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Put your clients on a Nixdorf computer
for $6.55 each per month ... or less!
Let's say you have 40 clients and depreciate your Nixdorf
Client Accounting System over 7 years. Based on an average
selling price of $22,000, the cost of your Nixdorf Computer
per client is only $6.55 a month.
That's $10 to $30 per client less than you pay a service
bureau!
And Nixdorf puts you one up on service bureaus ... with
unlimited detail general ledger, detail posting listing (with
alpha reference) sorted by account numbers, balance sheets
with four -level totals, and broad flexibility in formatting client
financial statements.
With Nixdorf, you have error control at your fingertips ...
plus much faster turn - around time, integrity of confidential
data, and automation for your own costing, even your own
invoice!

And because it's Nixdorf, you get the Client Accounting System with simple, reusable magnetic tape cassettes (no more
messy, fragile paper tapes).
Learn how Nixdorf pays for itself in as little as two years.
Call your nearest Nixdorf office or mail the coupon now.
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Nixdorf Computer Inc. O'Hare Plaza,
5725 E. River Road, Chicago, Ill. 60631 . (312) 693 -6600
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1 1 want to know more about Nixdorf ... now.
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More than 30,000 computers installed around the world.

PRESIDENT'S PERSPECTIVE

Women in Accounting
If it were possible to cast a retrospective eye over the entire
membership of the Association for the last ten years, at least
one significant feature would stand out: NAA has an increasing
number of women enrolled as members. This fact has appeared

as a steady trend over the last decade.
It's not all that remarkable, however. There have been women
working in the field of accounting since the inception of the
accounting profession. As a matter of fact, at least one woman

was present at the founding meeting of our Association in 1919.
As a result of social change, reinforced by legislation,
increasing numbers of women are entering the accounting field,
as well as other occupations. According to a recent survey of the
U.S. Census Bureau, women now hold 25 percent of accounting
positions. The influx of women in the accounting field is a
welcome sign. Their talents can help strengthen a growing
discipline.
As national directors, members of national committees, and
chapter officers and directors, our women members have made,
and are making, outstanding contributions to the Association.
After all, it was the young president of Raleigh- Durham Area
who led her chapter to win the Stevenson Trophy in 1972 -73.
As an organization comprised of everyone interested in
accounting, NAA welcomes women as members and encourages
their active participation.... So the next time you meet a female
colleague, why not tell her about the Association —an
organization of men and women working in, and contributing
to, the field of Accounting.
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ROBERT CHAPMAN
President, 1973 -74
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By R. Lee Brummet
This article is adapted from a paper prepared by the author for presentation at the
Seventh Conference of Asian &Pacific Accountants in Bangkok, Thailand, November
1973. In it he offers an expanded taxonomy which accountants can use as a basis in
the design and installation of detection and measurement systems, in the
administration and operation of those detection and measurement systems, and in the
certification and attestation of information produced by the systems.
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HOW TO IMPROVE PROFITS THROUGH SIMULATION
gY R. G. Ru Pli
Modern management demands decisions which substantially affect financial
performance, and often such decisions must be made with a minimal amount of
information. In the article, the author offers a simulation technique which provides
data for making credit risk decisions.
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OIL AND GAS TAXATION
By Donald A. Calhoun
The tax laws and regulations pertaining to income from oil and gas contain some
unique features that are designed to provide an economic incentive for investors to
invest or reinvest capital in the search for, and the development of, new reserves. The
two primary features of the tax law that are discussed in this article are: the option to
deduct "intangible drilling costs" as incurred and the allowance of "statutory
depletion" deductions based on gross income.
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THE ACCUMULATED EARNINGS TAX
By Dale L. Davison
The author points to increased aggressiveness by the IRS in the accumulated earnings
tax area. He attempts to show how the usefulness of the taxpayer's defense based on
intent has been significantly reduced and how more corporations may now be
vulnerable to this tax.
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CAPITALIZING PERSONNEL - RETENTION COSTS
By Douglas W. Materne and Richard Vangermeersch
By retaining its work force during slack periods, this company ensures its competitive
position when conditions improve. For the program to be effective, the company
should capitalize personnel- retention costs rather than expensing them during the
slack period in which they occurred. This article attempts to justify a capitalization
of those costs.
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PRICING EMPLOYMENT CONTRACTS
By Ozer U. Ciller
Accurate cost projections are important in collective bargaining. To underline this
importance, the author reviews pricing contracts and presents a standardized
method for pricing labor contracts.
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MEASURING PRODUCTIVITY AND EFFICIENCY
By Frank W. Kolmin and Michael J. Cerullo
A method is presented in this article for measuring productivity and efficiency using
product index numbers and standard costs.
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COMMODITY STRADDLE: A VIABLE TAX - SHELTER
By Roger D. Johnson and Jack J. Beren
Often a taxpayer will dismiss the commodity market as a tax - oriented investment
because of a lack of understanding of the market. This is particularly unfortunate
since, as the authors illustrate, in the appropriate situation, a commodity straddle
can be a highly effective tax savings and /or deferral device.
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MIX VARIANCE IN GROSS PROFIT ANALYSIS
By Thomas J. Beam
Determining the source of variance in gross profit can be very useful, but it also can
be very confusing. The author ends the confusion with a method for separating mix
variance from volume variance.
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CORPORATE ACCOUNTABILITY
By Norton M. Bedford
To improve accountability for corporate social responsibility, the accounting question
"To whom is the corporation responsible ?" needs to be supplemented by the question
"For what is the corporation accountable ?"
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AN INTERIM BILLING SYSTEM
By

Michael E. Schulze
To modernize its billing procedures, the company described in this article used a
two -step approach. The interim system was the first, big step toward automation.
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THE ANNUAL REPORT
By Michael F. Foran and Anthony F. McGann
This article examines one item of financial accounting, the annual report. Preparation
of this financial publication is criticized from the perspective of behavioral theory.
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THE HEALTHY ACCOUNTANT
The natural state of man is health, not disease, but many businessmen abuse their
most precious possession —the human body.
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TOKYO CHAPTER MEMBERS TOUR U.S. CITIES
Seven NAA chapters host Japanese members, visiting this country to survey American
practice in consolidated accounting systems and management of affiliated companies.
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CEP - KEEPING UP TO DATE
Fall program of educational courses opens in New York.
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The Corporation Faces a New World
The corporation is probably one of the most successful institutions
ever developed by man. Success, however —as the Monday morning
quarterbacks know — carries within it the seeds of failure. Despite
its major role in creating unparalleled prosperity, today's corporation finds itself the target of many of the arrows of discontent,
frustration and dissatisfaction that pervade our world.
In this issue two authors focus on the new challenges facing the
corporation, and by extension, accounting, the "language" of business. Dr. R. Lee Brummet in "Total Performance Measurement" says
that the traditional obligation of the accountant to report financial
results of the corporation is not enough. He must broaden his discipline to assess and communicate "total company performance." This
concept is envisaged as measurement and communication of the
corporation's total impact on society, including environmental
aspects, employment practices, and human resource contributions,
as well as other social factors of current public concern.
Dr. Norton M. Bedford discusses the changed perception of the
corporation and its responsibilities from a slightly different point of
view. In "Corporate Accountability," he points out the corporation
in today's context of heightened social concern is being held accountable to more principals than the traditional stockholders,
owners and government. It is increasingly being perceived as accountable to future generations, as well as present society. At the
crux of the new situation is the management accountant whose
function of reporting corporate financial results would seem naturally to also encompass that of disclosing the facts and figures involved
in the new areas of accountability being thrust upon the corporation.
The development of techniques to disclose the corporation's total
impact on society will occupy scholars and businessmen for many
years. Indeed, such measurement ultimately may prove to be impossible; yet it is clear that the accounting profession is responding
very well to the new pressures on the corporation, and that response
is reflected in the articles published in this magazine. It is also
mirrored in the educational programs of the Association.
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What can
the NCR 399
do for you?

Just about
anything you
want it to!
The NCR 399 is an electronic system that functions
smoothly as an intelligent communications terminal. Or as
a general - purpose accounting system. Or as a small computer. Or as a combination! This exceptional versatility
grows out of its full complement of options and peripherals.

As a general - purpose accounting
system it has the capability of processing client write -up work and
other customary financial applications under program control. With
its mini - computer and magnetic
ledger cards, the "399" performs
many operations almost
automatically.

Used as a small computer, the "399"
follows programs written in its own
near - English language on snap -in,
snap -out magnetic tape cassettes to
satisfy your unique processing requirements. Options include peripheral
equipment for punched cards, paper
tape and high - volume printing.

Doubling as an intelligent terminal, the
"399" can communicate with other "399's"
and with central computers in an
information processing network.
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The NCR 399 costs too little to be a
computer, but does too much to be anything less. To find out how the NCR 399 can
eliminate the problems from your accounting procedures —or those of your
client —phone your local NCR office. Or
write to Accounting Systems, NCR,
Dayton, Ohio 45479.

Terminals &Computers

Letters

TO THE EDITOR

Accelerated Payment of Drawback Claims
Mr. John W. Giltinan's article entitled "Customs Drawback," April 1973,was very well written and informative. However, I would like to add one thought. The unfortunate problem
which many manufacturers had to contend with concerning
duty drawback claims was that Customs would take two to
three years to liquidate the claim. The interest lost on the
money tied up greatly reduced the duty drawback benefit.
This problem has been almost completely eliminated with a
recent amendment to part 22 of the U.S. Customs Code. New
Section 22.20(a) entitled "Accelerated Payment of Drawback
Claims" provides for payment of 90 percent of the claim within
three weeks. Then when the claim is finally liquidated, the remainder found to be due will be paid, or a demand for refund
of any excess payment will be made.
D. R. Ellery
Southgate, Mich.

claim is filed, debit accounts receivable suspense and credit
mill cost of goods sold. The refund would cancel the suspense account.
3. Charge duty to suspense account when the product is received ( thereby stating raw materials at the net amount)The refund would cancel the suspense account.
4. Charge duty to mill cost of goods sold when the product
is received, and the refund would be credited to mill cost of
goods sold when received.
In selecting the procedure which you believe to be proper
and timely, you should consider such parameters as the uncertainty that all products will be exported; that refund is
seldom received in the same year that the duty is paid; and the
proper valuation of inventories, area cost sheets and the year's
cost of manufacture.
Handling the refund as a period cost would not distort inventory values but would show up in the manufacturing director's cost sheet for responsibility accounting purposes.
Charles R. Huber
Delaware Chapter

Sell the Idea to the Salesmen
Mr. Harmon S. Bayer's article, "Planning for Cost Reductions" in the April 1973 issue Of MANAGEMENT ACCOUNTING,
provides an excellent base on which to build a cost reduction
program. In comparing cost reduction to the increase in sales
necessary to increase profit, Mr. Bayer has provided a simple
illustration which could, on its own, cause management to
consider a cost reduction program as an alternative in the never
ending battle to improve profits.
Too often a formal cost reduction program is vetoed because the cost of the program can be measured while the
ultimate savings of the program are difficult to determine.
Frequently, cost reduction is associated with the negative
approach to improve profits while the positive approach is
usually expansion of sales. Therefore, in a sales - oriented organization, the proponents of cost reduction should be prepared to sell their ideas to the salesmen.
I feel that a copy of this article would be an excellent "attention getter" from which to build the sales presentation.
Edgar J. Dillard, Jr.
New Orleans Chapter
New Orleans, La.
Accounting for Import Duties
John W. Giltinan's article, "Customs Drawback," which
appeared in the April 1973 issue Of MANAGEMENT ACCOUNTING
was a very clear treatise regarding the background and filing
procedure for claiming customs duty drawbacks. However,
Mr. Giltinan did not address himself to the proper handling of
the credit received.
Several ways to account for the import duties are:
1. Include duties in raw material costs and apply credit to mill
cost of goods sold when received.
2. Include duties in raw material costs, then when drawback

Wilmington, Del.

Beware of the Cancelling Syndrome
The article "Planning for Cost Reductions," by Harmon S.
Bayer in the April 1973 issue Of MANAGEMENT ACCOUNTING
leads one to believe that the most effective approach to increased profits is to establish cost reduction teams.
This method may prove successful in the short run and may
highlight those practices where improvements can be made.
However, the organization also needs an overall long -range
plan of action to give direction and permanency to the cost
reduction effort. It would also serve as a framework for channeling the efforts and output of the various cost reduction teams.
One of the inherent dangers in independent team action is
what I would label the "cancelling syndrome." The team may
install a cost reduction project in a specific department, a project which becomes extremely lucrative and successful, only to
find that it negates or reverses a successful operation upstream
or downstream by changing flow, price or source of material,
timing, quality considerations, labor skills required, availability
of services and utilities, etc.
An overall plan, with an independent managing authority to
consider the checks and balances between the outputs of various cost reduction teams, could consider the long -range impact
on all facets of the organization and would help insure maximum return from cost reduction campaigns.
The organization can utilize this same long -range management authority and framework to develop positive plans of action for the next fiscal year, the next five years, etc., again giving due consideration and weight to the impact of the immediacy and duration of the results of current cost reduction efforts.
I feel, for example, that companies will achieve a greater return
on their human investment if time is also allocated to the development of annual budgets correlated to a program of operations, enabling them to determine alternative courses of action
MANAGEMENT ACCOUNTING /NOVEMBER 1973

before dollars are spent. This approach should improve profits
since it pinpoints losses before they occur and should receive
individual operator support since budgets are determined by
those individuals who are responsible for the dollars being
spent.
Under this approach, the cost reduction program is supported by and in turn supports the profit- maximization effort.
Variances between actual and plan or actual and budget receive
continuous analysis and attention, providing the impetus to reduce spending, improve production flow, and raise productivity
and yield.
Quentin E. Samuelson, Manager
Payroll & Accounting Service
Inland Steel Company

section of literature in connection with the writing of a capital
program procedure manual. Not only was the volume of literature highly concentrated in the area of financial analysis but the
exhaustive comparison of results using different evaluation
methods applied to projects with widely varying patterns of net
income and cash flows by years gave the impression that project
selection, to be correct, must be made by precisely the proper
method. This raises the question as to what can be done to
bring the basic dollar estimates up to a level of accuracy justifying the use of our highly refined evaluation techniques.
I heartily endorse Professor Fremgen's conclusion that the
literature might better serve practice if it devoted more attention to the real management problems of project definition and
estimation of cash flows and to project implementation and review.

East Chicago, Ind.
Troy A. Chapin, Manager
Capital Expenditure Analysis
Jim Walter Corporation

Neither Most Critical nor Most Difficult
Tampa, Fla.

Human Behavior and Accounting
Mr. Fred S. Pattison has done an excellent job in pointing
out the relation of certain aspects of human behavior to accounting in his article "Accounting for Behavior" in the April
1973 issue Of MANAGEMENT ACCOUNTING. In fact, my comments relate not to what was in his article but what was omitted.
Continued on page 51
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One of the observations made by Professor James M. Fremgen in his article "Capital Budgeting Practices: A Survey" in
the May 1973 issue Of MANAGEMENT ACCOUNTING must have
come as a shock to people involved with capital expenditures.
Commenting on the three stages of the capital budgeting process, he stated, "What is most striking about these answers is
that the phase of capital budgeting that receives the most attention in the literature [financial analysis and project selection] is regarded as neither the most critical nor most difficult."
I too suspected this possible overemphasis on financial analysis and selection during my recent review of a reasonable cross
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caPiTaL
InVeST
American Appraisal's services
in capital cost control are
tailored to the needs of companies investing in new construction. These cost - controlling
services work every step of
the way —in site selection ...
in monitoring expenses during
construction ... in recording
costs and values of the completed facility.
The overall purpose is to
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reduce risk and to assure
maximum efficiency ...
start to finish! For
more information, ask
for Brochure 18, or call
Mr. Worth at 800- 558 -9833.
The American Appraisal Company, Inc.
525 E. Michigan St., Milwaukee, W I 53201
Offices in 21 principal cities.
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B rim problem.
The Victor Series 4000 programable
electronic printing calnuhtoma

Victor proudly presents the most
thoroughly planned Programable
Calculator on the market!
It's one of the world's fastest, most
versatile electronic printing calculators
—and much more. It can be programed
to remember every step of your
figurework application!
Your operator merely enters the data;
the rest is automatic. And error -proof by
design. While operating at the unprecedented speed of 110 characters per
second, down to 1 /10th the usual time.
Two accumulating memories and up to
100 storage registers are available in
either automatic or manual operation.
All at a price no other programable
can touch —from $995 to $1995.
Its high -speed printout is matrix -clear
— numbers, letters and symbols.
Electronically quiet, it doesn't idle
between printing operations. Compact,
too, through MOS /LSI electronic
circuitry.
Victor offers four programable
models. One offers a full 1,000 separate
command steps. Three models provide
a built -in reader/ recorder for reading
and preparation of magnetic cards that
store program steps and data for general use. No unwieldy punched paper
cards required. Subroutines conserve
steps in applications that involve
repeated calculations.
Best of all, Victor provides the application programs. Either from our growing
library (see list) or custom - tailored to

b.
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0. 00
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a. Victor's matrix printer. World's fastest. Prints large, clear numbers, letters, symbols. b. Magnetic
card reader / recorder. Program steps and data are recorded and read under machine control. Autom atic
verification. C. Mode selection. Simple lever dev ice easily puts mac hine into program able, manual
calculate or adding m achine m odes. d. Indic ator lights . Prov ide quic k indic ation of im portant operation
steps. e. Program ing control. Used only during creation of s teps for new programs. (Other keys may
also be us ed during program creation.) f. Arithm etic control and data entry. Standard keyboard
arrangem ent for use during programable and manual calculate modes. g. Memory /Data Storage. Provides
direct access to accumulating mem ories and data storage registers during m anual calculate mode.

you r n eed s . W e' ll even dem ons trate

how you can do your own programing.
After all, Victor has the industry's most
thorough sales and service force, with a
55 -year record of leadership
^
1 in American figurework.
Put Victor's systems expertise to productive work for
you by telling us which of our
documented application
°
programs you'd like to see
demonstrated. Today is not
too soon.
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Magnetic card. Stores program steps and data register
Inform ation. Can be loaded and verified in seconds.
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Our program library is growing every day.
Here are some Victor programs available right now.

Financ ial: Banking
44. Short Term Notes
45. Installment Financing /Add -on
46. Ins tallment Financing/ Discount
47. Installm ent Financing/ Effective
48. Ins tallment Financing /Add -on or
Effective
49, Installm ent Financing /Add -on w ith
pic k up and balloon payments
50. Ins tallm ent Financing /Split -rate
Loans
51. Ins tallm ent Financing: Delinquent
Loan
52. Yearly Interest paid for deduction
on Form 1040
53. Prorate Interest Breakdow n
Betw een Given Dates
54. True APR for Loan Verification
(Regulation Z)

Mathem atics & Num erical Analys is
96. Quadratic Equation
97. Cubic Equation
98. 3 Sim ultaneous Equations
99. (3 x 3) (3 x n) Matrix Multiplic ation
100. (3 x 3) Matrix Inversion
101. Gamm a Function
102. Bessel Function
103. Area of a Rectilinear Surfac e
104. Vector Algebra
105. Vector Dot and Cross Produc t
106. Law of Cosines
107. Bolt Circle Coordinates
108. Intersection of Tw o Lines
109. Solution of Triangles
110. Sim pson's Rule- Numeric
Integration
111. Pseudo- Random # Generator
112. Factoring
113. Reduction of Fraction to Low es t
Terms
114. Factorial (n! Norm alized)
115. Com binations of n Things Taken
r at a Tim e

Mec hanic al Engineering
& Mac hine Des ign
143. Buc kingham Equation
144. Contact Ratio, Interm es hing Gears
145. Helical Spring Des ign
146. Spun Gear Design
147. Helic al Gear Des ign
148. Gear Train Des ign

151. Tw o Cyc le Mom ent Dis tribution Handy Cros s Method
152. Tw o Cyc le Mom ent Dis tribution Conc entrated Load
Civil Engineering
153. Travers e Com putation- Bearing 8
Distance
154. Travers e Computation -Field
Angle & Dis tanc e
155. Invers e Travers e Computation
156. Horizontal Curve Coordinates
157. Vertical Curves
158. Cut & Fill Areas & Volumes
159. True Meridian
160. Des ign Capac ity in Storm W ater
Retention Res ervoirs
161. Velocity and Dis charge: Manning
and Kutter Form ulas
Subroutines
162. Exponentiation (xv)
163. Present Value or Am ount of an
Annuity
164. Num ber of Periods for an Annuity
(Sink ing Fund or Mortgage)
165. Effec tive Rate of Return for
Com pounded Amounts
166. Num ber of Periods for a
Compounded Am ount
167. Effec tive Rate of a Mortgage or
a Sink ing Fund
168. True Equivalent Annual Rate
(A.P.R.) Approxim ation
169. Dis count to Add -on Rate
Convers ion
170. Add -on to Effec tive Annual Rate
Conversion
171. Register Combine & Extrac t
Subroutine
172. Present or Future Value of an
Am ount Com pounded
173. Ins tallment of an Annuity Given
Future or Pres ent Value
174. Ac c um ulated Mortgage Interes t
Calc ulation
175. an, in Integral Value
176. Date Routine -360 Day Calendar
177. Date Routine -365 Day Calendar
178. Future Date Given Previous Date
and Num ber of Days
179. an, n Non - Negative Integer
180. Logio for any Pos itive x Value
181. xth Root of a Num ber, x
x 5 32
18 2. e x, F or - 32
183. Combinations of in things Tak en
r at a tim e, nc r
184. New ton's Method for Finding the
Root of a Polynom ial
s

Statistics
83. Standard Deviation, Varianc e &
Skewness
84. Norm al Distribution Function
85. Binom ial Distribution Func tion
86. Poisson Distribution Function
87. t -Test
88. Chi - Square Test (m x n)
89. Chi - Square Test (I x r)
90. Chi - Square Test (2 x 2) with
Yates Cor.
91. Chi - Square Test (2 x 1)
92. Linear Regression, y on x
93. Multiple Linear Regression
94 Correlation Coefficients:
3 Variables
95. Histogram ming

1

126. Evaluation of A Rational Func tion
up to Fourth Degree
127. Polynom ial Multiplication
128. Coeffic ients of a Quadratic or
Cubic , Given Tw o or Three Real
Roots, Res pectively
129. (3 x 3) Determinant Evaluation
130. Coeffic ients of a Quartic , Given
Four Real Roots
131. Fourier Series
132. Chebychev Expans ions
133. Chebychev Polynomial Generation
of a Dis c rete Variable Over n + 1
Data Points
134. Chebyc hev Polynom ial Generation
of a Func tion Over n + 1 Data
Points
135. Sum of Squares of Chebychev
Polynomials of a Dis crete Variable
136. Generation of es in
137. Solution of a Com plex Quadratic
Equation
138. nth Root
139. Real Roots of a Polynom ial of
Degree 2 thru 6
140 . So lut io n of TA N x - x =a
141. Solution of a Triangular Sys tem
or Orders 3 thru 9
142. Elementary Math Tables
-

Financial: Bonds & Securities
71. Dollar Price and Bond Yield
72. Billing of Dollar Price Bonds
73. Supplem ental Billing of Sec urities
74. Bond Scale Display
75. Portfolio Analysis -Tax Sw ap
76. Net Yield to Maturity after Capital
Gains Tax
77. Average Life of a Bond with
Sinking Maturities
78. Bond Paym ents: Interest and Levy
79. U. S. Treasury Bills: Dollar Pric e
& Yield (365 Day Year)
80. Rate of Discount Required for a
Given Yield
81. Taxable Yield Equivalent to Yield
from Tax - exempt Bond
82. Yield and Price of a Discount
Instrument

116. Draw ing W ithout Replacement
from a Universe of Tw o Dis tinc t
Types of Elements
117. Probability of Duplic ation in a
Given Univers e
118. Tabu latio n of /m ` ( m + k )
k
1 k
119. Stirling's Form ula for Log n!
120. Prime Num ber Generator
121. Prime Fac torization
122. Synthetic Divis ion
123, Bas e Conversion
124. Evaluation of a Polynom ial of any
Order and its Derivatives
125. Calc ulation of
a6iP1

+

55. Loan Amortizations /Effective w ith
insurances
56. Loan Am ortizations /Effective
57. Installment Financing: Acc rual
by Dim inishing Balances
58. Dollar Day Calculations
59. Loan Rebates /Rule of 78's
60. Loan Rebates/ Declining balances
for irregular payments and periods
61. Retail Auto Sales: Installm ent
Financing
62. Credit Union Loans
63. FHA Title One Loans
(FHA Mortgages) Eligibility
64. FHA Foreclosures on Delinquent
Mortgages Accounts
65. Student Loan Consolidation
66. Multiple Interest Calculations and
Consolidation in Groups w ith
Grand Totals
67. Savings Account Interest
Calculation (Semi - Annual
Com pound)
68. Savings Account Interest
Calculation (Monthly Com pound)
69. Savings Account Interest
Calculation (Daily Com pound)
70. Savings Account Interest
Calculation Balancing

x

General Finance and Accounting
1. J ob Pricing, Labor and Material
Calculations
2. Annual Depreciation: Straight Line
3. Annual Depreciation: Declining
Balance
4. Annual Depreciation: Sum -of- Digits
or Declining Sw itched to Straight
Line
5. Annual Depreciation: Sum -of- Digits
6. Colum nar Pad (up to 10 colum ns)
7. Moving Average (12 month)
8. W eighted Moving Average
9. Moving Average in intervals)
10. Expens e Distribution
11. Perc ent Increase/ Decrease w ith
Ac cum ulations
12. Percentage Calculations: Percent
Change, Goal Attainm ent and
Summ ations
13. Period Variance Analysis, Tw o
Com parisons
14. Labor Cost Reports
15. Experienced Rating and Sum mary
Sheet
16. Trend Line Analysis
17. Invoic ing: Quantity & Price
18. Invoic ing: Quantity & Price & Line
Disc ount
19. Invoicing: Quantity & Price & Chain
Disc ounts
20. Invoic ing: Quantity & Price &
Average Price
21. Invoic ing: Quantity, Cost, Price,
Acc umulations and Mark -up
Calc ulations
22. Invoicing: Quantity & Price & Chain
Dis c ounts for Multiple Invoices
23, Invoicing: Salesm an Comm ission
Dis tribution
24. Calc ulations of Selling Price from
Cos t and Gross Profit Margin
25. Payroll: Total Entry
26. Payroll: Calculate Taxes from
Keyboard Entry
27. Payroll: Calculate Taxes and
Deduc tions
28. Payroll: Keyboard & Magnetic Card
Entry, Calculated Taxes,
Deduc tions, YTD Gross, Update
Em ployee Card and Sum marize
29. Payroll: Incentive Program
30. Payroll: Labor Cost Distribution
31. Payroll: Time Card Calculations
32. Payroll: Quarterly Summ ary Report
33. Payroll: Piecew ork
34. Payroll: Com missions
35. Payroll: Salary Plus Bonus
36. Multiple Proration Applications:
Dollar & Percent Distribution,
Autom atic Prorating and
Dis tribution, Fixed Percentage
Prorations
37. Econom ic Ordering Quantity
38. Net Profit or Loss
39. Inventory
40. Profitability Analysis
41. Trust Accounting: Comm ission
Sc hedule
42. Trus t Accounting: Incom e
Determ ination
43. Trus t Fund Proration: Amounts and
New Com ponents

Struc tural Engineering
149. Shear and Bending Moment in
a Beam w ith Multiple Loads
150. Cantilever Beam - Triangular Load
"
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Vic tor Comptom eter Corporation
Business Machines Division
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FASB Appoints 16 to Task Force on Materiality
To assist the Board in determining criteria for "materiality," the Financial Accounting Standards
Board has appointed a task force of 16 authorities in corporate finance, the accounting profession and the academic community. The FASB is undertaking consideration of materiality,
according to John W. Queenan, vice chairman of FASB, because it believes the question is "one
of the most pervasive issues presently affecting the credibility of financial statements." Neither
of the predecessors of the Board had established general guidelines or criteria to be used in
determining materiality, even though in numerous pronouncements of the Accounting Principles Board and the Committee on Accounting Procedure, it is specified that provisions of the
pronouncements need not be applied to "immaterial" items. Mr. Queenan will head the new
task force.
Starting Salaries Are Up in Financial and Data Processing Fields
With some exceptions, starting salaries in 1973 have increased over those of 1972, according to
a survey of the financial and data processing fields conducted by the Robert Half organization.
The biggest change was made by corporate controllers, assistant controllers, plant controllers,
assistant treasurers and tax managers employed by corporations with a dollar volume of more
than $250 million. Tax managers, for example, saw their starting salaries go up 12.5 percent in
this corporate milieu. Starting salaries for accountants on the senior or managerial level in large
industrial companies increased five percent, while accountants in medium -size public accounting firms registered gains of up to 12.5 percent. The personnel agency chain notes that a graduate degree is worth ten percent more than the prevailing salary at entry levels in industry and
a CPA certificate is also worth ten percent more.
Arthur Andersen Leads Opposition to SEC Ruling on Pooling
The Security & Exchange Commission's sudden move to tighten up restrictions on pooling of
interests accounting brought an unusual reaction from one of the "Big Eight." Arthur Andersen
& Co., in a court suit, charged that the SEC had violated the Administrative Procedure Act in
not giving public notice of the proposed rule and in not allowing an opportunity for public
comment. The SEC action was presented as an interpretation of the Accounting Principles
Board's Opinion 16 on business combinations. The effect of the new interpretation is to sharply
curtail pooling of interests acquisitions when a company has purchased treasury stock within
the last two years. As this issue went to press, the SEC changed the ruling to a proposal, inviting public comment, and the CPA firm agreed to withdraw its suit.
GAO Sets Up Staff to Audit Activities Related to Energy
The U.S. General Accounting Office has established an Energy Projects Staff to support its audit
activities related to the national energy problem. In announcing the new office, GAO noted that
about $4 billion in Federal funds was spent for energy or energy - related programs and activities
in 1972. The new staff will be headed by J. Dexter Peach, an associate director of the Resources
and Economic Development Div., and a member of the Washington Chapter of NAA.
American Accounting Assn. Names Officers for 1973 -74
Dr. Robert N. Anthony, Mass. Route 128 Chapter of NAA, was elected president of the American
Accounting Assn. for 1973 -74. The accounting educators also elected Dr. R. Lee Brummet,
Raleigh- Durham Area Chapter, president - elect.
Consumer Confidence in Economy Declines, According to Conference Board
A nationwide survey of 10,000 families indicates that Americans are becoming more conservative in their buying plans because of a basic uneasiness concerning the economy. The Conference Board, which compiles responses to questions about the economy and personal income
expectations into a Consumer Confidence Index, says that the index slipped in July- August to
an 18 -month low. The Board claims that the Index accurately foreshadowed the decline in
business activity in 1970.
NAM Wants Examples of Wage -Price Caused Snafus
Disillusionment with the wage -price controls continues to spread throughout the economy, as
more and more faults of controls are perceived. The National Assn. of Manufacturers is soliciting
specific examples of how wage -price controls have caused materials shortages or employment
dislocations in individual industries from its members. After a "wait- and -see" period, the
manufacturers' association is now actively opposing the continuance of wage -price controls.
10
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TOTAL PERFORMANCE
MEASUREMENT
As business executives set their sights on broader and more
complex objectives, accountants should respond by assisting
them in the development of useful planning and control
techniques for the accomplishment of such objectives.

By R. Lee Brummet
If accounting is to remain the "language" of business organizations, it must increase its vocabulary.
It must deal with measurement and communication in all of the spheres of organizational activity.
It must become performance, accomplishment, and
success oriented. It must supplement its net income
and financial condition orientation with one of assessor and communicator of total company performance. Then and only then can accounting support its claim of being the "language" of business.
The development of accounting as a profession
has taken place coincident with the rapid growth
of business organizations and their nearly monolithic objective of profit maximization. Indeed,
much of the basic theory of management has also
been directed toward this single perceived objective. It is not at all surprising, therefore, that accountants should hold that measures of financial
soundness and financial success are paramount.
The negative assessment of the current role of
accounting goes even deeper than that justified by
its incompleteness or inadequacy of coverage. Partial information necessarily causes bias. Managers,
investors, governmental agencies, and the general
public perceive organizations in terms of their
"measured" activities while relegating the "unmeasured" factors to a lower order of significance, if
consciously perceived at all. The current practice
of accounting is far from neutral in its effects on
organizations and society. It may very well cause
great attention to be given to relatively trivial accomplishments while, in effect, hiding by default
the most significant performance aspects of a
company. We respond to countable accomplishment or countable failure. Thus we must "count"
MANAGEMENT ACCOUNTING /NOVEMBER 1973

the most critical performance aspects of organizations. While "total performance measurement"
may never be achieved, it represents a worthwhile
goal toward which to strive.

Many Companies Take Leadership Role
While concerns of society and government actions related to social behavior of business organizations are to be found throughout history, and
particularly since the industrial revolution in
Europe and in the United States, it was not until
the 1950's and particularly during the 1960's that
widespread public concerns came to the forefront.
Today, social scientists of varied backgrounds are
being heard loud and clear. Public activist groups
and governmental agencies also are expressing their
concerns for the impact of business organizations
on society. In addition, many companies are not
only responding but are taking leadership roles.
While financial performance remains critical, some
business organizations are planning, executing, and
assessing their activities in a broad framework of
their perceived responsibilities to society. Some
companies have already moved far down the road
to an emphasis on contribution to human welfare
rather than simply profit maximization.
As business executives set their sights on broader
and more complex objectives, accountants should
respond by assisting them in the development of
useful planning and control techniques for the accomplishment of such objectives. As public and
governmental expectations and requirements for
performance of business organizations broaden, accountants should respond to provide the measuring
and communicating techniques and perhaps attestation. In this way changing value structures may
be reflected in the behavior of individuals in the
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1952), is the Willard
1. Graham Professor
of Business
Administration at the
University of North
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"The
significant
thing is that we
start with a
systematic
approach..."

marketplace and in their roles as involved citizens
in the development of the many facets of society.
There is, I think, an urgent need for a multi- faceted
structure of performance measurement techniques
unlike any in general use today. Accountants should
be leading the way in the development of such
techniques.
The Public Will Judge
There are those who hesitate to extend the role
of accounting into the social sphere, insisting that
the role of business is to maximize long -run profits,
and that efforts of business to "do social good" may
divert emphasis toward this objective and do a disservice to our economy as well as our social wellbeing. They would insist that the social sphere
should be a function of government and that businesses should be forced to play the game within the
ground rules imposed upon them to protect society.
There are, of course, many pros and cons to this
argument and they will continue to be argued as
they should be. Yet reality is clear. The responsibility is being shared. Governmental regulations
are being placed on business to contribute to social
welfare and business organizations are taking their
own initiatives supported by highly varied motivations. Government agencies and business organizations need measurements and planning and control
techniques in the social sphere so that a potential
exists for an efficient translation of social responsibility rhetoric into action. And for those who insist that accounting should be enterprise oriented,
no matter how government and private enterprise
may share the responsibility for social welfare, the
public will judge and business managers must respond if their enterprises are to be perpetuated.
The Need for an Expanded Taxonomy
The accounting profession has moved noticeably
during recent years toward a pragmatic and user
approach. Accounting should provide desired and
needed information so that users may be more likely
to accomplish their perceived objectives. With the
growing awareness of need for information heretofore unavailable, how should accounting respond?
What can accountants do to help?
Although needed techniques for expanded measurement areas must come from disciplines other
than accounting, a most crucial aspect of the new
information system relates to its routinization based
on periodicity and on recognized classifications of
performance areas. The highly significant role that
accounting has played in economic development
over the past half- century owes a great deal to these
two features which have added clarity, comparability, and general manageability. We have come
to use, almost without question, categories such as
operating revenues, other revenues, cost of sales,
selling expenses, and general expenses. It is not
completely clear that these represent the best set
of classifications, but they do constitute a taxonomy that has served us well. In the expanded
areas for performance measurements we need a
similar scheme for categorization. Social scientists
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and perhaps others have suggested items that are
often referred to as "laundry lists" of organizational
activities or inactivities that should be assessed in
"social audits." Most of these lists range up from
50 to 100 items and consequently are relatively unmanageable. We need a taxonomy which provides
adequate opportunity for coverage but which is
short enough for ease in comprehension. As capability and familiarity with such a primary taxonomy
increases, we may expand at sub - levels to provide
needed detail. The significant thing is that we start
with a systematic approach using classifications
which minimize ambiguity as to the nature of the
problem so we can get on with the job. The classifications must not be unequivocably fixed since they
must change as we gain from experience, but for a
period of time they should serve to order and harness our thinking and our research.
So let us consider such a taxonomy for "total
performance" assessment. I propose that total performance of a company is a function of net income,
human resource contribution, public contribution,
environmental contribution, and product or service
contribution. Using the terms "income" and "contribution" emphasizes the positive aspects of organizational activities. This will not always be the
case since any of these elements may be either positive or negative.
While the last four elements of this formulation
tend to be more obviously socially oriented than
the first, we should not lose track of the social implication of net income itself. Any organization
that is successful in producing goods and services
toward which consumers in a free market show
favor may be assumed to be making a social contribution. It is, of course, this favor which contributes
to profitability. But visualizing total organizational
performance as a composite of these five items
should not encourage a misdirected effort to dichotomize economic and social performance measures to accommodate an expansion of perceived
company goals. We have substantially outgrown
the adequacy of the net income measurement as a
sole indicator of performance. We should not in
any way denigrate the significance of this indicator,
but we must supplement it with others.
It should be noted that most of the elements in
the suggested "total performance" measure, except
for the conventional net income, do not involve
exchange transactions which reflect market conditions. This represents the problem. We must extend performance reckoning to include efforts and
impacts that are not reflected by voluntary bilateral
involvement in the market place. Cash disbursements for various expense items are routinely recorded and assessed periodically, whereas the cost
of air pollutants is not recorded unless, in special
instances, a penalty may be assessed by government
regulatory agencies. When such penalties are assessed the externality of the past becomes internal
to the organization; and the company, by abiding
by the law, internalizes as it does for any other incurred cost. We need to develop techniques for
internalizing externalities so that organizations may
MANAGEMENT ACCOUNTING/NOVEMBER 1973

choose to reflect a social responsibility that may
make it unnecessary for government to act to assess its toll.
The suggested taxonomy with five major elements
may imply the significance of trade -offs among
them. This, I think, is realistic. There are extreme
possibilities in each area which may never be justified by performance levels in others. The manufacture and sale of contaminated food could hardly
be offset by large contributions to the local symphony orchestra. Yet organizations must always
deal with limited resources, and the addition of
multiple objectives add to the relevance of tradeoff decisions to optimize on resource allocations.
Emphasizing trade -offs should not imply necessarily a lack of congruence among the various elements of the performance taxonomy. Many organizational activities may involve direct contributions
to human welfare as well as to economic success.
Examining the five categories suggested for performance assessment we see problems involving a
lack of exclusivity. Some of the elements interact
with other elements so the accountant may find
some discomfort with the resultant ambiguity. Yet
practice could lead to some uniformity of classification of detail within this taxonomy. A sample
set of detail within each category may be a useful
start. The following incomplete listing is suggested:
1. Net income
2. Human resource contribution —This category
should include organizational activities that impact on the people who make up the human
resources of the organization.
Recruiting practices
Training programs
Experience building —job rotation
Job enrichment
Wage and salary levels
Fringe benefit plans
Management -union relations
Employee skills
Employee knowledge
Employee attitudes
Employee self - actualization
Congruence of employee and
organizational goals
Mutual trust and confidence
Job security- stability of work force —
lay off and recall practice
Transfer and promotion policies
Occupational health
Freedom from undue stress
On- the -job physical environment
On- the -job safety
3. Public contribution —This category should include organizational activities that impact on
individuals or groups generally outside the organization per se.
a. General philanthropy --- contributions to educational, cultural, or charitable organizations
b. Financial or manpower support for: public
transportation, health service delivery, urban
housing, day care centers, minority business,
MA N A G EM E N T AC CO UN TING /N OV EM BE R 1973

community problem solving, other minority
group programs, and general volunteer community activities
c. Equal opportunity employment practices
d. Training and employment of disadvantaged
e. Taxes paid
4. Environmental contribution —This category
should deal with the environmental aspects of
production facilities, use of resources, the production process, and the product, including recycling and other positive environmental activities.
Air
Water
Sound
Aesthetics
Net use of irreplaceable resources
Net production of solid wastes
5. Product or service contribution
Product safety
Product life - durability
Product utility
Maintainability or serviceability
Customer satisfaction
Completeness and clarity of
labelling and packaging
Truthfulness in advertising
Research and development
Welfare role of service or product

" . . . measures
of results must
also be
developed."

Basic Concepts
Having considered a suggested taxonomy of social phenomena, we turn now to a consideration
of the basic concepts to be used in making assessments, of inputs (effort), certain kinds of intermediate results, and final impacts.
Input measures are most common in conventional accounting practice and are thus the most
likely to be used as a first step in the extension of
accounting into the social sphere. The problem is
primarily one of identifying cost objectives, cost
tracing, partial or whole costing, and cost allocations. The profession can and should pursue the
development of this input or effort measurement
to assist companies in their planning and control
of their commitments to these newly perceived
responsibilities.
To offer potential for effectiveness and efficiency,
measures of results must also be developed. While
final impact measures are conceptually most appealing, their development requires assumptions of
highly subjective criteria of "quality of life" indicators; and the use of total systems formulations
that remain, at least at this juncture in time, beyond complete human comprehension. We must,
therefore, deal with intermediate result measures.
We must assume a connection between identified
intermediate results and final social impacts and
trace cause and effect using these measured intermediate results. In some instances both input and
intermediate result concepts may be expressed in
monetary units which are likely to be most satisfying to accountants. In many situations, however,
the measurements of such results may be in non13

to what
extent should
accountants be
involved ?"
"...

monetary terms such as number of people employed or trained, percentage decreases in particulates put into the air by the company's smoke
stacks, or the decrease in employment - related injuries to employees. Here we must draw on and
develop further well -known cost /benefit analysis
approaches.

both internally and externally. Herein lies the
greatest potential for credibility and integrity in
company reporting. Accountants should be involved
in the effort to move from low- credibility public
relations commentary to high - credibility objective
information content — information that is a suitable
reflection of reality.

The Form of the Reckoning

Performance of Organizations
and Quality of Life

Accountants are most accustomed to reckoning
in terms of monetary units. This custom should
not be allowed to establish a boundary or practical
limitation for the profession. Accounting involves
both measurement and communication. It is an
information transmittal process and we should
recognize at least three forms that accounting information may take. It may involve a monetary
numerology, a non - monetary numerology, or a
simple verbal description.
MONETARY NUMEROLOGY

The monetary numerology has the appeal of being additive to other such numerology. Yet it is
justified only if there is uniformity of human value
structures that relate to the phenomenon at issue.
While reasonable estimates may be made of the
monetary saving of medical bills brought about by
an improved safety condition in a plant, we can
hardly attach a monetary figure to the decrease of
pain and suffering that results. Accountants should
use monetary representations, when justified, to add
clarity and usefulness to the message communicated. Thev should do so with reasonable care and
should not shrink from their task when such a
numerology is not justified.
NON - MONETARY NUMEROLOGY

A second level of assessment and communication
involves a form of non - monetary numerology. Accountants deal with this form of reckoning but
usually in a preliminary stage prior to the application of the monetary unit. In the more socially
relevant areas of company performance we may
need to be content with a non - monetary numerology. Significant messages may be communicated
stating that minority and female groups represented
on the payroll increased from 25 to 37 percent,
that 65 percent of the company - produced solid
wastes were recycled by the company, or that job
related accidents decreased by 60 percent. These
representations have real meaning. The recipient is
placed in a position where he may apply his own
value structure in assessing the significance of this
information rather than being dependent upon the
value structure implied by the accountant when he
used a monetary- significance scalar.
VERBAL DESCRIPTIONS

At a third and most obvious level accountants
should develop their capabilities and use verbal
description for greater impact. Some socially relevant activities or results may not be readily measured with any kind of numerology. Well- written
descriptions of company activities are in great need
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During the past several years strong pressures
have been exerted at the national level to develop
useful macro- statistics related to quality of life in
the United States. In response, significant research
has been commissioned and some of it has been
reported in the literature with the most usual label
of "social indicators." The analogous relationship
of this work with the development of macro -statistics in the economic sphere in forms such as
gross national product and business investment is
obvious. The development of these economic data
at the macro level some 25 or 30 years ago was
facilitated greatly by the availability of well- articulated data at the company level which enabled many
algebraic summations to be used. Corporate sales,
profits, and capital expenditures provide examples.
Micro- economic statistics had been developed primarily by accountants prior to efforts to aggregate
data for use in national policy matters.
However, the "social indicator" developers today
find little or no data at the company level to assist
in their macro - social measurement efforts. While
decision information needs at the company level
are not necessarily the same as those at the national
level they have much commonality since quality of
life, as perceived by the total complex of the human race, must be an ultimate goal and social responsibility of every citizen and of every organization. Therefore information must in some way and
in some degree relate to this objective.
The development of data on social performance
of organizations can be highly supportive of the
continuing effort to assess "quality of life" conditions. The general use of a taxonomy, such as the
one suggested, could facilitate aggregation for the
development of certain aspects of standard social
indicators for national policy formulation. Expenditures or other measures of effort in connection with
activities such as re- training or hiring of minorities
could be useful. Even more significant and useful
might be the company assessments of the results of
its community programs such as support of urban
development projects, day care centers, or pollution
clean -up programs.
The Accountants' Role in Social Accounting
Recognizing the need for an expanded performance assessment of their companies to include
social performance, to what extent should accountants be involved?
The conventional role of management accounting, as I see it, is one of assisting in the articulation of management objectives, and then of providing feedback of performance information to assist
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in monitoring progress toward such objectives. The
distinctive role of public accounting, on the other
hand, is one of attestation and increasing information credibility. Thus, activities of accountants
might be classified into three areas: first is the design and installation of detection and measurement systems; second is the administration and
operation of those detection and measurement systems; and third is the verification and perhaps attestation of information produced by the systems.
The design of a detection and measurement system must rely substantially on the expertise of
social scientists other than accountants. Surely psychologists and sociologists must be involved. Accountants do not, by background, have the needed
expertise in this area. However, when we turn to
the administration and operation of the detection
and measurement system and communication of
results to appropriate decision points in organizations or in society, accountants have much to offer.
In most instances accountants have "the ear of
management." They have the ability to speak the
language of managers and thus affect decisions —
the obvious goal of social accounting.
Accountants should be aggressive participants in
the development of social accounting without any
thought of preempting any other groups. There are
not, I think, too many groups clamoring for primacy in this area. I think, rather, there are probably too few trying to "light the candle" or "get
on the learning curve."
The Profession is Becoming Involved
in

Some recent developments
the accounting
profession indicate the growing interest of accountants for extensions of their field to include newly
recognized needs for social assessments. The Na-
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tional Association of Accountants, which emphasizes management accounting and controllership,
has a special committee working on accounting for
corporate social performance. The American Institute of Certified Public Accountants has at this
time separate committees actively engaged in the
study and development of social measurement, human resource accounting, and accounting and the
ecology. The American Accounting Association,
which is dominated by university professors of accounting, has committees studying human resource
accounting and measurements of social costs. Previous committees of this organization have prepared substantial papers on non - financial measures,
measurements of performance of social programs,
and accounting for pollution. National programs
of all three of these accounting organizations have
included some aspect of social accounting within
the past year. The accounting profession in the
United States is responding. The next few years
will produce a much better understanding of the
nature of the job to be done and the means for
doing it.

"Accountants
should be
aggressive
participants in
the
development
of social
accounting..."

Conclusion
As I have already indicated, there are some aspects of social accounting that can be implemented.
There are other aspects which we can identify for
prime research potential. It will be difficult and
critical to determine the threshold where we move
from research to implementation. Indeed we will,
in some instances, need to do both at the same
time to gain from experimentation. In any event,
we must pursue our study and implement as we
develop our knowledge, recognizing the trade -off
between the dangers of implementing relatively
crude measures and the dangers of inaction.
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HOW TO
IMPROVE PROFITS
THROUGH SIMULATION
If you agree with the model and the description of the variables,
it is hard to disagree with the results.

By R. G. Ruph
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It is generally agreed that there are three distinct
steps in a computer simulation: construction of a
mathematical model, experimentation performed on
the mathematical model, and the evaluation of the
experimental results. The most critical of these steps
is the construction of a mathematical model which
is simple enough to permit easy experimentation
and vet complete enough to capture the relevant
aspects of the business situation being simulated.
Such a model is not likely to be constructed unless
the analyst thoroughly knows what he wishes to
learn. A prerequisite for model construction, therefore, is a clear definition of the objectives to be attained. With these objectives, an analyst is able to
select from a business situation those variables
which directly pertain to the particular operation
being simulated.
After the mathematical model has been formulated, it must be programmed for a computer and
proven correct. Experimentation can then be performed on the model by varying the input data and
observing the results. When one has evaluated the
effects of the "what if" experimentation, decisions
can be made to avoid pitfalls and capitalize on the
situation. For example, a tight credit policy can
more readily be eased if it can be shown by experimentation on a model that easing credit restrictions
will increase profits substantially because of the
combined effect of increasing sales and reducing
credit costs.

maximum of 100) to an applicant based upon his
individual characteristics. Applicants with point
totals above 55 were granted accounts, while those
scoring under 55 were evaluated individually by the
credit department, and accepted or rejected accordingly.
In order to determine the optimal cut -off score,
it was decided to simulate the credit operation on
a computer. This was done to observe the effects
on the operation caused by random variations in
(1) the number of applications received, (2) the
scores of applicants, (3) the percentage of "good"
accounts, and (4) the profit and loss from both
"good" and "bad" accounts. A "bad" account was
defined, in this case, as one which was 120 days

Case Study
Consider an actual case —an application of simulation in financial planning for a large retailer. The
problem was to determine what credit policy should
be used. The objectives were to increase sales and
profits and to reduce the amount of bad debts.
The company had been rating credit applicants
by using a scoring system which awarded points (a
16
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past due. Complete statistical data was obtained on
these random variables for an appropriate period.
CONSTRUCTING THE MODEL

The demand for new accounts for the previous
five years was analyzed and found to be steadily
increasing at an average rate of 22 percent per year.
Forecasts were then made of the probable demands
for the coming year. (See Exhibit 1.)
Similarly, after defining good and bad accounts,
the accounts were categorized into these two types.
Samples were then taken from each category to determine how applicants' scores had varied within
each group. As shown on Exhibit 2, the distribution of scores for all applicants was approximately
normal, a bell- shaped curve having a mean of 50.
The good accounts were best represented by an
almost normal curve with a mean of 55. The bad
accounts were skewed to the left with a mean of 37.
Ratios of the number of good accounts with a
given score to the total number of accounts with
the same score produced another curve (Exhibit 3)
showing the probability of an applicant being a
good risk.
Sales for good and bad accounts were also reviewed and converted to profits by applying a percentage factor and subtracting prorated administrative costs. Although little correlation could be
found between profit and applicants' scores, the distribution of profit for both types of accounts was
plotted. Some good accounts represented a loss
situation, while some bad accounts showed a profit
(see Exhibit 4) .

"The
mathematical
model
developed
was a simple
on e. .. "

SIMULATION PROCESS (EXPERIMENTATION)

The mathematical model developed was a simple one, but one which would resemble the real
operation. First, it was determined by simulation
how many applicants would be received during the
next year. Then, for this number of applicants, each
applicant was simulated with respect to the following: (1) his point score, (2) whether he became a
good or bad account, and (3) the profit and loss
Exhibit 4
DISTRIBUTION OF PROFIT (LOSS) ON ALL ACCOUNTS
Frequency

$(600) $(500) $(400) $(300) $(200) $1100)
Loss
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0
01 41

$100

$200

$300

$400

Profit

$500

$600

$700
-I
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from his account. This information was accumulated for all the applicants and totaled for the year.
In order to perform the simulation, correlation
had to be developed between each of the variables
and a set of random numbers. Since the frequency
distributions were expressed as percentages, it was
decided to use a random number scale between 0
and 100. In that way the percentage scales could be
replaced by similar random number scales and be
stored in the computer as "generators." Every possible value of a variable may then be defined by a
number between 0 and 100. In specifying a number
between 0 and 100, the analyst simulates a specific
value for each variable.

In the first step, we refer to Exhibit 5 which
shows how the demand for credit for the coming
year was assumed to change. The number of applicants was forecasted to be somewhere between
2,200 and 2,440, with equal probability for any
number of applicants within that range. It is thus
possible to correlate a random number for each
level of demand. To illustrate the simulation technique used in our case, any number from 0 to 100
is selected. If the number is 45, this vear's demand
will be 2,290 applicants, and they will be individually simulated (on this run) .
Exhibit 2 shows the distribution of scores of all
applicants and indicates that there is a greater
probability of an applicant's score being in the midrange. From Exhibit 6, these individual scores may
be correlated with specific random numbers. To
determine the score of the first applicant for credit,
select another number from 0 to 100. Thus, if the
random number is 25, the applicant's score is 40.
This same procedure is used for Exhibit 7 which
is a simulation of Exhibit 3 with the "Random
numbers" scale replacing the "Percent of good accounts" scale. To determine whether the account is
good or bad, select another random number from
0 to 100. The status of an account (good or bad)
is determined by finding the intersection of a vertical line projected up from the simulated applicant's
score with a horizontal line projected over from the
chosen random number. If the number is 85, and
the applicant's score was 40, the account is bad.
(The point of intersection of the random number
and the score is on the "bad" side of the curve.)
Was there a profit on this account? Refer to the
Exhibit 8 "Bad account curve" and select another
random number. If the number is 55, the loss on
this account was $110. Had the account been a
good one, we would refer to the good account curve
and select a random number. For a good account,
a random number of 40 reflects a $100 profit.
Exhibit 7
GOOD — BAD — ACCOUNT GENERATOR
Random
number
100

Simulated
account

f

— --O

85
80

t

Good account area

60

40

Bad account
area

20

0

20

f
f
f
f
40

60

80

100

Score
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To complete the first simulation in our case problem, this entire process was repeated 2,290 times,
once for each applicant, and the results were totaled.
The partial results which include the net profit
contribution for the first run is displayed in Exhibit
9 and represents only one possible outcome of the
simulation. The simulation had to be repeated —
about 30 times —to determine with statistical validity the expected range of results for each factor and
to calculate the expected mean values, standard
deviations, and confidence limits.
EVALUATION OF EXPERIMENTAL RESULTS

A graph of the average net profit contribution
as a function of the score for the 30 runs is shown
in Exhibit 10. From the exhibit, it is apparent that
the total expected net profit from applicants with
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scores below 37 is negative— accepting these applicants will decrease total net profit.
Exhibit 11 shows the cumulative expected profit
obtained by accepting all applicants above a given
score. An interesting fact that is illustrated is the
rate at which profit begins to decline when the cutoff score is too high. This represents the lost profit
on lost sales. However, it should be pointed out that
only the average values have been plotted. The true
output of the simulation is the range of profit.
Exhibit 11 also illustrates why the simulation was
successful. The purpose of the procedure was to
determine a better credit policy —one which would
increase sales and profits while reducing the amount
of losses from bad accounts. The existing policy had
been to accept applicants with scores of at least 55.
The expected net profit at this level is $105,000.

"The true
output of the
simulation is
the range of
profit."
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By reducing the acceptance score to the 35 -40
range, the expected net profit is increased to about
$140,000, even though the expected amount of bad
debts is also increased. Although a reduction in bad
debts was an objective, the increase in net profit
far outweighed the expected additional bad debt
loss. The policy was changed accordingly.
After this simulation was completed, some additional experimentation was done with the model to
determine the sensitivity of profit to shifts in the
variables. This provided more useful information
for planning purposes.
Conclusion
Although the technical nature of simulation usually requires that it be performed by specialists in an

operations research group, management should have
at least a cursory understanding of this valuable
planning tool. This article illustrated how simulation can be used in one area of management decision- making —the credit department —to determine
the effects of particular decisions and act accordingly.
In conclusion, then, there are two key points to
remember about a simulation. First, if you agree
with the model and the description of the variables,
it is hard to disagree with the results. Second, and
more important, by quantifying significant factors,
all involved parties inevitably gain an improved
understanding of the problem and have a better
grasp of the relative importance of the different
factors.

Exhibit 10
NET PROFIT CONTRIBUTION VS. SCORE
(AVERAGE OF 30 RUNS)
Net pr of i t
cont ri buti on
$5,000

$4, 000

$3,000

$2, 000

$1, 000

Profit area

0
Loss area

i
i

$(1,000)

i

$(2, 000)
0

10

20

30

37
40

50

60

70

80

90

100

Score
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OIL AND GAS TAXATION
It is possible, therefore, that a firm, or investor, may receive
income taxed at a lower effective rate for a period
after the original investment has been recovered.

Physical assets such as factories and warehouses are
subject to depreciation and obsolescence. This is
as true of petroleum enterprises as it is of manufacturing and all other industrial and commercial
establishments. In addition, petroleum enterprises
also suffer depletion of mineral reserves as their
products are being produced. In addition to this
depletion of mineral reserves through exploitation
and use, the oil industry suffers heavy losses in
drilling dry holes. For these reasons, an allowance
is made for depreciation and depletion of capital
assets, including losses suffered in drilling dry holes.
If a proper allowance is not made, the taxation of
the income of oil companies would impair future
capital investment.
Whether the present depletion allowance for oil
and gas is too high is a question over which advocates for special interest groups hold widely differing opinions. Similarly sharp is the difference of
opinion regarding the estimate of the "cost" to the
Government in terms of revenue lost. The tax advantages created by the "intangible drilling and development expense regulations" are that about 60
percent to 70 percent of the costs of drilling a well
can be classified as intangible and be written off
against income in the taxable year in which incurred. The balance are tangible and are capitalized.
Thus, a deduction from the gross income of each
property is allowed as depletion (with the 50 percent limitation rule) without regard to the cost of
finding and developing the property. It is possible,
therefore, that a firm, or investor, may receive income taxed at a lower effective rate for a period
after the original investment has been recovered.
As oil is produced, the owner receives two sources
of funds. One kind is the capital value of his discovery. It is represented by the oil in the ground as
MANAGEMENT ACCOUNTING /NOVEMBER 1973

he discovered it and is not taxable. The other is
net income (before taxes) and is taxable. The tax
laws and regulations pertaining to income from oil
and gas contain some unique features that are designed to provide an dconomic incentive for investors to invest and reinvest capital in the search
for, and the development of, new reserves.
The two primary features of the tax law that are
unique to the oil and gas industry are (1) the
option to deduct "intangible drilling costs" as incurred and (2) the allowance of "statutory depletion" deductions based on gross income.
Intangible Drilling Costs
The origin of the "intangible drilling costs" concept goes back to Treasury Department Regulations
issued in 1916 and which are now included in the
1954 Internal Revenue Code. The Code permits a
producer to expense certain well drilling costs for
Federal income tax purposes, even though capitalized for financial accounting purposes. The intangible drilling costs include labor and other costs
incurred in drilling and completing a well up to
and including the installation of the "Christmas
tree" (a valve at the wellhead). A listing of what
is usually included as IDC can be shown as follows:
PREPARATORY COSTS

D. A. C A L H O U N
Los Angeles Chapter
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Division Controller at
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Inc., Covina,
California. He is also
a part -time instructor
for UCLA - Extension on
Petroleum Taxation.
Mr. Calhoun received
his M.A. degree from
California State
College, Fullerton and
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MANAGEMENT

By Donald A. Calhoun

ACCOUNTING.

This article was
submitted through the
San Diego Chapter.

1. Geological and geophysical work in the well site
selections
2. Surveying, staking, clearing, and grading at the
well location
3. Moving drilling equipment to the well site including the building of roads to the well site and
installation of temporary lines and tanks for
water, fuel and power to be used in the drilling
4. Erecting drilling equipment, building temporary
racks for drill pipe, casing, and tubing, digging
slush pits and other preparatory work
21

"Each and
every item of
depletable
property
carries
an economic
interest."

DRILLING COSTS

1. Contract drilling costs
2. Labor
3. Maintenance, repairs and depreciation on drilling equipment
4. Drilling bits, mud, chemicals, and drilling supplies
5. Fuel, power and water
6. Overhead related to drilling operations
COMPLETION COSTS

1. Well surveys, testing and samples
2. Transporting and installation of casing and
tubing at the well (but not the cost of the casing
and tubing)
3. Perforating casing and cementing surface casing
4. Dismantling drilling equipment, and restoration
of the location to a condition similar to that
which existed prior to well drilling operations
(in the case of a dry hole)
All other costs such as production equipment,
the cost of casing and tubing, transmission pipe
lines, tanks and building structures are capitalized
as "tangible drilling costs." The cost of this capitalized equipment is depreciated, usually based on
units of oil or gas produced compared to estimated
reserves of the property.
Statutory Depletion
Statutory depletion is the amount of deduction
allowed to the taxpayer. The deductible amount is
the greater of "percentage depletion," limited to
50 percent of net income or "cost depletion." Percentage depletion is currently allowable at the rate
of 22 percent of the gross income from each separate property or 50 percent of the net income from
the property, whichever is lower. The deduction is
allowed in lieu of depletion based on cost. In the
event that percentage depletion is less than cost
depletion for each property, then the deduction
would be equal to cost depletion.
Option to Capitalize or Expense
An oil or gas producer has the option to capitalize or expense his intangible drilling costs for
Federal income tax purposes. However, if the costs
are capitalized for tax purposes, they must be recovered for the most part through the deduction
allowed for statutory depletion. If the producer
elects to expense his intangible drilling costs, such
costs must be deducted in computing the 50 percent of net income limitation applicable to the
producing property for that year. Therefore, when
new wells are drilled on producing properties it is
necessary to carefully plan the drilling program,
production levels, and other factors affecting net
income of the property in order to minimize any
loss of statutory depletion allowances.
Economic Interest
The nature of interests in oil or gas producing
property is often varied and complex. The key to
the problem is whether or not there is an "eco22

nomic interest." An economic interest, for tax purposes, is the ownership of, or rights to income from,
the resource in place. The economic interest may
derive from ownership, lease rights, or a working
interest to the mineral property. It may also derive
from royalty or net profit interests, or other similar
rights to the income from the resource. Each and
every item of depletable property contains an economic interest. The ownership of economic interest,
partial or full, is required to qualify for statutory
depletion.,,
The capital interest may be singular or multiowned, but the total fractional interest may not
exceed a total equivalency of one (1.00) .
If a single participant owns the whole unit then
he has singular ownership. If more than the one
participant owns an interest then it involves multi ownership. Singular and multi- ownerships can combine to form unitizations or a pooling of interests —
each maintaining a proportionate share of the total
—but still not exceeding the 1.00 limiting factor.
Gross Income Subject to Depletion
The gross income concept permits only that
portion of the income that is attributable to extraction of oil and gas to be subject to depletion for
tax purposes.
With respect to oil and gas, "gross income subject to depletion" is defined by the income tax
statutes as:
"... gross income ... means the amount for
which the taxpayer sells the oil and gas in the
immediate vicinity of the well. If the oil or
gas is not sold on the premises, but is manufactured or converted into a refined product
prior to sale, the gross income from the property shall be the equivalent to the representative market or field price of the oil and gas before conversion or transportation ..." 2
The market or field price (value determined at
date of discovery which is adjusted periodically by
the producer to reflect current market price fluctuations) of the crude produce is determined largely
upon the industry recognized "posted price schedule." The commodity unit for oil is barrels and for
gas is MCF (thousand cubic feet). The schedules
are a formal list outlining the amount of money
demanded per unit.
Oil or gas is usually sold in its crude oil form and
the actual sales price under the contract has been
held to be the measure of depletable income even
though arguably different from market value. In
one case, the Government argued that the cash
price received for the oil was the entire "gross income from the property." The oil was purchased
under a contract in which the buyer agreed to defray the expense of the development and production operations, and agreed to pay a cash price
based on the prices he obtained for the products
I

Tax courts have ruled that taxpayers who have no capital interest
or investment in the mineral deposits have no economic interest
thereto.
! United States Treasury Regulation, Section 1.613.3(a).
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he sold at the refinery. The oil production operations were thus controlled by the refining company
for its own benefit in order to obtain the oil at a
price deemed to be favorable. The buyer performed
his services as part of the price for oil purchased
and the owner of the oil in place, instead of preparing it for delivery and sale, preferred to lessen
his work, lower his price, and thus decrease his
gross income from the property. In that case, the
services which the buyer performed were not a part
of the income.3
Gross income from the property includes not
only gross income to the working interest owner
but also to the shares in the total production held
by each other owner of economic interest, e. g., royalties, oil payments, net profits, overriding royalties
and minimum royalties.4
Example
The following example shows the determination
of gross income to which percentage depletion is
applied to calculate the allowance for a hypothetical producer, the ABC Corporation.
The ABC Corporation is the lessee- operator of a
producing lease sells the production of a lease in
Alaska (A -1) to a hauling company for $7.2429 per
barrel less a ten cents per barrel hauling charge and
a 20 percent discount for cash. The lease is subject
to a one - eighth landowner's royalty. Production
during the year amounts to 45,583.7 barrels all of
which are sold for cash. Sales of scrap equipment
from the lease amount to $ 500. The gross income
calculation would be as follows:
Gross /barrel
Less hauling

$7.2429
.1000

Less 20%

$7.1429
1.4286

Net/barrel
45,583.7 bbls x $5.7143/bbl
Less royalty of 1Ath

$5.7143
$260,479
32,560
$227,919

The scrap sales are not included since they do
not constitute income from the sale of oil and gas.
The hauling charge and the cash discount are excluded in order to arrive at income from the actual
sale of oil and gas at the wellhead. Royalty payable
to the landowner must be deducted from the gross
income from the property to arrive at gross income
subject to percentage depletion that is attributed
to the producer. The landowner is allowed percentage depletion based on the portion of the royalty income received from each property.

COST DEPLETION

Cost depletion is a factor which must be considered for purposes of determining the amount of
statutory depletion. Therefore, it is necessary to
understand the calculation of cost depletion. Essentially the total cost of the mineral resources is divided by the estimated units that can be extracted
and results in a depletable cost per unit. Cost depletion for the period is determined by multiplying
the number of units produced during the period
by the unit rate.
An illustration of cost depletion is as follows:
Let us assume that the ABC Corporation acquires
an oil lease for $60,000 and an engineer's estimate
indicates that 600,000 barrels are recoverable. During the taxable year, 30,000 barrels of crude oil
are produced and 20,000 barrels are sold. The
$60,000 (cost) divided by 600,000 (available barrels of crude) equals the ten cent rate of depletion per unit for the period. The cost depletion
for the year is 20,000 barrels sold times this ten
cent rate which equals $2,000. This method relies
not only on depletable cost, but upon estimated
reserves.
ESTIMATED RESERVES

The estimated reserves (barrels of oil or MCF
of gas) to be recovered in the cost depletion computation include not only developed reserves but
also "probable" or prospective reserves. Such "prospective" reserves should be included only where
they are extensions of known deposits or where
their existence is indicated by evidence of a high
degree of probability.-' Frequently, there are properties where oil and gas are produced from the same
tract. The regulations at Section 1.611 -2(a) (1)
require that the computations be based on the primary product produced and sold. In the case of
producing oil and gas properties the problem is
often in determining the recoverability and not the
existence of the reserves. Although the possible use
of proven recovery methods such as water flooding
may be considered, other recovery methods in the
experimental state should be ignored.e In any event,
'M ount ai n Producers Corporation v. G u y T. Heloering Commissioner of Internal Revenue, 303 U.S. 376, 58 S. Ct. 623.
• McFaddin et al v. Commissioner of Internal Revenue, 2 T C 395
(1943) acq. 1943 Cumulative Bulletin 16.
° United States Treasury Regulations, Section 1.611 -2(c) (1).
° 1968 Standard Federal Tax Reporter, Natural Resources Cost
Depletion (Chicago- Commerce Clearing House, Inc.) , Vol. 3,
page 370f3.

Exhibit 1
ALLOWABLE DEPLETION
Leases

Statutory Depletion Deduction
To demonstrate the depletion deduction for the
ABC Corporation on Lease Alaska (A -1) and two
other properties refer to Exhibit 1. As illustrated,
the statutory depletion allowances of $50,142,
$9,155 and $2,698, respectively, are percentage depletion, depletion limited to 50 percent of net income, and cost depletion.
MANAGEMENT ACCOUNTING /NOVEMBER 1973

"Cost
depletion is a
factor which
must be
considered..."

Gross income subject to depletion
Total deductions (excluding depletion)

A -1
$227,919
49,405

N-1
$92,117
73,807

N -2
$41,211
59,641

Taxable net income or (loss)

$178,514

$18,310

($18,430)

22% of gross income
50% of net income or (loss)
Cost depletion

50,142
$ 89,257
$ 14,256

$20,266
$ 9,155
$ 7,597

$ 9,066
$ 9,215}
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the estimated reserves can be revised if so required.

"...the

Revised Estimates

taxation of

If it is later determined that the remaining recoverable reserves are substantially different from
the remaining estimated reserves indicated by the
engineer's calculations, the depletion unit for the
current year should be based on a revised estimate.
In this wav, cost depletion may be taken each year

capital values
must be
avoided."

oil a per unit basis, and each year the estimate of
the number of units remaining may be revised.

NET - WORKING INTERESTS

Tax Reports
Form "0 " — "0il and Gas Depletion Data" (see
Exhibit 2) is required to be filed by each taxpayer
who claims a total deduction of more than $200 for
depletion on oil and gas wells. The form is not reExhibit 2
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roaat

u... 1 r. r. r r.
lbw

ROYALTY AND OTHER NONW ORKING INTERESTS
A.B.C.

This form a/Iat b :
a

OIL CORPORATION

Un i t 4 o . $ . t e t e p

Irdleadial,

_

T.Id Mlle at r A der

Ann side, C l l i f o r n i a

92806

Lmolt:
I un.arvrI.a bank bass at end of dem of I.) DfeWwb /rna14.

S 3, 3 6 7 , 5 5 7 : M Dgnaru Irq.rlba
t 1 , 2 8 8 , 8 7 5 : (b) DNwrwbarawtW
1
137,963 . 4. ear arorlba C w t

2 Currant to bawl at ed of two of ( a ) D o m s t a w ~ i n

tw be.. (.am)aapabon
0— 1—

L wen INCOMEBATA:

I Flood" toll sorb at al. In, and W caMfewle
W to del aar . mt I dwdeb

1

4fi.600

3. Awwte r ac ale. a n I r pW e

6. hadodwn aa,mfet —
2. o n. --W a s 1 —
,an, r

banlwbataira
dnr rronon

.14
i 2. 0 59 . 39 7
r
a M4WIT M N=ML ReIRTnef, fee 1111MU ee
tit —Was
Mi nd .

n R
rbua
(1)

t
t
t

13 7 ,963

4 I nQ MTA
I. C-1 inner alynNUw fe lnitlra . 14 IoW
, d y:
u ) uratw as . mal"d alNn.
{
M warrw at wldeRM
1
2 . A b r a wn l b a r
1

2, 0 1 2, 7 9 7

2 saleof tanned-mil ►rnrrctata wrmnb
3 am prataaa. Rom of. of anauctwn
4 Aedsfew rotation feed I. 11l bnuwr raplw6
t. I
b. r.Wow

Tout ant -Im.g wed

= n o t

17 44 Ke n t S t r u t

M. Sub. med ZIP ooed.

I

r bm

kk

R o l e r .r at
aa a ta u r l g i w b

I nbr wb
P" / btY.
am f e d t i n

►afenrl.

I „ /„ I „

+ bur

baba ed.rbnfe

I n a ni mblefe

batma n omwe,
(2)

Tf l r

am feat We

(3)

(4)

2 Lan amount eftnbubbl. b rtualml intnwt. Ma

S

-'

wali ng mi mesi s oI lw than a/ ar Y.

«)

I ro n
Mlig n (w, n a r b / m . m

.Para bl

Dry hogs a.aadlaa ft Balled to ow ar.0

2 1 1 . 2 01
_

85 . 0 0

_

43.00
164.3
94.1

(a) D.p.ceateme

(.)Two
fo ulontn —litm! one denial

__

77 .1 93

f d a ja r n e ws ( a a N. I q

-0-

(h)Totalaamdans wl a . d e ofed.mdaintamofto
t h e

5

W)

_

i

82 ,1 32

3 Tonder. defeatincom. atbi.d to edmlatain
/. 11htuctona.
0) ownetny Manor

674,884

00 0

i

_

2, 0 5 9, 3 9 7

65, 720
_ _ o -

1-

276 .9 26

_

6S.000

16.230
25.865
6.370

S9,
190,225
103 073

2

4. 30 0

-_

-0 118,505

-0 -

-0-

-0 -

2,560

-0-

[ _ _ _ _ N . e 93

-0 795,949

V o la t il e n ad n

M Tata r I nc as ban . a. p leli oe ( li n o 3 I n k ti n

4 (h)t
(b) Not bat before Maintain (left 3 feat lift 4 fell
6 Depletion

(n Inked fe 50% .1f

=

a t " . —

n.. I Idl agMlev
(0 rank w few wWtw tlfelmht fe w nturn

- . •'• „ .

M 0 40

-

- iti 11

dmmn

u) Per—up wa wanM Indeedon 22% at are. mom.
u)

1 255,783

g2 s , &a , r

"1

. 2 1

•

.o

11 299 821

il.

jr

_.

7g-340
-0-

405 835

3404

To understand the depletion allowance it is necessary to keep in mind two principles of sound
taxation: (1) In the taxation of income, the taxation of capital values must be avoided. This is
done by making proper allowances for depreciation
and depletion of capital assets. (2) Th e aim of
income taxation should be fair treatment considering special circumstances rather than uniform treatment— regardless of differences.
The public interest has been well served by per-

centage depletion and related provisions of the
i n c o m e tax la ws. F u r t h e r c u r t a i l m e n t of th ese es-

sential tax features would unquestionably add to
inflationary pressures through higher prices to the
consuming public. More significantly, such action
would endanger the national security, stiffen economic growth and retard the discovery and development of the mineral resources needed by future
generations.
El

0
r— 0
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Royalty and other nonworking interests are interests which do not entitle the holder to operate
the property; they include royalties, overriding royalties, production payments and net profits interest. These interests do not participate in the gross
income, expenses or net income. However, they do
share in the depletion deduction (up to their fractional interest shares) because of their economic
interests.

Conclusion

{
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Net - working interests are interests which share in
the costs of production which must be taken into
account in computing taxable income before depletion. They do not include arrangements where
the taxpayer merely acts as an agent for the owner
of the net - working interests, i.e., an operator. In
other words, a net - working interest is one in which
there is an "economic interest" in the property
from which the crude oil is produced and sold.

0
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quired for each tax year —but rather to support the
deduction. Th e forms are also generally required
every fourth year in which the Census of Mineral
Industries is conducted by the Department of Commerce.' However, the computations of the deduction
are still required on an annual basis.
The items shown in Section D are not only required to be shown in grand total but they are
required to be shown in total by the following
classifications:

I " I n t e r n a l Re v e n u e Revises F o r m ' 0 ' Dra stically , " Oi l a n d Gas
Ta x Qu a rt er ly , J a n u a r y 1 9 6 8 , p . 6 3 .
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THE ACCUMULATED
EARNINGS TAX
In 1967 the Treasury added question "I" to the
Corporation Income Tax Return, Form 1120:
"Did you ever declare a stock dividend ?"

By Dale L. Davison
The Government has long recognized that certain
uses of earnings are not reasonable with regard to
the operation of a corporation. If the amounts accumulated are unreasonable, they may be subject to
the accumulated earnings tax. The accumulated
earnings tax is a penalty tax of 271/2 percent on the
first $100,000 and 381/ 2 percent on all additional
amounts of earnings and profits accumulated by a
corporation without reasonable business purpose,
and which have been accumulated to avoid personal
income taxes with respect to shareholders.' This tax
is necessary to insure that individuals do not avail
themselves of the corporate form of business to insulate themselves from higher personal income tax
rates. The accumulated earnings tax is imposed
"... only in those situations in which there is the
concurrence of an act (the accumulation of earnings and profits) with a state of mind (intent to
avoid income taxes) ." ' The accumulated earnings
must be beyond the reasonable needs of the business, defined only as "... the amount that a prudent businessman would consider appropriate for
the present business purposes and for the reasonably anticipated future needs of the business ... "'
The accumulated earnings must also be beyond the
statutory credit of $100,000 before the tax is
imposed.
Working capital sufficient to cover one operating
cycle's expenses and cost of sales, expansion of the
business, replacement of plant and equipment, the
acquisition of a business through the purchase of
stocks or assets, and the retirement of debt created
for reasonable purposes are some of the allowable
uses specifically noted in the Regulations.' Self insurance, reserves against hazards common to the
business, unresolved litigation or claims, and other
uses have also been added to this list of reasonable
MANAGEMENT ACCOUNTING /NOVEMBER 1973

needs' On the other hand, the Regulations note
that loans to shareholders, expenditures to personally benefit shareholders, investments unrelated
to the business, and earnings retained against unrealistic hazards wi l l serve as objective indications
that earnings are being accumulated beyond the
reasonable needs of the business! These actions will
significantly increase the probability of a successful
tax assessment by the IRS.
Increased Activity
In the past decade there has been a tremendous
increase in activity in the accumulated earnings tax
area. While this increase can only be partially measured by the increased volume of litigation, the
statistics here are quite revealing. There were only
two court decisions involving the accumulated earnings tax in 1950. However, in the 20 month period
following January 1, 1966, there were 24 reported
accumulated earnings tax decisions and 143 docketed cases in the Tax Court alone on September 7,
1967: In 1968, two percent of all docketed income
tax cases involved an accumulated earnings tax issue, and in February 1969, there were more than
350 accumulated earnings tax cases in "trial posture" in the Federal judiciary
These are only partial measures of the increased
emphasis that the IRS is placing on the accumulated earnings tax and the increased vigor with
which they now pursue the issue. Even though
statistics on the number of deficiency notices issued in this area or of total tax collected are not
available, other indications of this increased activity
come from the IRS itself. The Revenue Agents'
Check List now includes a question regarding the
reasonable needs of the business! In 1967 the
Treasury added question "J" to the Corporation
Income Tax Return, Form 1120: "Did you ever
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"...the
accumulated
earnings tax
can apply
to publicly
held corporations. . ."

declare a stock dividend ?" The question directs the
examining agent's attention to the oft -used maneuver of reducing the retained earnings account by
means other than through the payment of cash
dividends. Such a maneuver would make it appear
that there is no accumulation of earnings and
profits, and, therefore, no accumulated earnings tax.
Recent Developments
Prior to January 13, 1969, there were two ways
to avoid or defeat an accumulated earnings tax assessment: (1) to demonstrate that the accumulations were within the reasonable needs of the business, or (2) to demonstrate that the tax avoidance
motive was not the "dominant, controlling, or impelling" reason for the accumulation. Several corporations were spared the high penalty tax by successfully demonstrating that basically conservative
management practices caused the excess accumulations." The Supreme Court has since declared,
however, that so long as the tax avoidance motive
is. one of the reasons for the accumulation, though
not the "sole, dominant, or impelling" reason, the
corporation is liable for the tax." In a recent case,
although the Government offered no evidence that
contradicted the position of taxpayer —that his entire motive for an accumulation was business related
—the court found it impossible to believe that the
taxpayer had no knowledge of the tax savings that
would result from the accumulation. The court
thus concluded that the intent test was met, and
effectively denied the taxpayer defense on the
grounds of intent." The practical result of these
decisions was to relegate all accumulated earnings
tax litigation to the question of the reasonable needs
of the business. A situation with even greater implications for the accumulated earnings tax issue
involves closely held Corporations. Prior to May,
1972, only one corporation with broad public
ownership of the voting stock of the corporation
had been successfully assessed the accumulated
earnings tax." With 75 percent of its stock held by
officers, the court, in 1942, treated the Trico Products Corporation like a closely held corporation and
imposed the tax. In May, 1972, even though only
17 percent of the voting stock of Golconda Mining
Corporation was owned by the officers and directors,
they were found guilty of the proscribed act and
the corporation was assessed the tax"
The Tax Court wrote:
"Accordingly, we conclude as a matter of law
that the accumulated earnings tax can apply
to publicly held corporations ... The imposition of this tax on a publicly held company
should only occur where the fact of public
ownership is neutralized by the manner in
which the company has been managed. If
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the management group is dominated by a
single large shareholder or a small group of
large shareholders who exercise effective control over the dividend policy of the company
or the company represents itself to prospective or existing shareholders as an investment
company with the avowed policy of accumulating its investment income, public ownership becomes a less important factor in determining whether earnings and profits have
been accumulated for the proscribed purpose." 15
The number of corporations that are now vulnerable to the accumulated earnings tax by virtue
of the Golconda decision is difficult to determine —
but it is substantial. Referring to Compustat, a
computerized listing of 1,700 U.S. industrial corporations and their financial data, at least 40 of the
128 corporations with names beginning with the
letter M were found to have more than 20 percent
of their shares controlled by less than four individuals, families, or trusts. This is well above the 17
percent controlled by Golconda's officers.]° It would
seem that these corporations had excellent reasons
to believe they were immune to the accumulated
earnings tax before Golconda. That may no longer
be true.
Conclusion
Because the tax is so substantial and has such
broad implications for the areas of cash and asset
management, budgeting, and the entire spectrum
of operations planning, financial executives can no
longer afford to be ignorant about the accumulated
earnings tax area. Tax planning, the function of the
entire management staff —not just lawyers and
CPAs —is perhaps more important in this area than
any other, and certainly no less important.
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CAPITALIZING PERSONNELRETENTION COSTS
The company is small, employing ten persons, and as a result of
its policy of maintaining a constant work force regardless of
business fluctuations, it retains a high caliber work force.

By Douglas W. Materne and
Richard Vangermeersch
The manufacture of precision machine parts requires a conscientious group of well- trained workers.
If they are to be conscientious and well trained,
the workers must identify with the company from
which they can derive a sense of security. For
this reason, the entire regular work force of the
West Warwick Screw Products Company was retained during a recent business slowdown. In doing
so, the company was ensuring its competitive position when business conditions would improve. It
would not be faced with the difficulty of acquiring
well- trained experienced workers when it would
need them. It would hold down the costs of recruiting and selecting new personnel, and it would
be saved the costs of providing the extensive training necessary to produce qualified operators. However, for the program to be effective, the company
should capitalize personnel- retention costs rather
than expensing them during the slack period in
which they occurred.
Capitalizing personnel- retention costs during
business slowdowns requires that human resources
be regarded as intangible assets and that the costs
be amortized over the expected benefit period.
However, before treating personnel- retention costs
as assets, the term "assets" must be defined. According to Homgren, assets are "Economic resources that are expected to benefit future activities." t In addition, Sprouse and Moonitz define
assets as "... expected future economic benefits,
rights to which have been acquired by the enterprise as a result of some current or past transactions." 2 Thus, the classification of economic resources as accounting assets depends upon the firm's
right to generate future economic benefits from the
use of the resources.
The reason for regarding intangible human resources as assets and not expensing them in the
current period is that future economic benefits are
MANAGEMENT ACCOUNTING/NOVEMBER 1973

anticipated. Specifically, the company is willing to
incur costs to retain currently unneeded skilled
workers, so that it can maintain its ability to generate revenue in the future. Management bases its
retention policy on anticipated future cash flows
and would not implement the policy if expected
savings did not exceed the costs incurred. The decision process, then, is based upon criteria similar to
that applied to capital budgeting decisions for
expenditures for equipment and other fixed, nonhuman assets.
It is important to understand that the management decision is based upon expected future benefits. It does not depend on whether the costs are
treated as expenses when incurred or treated as investments to be amortized in future periods. However, although the decision should in fact be dependent upon expected future benefits, accounting
considerations are sometimes the determining factor. Management's constant awareness of the significance of net income to the users of financial
reports often leads to concern about the effect a decision will have upon reported net income. By adhering to the generally accepted accounting principles of expensing costs when incurred, management
might try to increase short -run profits by laying
off the unneeded employees, particularly during
slow business periods.3 Such a policy, however,
would inevitably produce long -run damage.
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Future Benefits
What future benefits can be expected by retaining these employees? The benefits can be categorized into two groups: those for which reasonable
, Charles T. Horngren, Accounting for Management Control, Prenlice -Hall, Inc., Englewood Cliffs, N.J., 1970, p. 571.
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quantitative values can be measured and those for timate of work force replacement derived, historical
which reasonable quantitative values are difficult to cost is the practical basis for evaluation. As with
measure. Following are some of the future benefits most intangibles, high uncertainty and uniqueness
expected from the personnel- retention policy that advise that these assets not be valued in excess of
would reflect measurable benefits:
cost. AICPA ARB No. 43 states: "The initial
amount assigned to all types of intangibles should
be cost. . . . " s APB No. 17, which supersedes
1. A saving of hiring and selection costs,
ARB No. 43, states that "Intangible assets acquired
2. An elimination of extensive training costs,
singly should be recorded at cost at date of ac3. The reduction of machine setup costs,
quisition." 7 The opinion also reads, "Costs of de4. The reduction of scrapped work,
veloping, maintaining, . . . intangible assets which
5. The reduction of supervision costs,
6. The reduction of inspections costs,
are not specifically identifiable, have indeterminate
lives ... should be deducted from income when
7. The reduction of machine down -time, and
8. A maintenance of the capability to respond to incurred." s This can be interpreted to mean that
if unidentifiable and indeterminable lived intangiproduction opportunities.
ble assets are expenses, then those intangible asOn the other hand, there are also those benefits sets which can be identified and have determinable
useful lives should be capitalized and amortized.
which are difficult to measure:
Personnel retention as assets would seem to meet
1. The avoidance of problems associated with re- these requirements since they are identifiable, and
they do have a limited useful life.
cruiting and indoctrinating new personnel,
2.. The reduction of turnover costs (generally Collection of Costs
higher among newer employee),
At West Warwick Screw Products, each man
3. The improvement of morale and motivation, and
normally
operates two automatic screw machines.
4. The reduction of tooling replacement costs
Instead
of
laying off a man during a slowdown,
( tooling smash -ups occur more frequently with
each man runs one machine and keeps time on
inexperienced help) .
the "slowdown account." A second way of hanDuring the recovery period, it is also generally dling the situation is to have one man operate both
necessary to compensate for a new work force's machines and the idle man perform tasks such as
lower production level by hiring additional person- painting machinery, etc. (assuming a nonunion
nel or increasing overtime temporarily to meet oper- shop). The accounting could be handled by chargational requirements. Since it is difficult to predict ing the time at standard maintenance rates to the
when and at what rate business conditions will im- maintenance account and the remaining wage difprove, delays in obtaining new employees and the ference to the slowdown account.
A third possibility is to assign part of the work
employing of inexperienced help often lead to production scheduling problems. Consequently, pos- force to full workloads and enroll the remainder in
sible sales are lost or work has to be subcontracted intensive training. The costs involved could be
charged to a training account and handled acto avoid losing established customers .4
A second attribute of assets is that the rights cordingly (i.e., possibly capitalizing with amortizato future economic benefits from the assets must tion over a longer period of expected benefit). To
accrue to a specific firm. This "rights to future ensure fair treatment, attain worker acceptance, and
benefits" aspect presents some difficulty when hu- maintain morale, the assignments would have to be
man resources are considered as assets. Critics of hu- rotated fairly. All three of these alternatives are
man resource accounting argue that human re- feasible and could be easily implemented.
As in most cost accounting schemes, responsible
sources cannot be purchased or owned by the firm
time
card control must be maintained. All con and therefore should not be recognized as assets
in accounting. While this is true of individual em- cemed must understand that the only idle time to
ployees, it does not apply to a company's work force be charged to the slowdown account is that which
as a whole. Lev and Schwartz disagree with these would not be incurred were the men laid off. Short
critics and advocate treating human resources as duration slowdowns which normally would not reassets: "The labor force as a whole is constantly quire layoffs should be excluded from this account.
What happens when employment is terminated?
associated with the firm and it can be constructively
regarded as being `owned' by it." ° In business ac- If an employee dies, retires, or leaves the company
Continued on page 34
quisitions, payment is often made for intangible
assets such as stable and high quality labor forces.
From this point of view, a firm's human capital can
be purchased and the firm has a right to future
benefits. Human resources can thus be treated as
assets and capitalized.

I T h e re t en t io n of q u alified p erso n n el n o t o n ly avo id s th ese p r o b lem s, b u t in t r o d u ce s b e n e f it s. I n 1971, wh en t h e c o m p a n y b e g a n t o
re co ve r eco n o m ica lly , it ac q u ir e d a su b sta n tial a m o u n t of wo rk
If
co rn p e [ : to rs. F ir m s wit h re d u ce d wo rk fo rces we r e su d d en ly
co n f r o n te d wit h th e p r o b le m of m e e tin g d elive ry d at es a n d we r e
fo rced to d ist r ib u t e th e ir wo rk to co m p a n ie s ca p ab le of res p o n d ing immediately to the sudden surge in demand.
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PRICING EMPLOYMENT
CONTRACTS
Every company should organize its bargaining
parameters to avoid making last minute,
patchwork decisions on a crisis basis.

By Ozer U. Ciller
Although pricing union contracts is one of management's most important tasks, many multi- division
firms lack a company -wide standardized computation method for in -depth analysis of labor contracts.
At a time when cost -pusli factors contribute to inflation and price and profit margin controls exist,
management must pursue methods of minimizing
aggregate salary and wage increases. Accurate cost
data projections which have crucial impact on
pricing decisions are, therefore, important in collective bargaining. To underline this importance,
this article reviews pricing concepts and presents a
standardized method for pricing labor contracts.
Pricing Concepts
Because a human element is involved and different circumstances may be peculiar to a specific
collective bargaining situation, there is no magic,
packaged concept that provides a panacea for all
collective bargaining problems. These considerations, however, should not rule out the setting of
a basic framework within which the relevant parameters can be established for a rational pricing approach. In short, management, instead of taking
"we- don't- want -a- strike" or "we- can't- afford -to" attitudes, must explore all the intricacy of this art.
HOURS PAID VERSUS HOURS WORKED

The industrial relations manager who generally
heads up the management bargaining team is highly
motivated in negotiating a settlement package
which seems to be least costly to the company. In
his presentation to management, he is more inclined to choose a computation method which will
reflect a lower wage rate increase. As a consequence
of this tendency, he often evaluates pricing contract terms on an hours -paid rather than on an hours worked basis. Since the cost elements of the entire
package are measured in terms of cents per hour
MANAGEMENT ACCOUNTING /NOVEMBER 1973

and since the success criterion of the industrial relations manager is to come up with an agreement
with lowest cost, the hours -paid basis, by allowing
a lower wage rate increase to be quoted, is definitely
more favorable. It can be argued, however, that the
proper presentation can only be arrived at by using
hours worked, because holiday, vacation and other
leave hours are not productive hours per se.
At the same time, this approach can provide
bargaining leverage for management. An hourly
rate increase demand by a union, say 12 cents, is
more than 12 cents in actual dollars and cents per
hour. If an employee gets paid for 2,080 hours a
year, the total increase in dollars and cents would
be $249.60. If this employee gets 10 vacation days
and 10 holidays, he works onlv 1,920 hours a year.
Dividing $249.60 by 1,920 hours gives a rate of 13
cents per hour which is higher than the rate increase demanded by the union.
One should be aware that the price tag of a
union contract in terms of dollars and cents is the
same, but the discrepancy in rates comes from the
use of a different number of hours as a base. The
above relationship holds not only for straight -time
pay rate increases but also for fringes and other
benefits. From the management point of view, at
least, the rationale in talking in terms of hours
worked should be sold to the union bargaining
team because, in essence, this is what the company
will pay for.
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SECONDARY EFFECT OF ADJUSTMENTS

Another observation that deserves mention is the
secondary effect of wage and salary adjustments on
benefits such as overtime premium and shift differentials. The same thing holds true for life insurance, sickness and accident benefits, group insurance plans, and pension plans that may cost more
to the employer as a result of wage base changes.
Conventionally, these indirect costs carry no weight
in pricing and are not usually reflected in the
29

"... the time

computations. Actually, these costs are integral
costs of the total package. Since these cost elements
are directly related to the wage or salary base, a rate
increase in the base results in more earnings in the
form of these fringe benefits. Quite clearly, management has all the justification in demanding these
roll -up costs to be included in the overall pricing of
the contract.

value of wage
and benefit
increases
should be
lo o ked into."

ABILITY TO PAY

Wi th the exception of highly profitable companies, most firms may find the availability of some
form of sales statistics as an effective bargaining
tool. Manv firms, seeing no immediate impact on
their financial position or considering the information as confidential, tend to shy away from a direct
confrontation with the union with regard to "ability
to pay" discussions. Generally, the fallacy of this
approach stems from the tendency to analyze everything from short -range implications without regard
to long -range consequences.
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In the evaluation of the wage and benefit package, the time value of wage and benefit increases
should be looked into. The present value of one
dollar received one year from today is less than one
dollar. Once the package has been agreed upon,
spreading of the wage and benefit increases should
be done with this knowledge in mind. If, for example, the duration of the contract is three years
and the total wage adjustment is 36 cents, a distribution of 11, 12, and 13 cents as opposed to an
even allocation of 12 cents for each year should be
bargained for. The same attempt should also be
done for the benefits.

Having touched upon these pricing concepts, we
can now start examining a standardized approach in
pricing union contracts. As in every decision - making
process, a structured approach is essential in the
evaluation of a collective bargaining contract. This
structuring can be accomplished by outlining all
the economic elements of the contract in an orderly
fashion. Exhibits 1 and 2, which display an illustrative example, provide five separate categories to
structure the evaluation for a two -year contract.
PART [-GENERAL INFORMATION
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As a reminder, we also should be aware that the
timing on the above mentioned concepts has a lot
to do in how well the management can convey its
position to the union. Without laying groundwork
well before the actual negotiations, it would be an
impossible task to achieve a mutual understanding.
Early management strategizing is, therefore, necessary. In the absence of such a phasing approach,
last minute management impositions may be construed by the union as misleading tactics.

Standardized Approach
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Most unions, on the other hand, ascertain that
the attitude of many companies does not relate to
the inability but rather to the unwillingness to pay.
If the ability to pay is anticipated as a problem in
the short run or in the long run, negotiating economics should be prefaced with this anticipation.
Thus, by explaining and laving down some of the
facts and data on the bargaining table, management
may convince the union that the acceptance of
such a package demanded by the labor force has a
price tag that may impair the existence of the operation. Bringing these issues to the attention of
the union may help create an atmosphere in which
emotional rationing may be replaced by analytical
reasoning.
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Part I provides general information. Also, it provides two formulas by which estimated total man hours to be paid and to be worked can be calculated.
Since the number of employees usually changes
from one year to another, the projected manning
should be used in the computations. In line (3 ) ,
under "other leave" hours, all hours for sick leave,
funeral, jury, military, voting, etc. can be reflected.
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PART II— GENERAL WAGE AND
SALARY ADJUSTMENTS

This part is a summary of the data entering into
the calculation of total cost for straight -time wage
or salary adjustments. Assuming that the hours paid
basis is used in the negotiating economics, adjustments for column (a) are known to the analyst.
Therefore, columns (b) and (c) can easily be calculated from column (a) entries. In lines (5), (6),
and (7) , the effect of timing on progression, skill,
equity, and cost of living adjustments should be
taken into consideration. For example, the effect of
cost of living adjustments in a year can be calculated by multiplying each adjustment by a fraction,
the numerator of which is the number of months
within the year such cost of living adjustment is in
effect and the denominator of which is twelve
months. As can be noted from Exhibit 1, the total
cost for straight -time pay adjustments for the years
of the contract is $183,040, whereas adjustment
rates per hours paid and per hours worked are $176
and $.195, respectively. This means $.019 difference
is being generated from the use of two different
bases.

Th e other advantage of this standardized approach, of course, is to bring about a plateau on
which one can compare the economics of one employment contract to another. This is mostly true
for multi - divisional companies. Standardization not
only provides a direct comparison between divisions,
but also helps generate a data bank by which one
can analyze the factors such as differences between
unions in different geographical areas in terms of
straight -time pay, fringe benefits, and performance
measurements of divisions within the corporation.

fr o m in su r a nc e c o m p a n i e s. Si n c e this da ta will b e

available in terms of dollar effect, columns (a) and
(c) can be arrived at using column (b) entries.

One of the most important results of this comparison would be to create a competitive atmosphere among different operations. Such competitiveness among industrial relations managers would
highly motivate them to do a better bargaining job.
Above all, its crucial importance stems from its providing a goal to achieve and to shoot for. And isn't
this what we strive for?
❑

Exhibit 2
REPORT ON WAGES AND SALARIES
UNDER BARGAINING AGREEMENTS
CONTRACT YEAR 2
CART I
1.

2. err. total a1n
. he " t o
7.

-he111.

Eat. total a.n -heun

t. ba

Part IV provides a documentation on the secondary effect of wage and salary increases. Computations for lines (22) and (23) are self - explanatory,
but line (21) entries deserve some attention. In
general, shift premiums or shift differentials are expressed as a percentage of wage base rate or as a
fixed cents per hour rate. If the latter is true, no
entry is necessary for column (c), and column (d)
can be calculated by multiplying column (b) by
the rate increase in shift premium as agreed by the
parties.
PART V— PRICING SUMMARY

This part summarizes the economics of the total
package. For example, Exhibit 2 reflects that this
two year contract has a price tag of $543,974 with a
cost of $259,450 for the first year. It further summarizes that the total wage rate adjustment for the
life of the contract on hours -paid and hours - worked
bases are $30 and $35.
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CART V - CRICING SNMMRY

Advantages of the Approach
By exhibiting the wage and benefit adjustments
incrementally and cumulatively, one can start asking
educated questions such as what the effects of this
package will be vis -a -vis the over -all operation of the
firm. Now that we have these economic elements
blown up, management may use this as a tool in
reasoning with the union.
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PART IV— SECONDARY EFFECT OF WAGE AND
SALARY ADJUSTMENTS

ment may use
this as a tool in
reasoning with
the union."

Conclusion

PART III — BENEFIT ADJUSTMENTS

Evaluation of benefit changes such as life insurance, group insurance, etc. require actuarial
computations, and their analysis should be sought

"... manage-
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MEASURING
PRODUCTIVITY
AND EFFICIENCY
It is necessary to find some common denominator for all the
different goods produced which will permit the expression of a
factory's achievements in terms of productivity as well as efficiency.

By Frank W. Kolmin and Michael J. Cerullo
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"How productive (in units) and how efficient
(cost -wise) were plant operations during the past
period ?" In a single - product plant, the comparison of productive outputs poses no measurement problem and a reliable measurement for efficiencv can be established simply by computing a
periodic unit cost. However, there are comparatively
few industrial enterprises manufacturing only a
single product, in just one style. Most enterprises
operate multi - product plants, or they manufacture
a single product in different styles or qualities.
Therefore, this simplistic approach could not provide sufficient insight and reasonably accurate data
for measuring and comparing either productivity
or efficiency in different time periods. It is necessary to find some common denominator for all the
different goods produced which will permit the
expression of a factory's achievements in terms of
both productivity as well as efficiency. Thus, whatever unifying concept is used, the quantity of goods
actually manufactured must be the basis for useful
measurement, meaningful comparison, and subsequent decision - making.
Equivalent Production
As conventionally used in process cost analysis,
equivalent production establishes the equivalency
of work in process in various stages of completion
in terms of finished units for one specific product.
This may be termed "horizontal equivalency" because each product must be considered separate
from all others.
Expanding this concept `vertically" permits the
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cost analyst to express the total output of various
products for a given period in terms of finished
units of one base product. Putting this thought
into the form of a question, one could ask: "How
many units of base product X would the plant
have produced if all productive efforts during the
period had been directed solely toward the manufacture of just this base product ?" Once this concept is understood, a plan of action becomes evident. By making a few arithmetical computations,
the number of units of the base product, representing the total converted plant output for the
period, can be compared with similar figures for
other periods, or the number of units can be measured against desired standard output figures. Thus
the question of "productivity" can be answered.
The subsequent introduction of standard labor
costs for this "equivalent production" compared to
actual labor costs can supply a reasonably accurate
approach to measuring "efficiency."
The Use of Index Numbers
Most plants produce one basic product which is
manufactured in greater volume and on a more
regular basis than any other. This product would
be assigned the index number 1. Since the use of
materials in production is usually more or less
standardized, and since overhead costs tend to rise
and fall with labor costs generally, procedures may
be simplified by computing index numbers for all
other products based on their respective labor
costs. If standard labor costs are available, they
should be used for greatest accuracy. Otherwise,
careful estimates of unit labor costs for each good
produced will serve the purpose.
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Example
ESTABLISHING INDEX NUMBERS

For the purpose of this illustration consider a
plant manufacturing four products, viz. A, B, C,
and D. Product C is chosen as the base product.
Exhibit 1 illustrates the standard unit labor costs,
the number of units produced, and the total actual
payrolls for the months of January, February, and
March. The index numbers shown were computed
by establishing ratios of the respective standard
labor cost figures for each product to that of base
product C. Thus, $4.18 divided by $3.80 resulted
in an index figure of 1.1 for product A; $2.86 divided by $3.80 gave an index figure of .753 for
product B; etc. It can be said, therefore, that the
productive efforts needed to make one unit of
product D is 1.826 of that necessary to produce one
unit of the base product C.
VERTICAL EQUIVALENT PRODUCTION

The proposed measurements of productivity and
efficiency will depend upon the conversion of actual
production figures for the various products to one
all
figure. Using the index numbers this
can easily be achieved by multiplying the actual
production figures for each individual product by

the corresponding index number ( see Exhibit 2) .
Multiplying 2,080 units by 1.1 results in 2,288
equivalent base units. This means that instead of
producing 2,080 units of product A, 2,288 units of
C could have been made with the same productive
effort. Continuing this procedure for products B,
C, and D and summarizing the individual results,
the total production of the plant, expressed in
terms of the base product C, is 24,796 units for
the month of January. A summary for the rest of
the year would result in a complete annual schedule
and would facilitate comparison of the equivalent
production figures.
MEASURING EFFICIENCY

The procedure described above and summarized
in Exhibit 2 provides the necessary information
which permits management to make quantitative
comparisons of total output at the end of each
month. However, even a considerable increase in
output does not, by itself, guarantee the most effective use of resources. It is necessary, therefore, to
find a reasonably reliable measurement for the efficiency achieved at any given level of plant operation.
Reviewing the various elements of production, it
is evident that the use of labor, expressed by month-
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Exh i b i t 1

COMPUTING INDEX NUMBERS

•

Standard labor
Actual number of units produced dur i ng: '
Index
Product
cost per unit
January
February
March
number
A
$4. 18
2,080
4, 120
3,780
1.1
B
2. 86
8,116
2,210
4, 190
0.753
C
3. 80
14,675
9, 614
11,610
1.0
D
6.94
943
1,760
1,860
1.826
Total monthly payroll
$97, 200
$79,900
$82, 580
Actual num ber of units produced include units in production at the end of t he period, conver ted t o c omplet ed
units us ing the "hori zontal" equivalent production method.

Exhibit 2
EQUIVALENT PRODUCTION

Product:
Index number:
January
February
March

Actual quantities produced
A
B
C
D
.753
1.826
1. 1
1
2,080
8,116
14,675
943
4,120
2, 210
9,614
1,760
3, 780
4,190
11,610
1,860

A
2, 288
4, 532
4,158

Equivalent production
(base product C)
B
C
D
6, 111
1,664
3,155

14,675
9,614
11,610

1,722
3, 214
3,396

Total
24, 796
19, 024
22, 319

Exhibit 3
PLANT PRODUCTIVITY AND EFFICIENCY

January
February
March

Total equivalent
production (in
terms of base
product C)
24,796
19, 024
22, 319
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Labor unit cost
Actual
Standard
$3.92
$3. 80
$4.20
$3.80
$3.70
$3.80

Total labor cost
Standard
Actual
payroll
payroll
$94,225
$97,200
$72, 291
$79,900
$84,812
$82, 580

Measure of
efficiency
97.0%
90 . 5 %
10 3. 0%
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"The final
analysis must
be made
by management . . . "

ly payroll totals, will best represent the degree of
efficiency achieved in the productive process. Exhibit 2 shows the monthly total production figures
expressed in terms of base product C. A periodic
unit cost for the base product can now be computed by dividing the total equivalent production
into the actual payroll cost for the period in question. Thus, the cost for one unit of product C produced in January is $3.92 ($97,200/24,796 units).
For February this unit cost is $4.20 and for March,
$3.70. Comparing these results with the standard
labor cost for product C the degree of efficiency
achieved in any time period can be established.
For the purpose of standardization and ease of
comparison, these results may now be transposed
into ratios, showing by what percentage the actual
monthly payroll was above or below the standard
labor cost for that level of production (see Exhibit
3) . This can be done either by dividing the standard monthly labor cost by the actual monthly
payroll or by dividing the standard unit cost for
the base product by the actual unit cost.
The measure of efficiency for January was 97
percent. This indicates that actual labor costs exceeded standard (or estimated) labor costs by three
percent. The efficiency dropped to 90.5 percent
in February, while for March it rose to three percent over what was expected. Exhibit 3 actually
provides three ways of measuring plant efficiency,
all conveying the same information in slightly
different form. Either one, all three, or any combination may be used, depending upon preference
and which is best suited for the purpose:

1. Comparison of actual payroll total to the expected total labor costs at standard
2. Actual labor unit cost (for base product C)
compared to the standard unit cost
3. Use of the efficiency index expressed in percent
It should be remembered that the data presented in Exhibit 3 do no more than emphasize
facts pertaining to the operation of the plant, establishing the degree of efficiency attained. No
attempt is made to find reasons or explanations
for these facts. The final analysis must be made
by management in the manner and to the extent
desired, based upon the facts in each individual
case. For instance, a very low equivalent production or an unfavorable efficiency index may be due
largely to internal developments such as a lack of
orders for the goods produced, extraordinary machine breakdowns, strikes, a larger number of paid
holidays falling within the period, etc.

Conclusion
When establishing measurements for productivity
and efficiency for a broad variety of multi - product
plants, the procedures involved should be simple,
economical, and should provide quick results so
that the presence or absence of efficiency may be
established without undue delay. The longer inefficiencies are permitted to continue, the greater
the potential losses which might well be avoided by
the use of a few, rather simple measurement
techniques.
1:1

CAPITALIZING PERSONNEL - RETENTION COSTS
Continued from page 28
before the end of the amortization period, the unamortized portion of his retention costs in the slowdown account are written off in that period. If the
economy suddenly slows down significantly or some
condition changes the useful life estimate of retention costs, the unamortized cost should be allocated
to remaining periods in the revised useful life.

Amortization
What is the useful life of the personnel- retention
asset? The authors have observed that the useful
life of the retention asset is four or five years after the business slump. It can be argued that the
expected future benefits do not accrue to the company unless this high caliber work force is available
when required. It would not be intact if the personnel- retention policy had not been instituted.
The expiration of an asset's economic benefit
is central to the question of amortization. More
benefits expire during the early than the later stages
of business recovery. This is so because the savings
diminish as the hypothetical new work force gains
experience. However, most acceleration amortization methods are arbitrary and it is unlikely that
a reliable scheme could be devised to match ex34

petted benefits. The logical compromise, other than
not capitalizing, is to amortize in equal annual
amounts over the useful life of the retention asset.
APB No. 17 advocates the use of the straight -line
method of amortization unless another method can
be demonstrated to be more appropriate.9

Conclusion
As with nonhuman assets, personnel- retention
costs generate future economic benefits to which
the firm has a right. If human resources possess
the characteristics of an asset, they should be
treated as such by capitalizing the costs and amortizing them over the period of their usefulness.
For example, why not treat expenditures for hiring
and training top -level executives or conducting
manager training program costs in a similar manner? Provided the costs are determinable, identifiable benefits are reasonably expected, and the expected benefits accrue to the firm, these resources
should be treated as intangible assets. As previously
noted, if these types of human assets expire before
the end of their estimated useful lives, the remaining net -asset value should be charged off against current earnings.
El
Ibid.
MANAGEMENT ACCOUNTING /NOVEMBER 1973

COMMODITY STRADDLE:
A VIABLE TAX - SHELTER
The following discussion will explain the basic
principles of the commodity market and evaluate
the use of a commodity straddle as a tax - shelter vehicle.

By Roger D. Johnson and Jack J. Beren
A "commodity straddle" is a transaction consisting
of the purchase of a "futures contract" providing
for delivery of a commodity in a specified calendar
month and a simultaneous short sale of a "futures
contract" in the same commodity but requiring
delivery in a different calendar month. Stated simply, the purchaser of a commodity futures contract
is obligated to accept delivery of a specified quantity
of the designated commodity during the specified
month at the agreed upon price. Correspondingly,
the short sale of a commodity futures contract obligates the seller to deliver a specified quantity of the
designated commodity during the specified month
at the agreed upon price. However, as a practical
matter, a speculator (as contrasted to a hedger)
rarely performs under the contract, i.e., he rarely
accepts or delivers the physical commodity. The
contractual obligation of his position is usually
satisfied through an offsetting purchase or sale of
the same commodity. In the industry parlance, the
purchase is normally referred to as the long leg and
the short sale is referred to as the short leg.

Example
A simple example of a typical straddle transaction
is as follows: On October 4, 1972, a calendar year
taxpayer purchases a contract of July 1973 silver at
$1.48 an ounce and sells short a contract of December 1973 silver at $1.53 an ounce. (This example
is based on a New York silver contract which contains 10,000 ounces.) Assume that on November
28, 1972, the silver market has dropped significantly
and the straddle holder desires a short term capital
gain in 1972. The straddle holder would then buy
a contract of December silver at, let us say, $1.43
to close the short position in December silver, and
thereby establish the short term capital gain of
$1,000, ignoring the commission. To protect himself against unforeseen market fluctuations, the
M AN AG E M E N T ACC OU NTI NG /N OV EMB ER 1973

straddle holder would simultaneously sell short a
contract of September 1973 silver at $1.40. At the
end of 1972, the straddle holder's position would
be: long July 1973 silver at $1.48; short September
1973 silver at $1.40. On January 2, 1973, the straddle holder, having accomplished his objective of
establishing a 1972 short term capital gain, would
then liquidate his position in the market. He would
sell July 1973 silver at $1.38 to close his long position and buy September 1973 silver at $1.40 to close
his short position assuming the market has remained
steady since November 29. This would result in a
$1,000 short term capital loss on the July silver, and
no gain or loss on the September silver. Thus, the
straddle holder would have accomplished his tax
objective with little or no economic risk.
The foregoing example presupposes a fluctuation
in the market. Such fluctuations are an absolute
necessity if a commodity straddle is to achieve its
tax objective. Of course, selecting a commodity with
such potential is the responsibility of the commodity broker, not the tax advisor.
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Economic Aspects
Assuming optimum market conditions, a commodity straddle offers a near- perfect hedge against
the possibility of economic loss. The factor which
prevents the straddle from offering a completely
risk -free transaction is the changing spread between
the prices for deliveries in various future months.
This "inefficiency" element is best described in economic terms.
Assuming normal supply and demand pressures,
prices in the various futures generally tend to rise
and fall together. The more distant futures tend
to sell at a price higher than the near futures, due
to the carrying charges, such as interest, insurance,
storage costs, etc., which are normally associated
with ownership and storage of the physical commodity. A temporary variance from the normal relationship between the different futures will result
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"A commodity
straddle can be
used to
accomplish
this objective."
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in windfall profits or losses should the futures prices
return to their normal relationship.
The difference in price for which a commodity
in a distant month would sell over that commodity
in a near month is limited by the market pressures
of supply and demand. For example, assume that
July 1972 wheat was selling for $1.38 a bushel, that
December 1972 wheat was selling for $1.55 a
bushel, and that the calculated carrying charge
amounted to two- and - three - quarter cents per
bushel per month, or a total of 17 cents per bushel
for the six months involved in the illustration.
Should the December 1972 wheat begin to sell for
a premium (a price in excess of the carrying
charges) , sophisticated commercial interests would
buy the July wheat and sell December short in anticipation of profits that may arise from the narrowing of the short and long positions. This buying
and selling pressure would in itself generally cause
the price difference to narrow to an amount approximating the full carrying charge. In this manner, the
market limits the spread on any particular future.
This limitation applies only to the grains and other
non - perishable commodities.
To briefly summarize the above, in a "normal"
market, there is a price spread among different delivery months, with the near months selling at a
discount as compared to the distant months. This
spread is referred to as the carrying charge and, as
stated earlier, is attributable to not only the market
factors of supply and demand but also the financing, insurance and storage costs involved in taking
actual physical delivery of the commodity. These
costs can normallv be calculated on a per unit basis
for the amount of time involved. Thus, the investor
can calculate the theoretical spread due to the carrying charge. Generally speaking, if the straddle transaction is initiated when the actual spread does not
closely approximate the calculated, or theoretical
spread, the probability of incurring an economic
loss is increased. This probability is further increased
when the straddle is initiated in an "inverted" market, a situation exactly opposite of a "normal" market, when distant futures sell at a discount to the
near futures.
The difference between the market spread and
the maximum calculated spread should always be
considered in evaluating the economic risk of a
particular commodity straddle. For example, if the
spread, at the time the straddle was originated, was
less than the full amount of the carrying charge,
it is possible that during the holding period the
spread would change so as to equal the amount of
the carrying charge. If the investor should desire
to close the straddle at a time when the market
spread is different from that at purchase date, he
would have a "windfall" profit or loss, depending
upon the direction of the change in the spread.
However, if the straddle is initiated at a time when
the market spread closely approximates the full
carrying charges, the potential for windfall gain or
loss still exists, but it is greatly reduced.
For example, assume, as in the previous illustration, that the full carrying charge was $.17 per

bushel. Assume further that the straddle was initiated at a time when the spread in the market prices
was $.16 per bushel (a "near- normal" market). The
spread might widen to the full amount of the
carrying charge, in this case, $.17 per bushel. Assuming a 5,000 bushel contract, this would cause
a loss of $50 on the transaction, ignoring commissions. On the other hand, assume that because of
supply and demand the long position began to trade
at a price in excess of the short position (an "inverted" market) . If the difference narrows from
$.16 per bushel to zero, the windfall profit would
be $.16 a bushel, or $800 for a 5,000 bushel contract, as compared to the $50 loss illustrated above.
Other factors which will affect the overall economic aspects of the transaction are the margin
requirements and the applicable brokerage commissions. Both of these factors can vary substantially depending upon the particular commodity
used in the straddle. Margin requirements are based
on the value of the contract and the normal daily
price fluctuation., Typically, margin requirements
range from five to fifteen percent of the market
price for the quantity of the commodity involved.
Grains are normally on the lower end of the range
with precious metals, such as silver, on the upper
end.
Tax Considerations
There are three primary objectives which can be
accomplished through the proper use of a Commodity straddle:
1. Defer or accelerate capital gain or loss,
2. Convert short -term capital gain into long -term
capital gain, and
3. Convert an expiring net operating loss carryover
to a capital loss.
While deferral of gain and obtaining the preferential tax treatment afforded long -term capital gain
are universal objectives to be accomplished through
any tax - shelter vehicle, the third objective may be
desirable only in isolated instances. This discussion
assumes that a commodity futures contract constitutes a capital asset in the hands of the taxpayer .2
DEFERRAL OF GAIN

For various reasons, a taxpayer may wish to defer
the recognition of gain until a following taxable
year. A commodity straddle can be used to accomplish this objective. For example, assume a calendar
year taxpayer has realized a substantial short -term
capital gain in 1972 and wishes to defer its recognition until a following year. To accomplish this desired deferral, the taxpayer buys contracts of July
1973 New York silver at $1.48 an ounce on October 4, 1972 and at the same time sells short contracts of December 1973 New York silver at $1.53
an ounce. If silver prices for both months drop by
Gerald Gold Modern Commodity Futures Trading, second revised edition, 1961, p. 15.
Commodity contracts held by dealers or held by taxpayers as
hedges in their trade or business are not capital assets. See Corn
Products Refining Co., 215 E. 2d 513 (CA -2, 1954) aff'd on other
grounds, 350 U.S. 46 (1958).
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$.25 an ounce on December 1, 1972, the taxpayer
would cover the long leg (sell the July 1973 contracts at $1.23 an ounce) and realize a short -term
capital loss of $2,500 on each contract, which
would offset his previously realized short -term gain.
To protect himself against further market fluctuations, the taxpayer, at the time he covers his long
contract, would buy May 1973 New York silver at
the market price. Assuming again that deferral was
the sole objective for entering into the commodity
straddle, the taxpayer would close out both contracts in early 1973. If no further price fluctuation
occurs after the original long was covered, no gain
or loss will be realized on covering the long leg
and a short term capital gain of $2,500 per contract would result from the sale of the December
short leg. In this manner, we have accomplished a
deferral of the tax on the short -term capital gain,
which was realized in 1972, until 1973.
Had the price of silver gone up in the above illustration, the short leg would have been covered in
1972 rather than the long leg, resulting in the same
tax effect.
CONVERSION OF
SHORT -TERM CAPITAL GAIN INTO
LONG -TERM CAPITAL GAIN

Assume that a taxpayer has a significant short term capital gain which he wishes to convert to
long -term capital gain. It is possible to accomplish
this conversion through the use of a commodity
straddle. To illustrate, assume the same facts as in
the foregoing example. Assume further that the
market in silver rises instead of falls. Thus, the
short leg of the straddle would be closed in 1972 to
establish a short -term capital loss to offset against
the previously realized gain. Concurrently, a short
sale would be initiated to protect the investor
against unpredicted market fluctuations. Early in
1973, but after the long position has been held
over six months, both legs of the straddle would be
closed. If the initial long position is closed more
than six months after the original purchase date,
the capital gain resulting from this transaction in
1973 would be long term. In order to protect the
taxpayer from future market fluctuations, the short
leg would be closed out at the time the long leg is
closed. However, the closing of a short position will
always result in short -term capital gain or loss regardless of how long the position is kept open .3
Note also, that this objective can only be accomplished in a rising market.
The foregoing results are predicated upon the
proposition that the special short sale rules of Sections 1233(b) (1), 1233(b) (2) and 1233(d) of
the Internal Revenue Code are not applicable, since
commodities requiring delivery in different months
are not considered to be "substantially identical
property." 4 For instance, to ensure the nonapplicability of the special short sale rules, it is impera.
tive that different delivery months be used. It is
permissible, however, to use the same commodity,
the same broker and the same market in both legs
of the straddle.
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CONVERSION OF AN
EXPIRING NET OPERATING LOSS
INTO A CAPITAL LOSS

In certain instances, it may be beneficial to convert an expiring net operating loss into a capital
loss. For example, if a net operating loss was expiring, but the taxpayer had a capital gain which would
be recognized in a subsequent taxable year, the conversion of the operating loss to a capital loss would
be advantageous to the taxpayer. Such conversion
could be accomplished through a commodity straddle such as the one illustrated in the deferral of
gain discussion. The leg of the straddle showing a
gain would be closed before the end of the year in
which the net operating loss would expire. Con.
currently with the close -out of that particular leg,
a similar leg would be established. Both sides of the
straddle would be closed in the subsequent taxable
period. In this manner, the expiring net operating
loss would be offset against the capital gain recognized in the period. After the end of the taxable
year the other side of the straddle would be closed,
thereby generating a capital loss. Thus, the capital
loss would be available for carry forward to offset
against the anticipated capital gain.
It should be noted, however, that the tax effects
of the foregoing examples are based on a position
taken by the Commissioner of Internal Revenue
that the wash sale provisions do not apply to commodity transactions

"... a useful
tool in
accomplishing
certain tax
objectives."

POTENTIAL DANGER

As in any transaction which is entered into solely
for tax purposes, the taxpayer should understand
that the transaction could be attacked by the Commissioner on the theory that the transaction lacked
economic substance. The Goldstein case6 is often
cited as authority for this proposition. However,
the Goldstein case did not involve commodity
straddles. It is certainly arguable that because of
the price spread between the legs of a straddle, and
because of the possibility of this price spread
changing, there is an economic risk involved in a
commodity straddle. For this reason, it is submitted that an individual taxpayer (especially one
with a significant history of stock and/or commodity transactions) probably will not be exposed to
an attack by the IRS on the theory that the transaction lacked economic substance.
Because of the limited tax shelter objectives, and
because of the isolated instances where these objectives may be desirable, a commodity straddle is
not an appropriate tax shelter device to be marketed
on a wholesale basis. On the other hand, as has
been illustrated above, the commodity straddle can
be a useful tool in accomplishing certain tax object
tives. It is therefore recommended that the commodity straddle be used as a tax shelter on a selective basis.
Continued on page 44
S

IRC, Section 1233(b) (1).
'I R C , Section 1233(e) (2) (b) ; Regulation Section 1. 1233.1 (D) (2)
(i).
5 IRC, Rev. Rul. 71-568, I.R.B. 1971 -50, 24.
Goldstein, 364 F. 2d 734, (CA -2, 1966), Cert. den.
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MIX VARIANCE IN
GROSS PROFIT ANALYSIS
The lowest level of detail is the foundation for an
analysis of variances of gross profit.

The Algorithm
The proper calculation of price or cost variance
at the product line level is the arithmetic summation of the individual price or cost variances. This
represents the amount of variation in gross profit
due to changes in price or cost; in our example, both
are zero.
The arithmetic summation of the detail volume
variances will explain the variation in product line
38

X

(Standard price — Standard cost)

The mix variance can be developed as follows:

i

Number of products in product line
Standard price for product
Standard cost for product
Standard volume for product
Actual volume for product
I to n
i

=

i

=

i

n
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=
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=
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The profitability of a product line is a function of
the profitability of the individual products within
the product line and the relative amounts of sales
generated by these individual products. Determining the source of variations (variances) in gross
profit can be very useful in identifying causes and
taking corrective action where appropriate, but it
also can be very confusing.
Exhibit 1 presents the analysis for a product line
composed of two products. Product 1 experienced a
$25.00 favorable variation in gross profit due entirely to a change in volume. Product 2 experienced
a $37.50 unfavorable variation in gross profit due
entirely to a change in volume. However, the summary information for the product line shows that,
while the net $12.50 unfavorable variation still
deeds to be explained, there has been no variation
in the volume and, therefore, no volume variance.
Further, while prices and costs did not change, the
summary analysis gives the impression that the unfavorable variation is due to price changes and cost
changes. Clearly this variation is due entirely to
mix. The average prices and costs change because
they explicitly take mix into account. Because of
this contamination by mix variations, these calculation techniques of price and cost variances are not
adequate determinates of the sources of variation.

gross profit (note that if there had been any price
or cost variances, the sum of detail volume variances would have been the net remaining variation
unexplained) . This summation of volume variance
is not an accurate calculation of product line volume
variance, for the product line volume variance is
zero. This amount, then, must be the total product
mix variance at the product line level. In general,
the summation of the detail volume variances will
contain both volume and mix variances. Our task
now becomes the determination of how to extract
the mix variance from the volume variance. Rigorously defined at the product line level, the volume
variance is:

i

By Thomas J. Beam

The variables we need are the product line standard gross profit per unit based on standard volumes
and the product line standard gross profit per unit
based on actual volumes (all summations are over
all products, i = 1 to n) .
Product line standard price at standard volumes:
I (Psi X Vsi)
Ps(s) = E Vsi
Product line standard cost at standard volumes:
(Csi X Vsi)
Cs(s) _ 7, Vsi
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Standard gross profit per unit at standard volumes:
GPs(s) = Ps(s) - Cs(s)
Product line standard price at actual volumes
E (Psi
Ps (a) _ I Vai

X

Vai)

Product line standard cost at actual volumes
Cs(a) = E (Csi X Vai)
I Vai
Gross profit per unit at actual volumes
GPs(a) = Ps(a) - Cs(a)
GPs(a) can be thought of as the standard gross
profit per unit that would have been achieved at
the actual mix of products and GPs(s) is the
standard gross profit per unit at the planned mix
of products. Therefore, GPs(a) - GPs(s) is the
change in gross profit per unit due to the change in
mix. The mix variance can then be defined as:'
X [Z

Mix variance = [GPs(a) - GPs (s)I

Psi - Csil X

Vsi (Y. Vai - I
Vsi

It can be seen that this formulation weights the
volume variance by the total actual volume relative
to budget. In the case where total actual volume
equals budget, the second term above is zero and
the volume variance is zero.
Exhibit 2 gives the same product line presented
in Exhibit 1, only the proper variances have been
calculated. This clearly represents the situation
where the $12.50 unfavorable variance is completely
attributable to mix.

formulation
weights the
volume
variance..."

An Alternative Analysis
In a previous article, W. H. F. Warthen, Jr.,
presented a method which purports to perform the
same analysis.3 The technique of this analysis is
presented in Exhibit 3 for the same product line
, H. V. Stephens, "A Profit Orie nted Market ing Information System," Management Accounting, September 1972, p. 39.
Fred M. Kirby, "Variance Analysis -The `Step- Through Approach," The Management Advisor, March - April, 1970.
3
W. H. F. Warthen, Jr., "Mix Variance In Profit Rate Analysis,"
Management Accounting, June 1972, pp. 43 -5.

Y

Vai]

This mix variance represents the total change in
gross profit due to changes in the actual mix of
products, and it has been shown to be the difference
between the sum of the detail volume variances and
the product line volume variance. The individual
products in the product line each contribute to this
mix variance, and we can calculate each products'
contribution to the mix as follows:
The budgeted mix of product i =

" . , , this

This can be shown to be equivalent to:

Vsi

Product 1

Actual
Budget
Change

Selling
price
per unit
$1.00
1.00
- 0 -

Volume
(units)
100
50
50

Cost
per
unit
$.50
.50
- 0 -

Cost
of
sales
$50
25

Gross
sales
$100
50

Volume variance
Change volume X (Budget selling price
50 unit s X ($1.00
$.50
$25 favorable

-

-

=

Vsi X I Vai
2. Vsi

Gross
profit
$50
25
$25

Budget unit cost)

=

The budgeted mix of product i at actual volume
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=

=

Selling price variance
Change selling price X Actual volume
$0. 0 0 X 100 units
0
=

$
_

=

=

-

=

=

Gross
sales
$175
200

(0) X ($1.33
$.667)
Volume variance
Selling price variance
( - $. 1 67 ) X (150)
Costvariance
- ( - $.083) X (150)

_

-

-

[ ( p s i - CS) 1 V a i - (

Vsi
E Vsi

X

I
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Vai)

=

J

_

Cost
of
sales
87. 50
100.00

Gross
profit
87. 50
100.00
($ 12.50)
$

Volume
150
150
0

Cost
per
unit
$.583
.667
($.083)

$

Actual
Budget
Change

Selling
price
per unit
$1. 167
1.333
($ .167)

=

var. = I (Va i - Vsi ) (Psi - Csi )

Gross
profit
$37.50
75. 00
($37.50)

Product line

=

Detail

Vol .

Cost
of
sales
$37. 50
75.00

Gross
sales
75
150

(50) X ($1.50
Volume variance
$.75)
($37.50)
Selling price variance
(0) X (50 unit s)
- 0 Cost variance
(0) X ( 50 uni ts )
- 0 Total variance
($37.50)

=

[Vai-(

Volume
50
100
(50)

Cost
per
unit
$.75
.75
- 0 -

=

Vsi l Va i)
X
I Vsi
This is the contribution to mix variance of
product i. It can be shown that the sum of these
detail mix variances is equal to the total mix
variance.
The detail volume variance now has to be adjusted for the mix variance calculated at the detail
level. The detail volume variance can be defined as:
X

Actual
Budget
Change

Selling
price
per unit
$1. 50
1.50
- 0 -

=

This difference at the budgeted gross profit for
product i is the mix variance for product i and can
be defined as:=
Psi - Csi]

=

Product 2

_ ( V a i ) - ( Y Vsi X E Vai )

MVi =

Cost variance
( - Change in cost per unit) X Actual volume
0 X 100 units
0
Total variance
$25
=

The difference between the actual volume of
product i and the budgeted mix of product i at the
actual volume

0
($25.00)
12. 50
($12.50)

J
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"A distinction that was used in Exhibits 1 and 2. These results

contradict our previous results in that the $12.50
unfavorable variance is attributed to volume variances, in spite of the fact that product line volume
did not vary. This result leads us to reject this
alternative method.
The cause of this discrepancy can be seen in the
alternative definitions of volume. In our analysis,
volume is defined in units, while in this alternative
analysis it is defined as gross sales (units X price).
A distinction should be made between units and
price for control purposes. Further, the alternative
analysis defines gross profit as a rate whereas our
analysis defines it in dollars. As can be seen in Exhibit 2, two products within a product line may
have the same profit rates, but different profit
amounts, and these amounts may be significant in
determining variances in gross profit.

should be made
between units
and price . . . "

Extensions
Our example has considered the case where
two products comprise a product line. This can be
extended as far as desired to consider product
groups, departments, or divisions; further, many
different currencies can be converted to one base
currency for analysis purposes and detail variances
calculated.
Conclusion
We have examined a method of separating mix
variance from volume variance and demonstrated
that it can be done at anv summary level in an
organization. In addition, we have recapped an
alternative method and shown where this method
falls short of providing useful information. We have
shown that the lowest level of detail is the foundation for an analysis of variances of gross profit. ❑

Exhibit 2

Exhibit 3

PROPER VARIANCE ANALYSIS

ALTERNATE VARIANCE ANALYSIS

Product 1 -A
Gross
sales
$100.00
50.00
50.00

Cost of
sales
$50.00
25.00
$25.00

_
_

-

-

-

=

-

=

-

=

=

-

-

=

($1.00
$1.00) X 100
Price variance
($.50
$.50) X 100
Cost variance
($1.00
$.50) X (50 X ( 15 0/ 1 50
Volume variance
1))
($1.00
$.50) X (100
Mix variance
( 5 0 / 1 5 0 X 150))
Net variance

Gross
profit
$50.00
25.00
$25.00

___0_
- 0 - 0 $25.00
$25.00

$ 50
$100
50%
50%

$150
75

Total
$200
$175

50%
50%

50%
50%

25%
75%
57%
43%
50
($ 75)

100%
100%
($ 25)

X

Product 1 -13
Volume
50
100
50

=

-

=

=

=

=

Price variance
Cost variance
Volume Variance
Mix variance
Net variance

Price
$1.50
1.50
- 0 -

Cost
$.75
.75
- 0 -

Gross
sales
75. 00
150.00
($ 75. 00)

Cost of
Gross
profit
sales
$37.50 $37.50
75.00
75.00
($37.50) ($37.50)

$

Actual
Standard
Difference

Product 1 Product 2
Gross sales:
Standard
Actual
Profit rate:
Standard
Actual
Sales mix:
Standard
Actual
Sales difference

$

Cost
$.50
.50
- 0 -

$

Price
$1.00
1.00
- 0 -

$

Actual
Standard
Difference

Volume
100
50
50

__O_
- 0 - 0 $37.50
$37.50

Standard profit rate

50%

'Isolated' volume variance $ 25
Mix difference

(32 % )

50%

50%

($ 37.50) ($ 12.50)
32 % )
0%

X

Profit rate differential

0%

0%1

x
Actual total gross sales

Product group 1
Price
$1. 167
1.333
($ .167)

Product mix variance

$200

$200

0

0

0

'Isolated' volume variance $ 25

($ 37.50) ($ 12.50)

=

=

Price variance
__0_
Cost variance
--0Volume variance = - 0 Mix var ianc e = - $12.50
Net var ianc e = - $12.50

Cost
$.583
.667
($.083)

$200

$

Volume
150
150
- 0 -

Cost of
Gross
profit
sales
87.50
87.50
100.00
100.00
($ 12.50) ($ 12.50)
$

Actual
Standard
Difference

Gross
sales
$175.00
200.00
($ 25.00)
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Mix variance

Product volume variance

0

$ 25

0

0

($ 37.50) ($ 12.50)
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CORPORATE
ACCOUNTABILITY
The way in which corporate accountability is disclosed and
enforced may vary widely, but only by disclosure can corporate
accountability be motivated.

By Norton M. Bedford
In recent years, attempts have been made to comprehend the economic, technological, social, and
psychological implications of corporate behavior.
Increased awareness of the corporation as a social
instrument by which society attains its goals has
resulted in extensive examination of the noneconomic aspects of the corporation's role. In accounting, appreciation of shareholders' limited power in
controlling corporate activity has raised the question, "To whom is the corporation accountable ?"
The answers proposed have ranged from, "accountable to management," to "accountable to owners,"
to "accountable to everyone associated with the
corporation," to "accountable to general society."
The world has problems and corporations must
be sensitive to them. They must be sensitive to
these problems because corporations, with their
great size and impact on individual lives and society,
command great power, and power and involvement
ultimately create an equivalent accountability. Thus,
the accounting question "To whom is the corporation accountable ?" needs to be supplemented with
the question "For what is the corporation accountable?" Proposed answers to these two questions
suggest the emergence of new dimensions in corporate accountability.
To Whom?
Let us first lay aside the notion that the corporation is accountable only to its present shareholder
owners. For a number of years most authoritative
accounting rulings have been aimed at improving
the disclosure of information useful not only to
present owners but to prospective owners as well.
As a result, it has been established that the corporation is accountable to both present and prospective
owners and the public report is no longer a stewardship report to owners on the goods and money enMANAGEMENT ACCOUNTING /NOVEMBER 1973

trusted to it. Rather, the accounting -based public
report is, at a minimum, a stewardship disclosure of
the effectiveness with which a corporation uses goods
and money under its command. At a maximum, the
accounting -based public report could be a disclosure
of the performance effectiveness of a corporation in
society. Corporations might then be held accountable for both economic and noneconomic problems
of society. In particular, if the problem of economic resource consumption and contamination are
placed in factual perspective, the noneconomic
problems involved in contributing to the improvement of the quality of human life and the development of civilization may be the more fundamental
problem for which the corporation is accountable.
Thus, the corporation may be accountable for
private costs and private benefits, now widely accepted, and for social costs ( the pollution and destruction of total society) and social benefits (the
development of civilization).
Accountability in such a complex situation may
take the form of disclosing performance, justifying
performance, suffering the consequences imposed
by offended parties, or disclosing efforts to mitigate
any undesirable impact of performance. For example, a company may disclose its research efforts
to overcome the social cost of environmental damage caused by the performance of its economic activity. A disclosure of research on the development
of solar energy might be a way of accounting for
the use of natural resources in producing electric
power. The way in which corporate accountability
is disclosed and enforced may vary widely, but only
by disclosure can corporate accountability be motivated.
Pressures for an expansion of corporate accountability include exhortations, authoritative decrees,
and social pressures. Illustrative of social pressure is
the growing concept of the "public right to know."
Originating in the constitutional right of free speech
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For what
is the
corporation
accountable ?"

and the right to publish, this right has been expanded by the courts into the right of the press
to have access to information —so that which it
publishes is relevant to members of society—and
into the direct right of the public to have access to
information. Undoubtedly, the court cases through
which the right -to -know doctrine evolved have been
supported by newspapers. But the result is that considerable legal and cultural support prevails for the
proposition that an individual has the right to know
about activities in which his interests are involved.
Increasingly, in these times of environmental crisis,
the courts have been supporting the public right to
know doctrine. The implication of this development
is that corporations are accountable to the public
at large, and accounting disclosures are tending to
conform to this broader accountability of the
corporation.
Accountability is, however, a relative word. The
corporation has no one master, and the concept of
general public accountability does not relieve the
corporation from being accountable to specific interest groups as well as to the general public. As a
result, the notion of multiple corporate accountability prevails. Just as a student is accountable to society, his parents, and his teachers for his actions so
the corporation is accountable to society in general,
to government, to shareholders, to employees, to
customers, and to creditors.
The growing emphasis in recent years has been
for an increase in corporate accountability to future
society on the reasoning that the corporation is
merely a part of total present and future society
and its actions ought to be judged as good or bad
to the extent that thev contribute to the goals of
society. But the goals of society are not all known,
are multiple, often conflict, and frequently overlap.
And for those individuals closely associated with a
corporation, such as an employee, the right to know
the extent to which corporate actions further the
particular needs of the individual may be more
pressing than those of other elements of society.
Blind acceptance of the proposition that corporations are accountable only to society at large and
not to individuals assumes mankind knows what
goals society should have and that individual goals
and rights must be subordinated to the maximization of the goals of society. This is a dubious position; a more reasonable position supports recognition of corporate accountability to multiple
interest groups.
For What?
The response to the second question, "For what
is the corporation accountable ?" raises the issue of
the function of the corporation in society. If the
corporate role is confined to the maximization of
economic wealth for such groups as society, emplovees, owners, and consumers, corporate accountability issues relate to the degree of accountability appropriate for each group, the relative
importance of each group, and the proper trade off
of accountability among groups. But the function of
the corporation cannot be so confined, for the very
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process of creating economic wealth creates social
costs, such as pollution, resource depletion, and human frustration. One might, of course, place constraints on corporate activity in the form of taxes,
legal restrictions, and laws that would require the
corporation to restore the environment to the state
it was in prior to the corporate economic activity.
It might even be a requirement that the corporation advance society and civilization, which would
expand corporate accountability into the area of
improving life not merely maintaining it. Survival
would not be enough, and growth would be the requirement. Many large corporations now do assume
such responsibilities though they contend they
should not be held accountable for them. But the
imposition of arbitrary constraints on corporate
activities is inadequate if we are to maintain a truly
pluralistic though coordinated society. Furthermore,
history suggests it probably cannot be done.
There is currently a tendency to assume man has
knowledge of the proper goals for all aspects of
society and the proper trade off of individual needs
is known. Now if this were true, it would be possible conceptually, through a total systems approach,
to assign roles and functions to various institutions
of society, such as a corporation, so the proper goals
of individuals and society would be realized. Subunits would be held accountable for their assigned
tasks. Ideal as this view of corporation accountability
is, it is not a feasible approach because, even ignoring the goals of minority individuals, the goals of
society are not known and calls to do what is best
for society are very uncertain trumpets. The point
is that as a society we do not know whether we
ought to conserve our natural resources for future
generations; whether we ought to devote more or
less energy on education, on the arts, on physical
research, on the satisfaction of the immediate emotional needs of present members of society; or even
whether society is the proper entity of concern.
Having no basic truth as a foundation stone, the
determination of the activities for which the corporation should be held accountable must be approached by another line of reasoning. And reason
is about the only weapon available to deal with the
problem of corporate accountability. Fortunately,
Western culture is based almost wholly upon reason. While faith, tradition, and authoritarian decree
play important roles, in the main our civilization
acts on the basis of reason. The teacher reasons with
his students and the salesman reasons with a customer. So firmly is reason established as a way of
life that resort to force and excessive authority are
frequently referred to as the return to barbarism.
And reason, based on experience, indicates we can
never be certain that logical thinking alone is sufficient; it must be supplemented with the trial and
error approach. From this process of first reason
then trial and feedback has emerged the following
list of activities for which large corporations appear
to have an accountability.
1. An accountability responsibility for the efficient
economic development of society. This includes
MANAGEMENT ACCOUNTING /NOVEMBER 1973

such specific items as increasing productivity,
humanizing and improving business management, fostering innovation and change even to
the extent of maintaining competition to assure
it, and cooperating with the government to
achieve high levels of employment and steady
economic growth.
An accountability responsibility for leadership in
civil rights and manpower development. This
could take the form of active recruiting of the
disadvantaged, job education, counseling, and
improvement of career opportunities; promotion
and advancement policies based on merit; financial and educational programs to remove the individual hazards of illness, disability, and retirement; and providing leadership and financial
support for urban development including the
building of low- income housing, developing
shopping centers, and improving transportation
systems.
3. An accountability responsibility for conservation,
pollution reduction, and recreational facilities.
The objective should be to augment the supply
of replenishable resources using modern technological methods, provide recreational facilities
for public use, restore aesthetically depleted
properties to their natural state, improve government and political actions by developing better systems of environmental management, and
develop more effective programs for recycling
and reusing disposable materials.
4. An accountability responsibility for contributions
to education, culture, and the arts. This would
include direct financial support to schools, art
institutions and the performing arts; advice on
legal, labor, and financial management problems;
and disclosure of information on corporate activities for academic research and education.
5. An accountability responsibility for helping
governments attain noncorporate goals. The objective would be to improve management performance at all levels, modernize governmental
structures, design and operate low -cost medical care and medical education programs, enhance
the effectiveness of the civil services, and introduce reforms in the public welfare system and in
law enforcement.
The answer to the question of "To whom is the
corporation accountable ?" is that it is accountable
to multiple interest: shareholders, employees, governments, customers, society, and others. To the
question "For what is the corporation accountable?" it is proposed that it is accountable for multiple activities: efficient economic productivity,
manpower development, conservation of resources,
contributions for the development of mankind, and
facilitating the coordination of society.
Measuring Performance
Grand as are these proposed answers to both
questions, it seems evident they will not be realized
unless effective means are developed for measuring
performance in each area. Voluntarily assumed corMA N A G EM E N T AC CO U NTIN G / NO V EM BE R 1973

porate responsibility for certain activities is far less
difficult than being held accountable for them.
Without a public measure of performance in each
area as a stimulus, corporate response to widened
responsibilities, even if legally assigned, will be
limited. So it seems that accounting disclosure requirements will have to be expanded to elicit a
response to those actions for which corporations
are to be held accountable. The development of
these social measures involves intellectual problems
as well as feasibility issues. While must of the literature calls for one social measure of the quality-oflife contribution by the corporation, this, as noted
previously, it not a feasible alternative.
At a 1972 meeting of sociologists, businessmen,
political scientists, government officials, economists,
and certified public accountants dealing with the
problem of social measurements, it was immediately
recognized that it is going to be a long time before
a general measure of the quality of life can be developed. And without a measure of the quality of
life, snaking corporations accountable for improving
the quality of life is not a meaningful assignment.
This means that specific corporate responsibilities
need to be set forth and assigned, and there must
be measures of performance in each area publicly
disclosed under certification by a qualified auditor.
Multiple accountability will have to be the normal
pattern. Various lists of indicators have been proposed to measure various accountability requirements. For example, the Bank of Minneapolis proposed a list that would measure the quality of life
in the Minneapolis -St. Paul area. The bank's list is
quite different from lists proposed by other groups.
The point is that different organizations have different views as to the aspects of corporate activities
that should be measured and disclosed and for
which corporations should be held accountable. And
there are over 1,000 organizations now working on
the social measurement problem.
In view of the unorganized state of views regarding developments in corporate accountability and
in view of the widespread lack of understanding of
the cultural changes now taking place in society, it
seems reasonable to propose that each corporation
be allowed considerable leeway in selecting those
activities for which it proposes to assume a corporate
responsibility, provided it is understood that an accountability report will be prepared on performance
in each activity. Over time, a common set of performance measures may result as the many different
disclosures are crystallized. If suitable arrangements
can be made for the public disclosure of these expanded corporate accountability requirements, a
federal taxation and subsidy act may be needed to
prevent firms from avoiding their responsibility and
passing their social costs to others. That is, a firm
selecting one objective might expect to receive a
subsidy grant for it. Another firm may be taxed. In
effect this is done now, but not on a systematic,
directed, and organized way. Subsidies are somewhat
haphazard, and taxes are not well developed as motivational devices. The effect of such an act would
be to balance the selection of goals until our legal

" . . . it is

accountable
for multiple
activities..."
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"There is a
need for
greater
corporate
accountability. . ."

and cultural values and norms can be adjusted to
nonfinancial thinking, an almost impossible undertaking for the next 50 years at least. The objective
of such a taxation and subsidy act should be to assure that the efficient firm, whatever its accepted
set of objectives, is rewarded in financial terms according to its efficiency and not according to economic output alone. Companies proposing objectives not compatible with accepted social norms
would also face legal restrictions similar to those
now in force.
But the tendency for corporations not to disclose
what they know to the public must be discouraged.
Alleged harm to interest groups, said to result from
the disclosure of accountability because it would
aid competitors or would result in so much information that readers would be confused, seem to be
unsubstantiated. There is reason to believe that the
possible loss to competitors due to disclosure is not
realistic because most competitors already know
much of the "undisclosed information."

Conclusion
It seems appropriate to conclude this discussion
of developments in corporate accountability by noting the following three main relationships that exist
between social measurements and corporate accountability.
There are two differing conceptual views of corporate social accountability. One view of corporate accountability is that the corporation is accountable for maximizing profits subject to a
variety of social constraints imposed by society.
The other view is that the corporation should be
accountable for multiple objectives, including
the profit objective, that are "good" for various
elements of society. But from whichever view
one begins, social measurements, either to assure
that constraints have been complied with or to
reveal the extent to which social goals have been
attained, are appropriate.

2. It is necessary to measure and disclose corporate
accountability performance. This is necessary
for when we measure something, we imply a
desirability factor to it to some extent. As a
result, this accountability is not particularly
meaningful if it is confined to an assignment of
corporate responsibility without a measured disclosure feedback. There seems to be no direct relationship between the setting of the corporate
responsibility and measurement. Determining
corporate responsibility is more difficult, and it is
not clear who can legitimately determine it.
3. There is a need for greater corporate accountability and measured disclosure of socially relevant information. While the corporation is perhaps the logical source for information to
disclose accountability to society, the reported information must be validated. It appears the CPA
profession will have to provide a means for auditing the disclosures of corporate performances of
its broader accountability. Accountants will need
the help of other disciplines in developing methods and standards of measuring and reporting on
such corporate accountability.
There will be much resistance to the implementation of the expanded corporate accountability
proposed. Reasons will abound as to why it cannot be done, and questions will be raised as to its
legitimacy. It is going to take more than a limited
number of social scientists exhorting for the expansion of accountability. Mass support will be
needed. Accountants ought to be motivated to support the expansion on both professional and economic grounds since they will be heavily involved.
Corporation managers ought to be educated to
support it in order that they can maintain their
traditional role of the innovators and developers
of society unfettered by tradition and to avoid the
possibility that society will come to view the institution of the corporation as an instrument of
limited use in developing civilization.
❑

COMMODITY STRADDLE: A VIABLE TAX - SHELTER
Continued from page 37

Conclusion
The foregoing discussion illustrates that in certain instances a commodity straddle can be utilized
to accomplish certain tax objectives including de.
ferral or acceleration of capital gains or losses, con.
version of short -term capital gain to long -term capi-
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tal gain and conversion of an expiring net operating
loss carryover into a capital loss. While it is conceivable that the Treasury could attack the commodity straddle transaction in these instances as
lacking economic substance, there are no reported
cases of such an attack. The commodity straddle
remains as a valuable tax shelter, requiring careful
consideration and application.
❑
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AN INTERIM BILLING SYSTEM
With this semi - automated approach the billing system has been
"cleaned up" and the billing personnel have been conditioned
for possible further changes.

By Michael E. Schulze
In today's computer age, not all companies have
jumped headlong into mechanization, nor should
they. Some companies have rejected automation for
one reason or another, and for them to suddenly
try to "catch up" with the latest equipment could
lead to a computer suicide.
The company described in this article employed
a completely manual order preparation and billing
system. Through the years the system had not been
changed because of a large percentage of exception
items in the billings. The manual system was most
flexible and could handle the exception items and
any changes quite easily.
However, as the volume of business increased,
problems began to arise. The manual invoice preparation was slow, and overtime in order processing
and billing became the rule rather than the exception. Even with overtime, an excess clerical force
was required due to the manual operation. Accounts
receivable information was not available on a timely
basis, and errors arose because of the manual extension of invoices.
When it was decided that something should be
done, the first thought was "computer." When the
problem was examined more closely, however, it
became obvious what a tremendous shock this
would be to personnel and management alike. There
were elderly workers in the areas of order processing and billing who had not been subjected to any
drastic changes in many years. For them the changeover would be difficult. The office had no one
trained in programming, and management had only
a limited knowledge of computers and computer
systems. Potential computer failures, possibility of
unused capacity, and high pressure salesmen had all
combined through the years to discourage management. What they needed was something that would
restore their faith in electronic data processing.
The solution was to take a two -step approach to
the billing problem. First, introduce a semi -automated interim system lasting perhaps two or three
years, and then, gradually, change over to a more
sophisticated computer system. Much of the early
MANAGEMENT ACCOUNTING /NOVEMBER 1973

savings of using a computer would come only from
"cleaning up" the system, so why not clean up the
system first before investing heavily in computers
which would go far beyond the initial need.
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Case History
The company, a distiller and wholesaler of alcoholic beverages, is subject to strict governmental
controls, both federal and state. The Federal government requires that precise excise tax records be
k e p t o f all sh i p m e n t s fr o m t h e pl a n t . I n a d d i t i o n ,

a similar yet separate set of records, called wholesale
liquor dealer records (WLD) , n e e d s to be maintained. The state requires that a monthly tax report
be filed listing all shipments from the plant according to destination.
The company sells approximately a hundred
brands and ships into nearly all of the fifty states.
Seventeen states are still governed by liquor control
boards. These control states have varying invoicing
requirements; six even furnish their own invoice
forms on which to be billed.
"Highly conservative" would describe the company down through the years. And although machine technology has kept pace in some areas of the
plant, it has lagged far behind in office procedures.
Office managers have been highly skeptical of computers and cite numerous examples of computer
failures as reasons for not attempting mechaniza.
tion. Their way of thinking would have to be
changed if modern technology was to someday
prosper in the company.
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The Old Manual System
Th e order department and the billing department were both housed in the administration building. However, physical problems existed as order
preparation was located on the first floor and billing
on the third. The flow of the old system is shown
in Exhibit 1.
CUSTOMER ORDERS

Customer orders for cases of liquor came into
the order department on district order forms filled
out by salesmen in the field. An order processing
45

some type
of prebilling

Exhibit 1
FLOW OF THE OLD SYSTEM
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111
Traffic
Dept.

Order
Dept.
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clerk consolidated and edited the customer orders
and sent them back to the traffic department for
the assignment of weights and requested routing.
Upon return to the order department, the orders
were next sent up to the third floor for customer
credit approval. When the orders were released as
approved, they were once again returned to the
order department.
The order processing clerk then assigned a sales
order number for control and gave the order to the
typists who typed the sales order, a multipart, snap apart set of ten copies. The copies were then split
apart and distributed throughout the plant, several
of them going to the shipping department.
The shipping office, at the time of shipment,
used one copy of the sales order to type another
multipart carbon- inserted form of ten copies called
the liquor manifest. This document contained essentially the same information as the sales order
except that it reflected what was actually shipped
rather than what the customer ordered. The original copy of this form was packed along with the
customer's goods. Other copies were sent to state
liquor control boards, branch sales offices, and others
as required. One copy was sent to the WLD records clerk in the government reports department.
Quite frequently, numerous copies were thrown
away as the requirements for copies varied from
state to state.
Shipping also changed their copies of the sales
order to reflect actual shipment figures. One copy
was sent to the inventory department, one to the
excise tax clerk in the government reports department, one to the state tax report clerk, and one
copy to the billing clerk in the billing department.
The billing clerk, upon receipt of the shipping
copy, assigned a price to each brand and manually
extended the sales order copy by multiplying the
price times the quantity of cases shipped. He also
added freight, tax, discounts, and other charges
when applicable and produced a grand total. His
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work was then checked, and the order was given to
the billing typing pool. Billing typists generated a
third multipart, snap -apart form, the invoice.
After typing, the invoice extensions and prices
were checked a final time before the mail clerk
separated the set and distributed the various invoice copies. The copies not needed were destroyed.
The following day, tapes were run from the accounts receivable copies of the invoice to ascertain
total cases and total invoice amounts. This inefficient system had simply become standard procedure
over a number of years.
GOVERNMENT RECORDS AND REPORTS

The government reports clerk kept wholesale
liquor dealer records by converting cases shipped
on the manifest copy into wine gallons (W.G.).
"A wine gallon or gallon shall mean a United
States gallon of liquid measure equivalent to the
volume of 231 cubic inches." t Wine gallon computation is simply the multiplication of the number
of cases shipped by the wine gallons per case (the
W.G. per case varies according to the size of the
bottles in the case). These wine gallons were totaled
for the day's shipments and all of the liquor manifest copies were kept for annual audits by the IRS.
Excise tax records were maintained by proof
gallons. A proof gallon is "... the alcoholic equivalent of a United States gallon at 60 0 F., containing
50 percent of ethyl alcohol by volume." 2 Computation of proof gallons involves converting the cases
shipped into wine gallons and then multiplying the
wine gallons by the proofs of the particular brands.
Proof is twice the percentage of alcohol by volume.
Proof gallon computations were made daily on the
sales order copies received from shipping and summarized onto a worksheet for periodic payments of
excise tax.
Another wine gallon computation was being performed by the state tax report clerk, this time on an
invoice copy. For the monthly state tax report concerning daily shipments by destination, it was
necessary to keep inventory and shipment records
in terms of wine gallons.
The Proposal
The evidence just presented shows a system that
had much repetitive typing and duplicate entries of
information. Basically the same information was
typed separately three times: on the sales order, on
the liquor manifest, and on the invoice. Also, three
reports were prepared, all providing similar data.
Without jumping recklessly into a computer
system, for reasons indicated earlier, some type of
prebilling system was needed, however. The sales
order and its related invoice contained essentially
similar information, thus opening the way to economies through simultaneous preparation of both
documents. This is what is generally known as
"complete" prebilling.
The Department of Revenue of the State of Illinois, Rules and
Regulations Relating to Alcoholic Liquors, Government Printing
Office, Springfield, 111., 1970, p. 6.
= U.S. Treasury Department, Gauging Manual United States Government Printing Office, Washington, D.C., 1910, p. 6.
I
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Combined writing of the two documents is feasible, however, only if there is reasonable assurance
that all merchandise listed on the forms can be
shipped, since unavailability of any item would
necessitate rewriting or amending the forms. In this
business, however, complete prebilling was not
practical because so many different items are offered
in the product line that out -of- stocks are common.
An alternative was to use a "partial" prebilling
procedure. In such a procedure, the shipping order
and the invoice are written as completely as possible
(in a single typing) when the customer order is
received. This involves putting the customer's name
and address, brand names, and certain other information on the invoice and sales order which are
identical. However, price and extensions are omitted
until shipping data becomes available. Invoices are
completed by subsequently entering prices and extensions for those items which are actually shipped.
The partial prebilling system was selected as the
company's solution. A "one- time" typing on one
form satisfied all requirements and duplicate clerical effort was eliminated. Invoice extensions are performed on a card programmed IBM 6420 accounting machine. Also, with the addition of an IBM
6426 card reader /punch, wine gallon and proof gallon information can be accumulated at the time of
invoicing. At the end of the billing day, a report is
run providing accounts receivable information, wine
gallon totals for the WLD report, and proof gallon
totals for excise tax payments. The punch cards are
stored daily, sorted down at the end of the month,
and the state tax report is prepared. The elimination
of a large amount of duplicate effort and the low
monthly rental charge make the machines very
desirable.

The New Procedure
The order department was combined with the
billing department on the third floor. The credit
department replaced the order department on the
first floor. The flow of the new procedure is presented in Exhibit 2.
Customer orders coming into the office are first
referred to the credit department where they are
approved and sent to the traffic department for routing and assignment of weights. Traffic then sends
the orders to the order - billing department for processing.
From the customer order, the order billing typists
prepare a ten page snap -apart sales order set, the
original of which is the invoice copy. The three
column format is used: quantity ordered, quantity
back ordered, and quantity shipped. At the initial
typing only the quantity ordered column is filled in.
When typing is completed, copies are separated
and appropriately distributed. The invoice copy is
given to the billing clerk for filing by customer
name. Copies, including a liquor manifest copy and
an order - billing copy, are sent to the shipping department.
When the goods are ready for shipment, quantities shipped and quantities back ordered are filled in
on all copies of the sales order by the shipping deM A N A G E M E N T A C C O U N TIN G /N O VE M BE R 1973

"The stored

Exhibit 2
FLOW OF THE NEW SYSTEM
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partment. Additional copies of the liquor manifest
copy are now run on a copy machine. One of these
copies is sent with the shipment to the customer,
and the other goes to the WLD records clerk. Additional copies are run only as required.
With shipment complete, the order - billing copy
is returned to the order - billing department. The
billing clerk, upon receipt of this copy, assigns
prices to the items and puts on the detail (not extensions) of any miscellaneous charges such as
freight or tax. He then pulls the corresponding invoice copy from his files, matches it with the order billing copy, and gives it to the accounting machine
operator. The machine operator inserts the invoice
copy into the IBM 6420 and keys in the variable
information from the order - billing copy of the sales
order.
The stored data and consecutive invoice numbers
are printed out automatically on the invoice copy
and punched simultaneously into a card by the IBM
6426 card punch. After punching in a customer
number and state code, the operator is now ready
to begin the line items. For each item, the operator
keys in the quantity shipped, quantity back ordered,
if any, wine gallon multiplier and proof, and the
price. The machine responds by extending and
completing the invoice and punching total cases
and total invoice amount into the card. Also, wine
gallons and proof gallons are accumulated, and the
totals transferred onto the punched card. Special
control state invoices are still typed by hand from
the company invoices.
At the end of each billing day, additional invoice
copies needed are run on a multilith copying machine. Cards are sorted by customer and invoice
number, and wine gallon and proof gallon reports
and accounts receivable information are generated.
Finally, the daily cards are filed and stored until
the end of the month when they are all merged together and the state tax report is run.
Continued on page 51
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THE ANNUAL REPORT
Improvements in annual report communications
will result in more readable, more relevant,
and more useful transmission of financial position
and results of operations.

By Michael F. Foran and Anthony F. McGann
This article examines one item of financial accounting, the corporate annual report. Preparation of this
financial publication is criticized from the perspective of behavioral communication theory. Specific
areas of investigation are:
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1. Social characteristics of audiences
2. Theoretical constructs of effective communication
3. Transmission of information in the annual report
4. Effects of the annual report
The framework of this analysis is drawn from the
social psychology of George Herbert Mead,' and
the authors believe it represents an improvement
over earlier formulations, e.g., that of Baladouni.2
Social Characteristics of Audiences
One of the principal communicative tasks in financial reporting is the identification of the characteristics of the relevant audience. This has been
a major accounting problem because of the variation in individual financial statement users. Nevertheless, some common characteristics have been
identified by Pierre Martineau. Martineau used a
spending - saving analysis and stated that "investment
savings appeal chiefly to the Upper- Status person.
Intangible forms of investment like stock and insurance are clearly distinguished as Upper- Status investments." 3
This spending - savings analysis has obvious social psychological implications. It indicates that the
average stock owner is likely to have above- average
intelligence, education, occupational status, and
earning power. This analysis also suggests the three
major components of the audience for corporate
annual reports:

1. Affluent present owners
2. Affluent potential owners
3. Others
PRESENT OWNERS

The phenomenon of selective exposure suggests
that present owners will be unusually sensitized to
the corporate reports of firms whose stock they own.
Both awareness and selective exposure imply that
the major component of audience for annual reports
will be present (affluent) owners. Thus, the principal purpose of accounting information published in
annual reports should be an accounting of stewardship to present owners. This position is supported
by communication theory. Actual corporate practice
reinforces this contention since corporations use
the stockholder's ledger as the mailing list for financial statements. These owners will be required
to vote for the corporate officers during the coming
year, and they desire to assess management's performance during the current year. In addition, they
are concerned with the use of the funds they have
provided and with the return on their investment.
Thus, present owners, given the unpredictability of
the future, are primarily interested in the fair presentation of financial information concerning the
stewardship function.
POTENTIAL OWNERS

Financial statements in the form of corporate
annual reports are not the primary basis for investment decision- making among knowledgeable potential owners. The authors speculate that annual
reports, to this audience component, are probably
a poor third in a hierarchy of importance following
financial rumor and formal, extra - corporate reports.
In this analysis, "financial rumor" takes on the
definition proposed by Shibutani, who holds that
"rumor" is a collective communicative transaction
All footnotes appear at the end of the article.
MANAGEMENT ACCOUNTING /NOVEMBER 1973

OTHERS

Empirical studies of social class behavior suggest
that although significant amounts of stock ownership are unlikely among the lower social classes,
some ownership does occur. The processing of relevant financial information for these owners, however, is typically undertaken by knowledgeable
"third parties."
Efficient use of a communications medium makes
individual skill important. This does not mean that
a person cannot invest in the stock market without
a high level of education, but it does suggest that
to do so effectively usually will require the assistance
of someone who can use financial statements to advantage. This is where stock brokers and financial
analysts become important for the reporting accountant because they, in effect, function as opinion
leaders. In this respect, they meet the qualifications
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that require opinion leaders to be aware of pertinent
media data, of technical or professional publications, or of commercial references.
In sum, while three audience components exist
for communications in the form of annual corporate reports, only one component, affluent present
owners, represent the bulk of the users of this communication. Therefore, the intention of the financial statement should be directed toward affecting
the behavior of present owners and should take the
form of an accounting of stewardship. In this respect, the statement reader would be most interested in the capital maintenance concept of income.

"Efficient use
of a communications
medium makes
individual skill
important."

Theoretical Constructs
Empathy and universe of discourse are two theoretical constructs drawn from the social psychology
of Mead. These two constructs jointly define the
preconditions for effective financial communication.
Empathy is the ability of a communicator to
anticipate the response of his audience. Literally,
empathy is the ability to "feel into" a communicational situation. Mead holds that the communicator's capacity to empathize with his audience is
dependent on the development of a "generalized
other," an objective or "me" component of self.?
Thus, to the extent that the reporting accountant
can empathize with his audience, he can present
his information with an eye toward their probable
response. In this respect, Bedford and Onsi stated:
"Information conveyed to a receiver should
induce the desired conduct. Usefulness implies a relationship to a purpose or a goal and
the value of information is determined by the
changes caused through the use of the information in the pursuit of a purpose."
s

s

which is likely to occur whenever persons are caught
in ambiguous situations and when there has been a
perceived failure (either in credibility or availability) of formal news channels.* Shibutani's precondition for rumor is a good description of the typical
state of the potential owner. Considering the practical reality of the market, critical items of information will have already been "leaked," and reactions
to the "leaks" will have occurred before the issuance of the financial statement.
Further, the potential owner must perform some
positive action in order to obtain the statement.
Even though the media make available a supply of
pertinent information, "the closing of the communication system requires, at the minimum, the
response of attention." 5 Again we return to the
concept of selective exposure and the fact that "people do not ordinarily use the media to seek out new
experiences beyond the level of their customary
interests, tastes, and backgrounds." This means
that the financial statements should be directed
toward affecting the behavior of the present owners
and that their principal function is that of a feedback mechanism.
In addition, there are more important sources of
stock market information available for decision making purposes. These include published summaries, by prominent information services, of corporate statements, of corporate trends, of industry
data, of market movements, and of environmental
conditions. Compared with some of these sources
the accounting statements, per se, provide a weak
basis for decision - making.
Some hold that the principal use of financial
statements should be for purchase decision- making,
and they have difficulty understanding those investors who do not use them in this manner. This
normative view labels the stock purchaser who has
not consulted financial statements as "irrational."
Yet if one considers that the market is highly unpredictable, that one of the general characteristics
of investors is risk taking, and that there are better
sources of information to be used for decision -making, then it can be seen that there is nothing "irrational" about this behavior.

The universe of discourse for financial communications is that body of knowledge, vocabulary, assumptions, and motives shared by both communicator and audience. One example of a "universe"
might be the agreement to use a given language,
e.g., English, in the communication. Other know ledges held by participants in the communication
may be more subtle and less - completely shared, e.g.,
the assumption of profit maximization or prudent
stewardship. For communication to take place, there
must be some knowledge jointly held by communicator and audience. It should also be recognized
that in almost every communication there is an
imperfect universe of discourse; typically some ambiguity will be present in the communicative process.
In the preparation of an annual report, several
factors serve to create imperfect communication.
First, the accountant is better informed about the
subject of his communication ( the corporation's
records) than is his audience. Thus, there is a mismatch in the knowledge component of the universe
of discourse. Second, the accountant's assumptions
and motives are likely to be drawn from professional
directives (ethics, codes, laws) while the motives
and assumptions of the audience are likely to be
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"The accuracy
of a reader's
interpretation
of an
accounting
statement
indicates its
effectiveness."

non - professional (stock owner's self interest). This,
again, suggests a mismatch in the universe of discourse.
These two preconditions for effective financial
communication suggest a strategy to the accountant
who wishes to improve the quality of communication in annual reports. Empathy indicates that,
within professional constraints, the accountant must
prepare the report by anticipating probable responses within his primary audience. The universe
of discourse concept implies that the accountant
has a different set of assumptions and knowledges
than his audience. Unless these differences are taken
into account, ambiguous communications will result.

Transmission of Information
The foregoing has developed both an audience
identification and a theoretical strategy for improved
financial communication. We now turn to procedures by which the strategy is implemented for this
audience. Thus, the focus of the present section
will be on the transmission of information which is
to be conveyed in the annual report.
One of the guidelines proposed by the AAA for
the communication of accounting information was
the "appropriateness to expected use." 9 In terms
of this article, the guideline requires that the annual report be prepared with the needs of affluent
present owners in mind. This would be consistent
with audience identification and also with the additional knowledge that this group owns the largest
money value of stock of all income groups in the
U. S.
With the recipients of the annual report more
narrowly defined, it becomes easier to provide them
with more complete information. For instance, the
meaning of terms (such as net income) can now
be better interpreted.

to

"With the separation of ownership and control in most large corporations, accounting
also has the responsibility to report on the
stewardship of the management group entrusted with the proper use of the invested
capital. A proper distinction between income
and changes in capital is one of the means of
determining the extent to which management
has carried out the function of operating the
enterprise for the benefit of the owners."
Thus, to the extent that capital has not been
maintained, the annual report should not show an
income, for the purchasing power of capital must
be kept up if the firm is to hold its position during
the accounting year.
In moving from the balance sheet to the income
statement, it is proposed that the specific presentation of income should emphasize current operating
data. The primary reason for this proposal is the assumption that an affluent owner would be more interested in this concept because it highlights the
company's efficiency. It is believed that other owners, represented by financial analysts and stock
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brokers, would also favor this approach. Consider
the following statement:
"Basically, in my work as a financial analyst,
I attempt to determine the flow of recurring
earnings, from operations, with depreciation
calculated pretty much on a straight -line basis
and with taxes at a 48% rate, with the nonrecurring items and the rinky -dinks omitted.
Any data that can be supplied to make such
calculations possible is a service to shareholders." 11
It would be helpful, as indicated above, to have the
operating data classified as "recurring" and "nonrecurring." A classification as to the fixed or variable nature of the items would also be most useful.
These are just a few of the possible improvements
which the reporting accountant should consider for
transmission to the affluent owners.
In order to accomplish the guideline of "appropriateness to expected use," the reporting accountant must consider the nature of communicative
transmission. The annual report is a communicative
procedure using symbols and an accounting code of
technical terms and numerical figures (primarily
monetary). The principal use of this transmission is
to convey relevant information, in a parsimonious
form, to the users of the annual report.

Effects of Annual Reports
Commonality of signification insists that financial
statements are interpreted by the user and that
meaning is attached to this interpretation. The
meaning, in turn, will be affected not only by the
individual but also by the environment —by current
economic trends and the users preconceptions, personality, and needs.
Another important consideration in the accountant's presentation is the time in which behavioral
effects on the reader are relevant. The greatest effect
of communication occurs shortly after exposure.
This means that his presentation to owners should
highlight "stewardship" and "capital maintenance"
information since communication is more effective
when the desired information is openly stated.
Herein also lies one of the reasons that net income
is always so very important to users of financial
statements.
The accuracy of a reader's interpretation of an
accounting statement indicates its effectiveness.
Thus, the reporting accountant must consider that
the proclivity toward understanding or misunderstanding the report may depend on the way it is
presented or on the relationship between the content and the reader's attitudes and value. The accountant, of course, has the greatest control over
the former and in this regard he should strive to be
as effective as possible. Regarding the latter, however, he should attempt to keep himself as informed
as possible of changing attitudes and values among
the principal financial statement users so he may
present his financial information in the most useful and meaningful way.
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Conclusion
This article has examined the corporate annual
report from the perspective of communication
theory. Improvements in annual report communications will result in more readable, more relevant,
and more useful transmission of financial position
and results of operations. An understanding of some
of the important aspects of the communication
process should facilitate these improvements. ❑
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AN INTERIM BILLING SYSTEM
Continued from page 47
Conclusion
The incorporation of the interim billing system
has resulted in the following advantages to the
company:
1. A more practical and streamlined flow of orders
2. Timely billing and accounts receivable information
3. Clerical savings and the elimination of most
clerical errors
4. A centralized order - billing system
5. A savings in forms supplies
More important, the company has taken the first
step toward automation. It has been exposed to

automation in a way that cannot hurt it. With this
semi- automated approach the billing system has
been "cleaned up" and the billing personnel have
been conditioned for possible further changes. As
management gains confidence in the new machine,
they will begin to look to the future with enthusiasm. Can we add this? Can we add that? Will this
be a savings to us? Thus, when this small machine
has reached its maximum capacity, an easy transition can be made to a computer, which will answer
these questions affirmatively. Never will they have
on hand an oversized computer sitting idle most of
the time. By using this two -step approach, this pitfall and others usually encountered in automating
can be overcome.
❑

LETTERS
Continued from page 7
For instance, he refers to the problem of developing appropriate reports that will serve the needs of the behavior of the
user whom the accountant is trying to influence. To know the
question is certainly a step toward the solution. However, is it
actual behavior or desired behavior and how can it be determined?❑Who❑will❑judge❑the❑behavior❑—the❑accountant?❑Can❑or
should it be assumed that each individual who may occupy a
specific position in the organization will or should have the
same behavior pattern with reference to his use of accounting
reports?
As for emphasizing positive variances in performance, aren't
negative variances considered to be an indication of problem
areas worthy of the attention of management? Should not the
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user of statements be more concerned with problem areas in
managing by exception? Won't the subsequent reduction or
element of negative variances be a positive factor
With reference to the value of the human organization to a
business entity, much has been written about this subject. However, what suggestions does the writer have for assigning values
to or reporting this asset or the changes in the asset?
Mr. Pattison's conclusions certainly have merit. From my
questions above, it must be clear that I read his article with
great interest but that I believe many points he raised could be
explored to much greater depths.
Evans M. Ramsey, Jr.
Florida West Central Chapter
Tampa, Fla.
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Books

FOR THE MANAGEMENT ACCOUNTANT

HOW TO CONTROL AND REDUCE INVENTORY
Burton E. Lipman
Prentice -Hall, Inc., Englewood Cliffs, N.J. 07632, 1972, 197 pp.,

the 10 year period May 1960 through November 1969. The
solutions attempt to give the student suggestions as to the
technique in solving problems, pitfalls to be aware of, and
recommendations for preparing the best possible solutions.

clothbound, $21.50.

This book provides a broad guide for those who must decide
inventory policies. It covers principle training requirements, the
essential elements of inventory control, some reduction techniques, and the relationship of inventory to other business activities.

TECHNIQUES OF VALUE ANALYSIS AND
ENGINEERING
Second Edition
Lawrence D. Miles

EFFECTIVE MATERIALS MANAGEMENT
Herbert H. Peckham
Prentice -Hall, Inc., Englewood Cliffs, N.J. 07632, 1972, 283 pp.,
clothbound, $19.95.

This work reviews materials management procedures from forecasting to purchasing and from transportation and warehousing
to inventory control and computerized systems.

McGraw -Hill Book Co., 1221 Ave. of the Americas, New York,
N.Y. 10020, 1972,366 pp., clothbound, $12.75.
Mr. Miles, the originator of value analysis and engineering technology, has provided an extensive revision of his first edition
published in 1961. His specific purpose is the identification of
unnecessary costs.

AUDITING FOR SYSTEMS IMPROVEMENT
PURCHASING MANAGEMENT
Materials in Motion
Third Edition
J. H. Westing, I. V. Fine and Gary Joseph Zenz
John Wiley & Sons, Inc., 605 Third Ave., New York, N.Y.
10016, 1969, 538 pp., clothbound, $10.95.
In changing the title of this edition from Industrial Purchasing
to Purchasing Management, the authors are recognizing that
purchasing decisions involve the weighing of alternative possibilities and that many of these alternatives involve the influence
of other functions on the purchasing decision.

ACCOUNTING FOR FRANCHISE FEE REVENUE
An AICPA Industry Accounting Guide
American Institute of Certified Public Accountants, 666 Fifth
Ave., New York, N.Y. 10019, 1973, 21 pp., paperbound, $2.00.

Association for Systems Management, 24587 Bagley Rd., Cleveland, Ohio 44138, 1972, 49 pp., paperbound, $4.50.
This publication provides an attack on the obstacles to effective
systems analysis— systems and people. Included are chapters
on: Overcoming Resistance to Change, Job Enrichment, Key
to Personnel Motivation, Human Factor in Management Systems, and Practical Approach to the Systems Audit.

AUDITS OF SAVINGS AND LOAN ASSOCIATIONS
American Institute of Certified Public Accountants, 666 Fifth
Ave., New York, N.Y. 10019, 1973, 105 pp., paperbound, $4.00,
Mem bers: $3.20.
This fourth edition reflects changes in the industry since 1962.
It is published for the guidance of members of the Institute
and represents the considered opinion of the Committee on
Savings and Loan Accounting and Auditing.

Prepared by the Committee on Franchise Accounting and Auditing of the AICPA for guidance of members of the Institute
in examining and reporting on financial statements of franchise
companies.

TAX GUIDE FOR PATENTS, TRADEMARKS do
COPYRIGHTS and SUPPLEMENT

THE CPA EXAMINATION

P.O. Box 472, Chicago, Ill. 60603, 1970, 158 pp., Supplement:
11 pp., paperbound, Tax Guide and Supplement —$5.00; Sup-

Taxation Committee of the Patent Law Association of Chicago,

Vol. 1. Practice, Auditing and Theory
Vol. 2. Suggested Solutions
John W. Anderson and Robert W. Lentilhon
South - Western Publishing Co., 925 Spring Rd., Pelham Manor,
N.Y. 10803, 1972, 1,082 pp., $12.95 each volume.
These volumes provide a detailed analysis of examinations for
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plement alone — $'1.00.

A reference book providing a guide to patent taxes, trademark
taxes and copyright taxes. In addition to its treatment of patent
acquisition expenses, litigation expenses, patent prosecution
expenses, licensing and sale transactions, the book deals with
mergers and acquisitions and touches on advantages which can
be achieved by evaluating the patent rights involved.
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to help you control your business better.
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the booklets. And any or all of them are
yours FREE. Just clip and fill in the coupon
below and mail it to t he address shown.
There's absolutely no obligation.
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MANAGEMENT - ORIENTED MANAGEMENT
INFORMATION SYSTEMS
Jerome Kanter
Prentice -Hall, Inc., Englewood Cliffs, N.J. 07632, 1972, 270 pp.,
clothbound, $11.50.
The purpose of this book is to put MIS in proper perspective so
that business managers can understand what such systems can
do and — equally important— understand what they cannot do.
It is not an exhaustive treatise but does present a framework
for those seeking an understanding of MIS.

FORECASTING FOR MANAGEMENT
William K. Benton
Addison- Wesley Publishing Co., Reading, Mass. 01867, 1972,
209 pp., clothbound, $9.50

This book differs from traditional forecasting texts in that it
emphasizes useful techniques, used with computers, rather than
older manual ones.

The MIT Press, 28 Carleton St., Cambridge, Mass. 02142,
1972, 145 pp., clothbound, $10.95.
This book investigates and teaches the formation and analysis
of mathematical models with detailed interpretation of the
results. It covers a variety of mathematical techniques and a
wide range of topics in the social sciences. Prerequisites are a
course in finite mathematics and a semester of calculus.

RANDOM DATA
Analysis and Measurement Procedures
Julius S. Bendat and Allan G. Piersol
John Wiley & Sons, Inc., 605 Third Ave., New York, N.Y.
10016, 1971, 407 pp., clothbound, $19.95.
The primary intent of this book is to provide a convenient
reference for practicing engineers and scientists. The reader is
assumed to have a basic knowledge of probability theory,
statistics and transform methods of applied mathematics. Emphasis is on the practical aspects of random data analysis and
measurement procedures, with special attention to the interrelationships of the various technical disciplines involved.

SYSTEM SIMULATION
Geoffrey Gordon
Prentice -Hall, Inc., Englewood Cliffs, N.J. 07632, 1969, 303 pp.,
$12.50.

An introduction to simulation principles through hand computed examples. Programmed examples are solved in six different simulation languages including GPSS, a language developed
by the author.

A GUIDE TO COBOL PROGRAMMING

MATHEMATICAL METHODS OF OPTIMAL
CONTROL
V. G. Boltyanskii
Holt, Rinehart and Winston Inc., 383 Madison Ave., New
York, N.Y. 10017, 1971, 272 pp., clothbound, $12.50.
A translation of the author's first Russian edition. It defines
the mathematical model of a controlled object and applies
mathematical methods to the calculation of optimal controls.
However, no specific techniques for construction and operation of control systems are included.

Second Edition
Daniel D. McCracken and Umberto Garbassi
John Wiley & Sons, 605 Third Ave., New York, N.Y. 10016,
1970, 209 pp., paperbound $6.95, clothbound $8.95.
Similar to the first edition, the second is written for the person
who wants to get a rapid grasp of the application of computers
to the problems of business. The revision brings in the heavy
experience with the use of COBOL in the intervening years.

GENERALIZED INVERSE MATRICES
Thomas L . Bouillon and Patrick L . Odell
John Wiley & Sons, Inc., 605 Third Ave., New York, N.Y.
10016, 1971, 103 pp., clothbound, $9.95.
This book provides basic definitions and fundamental properties of inverse matrices and proceeds to examine the concepts
of linear operator theory. An extensive bibliography of reference
sources is included.

MATHEMATICAL MODELS IN THE SOCIAL
SCIENCES
John G. Kemeny and J. Laurie Snell
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ELEMENTS OF CONTINUOUS MULTIVARIATE
ANALYSIS
A. P. Dempster
Addison - Wesley Publishing Co., Reading, Mass. 01867, 1969,
388 pp., clothbound, $12.95.

A book directed toward data analysis rather than mathematical
statistics. Chapters deal with the mathematical theory of vector
spaces, methods of data reduction, and random sampling.

THE PRODUCT LIFE CYCLE AND INTERNATIONAL
TRADE
Louis T. Wells, Jr., Editor
Division of Research, Harvard Business School, Soldiers Field,
Boston, Mass. 02163, 1972, 259 pp., paperbound, $3.00.
This book provides a brief history of the development of product life cycle trade models. It gives a summary of the findings
of the empirical research, reviews the contributions of the
major writers in the field and relates the product life cycle
theory to some of the other recent propositions offered to explain international trade in manufactured goods.
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THE HEALTHY ACCOUNTANT
The natural state of man is health, not disease, but many
businessmen abuse their most precious possession —the
human body.

As far as we know no one has calculated the mortality rate for accountants as a specific occupational
group, but businessmen in general do not live the
longest lives. They are beset by obesity, ulcers and
coronaries. Miss Lizallotta R. Valeska, a 71- year-old,
great - grandmother and former Miss Finland of 1930,
believes in the unity of a healthy body and mind.
( "We are what we eat, how we use breath control,
the mind and body. ") She lectures and gives instruction on breath control, principles of eating and

the prevention of failing health. Miss Valeska has
made personal appearances on TV's Dick Cavett,
Allan Burke and Johnny Carson shows, among
others. She has published her second book, titled
Nature's Rejuvenating Principles.* We asked her
to describe some of her views on preserving the
health of accountants. Although the remarks below
are specifically related to accountants, they can be
applied to almost everyone.

Q. What are some of the unhealthy aspects of
the accountant's job?

8. Pick a quarrel over any and all trivialities and
do not hesitate to enter any quarrel that's going
on even though it's none of your business.
9. Start your drinking and smoking the first
thing in the morning — especially on an empty
stomach —to pep you up. Better still, take pep pills;
they never let you down.

A. It is, of course, a sedentary occupation with
little opportunity for exercising the body's muscles.
In addition, accountants are compelled to use their
eyes in close detail work which can often lead to
speedy deterioration of eyesight. Smoking has been
pretty well proven as a sure killer. Consuming rich
meals and a number of cocktails on a regular basis
also is not conducive to good health.
Any executive can easily qualify for full membership in the Coronary Club and a permanent
one -way trip to the mortuary. Here are the rules:
1. Work evenings, weekends and holidays; don't
let any family personal consideration interfere with
your job.
2. Take your briefcase home every evening, as
this provides an opportunity to review all the
problems and worries of the day.
3. Don't decline any invitations to drinking
parties, banquets, committee meetings, etc.
4. Plan all conferences for the meal hours and
take telephone calls throughout lunch and dinner.
5. Take short vacations —if anv.
6. Do not delegate any authority or responsibility to subordinates. Carry the full load yourself.
7. Pay no attention to your blood pressure or
any other ailments.
• Nature's Rejuvenating Principles is available from L.R. Valeska,
10 Park Ave., New York, N.Y., Price: $6.35, postpaid.
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Q. What is your definition of health?
A. Health is an attitude of the mind and quality
of the spirit. As long as we live we can repair
damage, prevent illnesses and improve our health,
provided we know what to do individually. I use,
exclusively, a common sense approach to physical,
spiritual, and mental well -being which I firmly
believe are inseparable.
Q. How do you define "common sense "?
A. Moderation, hygiene, observation, training,
discipline, self- criticism, discretion, discrimination,
self- examination, self- awareness, intuition, experiences and understanding, knowing the why, how,
when, where, how much and with whom for your
every action.
Q. Do you really believe that we have all the
power and potential within us for healthy living?
A. Certainly, all the natural chemicals are within our bodies, but unfortunately, we don't know
how to activate them. When our body's chemicals
are balanced, the body automatically rejects nega55

"...

you are emotionally overwrought, don't nibble between meals, don't eat too salty or spicy foods, or
too cold or too hot foods.
It is difficult to follow these principles when we
hurriedly grab lunches, stuff ourselves with canapes,
talk too much or eat things we don't want in order
to avoid hurting the feelings of the hostess.

we are
conditioned
to think
sick..."

Q. The average accountant sits at a desk all day,
attends conferences, shuffles papers and talks on the
telephone. How can he keep his body "tuned up "?

Miss Valeska at age 69.
tive influences. When unbalanced, we have all
kinds of cravings for drugs, sweet drinks and other
harmful substances. We can develop our natural
power without artificial aids and crutches and learn
to train, control and use our bodies properly to
achieve more vitality and a dynamic personality.
But it will be quite difficult, especially as we are
conditioned to think sick and be sick. Americans
are the most over - medicated, over- operated, over inoculated people in the world. It seems that they
can only believe something useful has been done
when they go to an "expert" and pay a big fee.
Consequently, new drugs are invented daily and
they change as fast as women's fashions.
Q. What is the relationship of nutrition and
diet to good health?
A. The prime reason for eating and drinking is
not so much to give nutrition to the blood but to
enable our unique transportation - metabolism to
deliver various elements and gases to the cells to
build them up, sustain, regulate and regenerate
them. Any kind of strong emotion, such as anger
jealousy, or manifestation of an emotion such as
shouting, screaming, bring toxins to the blood,
which in turn cause cell deterioration.
There is no such thing as a single prescribed diet
for everyone. We are all individuals and by eating
different dishes at each meal we can hardly go
wrong. Businessmen are prone to overeat and drink
ice water with their meals which dilutes the food
and punches it through the digestive tract without
giving the enzymes time to break it down.

Q. What do you mean by principles of eating?
A. If you don't follow them, no food or nutrition
will be beneficial. Let me enumerate them. Masticate well, swallow —don't gulp, digest, assimilate
absorb. Among the "don't's" are: don't eat when
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A. True, the average man rides to work, uses an
escalator or elevator instead of the stairs and hails a
taxi whenever his pocket allows. Result: poor posture, stomach bulges, muscles shrink and atrophy,
the chest sags, the spine bends. We look tired, indifferent, phlegmatic, fidgety.
Before selecting the exercises most suitable to
him, an individual should consider the makeup of
his own body, condition of his heart, blood, past
illnesses and so on, especially if he has never exercised before. Furthermore, the exercises will not be
beneficial unless he approaches them with interest
and enthusiasm. He should not persist in exercises
which produce unpleasant symptoms nor exercise
until he becomes unduly tired.
The best exercises are swimming, bicycling and
walking. The benefits of these exercises are numerous. They promote deep rhythmical breathing, improve blood circulation, tone up the muscles and
bring the natural heat to the body. By walking you
stimulate all the vital organs through the soles of
the feet which are connected to the vital organs
through the nerve endings.

Q. I understand that you believe breathing is of
major importance in the maintenance of health?
A. Certainly, we are born with breath and we
die without it. The brain has unlimited power and
controls the body but it is of little value unless it
gets a good supply of oxygen. Proper breathing is
rejuvenating; it helps you to become a better
speaker —a skill which can be a great help to an
ambitious businessman. It promotes intellect; alertness; improves concentration; helps vision; clears the
skin; aids digestion and elimination; improves the
heart; helps to prevent infection; heals the body
and helps to prevent colds and headaches.
Breathing exercises are explained in detail in my
book but, in short, you inhale rhythmically and
easily through the nose and exhale through the
mouth. In general, the correct way to breathe we do
automatically, that is to keep the mouth closed and
breathe in through the nose and exhale through
the nose. Inhaling with the mouth open is an invitation for germs and viruses to invade the throat
which does not have the same protection as the
nose.
Q. In your book you emphasize the importance
of interpersonal relationships to the overall health
of the individual, do you not?
A. Yes. The union of a man and woman is very
Continued on page 60
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Members of Tokyo Chapter ride San Francisco's famous cable car.

TOKYO CHAPTER MEMBERS
TOUR U.S. CITIES
Seven NAA chapters host Japanese members, visiting this
country to survey American practice in consolidated accounting
systems and management of affiliated companies.

Thirteen NAA members affiliated with the Tokyo
Chapter were introduced to American business practice, and hospitality, during a two -week tour of
the United States in September, which included
stops in San Francisco; Chicago; Detroit; Buffalo;
Washington, D.C.; New York; New Orleans;
Houston and Los Angeles.
Through its chapters the Association arranged a
series of presentations by several companies on the
topic in which the businessmen were interested —
consolidated accounting systems and management
of affiliated companies. The tour group was greeted
by representatives of the local chapter in seven
cities. In addition to arranging for the business
presentations, the chapters conducted tours of their
cities, taking the group to a baseball game in Houston and on a ride on one of San Francisco's famous
cable cars.
Although Japanese businessmen have visited the
NAA national office before, this tour marked the
first formal visit of NAA members from the Tokyo
Chapter, which was chartered in October 1972.
Arrangements for the tour were coordinated by
Hisao Koga, secretary of the chapter and executive
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director, Enterprise Management Assn., Tokyo.
Landing in San Francisco on September 4, the
13 businessmen were greeted by members of the
San Francisco Chapter. After a ride on the cable
car, the group was entertained at a cocktail hour
and dinner. At a technical session following the
dinner, members discussed international accounting.
Discussions were led by Andre A. Aversa of Touche
Ross & Co., and Joseph C. Klaczynski, director —
operations accounting of Foremost McKesson, Inc.
Flying on to Chicago, the Japanese businessmen
were picked up at the Palmer House by charter bus
and taken to the offices of A.C. Nielsen Co., in
Northbrook. A conference on "Consolidated Statements, Evaluation and Control of Foreign Operations" was presented by Richard Klotz, vice
president and treasurer of Admiral International
Enterprises Corp. He was assisted by Charles
Voight, Douglas Bender, and an interpreter from
the Chicago area. The group lunched at the plant
and were then returned to their hotel.
Next day in Detroit, the president and treasurer
of SOS Consolidated gave a presentation on the
Continued on page 60
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CEP -KEEPING
UP TO DATE
NAA's Continuing Education Program
begins Fall series of courses in
New York City.

At New York Sheraton Hotel, Hugh Scott, manager of the
Continuing Education Department, gives course materials
and a brief summary of day's activities to a registrant.

Beginning a new season with an updated series of
courses, the Continuing Education Department
started its Fall program early in September with a
very successful meeting in New York. Succeeding
week -long programs are scheduled in Cincinnati,
Boston, Chicago and Los Angeles.
With 225 registrants signing up for the courses
held in New York, the CEP Department anticipates an outstanding year. Hugh Scott, manager of
the Continuing Education Department, said, "We
have noticed an upsurge of interest in the CEP
Program this year. As a result, we are optimistically
looking forward to seeing many new people registering, drawn by the quality of the courses and the
relevance of the subject matter to the problems that
are developing in their jobs."
This year, he points out, the Association has
added one new course and two relatively new
courses to the program. The new course is "Accounting for Corporate Social Responsibility,"
which will be held in Chicago this month. The
other two, also scheduled for Chicago, are "Man.
aging by Objectives for the Financial Manager" and
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One of the most popular courses in New York was Accounting for
Foreign Operations. Above, Dr. Edwin C. Bomeli, professor and
chairman of the department of Quantitative Analysis and Control,
Bowling Green State University, Bowling Green, Ohio, addresses part
of the audience.
tacts in the industrial accounting and financial field.
On this and the facing page are typical views,
taken in New York, of the CEP Program at work.

These registrants attended the course on Effective
Cash Management, which also is popular with
accountants and financial executives.
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If you're interested in the CEP Program scheduled
in your area, write NAA for a brochure or see your
chapter's Director of Professional Development. ❑

Here's another view of the registrants at the course on
Accounting for Foreign Operations. Course will be
repeated in Los Angeles.
59

Springer, director of strategic planning for General
Electric Co., and Ryuichi Suzuki, systems analyst,
Merchandise Products Group, W.R. Grace & Co.
Continuing the tour, on September 13 the businessmen were in New Orleans where the local
chapter arranged for a meeting with officers of the
Louisiana Gas Service Corp. The group had a 21/2
hour session which touched upon data processing,
accounting and problems of consolidated accounting. A walking tour of the French Quarter had
been arranged, according to New Orleans Chapter
President Eugene J. Landry, but it was rained out.
The visit, however, did receive coverage on the
local TV station.
The next day, in Houston, the chapter arranged
for a discussion forum with representatives of four
companies participating. They included Claude J.
Adkins and Robert N. Byrne of Mission ManuSan Francisco's Gary Enersen (f.) thanks
facturing Co., William V. Vann, Anderson- Clayton
Hisao Koga for gift of appreciation.
Co., Melvin E. Lesikar of North American Turbine
Continued from page 57
Corp., and Harold R. Cunningham of Arthur
control of diversified enterprises. According to Andersen & Co.
Laurance A. Solomonson, president of the chapter,
Houston Chapter President Adkins said the
the company made a major effort to extend its Japanese were so interested in the accounting prehospitality and to help the group learn about ac- sentations they did not want to take a refreshment
counting practices.
break. Later the chapter hosted a cocktail hour for
After stopovers in Buffalo and Washington, their Tokyo colleagues and then took them to a
D.C., where no meetings were scheduled, the baseball game at the Astrodome, which flashed a
group flew to New York City for two days of meet- welcome to the businessmen on its $5 million scoreings. W.R. Grace & Co. served as host, with R.L. board. One of the members much to his delight
Bowditch, vice president and treasurer of the com- caught a foul ball.
pany, leading a roster of speakers who described
Houston Chapter ladies acted as hostesses at a
how Grace controlled its subsidiaries and how in- cocktail party and also welcomed the Japanese
ternal reports to management were made. According members into their homes to show them how a
to Sydney Katz, Grace manager who coordinated typical American family lived.
the tour, the Japanese members were most imThe last stop for the group was Los Angeles
pressed by a demonstration of quarterly reporting where NAA Vice President Kenneth M. Sime and
on the company's on -line computer terminal. A L.A. chapter President Burnie] O. Swartzmiller
cocktail party on Monday evening permitted in- greeted the party. Fluor Corp., City of Comformal discussions between the members.
merce, played host to the businessmen, presenting
The next day, Managing Director John E. Vava- a technical discussion of the topics they were intersour welcomed the members to the NAA office. ested in. On September 18 they were winging
Later staff directors and managers discussed NAA homeward. The whirlwind tour of the United
programs and activities, including public relations, States helped to strengthen the ties between Tokyo
new chapter formation, educational programs, op- and the domestic chapters and contributed to better
erations of NAA chapters and publications. During understanding of the accounting practices and culthe afternoon two speakers discussed "Management tures of two countries, friendly competitors in the
of Affiliated Companies." They were Clifford H. world market.
❑
THE HEALTHY ACCOUNTANT
Continued from page 56
important to the health of both. Sex is more than a
biological function. At its best it is pure union;
structured and disciplined by the mind it becomes
physical expression of the constant interplay between flesh and spirit. It depends on a kind of
natural, harmonious vibration and should not be
forced by artificial means or require stimulants,
otherwise health eventually suffers and energy
wanes. Moderation in love does not mean one loves
less but that one uses control in sexual expression.
60

It is like eating too much. It should be cherished
and preserved and continuously enjoyed.
In marriage, as in anything else, it is not what
one is going to do that counts, not plans, dreams
and hopes, but the seemingly trivial day - today
gestures and small attentions which produce real
joy. The couple whose life together has been drab
and uninteresting has little to look forward to because there is no resource for the future. How you
live today is your tomorrow. What you are is God's
gift to you; what you do with yourself is your gift
to God.
❑
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January 21 -25, 1974
Palacio Del Rio Hotel
6 Courses

■ D E V E L O P I N G A N D U S I N G ST A N D A R D C O S T S . . . . . . . . . . . . . . . . . . . . . . M o n. / T u e .
■ C O S T S F O R D E C I S I O N M A K I N G . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Mon. /Tue.
■DATA PROCESSING — CONCEPTS & INFORMATION SYSTEMS
DESIGN ...................... ............................... Mon. /Tue. /W ed.
■ F LEXIBLE BUDG ETI NG & PERF ORMANCE REPORTI NG .. ... .. .. ... .. W ed. /T hu. / Fri.
■DIRECT COSTING & CONTRIBUTION ACCOUNTING . . . . . . . . . . . . . . . . . T h u . / F r i .
■MANAGEMENT ACCOUNTING FOR BANKS .........................Thu. /Fri.

MA11 73

REGISTRATION INFORMATION
To register for any Course listed,
fill out and return the registration
form together with your check to

'

Name

T itle

Division, Plant or Office

'

Street Address

'

Firm's Principal Product or Service

Att: CEP Registrar
(212) 759 -3444 Ext. 261

'

Business Phone No.

Fees

'

Please register me for the following Courses:

2 Day Courses $200
3 Day Courses $300

I

Print or type complete name of each Course

The fee for NAA Courses includes
daily luncheons, refreshments,
comprehensive workbooks and
technical materials.

L2.

'

'

Company

I

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

City
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'

State

Zip Code

'
'

I
'

NAA Member ( Chapter)
(Ac count No.)

Dates

Location

Fee

I
I
'

Chapter/ Member News
J. BREWSTER DAVIS, Columbus past president, was elected president, Summer & Co.
REx M. MARTIN, Denver, was named

treasurer of Van Schaack & Co.
ROBERT H. MULLIS, Florida West Central, was elected vice president of finance
and administration for Building Systems,
Inc., Cleveland, Ohio.
PETER W. BROWN, Hartford, recently was
named assistant controller of Insilco
Corp.... GEORGE P. ZUK was promoted
to assistant corporate controller, Anderson
Laboratories, Inc.
WILLIAM G. BURGETT, Jamestown -Warren, was appointed general manager of
Jamestown Malleable Iron Div., Blackstone Corp. He will continue his responsibilities as research and development
coordinator of the corporation.

Officers and directors of the Swiss Chapter recently posed for
this photograph. Front row, L -r., Dr. U. Guggisberg; B. E. Weber;
A. 1. Haeberli, president; E. K. Briner; T. Vogt; E. R. Stolz;
S. E. Kraft. 2nd Row: F. A. Mueller, D. K. Starr, and T. M. Thomas.
Emeritus Life Associates
Th e designation of Emeritus Life Associate
is made available to retired members who
have had 20 years of active service, or ten
years of active service including five years
as an elected national o r chapter officer or
director. Tho se so designated are relieved
from payment of annual dues. T h e intent
of this provision of th e By -Laws is to recognize the debt which the Association owes to
members of long standing.

ELMER A. ANDERSON, Rockford.
ROBERT L. BAILEY, Buffalo, past NAA
director.
WILLIAM L. BROWN, Pittsburgh.
JOHN R. COOK, Rockford, past president.
JOHN J. DOLINAR, Akron.
WILLIAM V. DORWART, Lancaster.
BLAINE H. DUEY, Hagerstown, past president.
GARLAND EMBRY, JR., Chattahoochee

Valley, past president.
HYMAN M. FELSEN, Denver.
NORA J. FITZSTEPHENS, Detroit.

J. I. OBST, St. Louis.
MAURICE R. ORCUTT, Syracuse.
LEONARD R. RAICHLE, Member -at- Large,
U.S.

CURT A. REISNER, New York.
RICHARD E. ROCK, San Fernando Valley.
MAX A. SCHNEIDER, St. Louis.
ERNEST W. SPROGIS, Sacramento.
HENRY H. TROw, Massachusetts Pioneer

WILLIAM T . CREED, Macomb County

past president, was appointed vice presisident— finance, Holley Carburetor Div.,
Colt Industries. He is a current NAA
director.

CHARLES J. WELCH, Stockton Area.
HOWARD W. WESTERVELT, Toledo.

Promotions and New Positions
RICHARD H. SCOTT, Alameda CountySouth, has joined Continental Development CO., as controller.... GARY YAMA-

SHITA was promoted to associate professor
at California State University.
RANDY B. BARNWELL, Asheville, is now

controller with Broadway Hosiery Mills.
DOREEN A. LONG, Boston, has been promoted to manager, treasury services, at
Eastern Gas & Fuel Associates.

England.

FERRIS F. VANDIEN, Bridgeport, was promoted to controller of Schick Safety
Razor Co.
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is now controller with Mid -State Mortgage Co.

Valley, past president.

CHARLES E. FRAME, Buffalo.
ART R. GEE, Fort Lauderdale.
ALBERT GOODSELL, Member -at- Large,
R. D. GREIG, Meinber -at- Large, England.
LEE T. HARRIS, New York.
CHARLES KAHN, Peoria.
MATHIAS J. KAPPL, Milwaukee.
R. B. MARTIN, Rockford, past president.

Two Johnstown members have been
named at L. R. Kimball, consulting engineers. JOSEPH F. RYAN was promoted to
vice president of finance and controller,
and RICHARD J. BOUCH was promoted to
vice president. . .. SYLVESTER SCALETTA

LEONARD S. JAFFE, Cleveland, has been

elected president and director of Building
Systems, Inc.

JAFFE
Cleveland

CREED
Macomb County

Two Milwaukee members have been
named at M &I Marshall & Ilsley Bank.
RICHARD K. HOMAN is assistant vice president and JOHN E. SCHMITT was named
assistant vice president. . . . JOHN E.
BIRNBAUM was promoted to controller
Safway Steel Products.... VERNON W.

KRUEGER was elected treasurer and assistant secretary of Ampco Metal, Inc....
TERRENCE MOORE Was named Vice president and secretary- treasurer, Ace Foods,
Inc.... DAVID ZBLEWSKI has been promoted to manager of financial planning
and analysis, overseas operations, for Manpower, Inc.
MANAGEMENT ACCOUNTING/NOVEMBER 1973

Counties, has been appointed resident
manager of Miramar Hotel.... ALAN G.
SAVAGE is the new president of Invest

elected vice president and treasurer of

West Financial.

USLife Corp.... ARTHUR D. HARRISON,

LEONARD E. LAVOIE, Scottsdale Area, has
been appointed director of administrative
services, CG Management Resources,
Inc., subsidiary of Connecticut General
Insurance Corp.

JR., recently was appointed vice president
— finance for Bayly Corp.... ANDRE M.

ROMANO is now executive secretary of the
United Nations Board of External Auditors.

ROBERT G. MOODY, Seattle, was named
treasurer of Transport Equipment Co.
RAYMOND E. LESSARD, Southern Maine,
has been promoted to comptroller, Hill crest Foods.... RAYMOND H. SHEVENELL

was promoted to vice president of finance
at Saunders Bros.
VERNON E. BOSCHERT, Southwest Los
BLAKE
New York

CROSS
Orange Coast
Calif.

ELBERT E. KENT, North Alabama, is now
fiscal analyst with the City of Huntsville.

Accounting Division

been named at Borg - Warner Corp. SHELr

ler Industries, Inc.... JOHN D. WHALEN

was elected vice president and treasurer of
Pennsylvania Crusher Corp.
ROBERT J. MATERNA, West Bergen -Passaic County president, is now a partner,
Peat, Marwick, Mitchell & Co.

CHARLES L. CROSS, Orange Coast Cali-

fornia, is now corporate controller for National Systems Corp. He is a past president of the chapter.
JAMES H. SEAM, Pensacola, has been appointed division controller of Newport
Division of Reichhold Chemicals.
STEVEN P. ISAACMAN, Philadelphia, has

been promoted to general manager at
Samuel Jacobs Distributors, Inc.
KAY MOORE, Phoenix, was named con-

troller with Kitchell Contractors, Inc.
JACK R. CLEMENT, Piedmont Winston -

Salem, was promoted to insurance and
cash manager, Hanes Corp.... JAMES E.

FORDHAM, JR., is assistant vice president
of Wachovia Services.
FREDERICK M. KIRBY, Pittsburgh, has
been elected president and chief executive
officer, Mrs. Giles Country Kitchen, Inc.

Two Wheeling members have been named
at Consolidation Coal Co. ELWOOD C.
KYLE Was promoted to controller of the
central division, and CHARLES W. HAS -

WELL to staff accountant.
DAVID A. SAWIN, Worcester, has been
elected assistant vice president of Worcester Bancorp, Inc.
ROBERT P. LYONS, York, has been ap-

pointed controller of the Malleable Casting Division of Acco.
Kudos
ELMER F. BURMAHLIN, Lynchburg, has

been elected to appear in the 1973 edition of Personalities of the South in recognition of past achievements, outstanding ability and service to community and
state.

In Memoriam

C H AR LES EDW ARDS, CEC, Mgr .

Snern
ligI-nelin-g
wo,id' s l o p s i

Empin,ment se

ce

Where New Futures Begin
Box J -2000, Columbia, S.C. 29201

LEARN

AUDT
I ING
AT NOMINAL COST AND
AT HOME IN SPARE TIME

Ask for details
without obligation.
This may be the best
investment you
will ever make.

G . E. ALLEN, 49, Massachusetts North

ROBERT W. BLOOM, Rochester, has been
appointed vice president of bank operations at the Security Trust Co.... JOHN
L. SUTER recently joined the Security

Shore, 1960.
J. J. ANZALONE, 86, Cleveland, 1924.
Emeritus Life Associate.
LOUIS F. ARNOLD, 70, Baltimore, 1923.
Emeritus Life Associate.

Trust Co., as controller and manager of
general accounting.

L. J. BABYOK, 48, Springfield, 1955.
ROBERT T. BAIR, 53, Williamsport, 1948.
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• OUR FEES ARE PAID BY
MANAGEMENT

JOHN M. HONE, Valley Forge, has been

DON GARVERICK is now manager of general accounting and assistant controller,

DAVID E. ATKINS, Northwest Arkansas, is
now director of financial analysis, Whirlpool Corp.

• CONFIDENTIAL SERVICE
Your present position will in no way be
jeopardized. W e have had over 12 years
experience in the placement of professional personnel.

Please send your resume with current
salary, or write for our Professional
Resume Kit.

elected executive vice president and a
member of the board of directors of But-

now controller with General Tire Co.

We are recruiting management- oriented
Accounting. Financial and EDP personnel for the rapidly growing Southern
Market. Immediate career opportunities
for Controllers, Planning Manager, Asst.
Treasurer, Financial Analysts. Acctg.
Managers, Cost Accountants, Auditors,
Gen. Accts., Systems Analysts, Programmer /Analyst, DP Managers and others.
Salaries to $25,000.

Angeles, was recently promoted to head
of financial controls, Defense & Systems
Div. —Space & Communications Group,
Hughes Aircraft Corp.

Two North Central Ohio members have

and ROBERT L. RAHALL Was promoted to
financial analyst.... JOHN J. SWEENEY Is

SOUT HERN
OPP ORT UNIT IES

•

VINCENT P. BLAKE, New York, was

GREG COLEMAN, Santa Barbara - Ventura

•

O. BALDWIN WILDAY, JR., New Orleans,
was recently named plant manager of the
Flintkote Co.

TheCountingHouse
PublishingCo.
Thiensville, Wisconsin U.S.A.
53092
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L. J. BITTING, 68, Harrisburg Area, 1966.
G. B. CONVERSE, 62, Mohawk Valley,
1961.
C A R M E N J. DICIIIA RA ,
5 2 , Greenwich Stamford, 1971.
HENR Y T. D OWN EY,

itors" or "When the owner of a business can start taking a salary."
"Break- even" is considered as the
art of "Switching to beer when it's
your turn to buy a round." Other
terms will bring a smile of recognition
to even the most crusty accountant.
The "expense account" is a "Statement of fun," "a conservative accountant —one with much reserve;" "pooling of interest " — "inviting all of the
girls on your floor to the office swimming party," and a "company picnic"
is "Ground hug day."

53, Springfield, 1947.

71, Grand Rapids,
1936. Emeritus Life Associate.

ELWOOD S.

DUPL ER,

74, Brooklyn, 1939. ELA.
I I N I E , 79, Nashville, 1953.
F . KA N A S K I E , 2 6 , Columbus, 1973.
KIT E N D A U G H , 98, Syracuse, 1921.

J. J. H A L P I N ,
GIBERT
LEON
E.

F.

ELA.
A L . B E R T A . K R A N I E R , 7 2 , West Bergen Passaic County, 1948. ELA.
G E O R G E P . MA R K S , JR., 7 4
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48, Des Moines, 1959.
H. G. PARKS, 77, Denver, 1946. ELA.
F R A N K J . S C H E I P E R , 53, Chicago, 1960.
O L I V E R F . S E L B Y , J R . , 8 2 , Fall River -New
Bedford, 1950. ELA.
LAR R Y
F. S T E W A R T , 4 5 , Rochester, 1972.
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C . F. MILLER,
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, Elmira Area, 1968.
R. J. MCCANN, 44, East Jersey, 1946.
M A R G A R E T M C K L E V I N , 66, Charleston,

SEE INSTRUCTIONS

STATEMENT OF OWNERSHIP, MANAGEMENT AND CIRCULATION

, New Orleans,

1949. ELA.

The temptation is irresistable to
carry on the work with some definitions of terms used by accountants in
industry. For example: forecasting —
predicting the rate of inflation; modelling —what the accountant does when
he's looking for an alternative life
style; simulation— gambling without
risking your own marbles.
If you haven't had enough, the 103 page paperback sells for $2.95 and is
available from Accounting World
Publishing Co., P.O. Box 21038,
Washington, D. C. 20009.

and address)
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Erwin S . Koval, NAA,

919 Third Avenue, New York , N.Y.10022
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Happiness Is a Balance
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r educ ed postage

(S i gna tur e an d ti tle o f edi tor . Publi sher , busi ness manager , or owner

Like any other profession, jokes
abound about the field of accounting.
What junior accountant has not heard
the old saw about credits on the left
and debits on the right? E.E. Hines,
former director of education for the
National Society of Public Accountants, has compiled some daffy definitions at the expense of accountants.
Titled Accountants' Comic Dictionary, it includes such dubious entries
as: "balance. 1. An accounting term
meaning happiness. 2. Something
wanted by bookkeepers and tightrope
walkers."
The definition and understanding of
"break -even point" is simplified somewhat so it can be und erstood by the
layman. This elusive point is defined
as "Wh e n the number of your creditors equals the number of non -cred-

10. FOR COMPL ETION BY NONPROFIT

AUTHORIZ ED

MAIL AT SPECIAL RATES (Sect ion 132.122 , Poste tift —1
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(Signature of edi tor,p^ubUther, business manager, or owner)
-5 '- -7" 2

July 1971
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CHECK 'THE CALCULATIONS YOU AND YOUR
PEOPLE USE FREQUENTLY...
Selling price from cost
and gross profit margin.

extension with
F] Invoice
accumulation.
Job estimating.

Compound interest with
automatic scheduling.

Inventory extensions,
count and average.

Forecasting with %
increase/ decrease.
Depreciation.

Costing (jobs or
process).

Commission.

Area /volume.

F]
El Proration.
F] Distribution.

El

Mark -up.
Sales analysis.
Price comparisons.

% Analysis.

Gross Profit Margin.

0

% Increase/ decrease.
Sequential comparison
Growth over succeeding
periods.
Two total prelisting.
Cost and sell
extensions.

and
E] Logarithms
exponentials.
Standard deviation.

0

0
0

a

0

0

NO

THEPERFECTFIT

if you're hooking to hire...
or, if 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.

ALEXANDRIA
5055 Seminary Rd
1703) 9313600
ALLENTOWN
Hotel Traylor Buildup
1251439 -1506
ATLANTA
3379 Peachtree
BALTIMORE 6
BALTIMORE
The Ouadrangle –Cross Keys
1301) 323.7770
BOSTON
140 Federal St
t617) 423 6440
CHARLOTTE
4801 E. Indepentlence Blvd.
C. . 0 5353370
CHICAGO
333 N. Michigan Ave.
1312) 782.6930
CINCINNATI
606 Terrace 1-1111on
1513) 621 7711

CLEVELAND
1367 E. 6th St.
1216)621 _0670
DALLAS
2001 Bryan Tower
121417429171
DENVER
1612 Court Place
(3031244'2925
DETROIT
670 Honeywell Center
S— tifield
13131 354 -1535
HARTFORD
111 Pearl SL
120USTO 170
HOUSTON
1200 Central Nat'l Bank Bldg.
(7131228-0056
INDIANAPOLIS
9 No rth Mi n- St.
(31716365441

N

KANSAS CITY, MO,
127 West 10th St
1816) 474
LONG ISLAND
420 Jerrho Turnpike
Jericho
1516) 8228080
LOS ANGELES
3500 Wilshue Blvd
(213) 3866805
LOUISVILLE
680 South 4th Sr
5898657
MEMPHIS
VkM
12 S. Main St.
(901) 5238950
MIAMI
1190 N I 163 St
North Miami Beach
13051&17 -0884
MILWAUKEE
633 West Wisconsin Ave.
MIN 271 9380
MINNEAPOLIS
80 South 8th St.
1612) 3368636
NEWARK
1160 Raynwnd Blvd.
1201) 623 -3661

NEW YORK
330 Mad-n Ave
(212)9861300
OMAHA
7101 Mercy Rd
(40213978107
ORANGE, CAL.
500 South Main St
(714)835'4103
PHI LADE
2 Penn Center Plaza
12151 5884580
PHOENIX
1517 Del Webb TowreHOUSe
(602) 2791688
PITTSBURGH
Gateway Towers
(412) 4715946
PORTUND, ORE.
B105.W . Aid. SL
(5031222-9770
PROVIDENCE
400 Turks Head Bldg.
1401) 2748700
ST. LOUIS
7733 Forsyth Blvd.
Clayton
(314) 7271535

SAN FRANCISCO
111 Pine St.
(415)4341800
SAN JOSE
(4081 North First St.
EATT939040
LE
TFourth
1215
Ave.
1206) 6249000
STAMFORD
111 Prospect 52.
12031325-1158
WASHINGTON, D.C.
7318 Wisconsin Ave. N W.
13011
WILMINGTON
4*18
WILMINGTON
1102 West S, .
(3021 8523244
LONDON E C 2. En land
17 Finsbury Square
01- 638 -4394
TORONTO, Canal
15 Toronto St.
(41
1314
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World's Largest
Financial &ED P
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Personnel Specialists. Offices:
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more competent people
more good positions
no need to compromise when you can find the perfect fit at ROBERT HALF.
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PERSONNEL
AG E N C I E S

