may be scratched when curately to these inquiries, it is essential that "trails"
a new current file (or "son ") is created. Also, the are available which can be used to obtain the
transaction records processed with the "grand- necessary information. Following are typical infather" tape can be released. Thus, if the respec- quiries which require information:
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1. A request from a customer for a copy of an invoice supporting a billing
2. A request from an employee for the method
used in calculating his net pay
3. A request from a division manager for detail
supporting the amount charged to an expense
account
Note that these inquiries make it necessary to trace
either from summary to transaction documents or
transactions to summary.

and retaining records of items which are usually
examined by the IRS.
The IRS guidelines emphasize the necessity for
reconstructable trails to source documents. In integrated systems, the system must be capable of
demonstrating the processing of source documents
to summaries and back to details. This capability
is required even though the processing between
original source input and final output is not well
detailed with intermediate print -outs.

Confidential Information

"Control to
ensure the
security of
confidential
information
must be
considered..."

Sensitive data, which should be kept confidential,
entail special control considerations. Confidential
data may involve employee information, such as
salaries; company information, s13ch as division or
1. For all transactions affecting the financial state- product -line profits; or customer data, such as acments there must be a means of determining to counts receivable balances.
Control to ensure the security of confidential inwhich account(s) the transaction was posted.
2. For all accounts reflected in the financial state- formation must be considered and will require the
ments there must be a way of tracing the sum- designer's ingenuity. Judgment is required to decide
mary amount for the account back to the what information should remain confidential.
Control techniques which limit the output disindividual transactions.
3. For all transactions and accounts which have a tribution to only authorized recipients and output
large number of inquiries, provision should be terminals may be used. For example, a program test
made to easily supply the records necessary for may be necessary to ensure that only output
answering the inquiries. These records should be terminals and persons cleared for confidential data
receive such information. Also, the terminal may
supplied on a regular basis by the system.
4. Some means of tracing individual transactions need to be locked to prevent unauthorized use. In
or summary totals should be provided even addition, test results which use actual files may rethough inquiries for detailed information are quire personal pickup and /or delivery rather than
infrequent. This may take the form of trans- normal mail.
action listings "when requested."
DESIGNING AUDIT TRAILS

Four general principles govern the design of
audit trails:

Conclusion

IRS REQUIREMENTS

Internal Revenue Service requirements emphasize
the ability of a system to trace transactions forward to summary totals and back from summaries
to individual source documents. They specifically
require a print -out of the general ledger and subsidiary ledgers coincident with the date of financial
reports. Provisions should be made for obtaining

By including a' control point, input controls, and
edit controls, the system designer ensures that all
necessary and correct data are processed. The system designer further reinforces the system by including operating and processing controls which
provide for accurate and timely processing as well
as prompt disclosure of processing errors due to
program problems or equipment malfunction. ❑

THE CLASS LIFE SYSTEM
Continued from page 48
Guidelines
The guidelines are the same as the General accounting rules.
Class life system
1. Gain or loss is recognized on retirement of real
property.
2. Gain or loss is recognized on extraordinary retirement of personal property that:
a. Is due to casualty.
b. Is due to cessation of operations if the unadjusted basis exceeds 20 percent of the entire
unadjusted basis of the account. (If retirements
are made from more than one account they are
treated as one account for this test if they have
MANAGEMENT ACCOUNTING/AUGUST 1973

the same vintage and depreciation period.)
c. Includes sales exchanges or other dispositions
including physical abandonment but does not
include a transfer to supplies or scrap.
3. No gain or loss is generally recognized on an
ordinary retirement from a multiple -asset account.
4. Gain or loss is recognized on the last item retired from a multiple -asset account.
5. Gain is recognized if depreciation reserve exceeds the unadjusted basis of the vintage a s
count (due to additions of proceeds from ordinary retirements) .
6. Realized salvage is added to the depreciation reserve of the vintage account from which the asset is retired.
❑
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Books

FOR THE MANAGEMENT ACCOUNTANT

SOCIAL MEASUREMENT
American Institute of Certified Public Accountants, 666 Fifth
Ave., New York, N.Y. 10019, 1972, 123 pp., paperbound, $5.00.
The transcript of a two -day conference at which 24 specialists
of various backgrounds explored efforts to weigh the effects of
social programs. Case histories are described, as are current efforts to advance the state of the art.
MANAGEMENT OF ORGANIZATIONAL BEHAVIOR

McGraw -Hill Book Co., 1221 Avenue of the Americas, New
York, N.Y. 10020, 1964, 770 pp., clothbound, $10.95.
A selected compilation of cases for the teaching of financial
management in schools, executive development courses, and
business training programs. They provide a discussion framework for developing financial policies and for implementing
these policies through administrative action. Included in our
CMA examination reading list.
FUNDAMENTALS OF FINANCIAL MANAGEMENT

Utilizing Human Resources
Second Edition

James C. Van Horne

Paul Hersey and Kenneth II. Blanchard

Prentice -Hall, Inc., Englewood Cliffs, N.J. 07632, 1971, 516 pp.,
clothbound, $11.80.

Prentice -Hall, Inc., Englewood Cliffs, N.J. 07632, 1972, 209 pp.,
clothbound, $9.95, paperbound, $5.95.

Beginning with an assessment of the behavioral approach to
management, the book surveys motivation and behavior and
features inputs on individual copying behavior, cognitive dissonance, and expressions of frustration. Included in our CMA
examination reading list.

A book designed to provide students with a basic understanding
of the raising of funds and the allocation of them within the
firm. Certain elementary valuation concepts are developed
within this context, and these serve as an underlying theme.
Included in our CMA examination reading list.
THE MONTHLY FINANCIAL STATEMENTS

BUSINESS, SOCIETY, AND ENVIRONMENT:
SOCIAL POWER AND SOCIAL RESPONSE
Second Edition
Keith Davis and Robert L. Blomstrom
McGraw-Hill Book Co., 1221 Avenue of the Americas, New
York, N.Y. 10020, 1971, 460 pp., clothbound, $11.50.
A book suitable for courses in Business Policy, Business and
Society, Social Responsibility of Business, Management Responsibility in Society, and other integrative courses. It is
included in our CMA examination reading list.
ISSUES IN BUSINESS AND SOCIETY: READINGS
AND CASES
Second Edition
William T. Greenwood
Houghton Mifflin Co., 110 Tremont St., Boston, Mass. 02107,
1971, 547 pp., paperbound, $6.95.
In this volume consisting of text, readings, and cases Professor Greenwood explores the major contemporary issues in
business and society. Together, these three elements help the
student of business, as well as the business executive, to question and evaluate contemporary business challenges and business mores. This book is included in our CMA examination
reading list.
MANAGERIAL PROBLEMS IN FINANCE /CASES IN
DECISION MAKING
Bion B. Howard and Sidney Lewis Jones
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Frederick Staples
The Counting House Publishing Co., Thiensville, Wis. 53092,
1972, 139 pp., clothbound, $5.35.
A book without padding in which the author provides a summary of certain practical suggestions for the preparation of
monthly financial statements. A master chart of accounts is
included and a set of monthly financial statements forms filled
out.
ESSENTIALS OF FINANCIAL STATEMENT
ANALYSIS
Robert T. Sprouse and Robert J. Swieringa
Addison -Wesley Publishing Co., Reading, Mass. 01867, 1972,
214 pp. plus 512 pp. Exhibit Book, paperbound, $8.50.
A programmed- instruction textbook for managers, analysts,
students, and others who need to know how to extract meaning
from the columns of figures on a financial statement. Accompanying it is a 512 -page exhibit book covering 79 actual corporate financial statements.
PRACTICAL FINANCIAL STATEMENT ANALYSIS
Roy A. Foulke
McGraw -Hill Book Co., 1221 Avenue of the Americas, New
York, N.Y. 10020, 1968, 714 pp., clothbound, $12.40.
A basic text for business executives, industrial engineers, bank
credit executives, bank examiners, investment analysts, mercantile credit managers, and all students of the analysis of American business enterprise. Included in our CMA examination
reading list.
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Poinhtinomit

Any chapter of NAA may now sponsor one or more top quality courses
or seminars for NAA members and nonmembers in its area.
COURSES

SEMINARS

CA — MANAGEMENT ACCOUNTING

S- I
S -2

CA -1 Basic Concepts and Techniques for Management Accounting
CA -2 Standard Costs and Flexible Budgeting for Production
CA -3 Standard Costs and Flexible Budgeting for Marketing
CA -4 Direct Costing and Contribution Reporting
CB — DATA PROCESSING
CB -1 Data Processing —Basic Computer Concepts and Techniques
CB -2 Data Processing — Flow Charting and Block Diagramming
CB -3 Management Information Systems — Concepts and Techniques
CC — SPECIALIZED AREAS
CC -1 Effective Inventory Management
CC -2 Using Accounting Information in Pricing Policies and Decisions
CC -3 Financial Appraisal of Capital Investment Proposals
CC -4 Capital Budgeting and Project Control

S -3
S -4
S -5
S -6
S -7

Managing Corporate Cash
Experience with Direct Costing and
Contribution Reporting
Management Accounting for Small Business
Managing Company Assets in Small Business
Long -Range Profit Planning
Developing the Annual Profit Plan
Maintenance Cost Control

If you are interested in more information
on this Local Education Activities Program
(LEAP) series, ask your Chapter Education
Director or Chapter President or write to:

HUGH M. SCOTT
National Association of Accountants
919 Third Avenue
New York, N.Y. 10022

COST ACCOUNTING REQUIREMENTS AND
PROCEDURES FOR METALCASTING

American Foundrymen's Society, Golf and Wolf Roads, Des
Plaines, Ill. 60016, 1970, 83 pp., paperbound, $40.00, A.F.S.
members $20.00.

COMPUTERS IN BUSINESS

techniques.

Ashley C. Sinnett

A book designed to supplement upper division and graduate
courses in management accounting, it introduces the economics
of information systems choice and surveys numerous modeling

A member of NAA's Wabash Chapter and McLeod Society,
Mr. Sinnett is the co- author of "Principles and Procedures of
Cost Accounting for the Malleable Iron Industry" and has
written numerous articles and papers on foundry cost accounting.
THE INTERNAL AUDITOR'S REVIEW OF
ORGANIZATIONAL CONTROL
Research Committee Report 18
The Institute of Internal Auditors, Inc., 170 Broadway, New
York, N.Y. 10038, 1972, 88 pp., paperbound, members $4.00,
nonmembers $5.00.
This research report deals with the growing area of organizational control; it reviews current practices and provides guidelines for carrying out reviews.
REPORTING FOREIGN OPERATIONS OF U.S.
COMPANIES IN U.S. DOLLARS

An Introduction
Second Edition
Donald H. Sanders
McGraw -Hill Book Co., 1221 Avenue of the Americas, New
York, N.Y. 10020, 1972, 588 pp., clothbound, $11.95.
This basic textbook is aimed at preparing potential managers
for a successful working relationship with computer information
processing. The purpose of this book is to lay the foundation for the continuing study that will provide such a working
relationship. Included in our CMA examination reading list.
SYSTEMS FILM CATALOG
Association for Systems Management, 24587 Bagley Rd., Cleveland, Ohio 44138, 1972, 60 pp., paperbound, $2.00.
A listing of 250 films on flow charting, systems applications,
forms design, computers, data processing, work measurement,
communications, and systems management.

Accounting Research Study No. 12
Leonard Lorensen
American Institute of Certified Public Accountants, 666 Fifth
Ave., New York, N.Y. 10019, 1972, 118 pp., paperbound, $3.75.
A research study covering the temporal principle of transactions and comparison with the current and noncurrent method,
the monetary- nonmonetary method advocated by NAA Research Report #36, and a third method, the current rate
method. This study has not been approved, disapproved or
otherwise acted upon by the Accounting Principles Board.
FORGING ACCOUNTING PRINCIPLES IN FIVE
COUNTRIES
A History and an Analysis of Trends
Stephen A. Zeff
Stipes Publishing Co., 10 -12 Chester St., Champaign, Ill.,
61820, 1971, 332 pp., paperbound, $3.00.

Association for Systems Management, 24587 Bagley Rd., Cleveland, Ohio 44138, 1972, 80 pp., paperbound, $4.50.
This new systems book bridges basic systems management
principles, models, and procedures. The material presented implies the use of computer -based systems, but the concepts also
can be applied to manual and semi - automated techniques.
AN INTRODUCTION TO QUANTITATIVE
BUSINESS ANALYSIS
Second Edition
Ira Horowitz
McGraw-Hill Book Co., 1221 Avenue of the Americas, New
York, N.Y. 10020, 1972, 310 pp., clothbound, $11.95.
This is an introduction to probability and statistical decision
theory explaining why a technique works and when it applies
and not simply describing how to perform the mechanical computations, although details of the latter are also included.
ADVANCED TECHNIQUES FOR STRATEGIC
PLANNING
AMA Research Study 104

Edinburgh.

This book represents a pioneering attempt to bring together
in one place some of the history of accounting principles and
an analysis of the evolving trends in Canada, Mexico, England,
Scotland, and the United States. This well written, well documented book by a member of NAA's MAP Subcommittee on
Interim Financial Reporting served as a basis for a series of
Invitation Lectures delivered in 1970 at the University of

MANAGEMENT SCIENCE AND SYSTEMS

Ernest C. Miller
INFORMATION ANALYSIS
Joel S. Demski
Addison - Wesley Publishing Co., Reading, Mass. 01867, 1972,
144 pp., paperbound, $2.95.
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American Management Association, 135 W. 50th St., New
York, N.Y. 10020, 1971, 174 pp., paperbound, $8.25.
Based on correspondence or interviews with 41 individuals in
32 companies, this research study examines successful applications of management science techniques in strategic planning.
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MAP AND CASB
Through a special subcommittee, the Management Accounting
Practices Committee contributes to the work of CASB,
commenting on proposals as they are issued.

By Louis Bisgay
Manager, MAP Development
In the June issue, a progress report on the Cost Accounting Standards Board, written by Associate Director David H. Li, was published. This month it is
useful to review NAA's contribution to the Board's
work through the Management Accounting Practices Committee and its subcommittee.
As most NAA members know by now, the Cost
Accounting Standards Board was created by Congress in 1970 and formally organized in January
1971, as a U.S. Government agency charged with
the development of uniform cost accounting standards to be used in the pricing, administration, and
settlement of contracts. A full -time professional
staff is working on various projects which are expected to result in the promulgation of cost accounting standards to be used in all negotiated
prime contract and subcontract defense procurements of $100,000 or more. Federal Procurement
Regulations have also extended the standards to
contracts of non - defense agencies.
It soon became apparent to the MAP Committee,
which meets approximately every second month,
that in order to respond to CASB proposals on a
timely basis, a special subcommittee was needed to
enable it to meet its stated objective of expressing
"the official position of NAA, on relevant accounting matters to other professional groups, governmental bodies, the financial community, and the
general public." Accordingly, the Subcommittee for
Responses to the CASB was created, with Paul W.
Holt, division vice president, Sikorsky Aircraft, as
chairman.
Procedurally, the Subcommittee evaluates CASB
drafts and, after allowing MAP Committee members the opportunity to make known their views,
prepares and submits a statement of position to the
CASB. The MAP Committee has authorized the
Subcommittee to respond in this semi - autonomous
manner, with the provision for review at the next
full Committee meeting. In addition to Mr. Holt,
members of the subcommittee for the fiscal year
ended June 30, 1973, have been R. E. Longenecker,
MAN AG EM E N T ACC OUN TI NG /AUGU ST 1973

assistant controller of Armstrong Cork Co., and
J. V. Newman, controller of Dravo Corp.
To date, four standards have become effective —
Consistency in Estimating, Accumulating, and Reporting Costs; Consistency in Allocating Costs Incurred for the Same Purpose; Allocation of Home
Office Expenses to Segments, and Capitalization of
Tangible Assets. The latter two became effective
July 1, 1973. There is an ongoing project in the
area of "Definitions;" a number of terms have thus
far been officially defined. The Board has also set
forth the form and requirements for use of a disclosure statement which details cost accounting
practices being followed by a contractor.
On Home Office Expenses
The Subcommittee expressed opposition to the
issuance of Allocation of Home Office Expenses to
Segments. The principal objection was that portions
of the proposed Standard go into procedural detail,
thereby directly conflicting with section 2.3 of MAP
Statement No. 1, "Concepts for Contract Costing."
This section states that "Cost Accounting Standards should provide criteria for defining the circumstances under which differences are warranted
and for deciding on the appropriate treatment for
each circumstance. The general concept of uniformity does not mean that all contractors must
use the same chart of accounts, the same printed
forms, or the same cost assignment formulas. These
are procedural details."
With regard to the pending Standard, Capitalization of Tangible Assets, the subcommittee stated
that it is well written and, in general, adheres to
the principle of establishing criteria. Among specific
objections were:
Reluctance to accept a blanket requirement to
include in the cost of acquisition all premiums
or extra charges paid, since in many instances,
such premiums or extra charges may result in
capitalizing an amount in excess of the fair value
of the asset acquired. In the final version which
appeared in the Federal Register of February 27,
1973, the wording of the objectionable phrase59

The CASE will
change its
position when
presented with
convincing
evidence.

ology was modified to read "The purchase price
of an asset shall be adjusted to the extent practical by premiums and extra charges paid or discounts and credits received which properly reflect an adjustment in the purchase price."
Disagreement with the proposal that the acquisition cost of assets constructed or fabricated
should necessarily include general and administrative expenses. The final version was somewhat softened by the wording, "This requires the
capitalization of general and administrative expenses when such expenses are identifiable with
the constructed asset and are material in amount
(e.g., when the in -house construction effort requires planning, supervisory, or other significant
effort by officers or other personnel whose salaries are regularly charged to general and administrative expenses)."

The MAP letter also stated that another assumption in the CASB statement is fallacious, that
being one which calls for inventory pricing methods used in Government contract costing to reflect
the expectancies of the parties of the time of
negotiations. For example, when a contractor operates under a system of manufacturing to customers' orders, the actual price paid for material
will often exceed that reflected by the cost accounting system when a small lot is purchased. Where
the Contract pricing must account for the specific
price paid for a small incremental purchase, it is
often appropriate for the costing to reflect an
averaging procedure.
The Subcommittee responded to a CASB draft,
Depreciation of Tangible Assets, by stating that
the proposed Standard is in conflict with the rulings
of the Internal Revenue Service, another governmental agency.
Other criticisms made were:

Unallowable Costs
The CASB published, in the Federal Register,
a proposed draft standard on "Unallowable Costs ".
Conflicting lives for defense contracts and comThe Subcommittee responded by stating that "it
mercial work.
is not practical nor beneficial to have a standard
Undue emphasis on unit of production deprerequiring identification and segregation of costs inciation.
curred by contractors which are unallowable for
Escalation of costs resulting from necessary
purposes of contract pricing, payment, or settleinstallation of dual record - keeping systems in
ment; the total pool of unallowable costs can only
many cases.
be determined as a result of negotiation between
the contractor and the Government and, once
The subcommittee once again charged the
identified and agreed upon, there is no need for CASB with attempting to impose procedures on
segregation in the books of account." The response a diverse group of unlike industries, which, in the
goes on to say that such determinations can only opinion of the Subcommittee, was not the inbe properly made by evaluation of the circum- tention of the Cost Accounting Standards Act.
stances by the contracting officer. For example,
The CASB has also circulated, for comment,
although interest expense is normally an unallow- drafts on other subjects which, to date, have not
able cost, it might be interpreted that any "direct- been fully considered by the MAP Committee or
ly associated cost," such as the treasurer's travel its Subcommittee.
expense in arranging the related loan, should also
be disallowed. Yet, it is recognized that some Cause for Rejoicing
As is apparent from the foregoing, the MAP
degree of financial management is a necessary cost
Committee
has expressed disappointment with
of doing business.
promulgations
of the Cost Accounting Standards
Another criticism of the proposed standard is
Board
on
several
occasions. This should not be
its attempt to establish new rules for allocating
indirect cost to unallowable cost. The Subcommit- unexpected, as the Board would normally emphatee stated that, in many instances, the equitable size positions satisfying what are perceived as needs
treatment would not involve the assignment of of the Federal government while the MAP Comother overheads against a disallowed overhead item. mittee, essentially representing an industrial viewpoint, would tend to resist efforts to shackle the
Other Map Responses
private sector by rulings which impose constraints
The subcommittee has also taken positions on on the use of judgment. There is, however, cause
CASB papers which are in preliminary stages. for rejoicing in the recognition that the CASB
The CASB was commended for its work on a appears to function in a reasonably equitable manQuestionnaire and Summary Statement on Vaca- ner, and that, based on experience, it is not
tion, Sick Leave and Holiday Pay. The Subcom- above changing positions (although, perhaps less
mittee, on the other hand, was highly critical than 1800 ) when the weight of evidence seems
of a Preliminary Statement of Inventory Pricing convincing. The MAP Committee intends to conIssues. In its response, the Subcommittee sug- tinue adding its voice as a responsible interested
gested that specific rules and procedures not be party to insure that the CASB is aware of the
drawn up in the area of "Inventory Pricing ". The potential ramifications which would result from its
reply indicated a paragraph under the heading of rulings.
Underlying Assumptions is incorrect, in that it
The complete text of any MAP response to the
confuses pricing procedures (which should be the CASB is available to all interested persons. Address
same) with cost accounting procedures (which your request to this writer at the NAA national
need not be universally similar) .
office.
El
60
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A view of the Great Hall of the Dallas Apparel Mart, site of the Annual Dinner in Dallas.

TEXAS -SIZE
ANNUAL CONFERENCE
First NAA Annual International Conference in Dallas chalks up
big attendance as NAA families enjoy —and learn — during
colorful week in Southwest.

Stories about Texas tend to be larger than life but during the year. He was given a standing ovation
after seeing the long lines of NAA members waiting by members. Then Mr. Underwood introduced
to register at the 1973 Annual International Con- E. W. Kelley, chairman of the technical program.
ference in Dallas an observer would have to admit Mr. Kelley, who is chairman of Consolidated Cigar
that the Lone Star State was living up to its reputa- Corp., outlined the technical program and introtion—at least as far as the number of people attend- duced the first speaker, Dr. Lawrence D. Brennan,
professor of business communications, New York
ing the conference is concerned.
As MANAGEMENT ACCOUNTING went to press, the University.
Dr. Brennan described some of the principles of
staff estimated that a total of approximately 2,300
good communication within business. The title of
members, women and children had attended.
Starting off on a warm note, the Conference his address was "When My Father was an Acbegan unofficially with the National Officers' Re- countant with the White Russian Army . . . or
ception on Sunday evening in the lavish setting of Steppe Brother of SYMDHE."
The Annual Meeting was convened after his
the Regency Ballroom of the Fairmont Hotel. With
light, sprightly music as a background members met address and a number of awards presented, includthe officers and directors of their Association and ing the Lybrand Awards, public relations awards,
membership achievements awards, and the Junior
exchanged reminiscences about past meetings.
Officially opening the Conference on Monday Achievement Treasurer -of- the -Year Award which
morning, Past President Julius G. Underwood sa- was presented to Miss Deborah Tierney of St.
luted President Robert Beyer for his progress in Paul, Minn. In a special ceremony, Executive Direcuperating from a serious illness that prevented rector William M. Young, Jr., honored three memhim from active participation in NAA activities bers who were instrumental in the initial planning
MANAGEMENT ACCOUNTING /AUGUST 1973
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L e f � h t , Charles R. Miller, S. Alden
Pendleton and Executive Director William
M. Young, Jr., look over Socio- Economic
Program exhibit. See story below.
and operations of the NAA Socio- Economic Program.
Charles W. Tucker, an Emeritus Life Associate
Member from Washington Chapter, was cited for
his pioneering efforts in the organization of that
chapter's socio - economic program in 1968 and,
subsequently, his planning for the initial phase of
the national effort.
Charles R. Miller, Pittsburgh, was cited for his
work as a member of the Socio- Economic Committee since its inception and as its chairman during the last three years when it achieved its greatest
success.
Donor Identified
It was also disclosed for the first time by Mr.
Young that past NAA Vice - President S. Alden Pendleton was the anonymous donor whose gift of
$100,000 in 1969 made possible the organization of
the national effort in the socio- economic area. Mr.
Pendleton was honored by the members present
with loud applause as he stepped forward.
Mr. Young also announced that the Government
had renewed its contract for the second year, allowing the Association to continue the Socio- Economic
Program.
At another special ceremony during the Annual

headed monster with one head constantly demanding more and more and more information, while
the second head spews forth reams and reams of
data which if not organized tends to confuse rather
than enlighten. In some economic organizations,
the 'keeper of the monster' is called an accountant."
He n oted th at "The account ant wit h good b alanced judgment, skilled in interpretation of the
significant factors affecting all facets of operation,
is indeed a 'crown jewel' who will achieve ever
increasing importance and recognition." He identified a number of external pressures on business
which have served to intensify the information
crisis, including increased worldwide competition,
Government reporting requirements, increased international trade restrictions and foreign exchange
risk and inflation, consumer pressures and demands,
and increased social pressures on U.S. business.
On Monday afternoon three speakers examined
"Accounting for Corporate Social Responsibility"
from different viewpoints. I. Wayne Keller, chairman of the NAA Committee on Accounting for
Corporate Social Responsibilitv, described some of
the committee's initial work. Gregory J. Ahart, director of the Manpower & Welfare Division, U.S.
General Accounting Office, gave a broader view of
corporate accountability.
Dr. R. Lee Brummet, professor of business administration, at the University of North Carolina,
described some of the progress and problems involved in Measuring Corporate Social Performance." A past vice president of the Association,
Dr. Brummet has written a number of articles in
the area of human resource accounting.

Financial Accounting Standards
Tuesdav's technical session was devoted to financial accounting standards and particularly to the
work of the newly - established Financial Accounting
Standards Board. James Don Edwards, one of the
trustees of the Financial Accounting Foundation,
contributed "A Forward Look at Financial Accounting Objectives and Standards." Dr. Edwards is

professor of accounting at the University of Georgia.

M e e t i n g , H e r b e r t C . Kn o r t z , c h a i r m a n o f t h e B o a r d

of Regents of the Institute of Management Accounting, presented the awards for achievement in the
first examinations for the Certificate in Management Accounting. The names of those receiving
the top grades in the examinations were published
i n t h e Ju l y i s su e O f M A N A G E M E N T A C C OU N T I N G .

The nominees for officers and directors were announced by J. G. Underwood, chairman of the
nominating committee. Members unanimously
elected the slate of officers and directors to office.
President -elect Chapman thanked the members
briefly and wished them all a good week at the
Conference.
At the kevnote luncheon, John V. James, president and chief executive officer of Dresser Industries, Inc., probed the dimensions of "T h e Accountant's Stake in the Information Crisis." Mr.
James described the information crisis "as a two62

President Robert Beyer and his wife,
Monica, at the rodeo. The cowboy in the
middle is Walt Garrison, Dallas Cowboy
star in season, and rodeo rider off season.
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Dr. George H. Sorter, director of the Institute of
Professional Accounting at the University of Chicago, said accountants should provide financial
statements "that will enable users to predict, evaluate and compare earning ability." Accountants
should be more "goals oriented" and less "means
oriented," he said.
Marshall Armstrong, the first chairman of the
Financial Accounting Standards Board, outlined
some of the goals of the Board in his address. He
noted that the Board would take over a number of
projects started under the Accounting Principles
Board and inaugurate projects of its own, focusing
on current accounting and financial reporting issues.
William H. Franklin, a trustee of the Financial
Accounting Foundation, presented a different viewpoint in Business Management Looks at Financial
Accounting Objectives and Standards." Mr. Franklin, chairman of the board of Caterpillar Tractor
Co., is a past national vice president of the Association.
Mr. Franklin said that pressures during the
Sixties had become intolerable for some company
managements, leading them to abandon traditionally conservative accounting for "go -go" accounting.
As a result, he said, "We have disillusioned the
public and lost their confidence almost as much as
the politicians have." Calling on all accountants to
support the Financial Accounting Standards Board,

he warned that the Board was the last chance for
accountants to keep control of their profession.
On Wednesday, concurrent technical sessions
were presented during the morning and afternoon.
Topics and discussion leaders were published in
the May issue.
A technical session for the ladies on "Family
Financial Planning" held for the second time again
was well attended on Wednesday morning. Two
partners from Ernst & Ernst made the presentation.
The family event is often the high point of the
week from the viewpoint of the children and
spouses of NAA members. The chuck wagon supper and rodeo Tuesday evening were no disappointment. The Old West came alive for NAA
families as they thrilled to the exciting roping and
riding stunts put on by modern day cowboys.
The Great Hall of Dallas' Apparel Mart served
as a magnificent setting for the Annual Dinner —
the traditional event that caps the Conference
week. As the trophies and banners were presented to
the winning chapters in 1972 -73, members broke
into cheers, twirling their napkins over head.
Interviewed earlier in the week, President -elect
Robert G. Chapman summed up the Dallas Conference. "It's been a real winner from the very beginning. A debt of gratitude is owed to all those
from the Texas chapters for their unselfish and
untiring efforts. The job done here is going to be
very difficult to top in the coming years."

"We have
disillusioned
the public ... "

Enersen Elected President of McLeod Society
Robert J. Enersen, Florida West Central, has been
elected president of the Stuart Cameron McLeod
Society, the honorary organization of past national
officers and directors of the National Association
of Accountants.
At its Annual Meeting in Dallas last June, held
in conjunction with the Association's Annual International Conference, the Society also elected
five other officers to serve during 1973 -74 and six
governors to serve during 1973 -75.
Mr. Enersen, who is president of Hytronics
Corp., Pinnellas Park, Fla., joined the Association
in 1946, affiliating with the Twin Cities Chapter.
He was chairman of the organizing committee and
first president of the Florida West Central Chapter.
Subsequently, the chapter established the Robert
J. Enersen Award to honor the member contributing the most to the chapter each year.
He served two terms on the NAA Board of
Directors, and as NAA vice president in 1964 -65.
He was elected to the Board of Governors of the
Stuart Cameron McLeod Society for 1968 -70;
named secretary, 1970 -71, and vice president, 197173. A contributor to MANAGEMENT ACCOUNTING,
Mr. Enersen was awarded a Certificate of Merit
for his article, "Job Cost Benefits from a Standard
Cost System for Aircraft Controls," published in
the June 1965 NAA Bulletin.
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It was a specially meaningful occasion for the
Enersen family last June when Mr. Enersen was
invested as president of the Stuart Cameron McLeod Society. Among those attending the ceremony were his wife, Coralie, and his son, Gary
R. Enersen, a finance and computer consultant who
was elected president of the NAA San Francisco
Chapter for 1973 -74. The Society inducted new
members at its annual meeting.
Elected as vice presidents were Carl G. Orne,
Oakland -East Bay, and S. Alden Pendleton, Pittsburgh. Stanley A. Pressler, Indianapolis, was elected
secretary, and C. T. Sumner, Houston, treasurer.
Russell W. Hardy, NAA staff director of finance
and administration, was re- elected assistant secretary- treasurer of the Society.
Six members were elected governors to serve
1973 -75. They are G. William Fahey, San Francisco; Lafe P. Fox, Cleveland; Gordon A. Johnson,
Rochester, Russel S. Meinholz, Reading; Charles
R. Miller, Pittsburgh, and Charles D. Sands, Richmond.
The governors who were elected last year and
whose terms expire in 1974 are: Joseph F. Cotteleer,
Chicago; George D. Gee, Kansas City; Vincent B.
Grande, Knoxville; John T. Kokos, Indianapolis;
Charles S. Myerlv, Charlotte Gold, and Robert J.
Weafer, Boston.

ENERSEN
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TOP AUTHORS IN 1972 -73
ARE HONORED
Lybrand Awards are presented to Brantner, Hindman and Ameiss;
Authors of 16 articles and six short articles are named to receive
Certificates of Merit and Certificates of Recognition.
Paul F. Brantner of the Seattle Chapter was named
the winner of the Lybrand Gold Medal in the
1972 -73 manuscript competition for his article,
"Accounting for Land Development Companies:
Problems and Potentials." The article is published
on page 15 of this issue.
William R. Hindman of the Cleveland Chapter
was awarded the Lybrand Silver Medal for his
paper, "Why Does Any Company Need MIS ?"
Mr. Hindman co- authored the article with Floyd
Kettering, who was not an NAA member at the
time and thus not eligible for the award. Subsequently, he joined the Association. Their article
is published on page 20 under the title, "Integrated MIS: A Case Study."
Albert P. Ameiss of St. Louis Chapter was named
winner of the Lybrand Bronze Medal for his
paper, "Program Management in Missouri's Division of Mental Health." The article, which Dr.
Ameiss wrote with the assistance of Frank J. Ehlen,
Charles W. Hutchison, Warren A. Thompson, and
Harry E. Wood (nonmembers), is published on
page 31.
The Lybrand Gold, Silver, and Bronze Medals
were established in 1949 -50 by the partners of
Lybrand, Ross Bros. & Montgomery (now Coopers
and Lybrand) to honor William M. Lybrand, a
founder of the firm and a charter member of
NAA, as well as its second president. The three
medals are presented each year to the NAA member- authors who place first, second and third in
the manuscript competition.
A Lybrand Awards Committee consisting of
Robert A. Morgan, Donald J. Trawicki, and Edward W. Rodgers selected the three medal winners
from the ten best manuscripts submitted during
the year, as determined by the grades given each
paper. More than 800 manuscripts were submitted
during 1972 -73.
In addition to the Lybrand Awards, the Association presents Certificates of Merit to the authors
of the 16 best articles, including ties, and Certificates of Recognition to the authors of the short
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articles rated the highest six, plus ties for sixth
place.
The results of the 1972 -73 manuscript competition were unusual in that both the Gold Medal
winner, Mr. Brantner, and the Bronze Medal
winner, Dr. Ameiss, also won Certificates of Merit
for a second article submitted in the 1972 -73
competition. Moreover, James B. Edwards, Columbia Chapter, won Certificates of Merit for two
manuscripts submitted during the competition
year.
The winning authors are listed below, with the
titles of their articles, chapters that submitted each
article, and the issue Of MANAGEMENT ACCOUNT-

ING in which the article was published or in which
it is tentatively scheduled to be published.
Certificates of Merit
ALBERT P. AMEISS, St. Louis Chapter, "An Evaluation of Cost /Benefit Analysis as a Methodology
for Determining Public Investment Projects," Coauthored with Dale W. Wamke and Norbert C.
Terre (nonmembers), ( Published, January 1973) .
PAUL F. BRANTNER, Seattle Chapter, "Taxation and
the Multinational Firm," (To be published in
October) .
ARTHUR E. CARLSON, St. Louis Chapter, "A Case
for Current Cost Reporting," ( Published February
1973).
JAMES B. EDWARDS, Columbia Chapter, "The Management Accountant and Creativity," (To be published in September), and "A Cas e St u d y of t h e
Effects of Inflation on Rate of Return: An Empirical Study," (To be published in December).
NABIL HASSEN, Cuyahoga Valley Chapter, "Cybernetics: A Tool for Accounting Information Systems," ( Publishing date to be determined) .
SHU S. LIAO, Piedmont - Greensboro Chapter, "Responsibility Centers," ( Published in July 1973) .

Continued on page 66
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About the Lybrand Award Winners

Brantner Strikes Gold With 2 Papers
"It was a complete surprise to me," says Paul F.
Brantner, the winner of the Lybrand Gold Medal
in the 1972 -73 competition. Mr. Brantner, who
joined the Association in 1970, had reason to be
surprised —and proud.
Of three manuscripts submitted, one was chosen
as the Gold Medal winner and another scored
high enough to win a Certificate of Merit. This
is not a bad record for an author who has never
published in any magazine before.
Mr. Brantner is a CPA with the accounting firm
of Knight, Vale and Gregory in Tacoma, Wash.
Prior to this position, he was employed by the
Weyerhaeuser Co., as supervisor of federal income
taxes. The articles grew out of discussions and research in a master's degree program in which he is
currently enrolled at the University of Washington.
Both articles, "Accounting for Land Development
Companies: Problems and Potentials," and "Taxation and the Multinational Firm" are based, in
part, on his experience at Weyerhaeuser.
When he's writing an article, Mr. Brantner says
lie "locks himself up" and works straight through
evenings and weekends until he finishes the paper.
He finds it difficult to work a little on an article,
put it aside, and then come back to it later. Oh,
yes, he has at least one more paper to write —his

Paul F. Brantner, Lybrand Gold Medal
winner, at work in office in Tacoma.

master's thesis. Subject? Probably on taxation, he
says, since he is now involved in taxation matters
at his firm.

'A Team Effort'
William R. Hindman says his article, which won
the Lybrand Silver Medal, grew out of a team
effort. The co- author of the article, Floyd Kettering,
and Mr. Hindman had presented a lecture at American Management Assn., and NAA meetings, featuring some of the subject matter. After numerous
requests to put their lecture notes down in writing,
the authors finally pulled all their notes and outlines together and wrote the article.
Unfortunately, at the time the article was sub mited to NAA, Mr. Kettering was not an NAA
member so under the rules of the manuscript
competition he could not qualify for a Medal, too.
The article was submitted under the title, "Why
Does Any Company Need MIS ?" It appears in
this issue under the title, "Integrated MIS: A
Case Study."
"I have done a lot of writing," Mr. Hindman
told a writer for MANAGEMENT ACCOUNTING. One
of his articles, "Why Direct Costing ? ", was published in Business Budgeting (now Managerial
Planning) and subsequently reprinted by the U.S.
Army Audit Agency. The article has also been
translated into a foreign language.
Regional director of Management Consulting
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William R. Hindman, Coopers & Lybrand partner, won Silver Medal.

Services for Coopers & Lybrand, Chicago, Ill.,
Mr. Hindman joined the Association in 1955,
affiliating with the Louisville Chapter. The article
was submitted through the Cleveland Chapter,
but he is currently a member of Chicago Chapter.
NAA records show he is the first member of
Coopers & Lybrand to win a medal originally established by the firm's partners.
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I Enjoy Writing'

Him

I

Dr. Ameiss near card puncher used in
Missouri Institute of Psychiatry data
processing.
In the last five years Dr. Albert P. Ameiss, the
winner of the Lybrand Bronze Medal, has pub-

lished more than 20 articles in different periodicals,
so when he says, "I enjoy writing," he can point
to a pretty good batting average to illustrate his
skill.
A paper on "Program Management in Missouri's
Division of Mental Health" was chosen as the
winner of the Lybrand Bronze Medal. Another
article titled "An Evaluation of Cost /Benefit Analysis as a Methodology for Determining Public
Investment Projects," published in the January
1973 Issue of MANAGEMENT ACCOUNTING, was rated
good enough to win a Certificate of Merit. Both
articles were written with the assistance of a
number of co- authors, none of them NAA members.
Dr. Ameiss holds a unique dual appointment at
the University of Missouri. He is associate professor at the St. Louis School of Business Administration and also associate professor at the Missouri
Institute of Psychiatry, the Department of Psychiatry of the University of Missouri— Columbia
School of Medicine.
His two hats —one involving teaching, the other,
actual practice in data processing —gave him an
ideal background for writing the article which
appears in this issue. The co- authors, he says,
advised him on the technical aspects and reviewed
the article at different stages of the writing.
St. Louis Chapter fully appreciates the writing
abilities of Dr. Ameiss: he has served as chapter
manuscripts director for the last two years.

TOP AUTHORS IN 1972 -73 ARE HONORED
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Continued from page 64

Certificates of Recognition

GEORGE C. LYON, New Hampshire Chapter,
"Fixed Characteristics of Variable Costs," (To be
published in October).

ALBERT G. CARTER, Chicago Chapter, "Computing Inventory R.O.I.," (Published in July
1973).

CHARLES H. MOTT, Baltimore Chapter, "Forecast
Disclosure," (Published in July 1973).
HAROLD M. SOLLENBERGER, Lansing- Jackson Chapter, "Systems Development: Internal Audit Participation in Project Control," Co- authored with
Alvin A. Arens (nonmember), (To be published
in September) .

BILLY E. GOETZ, Fort Lauderdale Chapter, "The
Management of Objectives," (See page 35).
THOMAS W. HALL, New Haven Chapter, "An
Analysis of Inventory Carrying Costs for the Milford Plant of the ABC Company," (To be published in December).

MICHAEL R. TYRAN, Los Angeles Chapter, "A
Financial Projection Plan," (Published July 1973).

WILLIAM L. JENKINS, Akron Chapter, "Non -Profit
Hospital Accounting System," (Published in June
1973).

WILLIAM L. UREEL, Macomb County - Michigan
Chapter, "Nuclear Fuel Accounting," (Published
in July 1973) .

STEVEN C. JOHNSON, Phoenix Chapter, "An Accounting System for Joint Ventures," (Published,
April 1973) .

STEPHEN H. WALES, Saginaw Valley Chapter, "The
Investment Credit," Co- authored with William A.
Cole (Deceased), (Published, March 1973).

EDWARD L. WALTEMEYER, York Chapter, "The
Professional Corporation —Will It Survive?" (To
be published in November).
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President Tony Mourelatos of Tyler
Area holds on to Warner Trophy
as Mr. Salisbury gives him a hand
and J. G. Underwood holds the
first -place banner won by the
chapter.

President Karen Schmitz accepts Stevenson
Trophy on behalf of Raleigh- Durham Area.
She is flanked by past NAA President J. G.
Underwood (left) and Wade B. Salisbury,
chairman of the Committee on Chapter
Operations, 1972 -73.

RALEIGH - DURHAM AREA;
TYLER AREA WIN TOP TROPHIES
Macomb County- Michigan takes Remington Rand Trophy;
Central Carolina is winner of J. Lee Nicholson Award,
Charlotte Gold takes Stuart Cameron McLeod Society Trophy;
San Jose captures Carter Trophy, while Ldbbock Area and
Waterloo -Cedar Falls tie for Keller Trophy.

Led by one of the youngest and prettiest chapter
presidents who ever held office, Raleigh- Durham
Area, with President Karen L. Schmitz calling the
shots, captured the Stevenson Trophy for the first
time in the 1972 -73 chapter competition.
Tyler Area (Texas) also won a top trophy for the
first time. Under President Tony Mourelatos, the
chapter surged ahead to take the War er Trophy.
Macomb County— Michigan, wifh President
Thomas M. O'Toole, at the helm, won the Remington Rand Trophy. In the Warner division of
the competition, Central Carolina led by Joseph
M. Chandler took the second -place J. Lee Nicholson Award.
The third -place Stuart Cameron McLeod Society
Trophy was won by Charlotte Gold Chapter with
John W. Jones as president. The Carter Trophy,
which is awarded to the chapter making the most
improvement in the Stevenson division during the
competition year, went to San Jose.
In the Warner Division, two chapters tied for
the Keller Trophy which is awarded to the chapter,
or chapters, making the most improvement in the
M AN AG E M E N T AC CO U NTIN G / AU G US T 1973

Warner Trophy standings. The chapters are
Lubbock Area (Texas) and Waterloo -Cedar Falls.
In the international chapter competition, Mexico
Chapter won the Arthur B. Gunnarson Award and
Medellin (Colombia) Chapter took the Rawn
Brinkley Award. The international competition is
divided into two divisions based upon the number
of members in the chapters.
'Carolina Moon'
The trophies and banners were presented at the
Annual Conference in Dallas last June, but there
must have been a "Carolina Moon" shining overhead as the presidents of 10 chapters from North
and South Carolina stepped up to accept trophies
and banners at the Annual Dinner. Three chapters
— Raleigh- Durham Area, Charlotte Gold and
Central Carolina —won top awards, while seven
others won banners.
Texas chapters finished well, too, with two —
Tyler Area and Lubbock Area — winning trophies
and two others finishing in the top of their divisions, earning a banner for each of them.
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The Remington Rand Trophy
(second place in the Stevenson
division) goes to Tom O'Toole,
president of Macomb County Michigan. Messrs. Underwood and
Salisbury make the presentation.

Joe Chandler, president of
Central Carolina Chapter, is
happy indeed as he displays
the J. Lee Nicholson Award.

Johnny /ones, president of
Charlotte Gold Chapter, accepts
the Stuart Cameron McLeod
Society Trophy for third place.

When all the presidents of the Carolina chapters which
won awards or banners in 1972 -73 got together, this is
how they looked.
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The success story of the year, however, had to
be that of Raleigh- Durham Area and its petite
president, Karen L. Schmitz, who set her sights at
the beginning of the year for the Stevenson Trophy
and achieved her goal. There was a number of
records set along the way: she is the first woman
president of the chapter and the first to win a top
trophy.
Another chapter which began the 1972 -73 year
with the goal of being "Number 1" is Tyler Area.
President Tony Mourelatos described how the
chapter went from 61 to 128 members and also
praised the support of the officers and the directors
of the chapter. Chartered only three years ago, the
chapter received great inspiration from NAA Vice
President James E. McMillen and NAA Director
James J. Corboy, he said.
A three -year -old spin -off from Detroit Chapter,
Macomb County- Michigan showed its mettle by
taking the second -place trophy in the Stevenson
division. President O'Toole attributed the outstanding record to an excellent board and to the
fact that "Everyone brought in new members." He
said that during the year the chapter conducted
three membership drives, mailing out more than
1,000 pieces of literature. One of the features of its
planning was knowing just how well the chapter's
competitors were doing. "We plotted the top 20
chapters from December on," Mr. O'Toole says.
The Carolina Chapters deserve a story in themselves ( "We seem to love to compete," says John
W. Jones.) Their record serves to support the
wisdom of the partitioning program (but more
about that later). Central Carolina, although not a
partitioned chapter, traces its heritage back to
Charlotte which helped to create it in 1972. Asked
to explain how the chapter managed to finish in
second place in the Warner standings, President
Chandler said, "We looked on the first year as a
very vital year for our continued existence." Most
of the members were new to NAA, he explained,
and so it was necessary to do well in the first year
of existence to maintain interest in chapter activities. As a result of the chapter's efforts in the initial
year, "More people want to be part of it because
of what happened this year," says Mr. Chandler.
The wealth of talent available in the Carolina
chapters was pointed out by President Jones of
Charlotte Gold. Charlotte was the first chapter in
the country
tp receive
permission
to partitionabout
and
NAA
officersfand
directors
were concerned
how well the new chapters would perform. As it
turned out, they did very well indeed. Charlotte
Gold finished third in the Stevenson Competition
and Charlotte Blue, its twin, finished 23rd, winning
a banner.
As another example of the success of the partitioning principle, Mr. Jones pointed to the records
of Piedmont Greensboro and Piedmont Winston Salem. The partitioned chapters finished three
points apart in eleventh and twelfth places, respectively.
San Jose Chapter, with Charles R. Leone as
president, advanced 136 places over the three
previous competition years to take the Carter
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Trophy. The chapter also won a banner for ninth
place.
Although their final standings were not high
enough to win them a banner, Lubbock Area under
President James C. Caldwell and Waterloo -Cedar
Falls under President Robert E. McGill advanced
33 places over the standings of the three previous
years to win the Keller Trophy in the Warner division.
Following is a list of the banner - winning chapters
and their presidents.
Stevenson Trophy
1. Raleigh- Durham Area,
Karen L. Schmitz
2. Macomb County- Michigan,
Thomas M. O'Toole
3. Charlotte Gold, John W. Jones
4. Akron, William R. Garber
5. Birmingham, William C. Merrick
6. (tie) Mohawk Valley,
Robert H. Carlson
South Birmingham,
J. Malcolm Parker
7. Lansing - Jackson, Ray F. Leutz
8. Baton Rouge, Ellis Coutee
9. San Jose, Charles R. Leone
10. (tie) Rochester, Ernest J. Curran
Shreveport, Waddy L. Thomley
11. Piedmont Greensboro,
Carl A. Thompson, Jr.
12. Piedmont Winston - Salem,
Allan C. May
13. Tulsa, Edward O. Yelton
14. Eugene, Elmo P. Schiewe
15. Southeast Los Angeles County,
Charles A. Taylor
16. Fort Worth, Jack G. Steppick
17. Erie, William J. Maus
18. Asheville, Theodore J. Hall
19. Nashville, Garlon Crossno
20. Western Carolinas,
James R. Talton, Jr.
21. Northern Wisconsin,
Duane T. Greicar
22. Lima, Woodrow D. Allen
23. Charlotte Blue, Marvin P. Carter
24. York, Leon A. Salerno
25. Madison, Richard J. Karls
Warner Trophy
1. Tyler Area, Tony Mourelato
2. Central Carolina,
Joseph M. Chandler
3. Mid - Florida, Carrol R. Miller
4. Cuyahoga Valley, James C. Tepe
5. Central Texas, Harold L. Walsleben
6. Wilmington, N.C.,
William L. Lanier, Jr.
7. Mid - Missouri, Norman E. Genthon
8. Blue Grass Area, Donald L. Madden
9. ( tie) Polk County Florida,
Robert L. Blubaugh
Spartanburg Area, James H. Toy
10. Princeton, Leonard E. Doherty
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Membership Achievement
Stevenson Competition
Chapter

President

Vice PresidentMembership

1. Raleigh- Durham Area
2. Macomb County-Mich.
3. Charlotte GQId
4. Blue Grass Area
5. Southeast Los Angeles Cty.
6. York
7. Shreveport
8. Lansing- Jackson
9. Mohawk Valley
10. Western Carolinas
11. Baton Rouge
12. Fort Worth
13. Delaware County Penna.
14. Piedmont Winston -Salem
15. Knoxville

K. L. Schmitz
T. M. O'Toole
J. W. Jones
D. L. Madden
C. A. Taylor
L. A. Salerno
W. L. Thomley
R. F. Leutz
R. H. Carlson
J. R. Talton, Jr.
Ellis Coutee
J. G. Steppick
J. A. Yannacone
A. C. May
D. L. Macon

H. W. Wakeford
J. M. Clodfelter
C. W. Lent, Jr.
J. A. Knoblett
R. D. Shippee
D. F. Mummert
L. J. Holland
H. M. Sollenberger
D. D. Ashton
E. W. Goodwin
R. W. Foushee
A. P. Stephens
R. F. Gerstbrein
J. N. Smith
D. O. Bodner

A. Mourelatos
J. M. Chandler
C. R. Miller
J. H. Toy
D. R. Hylland

J. Pope
D. G. Copeland
P. E. Green
H. W. Rakes
L. H. Ritz

Warner Competition
1. Tyler Area
2. Central Carolina
3. Mid - Florida
4. Spartanburg Area
5. Sioux Falls Area
Brinkley Competition
Roger E. Blin
Membership Round -Up Award (Acting)
France International

Raleigh- Durham Area

K. L. Schmitz

H. W. Wakeford

Fifteen chapters were presented awards for outstanding membership achievement in the Stevenson
Trophy division and five chapters won awards in
the Warner Trophy division. In both cases the
chapters which won the top trophies also finished
first in membership achievement. Raleigh- Durham
Area, Stevenson Trophy winner, had a net gain in
membership of 50% and Tyler Area, Warner
Trophy winner, won with a net gain of 104 %.
Raleigh- Durham Area also won the Membership
Round -Up Award with 96 (net) new members. In
the international competition, France International
took first place in membership achievement with a
25% net gain. The chapters winning membership
awards during 1972 -73 are listed on this page, with
their presidents and the vice presidents for membership during 1972 -73.
Public Relations Awards
In recognition of outstanding public relations
activities during the year, five chapters were presented Public Relations Recognition Awards at the
Annual Conference. The winning chapters were
selected by five judges from the New York Chapter
of the Public Relations Society of America.
The winning chapters, their presidents, and
public relations directors are, respectively, Canton,
Richard A. Duro, J. C. Nelson; Los Angeles, Robert
W. Clayton, Harry A. Gilbert; Philadelphia, Robert
R. Meyer, Marx X. Nikki; Reading, Denton J.
Nexter, Kenneth M. Mengel, and St. Louis,Carl L.
Beggs and George R. Payne.
❑
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Chapter/ Member News
Emeritus Life Associates

n a m e d a t P e r k i n - E l m e r C o r p . FRANK E .

be e n

The designation of Emeritus Life Associa te
is made available to retired members who
have had 2 0 ye ars o f ac tiv e se rv ice , or ten
years of active service including five years
as an elected national or chapter officer or
director. Those so designated are relieved
from payment of annual dues. Th e intent
of this provision of the By -Laws is to recognize the d ebt which the Assoc iatio n owe s to
membe rs o f lo ng stand ing.

CI E PLI N SKI

tra /Mid land

J.M ARSHALL AARON , D e l a w a r e .
J.C R A I G A I K I N S , R e a d i n g , p a s t p r e s i d e n t .
AN T HON Y P. BE R M E L , B u f f a l o .
LESTER C. BESANCENEY, D a y t o n .
JOHN K. BLACK, B i r m i n g h a m .
ART HU R B . C H A P P E L L , JR., R o c h e s t e r .

NORBORN E
HAROLD

T.
H.

GRI FFI N ,

J. Coscio

to controller

of

the

Rocco
Op t ical

CLARK

G.

WAI T E , Cl e ve l an d, has be e n

W e l l m a n , In c.
Columbia

membe rs

were

pro-

versity

of

South

Carol i na.

JAM ES B . EDWARDS, D E AN
and CARL
Thre e

G.

They

are

E . GRABE R,

KRE TSCHMAR.
m e m b e r s were

at C o lu m bu s an d S ou t he rn Ohi o Electric,
ART HU R

the

as s i st a n t

Is n o w c h a i r m a n

G. G R E E N

board

and

presi dent,

promoted

se c re t ar y,

to

and

JOHN

M.

treasurer an d
RAY MON D

A.

c o n t r o l l e r . . . . PE RRY H . SCHWART Z h a s

CHARLE S HASKI LL, D e t r o i t .

bu s C o at e d Fabrics.

HE RB E RT

ROBE RT

be en

promoted

Am e r i can Phil lip s— Mep co.

MISS M ARI LY N C.

N OB LE , N e w O r l e a n s ,

Au d i t De p t. , Av o n d al e Sh ip yar ds , I n c.
JOHN F . W A L R A T H , N e w Y o r k , h a s b e e n
ican Bran ds , In c.
KE LVI N
serve,

KR A M P , O h i o - W e s t e r n

Re-

promot ed

vice

G.
wa s

to

assistant

pre sid e nt — con tro lle rs d e p t . , L a k e C o u n -

JOSEPH

P.

name d

to t h e ne wly- cre ate d p o s i t i o n of

director,

ROACH, Phi ladel phia, has been
Worldwide

Support

Mate ri al

wi th Sperry Un iv ac.
HE RB E RT L . JOHN SON, P o r t l a n d C o l u m bi a, was e l e cte d co nt ro l l e r, E S C O C o rp .

to contr oller at C o l u m -

E . BE N N E T T , JR., D a y t o n ,

has

RAYM ON D R . K A N E , P i t t s b u r g h .

joi ned R o b b i n s & M ye r s I nc. , of S pri ng-

RO LL I N

fi e l d, a s c o n t r o l l e r .

W. G. L E w i s , D e t r o i t ,
CHARLE S H. M C C A R T H Y , P r o v i d e n c e .
PAU L C. M U R P H Y , T o l e d o .
PH I L I P C. N AS H, S a c r a m e n t o .
W A R D J. N AV E LL E , B u f f a l o .

MI CHAE L

J. T E ST A,

promoted

t o vi c e p r e s i d e n t a n d

Detroit,

has

be e n

ge ne ral
GREEN
Co l u m b u s

m a n a ge r of t h e D e t ro i t R e gi o n of Au t o -

A RNOLD
So u t h Al a b a m a

mat i c D at a Process ing of M i ch i gan , In c.
GE O RGE

S.

T H U M L E R T , JR., H a r r i s b u r g

St.

Two

membe rs

Louis

have

WI LLI AM N E M E S H, N e w Y or k.

Ar e a , h a s b e e n a p p o i n t e d e x e c u t i v e vice

name d

PE T E R A . N O C E , R o c h e s t e r .

pre s i de nt of C a p i t o l P r o d uc t s C o r p .

RI NGWALD is n o w c o n t r o l l e r o f

ART HU R P. N O N W E I L E R , T o l e d o .

CU RT I S

LE ON AR D E . O'D E LL, S an D i e go.

east ,

ART HU R

J. PAREN T ,

Al b an y.

p as t presi-

dent.

A. J . W O O D S , P e o r i a .

Promotions and New Positions
Baton

name d
BROOKS

at

Rouge

membe rs

T E R RY

Louis iana

National

MLE LVE E N

tration De p t. , an d
was n a m e d

joi ne d

Corp.,

as

vice

wa s

Bank.

promoted

to

W.

as s i st a n t

N OLAN D T H O M A S

vi c e p r e s i d e n t a n d

Virginia

of

accounting

Commonwealth

U ni ve rs i t y,

Richmond, Va.

Two Bridgeport

have

be e n

Co.

Ralston

fi nancial an al ys t i n t h e

F . EGGE RDI NG, JR., w a s e l e c t e d vi c e p r e s Kans as

Inte rnati onal

Ci t y,

has

C o r p . , as

LE VE RI NG,

ident,

fi n an ce , of

Pe trolite

Corp.

. . .

ST AN LE Y F . HU C K w a s e l e c t e d a s s i s t a n t
c o n t r o l l e r , I n t e r c o , I n c . . . . RON ALD

Lan caste r,

was

cantile T ru s t

RICHARDS, L o s A n g e l e s , h a s

M.

OAK LE Y is n o w s e c r e t a r y of C a s s B a n k &

pos i t i on of c ont rol l e r.

Co. . . .

ROBE RT

JAME S

J.T H O L E

has been

t o as s i s t a n t c o m p t r o l l e r , M e r -

W.

Co.
ARN OLD , S o u t h

Alabama,

joi ned t he F i l t rol C or p. , a s vi ce pr e s i de nt

has be e n name d s e ni o r v ice p re s id e nt an d

— treasu re r.

c h i e f e x e c u t i v e of f i c e r o f P o l l u t i o n C o n -

LE O

R.

elected

M ON T GOM E RY ,
co rpo rat e

Michiana,

controller,

was

trol — Walt he r,

In c.

He

is a

past

vice

president of t he Associati on.

Whi rlpool
D U AN E

Corp.

be en
B . SU THERLAND ,

Mid- Hudson, is

vice p r e s i d e n t a n d

controller, E m -

C.

BU E RT H, W a u k e s h a A r e a , h a s

name d

controller

of

Mau -V an

P i e t e r s o m - D u n l a p , I n c . H e is p a s t p r e s i d e n t o f t h e ch ap te r.

pi re N a t i o n a l B a n k .
FREDE RICK

R.

FI SHE R,

Mid-M i s s o u r i ,

is

now c on t r ol l e r, L i n d e n w o o d C ol l e ge .
me mbers

been

JOHN M .

C o n s u m e r P r o d u c t s D i v . . . . HE RB E R T

m e n t C o r p . He wi ll co n t i n u e to h ol d th e

now

profes s or

NEY w a s n a m e d

promot ed

C.

Purina

P u r i n a I n t e r n a t i o n a l , a n d J U D I T H A . FIN -

TIust

JOHN H . M C C R A Y , B l u e G r a s s A r e a , is
as s oc i at e

E.

at Ral st on

e l e ct e d as s is t an t t r e a s u r e r o f S t a t e E q u i p -

GL E N
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Al t a i r

ROBE RT S,

Midland

DEN NIS

h e a d of b u s i n e s s d e v e l o p m e n t .

at

L.

GE OR GE

have be e n

vi ce p r e s i d e n t a n d h e a d of t h e A d m i n i s -

now

VE RSCHOOR, I l l i n o i s N o r t h joi ned

co rp orat e acco u n t i n g m an age r.

TITUS W. ST RAWHE CKER, Le h i g h Va l l e y .
WAR RE N W . T R I M M , R a r i t a n V a l l e y.

Two

C.

has

pre s i de nt — fi nance .

HE N R Y A. S C H L E G E L , S a n g a m o n V a l l e y .
FRANK R . SOM E RS, D a y t o n ,

ElecNorth

name d

I.GU RV E N , N e w Y o r k .
H I L M A N G. HAN SE N , Mid- Florida.

KRI E GE R , D e tro it.

of

ty Nat i on al B an k .

Columbus

HE N R Y

W.

controller,

di vi si on

m o t e d t o as s oc i at e pr of e s so rs a t t h e U n i -

HE I M AN N w a s e l e c t e d vi c e p r e s i d e n t a n d

HE AT H, H o u s t o n .

di vi s ional
Corp.,

e l e c t e d e x e c u t i v e vi c e p r e s i d e n t o f A m e r Three

N o r t h Shore .

H.

name d

has be en n a m e d m an age r o f th e In te rn al

e l e c t e d vi c e p r e s i d e n t — f i n a n c e a t B r u s h

EM E RY wa s

Mass ach us e tt s

to controller

T e chn ol ogy Di v.

of

GR E E R , JR., R i c h m o n d .

promoted

of t h e E l e c t r o - O p t i c a l D i v . , a n d

Co.

WI LLI AM D. CONKLI N, Ne w York.

was

DANI EL

SCHLE CT E R,

Morristown,

Two

Wilmi ngton

name d
SE E LE Y ,

has

at

S i n ge r

III, w a s

me mbe rs

CO.

have

been

FRE DERICK

R.

ap p o i n t e d co nt ro l a n d
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erations in Carteret, N.J., and ROBERT
D. WASHNOK succeeds Mr. Seeley as
manager of control and finance in Wilmington.
Author
GEORGE R. DONNELL, Member -at- Large,
is the author of a research report on Dual
Education for Dual Practice as Attorney
— Certified Public Accountants. The report can be obtained, at no cost, from
the American Assn. of Attorney- Certified
Public Accountants, Inc., 1900 Fourth
National Bank Bldg., Tulsa, Okla. 74119.
Organization Service
ROBERT D. REISMAN, New York, has

been elected mayor of the village of
Irvington, N.Y. Mr. Reisman recently
ended a term as president of the New
York Chapter. His initial election to
board of trustees of Irvington was erroneously reported in the February 1973 issue, with the New York village being
inadvertently transplanted to neighboring
New Jersey.
In Memoriam
WILLIAM H. ANDERSON, JR., 59, Seattle -

Tacoma, 1951.

KEENE D. ATWOOD, 62, Portland, 1966.
M. J. AUDIBERT, 40, Waterbury, 1969.
J. S. BRABHAM, 50, Indianapolis, 1948.
SIDNEY R. BRINCKLOW, 54, Florida West
Central, 1957. Past chapter president.
A. E. BRUMMEL, 44, Evansville, 1961.
R. D. COBLE, 42, Lancaster, 1962.
E. F. CONNER, St. Louis, 1965. Past

chapter president. ELA.
ELMER N. CHRISTENSEN, 65, Erie, 1955.
PHILIP V. CLONAN, 57, Northern New

York, 1958.
JOSEPH C. COBB, JR., 53, Houston, 1946.
W . GEORGE DENNY, JR., 87, Denver,

1933. ELA.
A. L. ERICKSON, 60, Cincinnati, 1963.
JOSEPH W. FELOCK, 67, Albany, 1938.
W. S. FRENCH, 66, Kansas City, 1971.
ARTHUR F. GRACZYK, 43, Minneapolis

Viking, 1960.
GREENSTEIN, 47, New York,

HERBERT

1971.
CLEOPHAS HAMITER,

45, Columbus,

1970.
R. M. HARRIS, 55, Orange County, 1966.
OTIS L. JOHNSON, 59, Los Angeles, past

president, 1941. He was NAA vice president, 1966 -67.
GEORGE J. KALCIK, 66, Northern Wisconsin, past president and past NAA director, 1945.

These men may be
America's best known
inventory professionals...
A_

4
Ro b er t Go o dw i n
So ut hw es t

114111

Er n e st L . F o x
Los A ng el es

Fl o y d P a rk e r
Northern California

Extra copies — one or a thousand
— of any article from any issue
of MANAGEMENT ACCOUNTING

may be purchased at the
following prices:
1 to 4 — $1.50 each*
5 to 15 — $1.00 each
16 to 50 — $.40 each
51 to 99 — $.30 each
100 to 500 — $25.00/100
First 500 — $125.00
Each Add'I. 100 over
first 500 — $20.00
First 1,000 — $225.00
Each Add'I. 100 over
first 1,000 — $15.00
* Or i gi na l m ag azi ne w i l l be
f u r n i s h e d i f a va i l a b l e .

Larry Fis her
No r t h w e s t

Russe ll S. H e n r y, Jr.
Mid - States /Eastern

J ohn Eberhart
Northeas t

Th e y' r e A r e a Ma n a g e r s f o r o u r 1 9 o f fi c e s , c o a s t t o c o a s t , re ad y
t o p r e p a r e yo u r i n ve n t o r y u s i n g spe ci al ly de ve lo pe d tec hni qu es , th e m o s t ad va nc e d eq u i p m e n t , e xp e r t l y t r a i n e d men —
an d all at a fa i r pr i ce . Call us to da y —f or an a p p o i n t m e n t
tom orrow !

(V

WASHINGTON
INVENTORY
SERVICE

.. since 1953

150
0foBtvSd.
Cla
G
enElera
SanDiego, Calif.
(714) 461.8111

ATLANTA, DALLAS, DENVER, DETROIT, HAYO
fficesHOUSTON,
located in:KANSAS
WARD,
CITY, LOS ANGELES (3),PHOENIX, PORT-

LAND, SACRAMENTO, SAN DIEGO, SANTA CLARA, SEATTLE,SPOKANE, ST. LOUIS and WASHINGTON, D.C.
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Please state author, title, month
and year published, and quantity
desired. Check or money order
must accompany order.
Completed orders will be
shipped parcel post no later than
two weeks from receipt of order.
Reprint Department
MANAGEMENT ACCOUNTING
919 Third Avenue
New York. N.Y. 10022
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SOUTHERN
OPPORTUNITIES

Time Off

We are r e c r u i t i n g m an ag em e nt - o ri ent ed
Ac c o u nt i n g , Fi na nc ia l a n d EDP pers onnel fo r th e ra p i d l y g r o w i n g So u t h e r n
Ma r k e t . Im m e d i a t e ca r ee r op p o r t u n i t i e s
for Co nt ro l le rs , P l a n n i n g Ma n a ge r , Asst.
Tr e a s ur e r , Fi na nc ia l An a lys ts , A c c t g.
M a n a g e r s , Cost Ac c o u n ta n t s , Au d i to r s ,
Gen . A cct s., Sys t em s An a l ys t s , Program m e r ,,An a l ys t , DP Ma n a g e r s a n d ot h er s .
Sala ries to $25, 000.

• CONFIDENTIAL SERVICE
Your pre se nt po si t io n w ill i n no w ay be
jeo pa rdi ze d. We ha ve h a d ove r 12 ye ar s
expe r ie nc e in th e pl a c em e n t of prof ess i on al pe r so n ne l .

(D
i

r

l
l

�

_

u

I

hE

• OUR FEES ARE PAID BY
MANAGEMENT

r

!� IIC 1� �\ulì

Pleas e se nd your re s um e w i th c u r r e n t
s a la ry , or w ri te fo r o u r Pr of es si on al
Res um e Ki t, o r call COLL ECT (803)
779.3520 at any ti m e .

CHARLES EDWARDS, CEC, Mgr.
Accounting Division
-am

Snep
ilplelling
W . 0 d, Ls " .

EmPIoymen, $ary

Where New Futures Begin
Box J -2000, Columbia, S.C. 29201
c̀n, 1973 by NEA, Inc.
V I L H O J . KANGAS,

45, Worcester Area.
H. P. KULP, 62, Philadelphia, 1957.

HOWARD M .

LAN SER,

Madison, 1947.
W I L L I A M M C E W E N L I N D , 7 3 , Oakland East Bay, 1952. ELA.
R. R. MCCREIGHT, 89, Kansas City,
1926. ELA.
W A L T E R J . M C P H E E , 6 8 , Buffalo, 1968.
EMMET
E. MOODY, 68, Los Angeles,
1945. Emeritus Life Associate.
R. G.
MORRISON,
53, Portland- Willamette, 1970.
M A R I L Y N A . P A U L , 35, North Central
Ohio, 1972.
JOHN PICK, 6 1
EAR L

D.

, Brooklyn, 1972.

R AC KM YER ,

70,

Fox

River

Valley, past chapter president, 1949.
CLARENCE H .
RAMOND,
5 1 , New Orleans, 1955.
F. H. ROBERTS, 57, Omaha, 1960.
H. L. SMITH, 50, Joplin Tri- State, past
chapter president, 1963.
J O S E P H H . S M I T H , 4 8 , Baltimore, 1957,
PHILIP

M . SMI TH,
59, Jainestown -Warren, 1938. ELA.
R. J. THOMAS, 75, Mohawk Valley, 1940.
M . J . UR I ON ,
49, Fort Wayne, 1971.
C . C . VANDUSEN,
60, Pittsburgh, 1960.
DWIGHT

E.

VIC KS,

SR .,

78,

Mohawk

Reprinted from Berry's World by permission of
New sp ap er En t er p ris e Assn.

"Mr. Church, just what the devil's happening back here in the accounting
department ?"

Spending $10,000 Every Second
Even though no one seems to know
what to do about it, there are, in fact,
people and organizations in this country who are actively concerned about
the rate at which tax dollars are being
spent by the Federal Government.
The Chamber of Commerce of the
United States, for example, has set up
a Federal Spending Clock in its national headquarters in Washington,
D.C. Some of the figures disgorged by
this machine are difficult to comprehend, especially by the average citizen
who thinks in terms of thousands,
sometimes in millions, but rarely in
billions of dollars.
The clock indicates the expenditure
of another $10,000 —the average annual income of an American family —
every 1.26 seconds. Every 12.6 seconds, a light flashes, indicating the

Federal Government has spent another $100,000. And every two minutes and six seconds, a "beep" is
heard, signaling that the Federal Gov emment has spent another million
dollars. Each day Uncle Sam disburses
approximately $700 million in new
expenditures, and by the end of the
fiscal year —July 1, 1972 to June 30,
1973 —the Government spent approximately $250 billion, a figure which
boggles the mind.
To put these vast expenditures into
context, the Chamber figured out that
the first president, George Washington, spent about $583 an hour to run
the government. Today we spend
about $28 million an hour! Put another way, what Washington spent
during his entire eight year term we
spend in less than 90 minutes!

Valley, 1923.
R u s s B . WA L D R O N ,

69, San Gabriel Val-

ley, 1950.
J . HE R M A N

WARD ,

55, Piedmont Win-

ston- Salem, 1949.
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THEPERF T FIT

if you're looking to hire...
or, I you're looking for a new position...
It's important to both the employer and the employee that the right selection be made.
At ROBERT HALF you can be assured of personalized care; confidential service;
and an intelligent approach to your serious problem.
At ROBERT HALF, you're dealing with the largest source specializing
exclusively in the placement of FINANCIAL and DATA PROCESSING personnel.
. . . more competent people .
more good positions
. . .
no need to compromise when you can find the perfect fit at ROBERT HALF.
. . .
KAN SAS C I TY , M O.
127 W est I OSt.
18161474 -4583

A L L E N TO W N
Hotel Tr ay lor Bui ldi ng
12151 4391506

C L E V E L A ND
1367 E. 6th St.
1216) 621.0670

L N G IS L AN D
420 J erti ;ho Turnpike
Jer icho,
(516) 822 - 8080

A TL A NTA
3379 Peachtr ee Road N.E.
(404) 233 - 2416

DAL LAS
2001 Br y an Tower
(214) 742 -9171

LO S AN GE LE S
3600 W i lshae Blvd.
( 21 3) 3 81 79 74

B A L TI M O R E
The OuMnngle —C r oss Key s
( 3011 323 7770

DE NV E R
1612 C ourt Place
(303) 244. 2925

MEM PH I S
12
Main St.
( 9011 523 $950

BO S TO N
140 Feder al st.
( 6 17 ) 42 36 44 0

D E TR O I T
F70 Honey well C emer .
Southf i eld
(313) 354 -1535

MI A M I
1190 N. E. 163 St.
Nor th Mi ami Beac h
( 30 5) 9 47 06 84

HA RT F OR D
111 P e l l St.
120 3) 27 871 70

MI L W A UK E E
633 W est W isconsin Ave.
14141 271 -9380

CHI C A GO
333 N. Mi c hi gan Ave.
13 121 782.6930

H O U S TO N
1200 C entr al Nat' l. Bank Bldg,
1713) 228. 0056

MI N N E A P O L I S
80 South 8 St.
16121336 -8636

C I N C I N N A TI
806 Ter r ace Hi lton
(51 3) 621. 7711

I ND I A NA P OL I S
9 Nor th 1I li noi esr .
1317) 636 -5441

NE W A RK
1180 Ray m ond BNd,
(2011 623 -3661

C H A R L O T TE
4801 E. I ntl
ae nc e Bl vd .
(704) 535- 3370

s.

NE W Y OR K
330 Madi son Ave.
( 21 2) 9 86 13 00
OM A H A
7101 Merc y Road
1402) 397. 8107
OR A N GE , C A L .
500So uth Mai n St.
17141 835. 4103

SA N F RA NC I SC O
111 Pine St.
14 1 5 14 3 4 19 0 0
SAN J OSE
675 North F ir et St.
(4081 293 -9040
S TA M F O R D
111 Pr ospec t st.
W ASH I NG TON , D . C .
7316 W isconsin Ave_ N W .
(307) 654. 1850
W I L M I N G TO N ,
1102 W est St.
(302) 652. 3244

PH I L A D E L P H I A
2 Penn Center Plaza
1215) 568.4580
PHOE NI %
1517 D el W ebb Towne House
(602) 279. 1688
PI TTS B U R G H
Gateway Tower s
1412 ) 47 1. 5 946
PO R TL A N D , O R E .
610 S. W . Alder St.
1503 ) 2 229 778
PR OV I D E NC E
400Tur k s Head Bldg.
I 4 O7 l2 ] 4 J l7 0 n
S
T
.
7733 For sy th Blvd.
C lay ton
131 4) 72 715 35

LOND ON EC 2, England
17 Fmebury Squar e
01- 638. 4394
TORO NTO, C an ada
115
416868.1314
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World's Largest
Financial EDP
9
Personnel Specialists. Offices:
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